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Why ISAs Matter

As part of our Financial Education series, we are building a set of resources designed
to help you make sense of your money in a clear and practical way.

Managing money is often made to feel more complicated than it needs to be. Our aim
is to strip things back to the basics and explain how different parts of financial
planning fit together.

In the first article, we looked at cash and the important role it plays in providing short-
term security and peace of mind. Once those foundations are in place, many people
begin to ask what the next step should be. For most, that leads naturally to ISAs.

In this article, we explain:

e WhatanISAis

e Why ISAs are widely used

o The different types of ISAs

¢ Common misunderstandings

¢ How ISAs fit into longer-term planning

ISAs are not complex products. At their core, they are simply a tax-efficient wrapper
and understanding that is key.
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What is an ISA?

An ISA (Individual Savings Account) is a way of saving or investing money tax-
efficiently.

In simple terms, this means:
e Any interest you earn
e Any investment growth

e Anyincome generated

is usually free from Income Tax and Capital Gains Tax, within annual limits set by the
government.

The annual ISA allowance is currently £20,000 per person, per tax year. This means a
couple could, in theory, shelter up to £40,000 each year across their ISAs.

An important point of confusion is that an ISA is not an investment itself.
It is the container, what sits inside the ISA determines how the money behaves.

What Can You Hold Inside an ISA?

At a high level, there are two main options:
Cash

A Cash ISA is similar to a savings account, but interest is paid tax-free. These accounts
are often used for:

e Short- to medium-term savings
e People who have used up their personal savings allowance
e Those prioritising stability and predictability

Cash ISAs are low risk in nominal terms, though they remain exposed to inflation risk
over time.
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What Can You Hold Inside an ISA

Investments (Stocks & Shares)
A Stocks & Shares ISA allows you to invest in assets such as:
e Shares
e Bonds
e Funds
These are typically used for medium- to long-term goals (often five years or more).
While investments can fluctuate in value, they offer the potential for higher long-term

returns than cash.

This is often where confusion arises the risk comes from the investments, not from the
ISA itself.

Why ISAs Are So Widely Used

ISAs are popular because they combine flexibility with tax efficiency.
Flexibility

e Money can usually be accessed at any time

¢ No fixed retirement age

e Suitable for a wide range of goals
Tax Efficiency

e No Income Tax on interest

¢ No Capital Gains Tax on growth
e Tax efficiency becomes more valuable as savings and investments grow
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Types of ISAs (High-Level Overview)

There are several types of ISA, though most people will use one or two.
Cash ISA
A tax-free savings account, available as:

e |nstant access
e Fixed-term

Stocks & Shares ISA

An investment account used to hold shares, bonds, or funds, generally for longer-term
goals.

Lifetime ISA (LISA)
Designed for:

e First-time homebuyers
¢ Retirement (access from age 60)

You can contribute up to £4,000 per year, with a 25% government bonus, subject to
eligibility rules (currently ages 18-39). Rules around LISAs are under ongoing review.

Junior ISA
Available for children under 18, with a separate annual allowance. These can be held as
either cash or investments and are often used for long-term savings given the time

available.

The combined ISA allowance across adult ISAs remains £20,000 per tax year.




&
B
€3S
Cash ISA vs Stocks & Shares ISA

Cash ISAs are often chosen because they feel stable and predictable. This is especially
common with Junior ISAs.

However, time horizon matters.
e Cash offers certainty but may lose value in real terms due to inflation
e Stocks & Shares ISAs can fluctuate, but over longer periods they offer the potential
for growth above inflation
Importantly:

The ISA itself is not risky — the assets held within it determine the level of risk.

For longer-term goals, risk can often be managed through diversification rather than
avoided altogether.

Common Misunderstandings About ISAs

“An ISA is an investment”

No. An ISA is a wrapper. The investments inside it carry the risk.

“You can only have one ISA”

You can open multiple ISAs, provided you stay within the annual allowance.
“ISAs are only for the wealthy”

You do not need large sums to use an iSA. Even small, regular contributions can
benefit from tax efficiency over time.

“Money in an ISA is locked away”

Standard ISAs are usually accessible. Only Lifetime ISAs have restrictions on
withdrawals.
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How ISAs Fit Into a Wider Financial Plan

Financial planning is about understanding your goals and using different tools for
different purposes.

ISAs often sit alongside:

e Cash for short-term needs
e Pensions for long-term retirement planning

Rather than replacing pensions, ISAs frequently complement them, offering flexibility
and access alongside long-term discipline.

Are ISAs Right for Everyone?

Not necessarily — and that's fine.

Whether an ISA is appropriate depends on factors such as:

Existing debt

e Emergency funds
Time horizon
Personal goals

The focus should always be purpose, not the product itself.

Key Takeaway

ISAs are a flexible and tax-efficient way to save or invest. Their value lies not in the
wrapper itself, but in how and why they are used within a wider plan. Understanding
the basics helps people make more confident decisions over time.

In the next article in this series, we'll look at pensions and why they are about far more
than just retirement.
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Frequently Asked Questions

How much can | put into an ISA each each year?
The current annual ISA allowance is £20,000 per person, across all adult ISAs.
Can | withdraw money from an ISA?

Most ISAs allow withdrawals at any time, although terms vary. Lifetime ISAs have
specific withdrawal rules.

Is an ISA better than a savings account?

An ISA offers tax efficiency, which can be valuable as savings grow. Whether it is better
depends on interest rates, tax position, and purpose.

Is an ISA better than a pension?

ISAs and pensions serve different purposes. ISAs offer flexibility, while pensions
provide strong tax incentives for long-term retirement saving.

Can | lose money in an ISA?

The ISA itself does not create risk. Losses are possible if investments held within a
Stocks & Shares ISA fall in value.
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Manning Gee Investments Limited is authorised and regulated by the Financial
Conduct Authority. FCA Number 844546. Registered in England and Wales under
Company Number 11968984, it has its Registered Office at 27 Old Gloucester Street,
London, WCIN 3AX.

General disclaimer: We source data from external providers. While we aim for
accuracy, we are not responsible for the data they provide. This newsletter reflects
the author’s views and may not represent those of Manning Gee Investments.
Anyone considering a product or service should seek professional advice or conduct
their own research before making a decision. Investments can fall as well as rise, and
returns are not guaranteed. You may get back less than you originally invested.
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