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New Tax Year 

New ISA Allowances 
Given the uncertainty of the UK economy and the possibility of rising taxes in the coming years, the opportunity to put savings out of the Chancellor’s reach is one that should not be missed.  

As of the 6th April 2010 the maximum sum that all individuals over 18 can shelter within an ISA increases to a very useful £10,200, of which £5,100 can be invested in cash.  
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So Just How Useful Is An ISA? 

From time to time we hear client’s say that ISA’s are no longer ‘worth it’ and this is a view that has also featured in the press. Whilst it is true that the loss of the 10% tax credit on dividends back in 2004 was a significant blow there are still some great reasons why ISA’s should form a core part of any investors portfolio irrespective of their age or earnings.   

How significant are the tax advantages? 

For higher rate tax payers these are unquestionable as an ISA means they do not have to pay tax of 22.5% on dividends.  Furthermore, everyone benefits from tax free interest payments on cash ISA’s and this also applies to bond investments held within ISA’s.  
Generating a tax efficient income which would normally be taxed at either 20% or 40% is particularly useful in retirement.  Risk averse investors of all ages may be interested to know that an ISA can contribute to steady long term growth when interest payments are reinvested.  

Capital gains tax is slightly more complicated, as it can be argued that few investors will be in a position to use this benefit.  However, clients with significant sums to invest and with an adventurous investment approach can rest easy in the knowledge that they can have full access to their ISA money whenever they wish without a potential tax burden.
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Not Just For The Good Times!
Although many people use ISA’s to save for particular goals, these savings schemes are also a good way to build up money for a rainy day.   The economic troubles of the last few years have shown us all that redundancy is never far away when times are bad and even people in well paid positions are not immune to an extended period when they are not working or have to take a job on a lower salary. 

In these circumstances, ISA’s have another benefit because they are not declared on a tax return, the income they pay is not counted in the calculations for Working Tax Credits or Child Tax Credits.  As a result, they could help boost a client’s income when times are tough.
A similar situation occurs in retirement.  For those over 65, once their taxable income is above £22,900, they lose £1 of additional age-related allowance for every £2 they earn, which is an effective tax rate of 30%.  However, ISA income is not included in these calculations.  
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We hope you have found this article useful and that it has highlighted what a useful tax shelter ISA’s can be regardless of your tax status and whether or not you are risk averse or a speculative investor. 
Unlike your typical bank or building society, we at Begley Brown provide completely Independent advice based on the whole of the market and which is related to your specific needs.  Why don’t you give us a call and let us help you  select the most appropriate ISA’s for you.  We’d be glad to help.    

