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Introduction
ISAs, or Individual Savings Accounts, are a form of tax efficient

savings that were launched in 1999. 

Thirteen years on and ISAs are a firm part of the nation’s savings habits: 
• Cash ISAs are second only to current accounts as the most 

popular type of bank account in the UK. 
• In the 2010-11 tax year, more money was saved into investment

ISAs, than into personal pensions! 
Source: The Office for National Statistics. Personal pensions exclude stakeholder pension plans.

The first thing to understand about ISAs is 
that an ISA isn’t a type of savings account 
or investment in itself. It’s often described 
as a wrapper, as it “wraps” around normal
types of savings and investments - the 
only difference being the tax efficiency you
get by having your money in this special
wrapper.

So, why is an ISA such a good place to put your money?...

#ISAfacts  If you’re aged 16 or 17 you get a Junior ISA allowance of £3,600 and
an adult cash ISA allowance of £5,640
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#ISAfacts  You can transfer a cash ISA to another cash or investment ISA, but
you can only transfer an investment ISA to an investment ISA

What is an ISA?
An ISA is a way of legally avoiding tax. Interest earned on a cash

ISA is paid with no income tax deducted - unlike a normal savings account
where you might have to pay as much as 50% of the interest you earn to the
taxman.

Savings accounts automatically have
20% tax deducted - if you are a higher
or additional rate taxpayer, you need to
pay an additional 20% or 30% tax
respectively on any interest you earn.

This means that even a relatively unimpressive 
interest rate on a cash ISA can beat a much higher
rate on a normal savings account.

Investment ISAs allow you to invest money in a range
of things, such as shares and investment funds. This is
a tax efficient method of making an investment (when
compared to investing outside of an ISA) as you don’t
have to pay capital gains or income tax on your 
investment, although you will pay a 10% tax credit on any
share dividends you receive. 

Interest Rate needed to 
beat 3.00% cash ISA
Basic Rate Taxpayer 3.75%

Higher Rate Taxpayer 5.00%

Additional Rate Taxpayer 6.00%
A handy comparison table can be found on page 8.
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#ISAfacts  ISA is short for Individual Savings Account - an ISA can only be
opened in a sole name
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ISA rules, at a glance...
Anyone over the age of 16 can save into a cash ISA (you need to be at least 18 to
open an investment ISA), providing you live in the UK.

You can invest up to £11,280 in ISAs in the 2012-13 tax year (6 April 2012 to 5 April
2013). If you don’t use your ISA allowance, you lose it!

You can place up to £11,280 into an investment ISA (although if you do, you can’t
make any contributions to your cash ISA pot). You can place up to £5,640 into a
cash ISA in the 2012-13 tax-year which means, if you wanted to, you could also
place up to £5,640 into an investment ISA.

You can have more than one cash ISA and more than one investment ISA open at
the same time. However, you can only open one cash ISA and one investment ISA
per tax year for new money you wish to invest - these needn’t be with the same
provider. If you want to transfer that money to another ISA in the same tax year,
you’d have to transfer the full amount. 

You can transfer your accumulated cash ISA funds into a new cash or investment
ISA as you wish (although some providers may only allow you to transfer the full
pot). 

If you make a withdrawal from your ISA, you can’t replace it later. For example, if you
saved £5,640 into a cash ISA on 6 April, then withdrew £2,000 on 7 April, you 
wouldn’t be able to replace this money until the following tax year.
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#ISAfacts  Not all cash ISAs allow you to transfer in money you have previously
saved into your ISA pot

The pros and cons of
investment ISAs...
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Investments offer the opportunity of 
bigger returns when compared to a 
savings account.

Investing inside an ISA offers tax 
advantages. There’s no capital gains or
income tax to pay (capital gains is the tax
you have to pay on any profit you make
on the value of an investment when you
sell it). However, there could be some tax
to pay on income you receive from share
dividends.

You can invest up to £11,280 into an
investment ISA in the 2012-13 tax year -
double the maximum you can invest in a
cash ISA.

Some structured investment ISAs can
guarantee your money, whilst offering
higher gains if the index it’s linked to
grows (generally the FTSE 100 or the
Retail Prices Index).

Unlike savings accounts, investments can
fall as well as rise in value. This means
that you could come out with less than
you originally invested.

You should consider investing as a
longer-term undertaking (usually a mini-
mum of 5 years). If you need to cash in
your investment early, you may come out
with less than you originally invested.

You can’t transfer an investment ISA to a
cash ISA. So if you wanted to move your
money to safer ground later on, you’d
need to cash in your investment and lose
the tax efficient status your money
enjoyed in an ISA.

Structured investment ISAs can be
appealing to more cautious savers - but
make sure that you understand and
accept the risks you are taking with your
money.

Investment ISAs have the same risks as investments outside of an ISA. You
can still lose money if the investment doesn’t perform or if you need access  
to your money early. 
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#ISAfacts  You can save up to £5,640 in a cash ISA in the 2012-13 tax year

4 Questions to help
you choose a cash ISA

How much access do you want to your money?
Generally-speaking, the less access you are prepared to have to your money, the 
higher the rate of interest you can earn. Fixed rate ISAs will pay the highest rates 
of interest, whilst easy access ISAs tend to pay lower amounts.

Do you need your interest paid monthly?
If you use your savings interest to supplement your income, or you simply want to 
see your interest accumulating each month, you might want an ISA that pays interest
monthly. Not all cash ISAs offer this option.

Do you want to change your ISA every year?
Some easy access ISAs have an introductory bonus included in the interest rate. 
Usually these last for 12 months, meaning that after a year your rate will decrease -
quite substantially in some instances. If you want easy access to your cash ISA, but
don’t want to change your account every year, you may be better to look for an ISA
without an introductory bonus.

Do you want to transfer your existing cash ISA ?
You might transfer your cash ISA to get a better interest rate, or to bring your ISAs
together in one place so they’re easier to manage. Not all cash ISAs allow you to 
transfer money in (particularly some of the top easy access ISAs), so be sure to check
before you apply. More information on cash ISA transfers can be found on page 7.
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#ISAfacts  Depending on your tax status, up to 50% of the interest you earn
could be taken by the taxman on a savings account
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How to transfer a
cash ISA

All cash ISAs have to allow you to transfer your money out. You might want to transfer out
of an old ISA that’s not paying a competitive rate of interest, or simply to bring your ISAs
together in one place. Some old cash ISAs pay as little as 0.10% so it’s well worth 
checking your interest rate!

Do not close your existing ISA or withdraw the money.  
There’s a special transfer process that must be followed.

1 Research the best cash ISAs that allow 
transfers in (not all do). 

2 Complete a short ISA transfer form with your
new bank or building society. 

3 Your new and your old ISA providers will 
arrange for the ISA to be transferred. 

4 The transfer process should take no longer 
than 15 working days.

Some ISA providers will pay you interest on the money you wish to transfer 
from day one of you completing the transfer form. If the transfer takes longer 

than 15 working days, your old ISA provider must compensate you by paying 
the interest rate offered by the new ISA.
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Comparing cash ISAs to
savings accounts

About
moneyfacts.co.uk
Moneyfacts started in 1988 as a six page 
factsheet with a revolutionary idea: to bring 
the best financial products together in a 
way that allowed for comparison. 

The world’s changed a lot since 1988, but 
what we do hasn’t. Our independent Best 
Buys are constantly updated by our 
in-house research team. 

If a product’s not good enough to get in, it 
doesn’t get in. It was as simple as that in 
1988, and it’s as simple as that in 2012.

Quick comparison table
NORMAL SAVINGS GROSS RATE 

CASH ISA BASIC HIGHER ADDITIONAL
RATE  RATE TAX RATE TAX RATE TAX
1.00% 1.25% 1.67% 2.00%
1.50% 1.88% 2.50% 3.00%
2.00% 2.50% 3.34% 4.00%
2.50% 3.13% 4.17% 5.00%
3.00% 3.75% 5.00% 6.00%
3.50% 4.38% 5.83% 7.00%
4.00% 5.00% 6.67% 8.00%
4.50% 5.63% 7.50% 9.00%

Try it yourself!
Use the gross rate on a savings account to find out the actual rate of interest you’ll
earn after tax, then compare it against the best cash ISA rates.

Gross savings    - 20% (Basic rate taxpayer) = Your actual interest 
interest rate 40% (Higher rate taxpayer) rate after tax

50% (Additional rate taxpayer)

If your calculator doesn’t have a % button, do this calculation instead...

Gross savings     x 0.8 (Basic rate taxpayer) = Your actual interest 
interest rate 0.6 (Higher rate taxpayer) rate after tax

0.5 (Additional rate taxpayer)
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