Pension vs ISA

When to Use Which — and When to Use Both

Pension

Tax relief & employer match Flexibility & tax-free access Maximum wealth building

A practical, UK-focused guide to help you decide
where your money works hardest.
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This guide is for educational purposes only and does not constitute regulated financial advice. Always verify current limits and rules with
HMRC or gov.uk before making financial decisions.
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Pension or ISA? It is not always either/or.

This is one of the most common questions in personal finance, and the answer is almost always: it depends

on your situation. Both pensions and ISAs are tax-efficient vehicles for building wealth in the UK. They just

work differently, and understanding those differences lets you make smarter decisions with your money.

This guide walks you through when each option makes the most sense, and why most people benefit from

using both strategically. Use the checklists to identify which scenarios apply to you right now.

Quick Comparison

Key facts at a glance

Annual allowance £60,000 (or 100% of earnings)

Tax relief on contributions Yes, at your marginal rate

Tax-free growth Yes

Tax on withdrawals Yes, as income (25% lump sum

tax-free)

Earliest access age 55 (rising to 57 in 2028)

Employer contributions Yes (workplace pension)

Inheritance tax treatment Outside your estate until April 2027,
then included for IHT (policy change
from Oct 2024 Budget)

Annual limit can be carried forward Yes, up to 3 years

Use a Pension if...

Six scenarios where a pension wins

£20,000
No
Yes

No

Any time
No

Part of your estate

No

|:| Your employer offers contribution matching

Employer contributions are the most valuable benefit of a workplace pension. Every pound your employer

adds is effectively extra salary. Never leave this on the table.

|:| You are a higher or additional rate taxpayer

Pension contributions attract tax relief at your marginal rate. A higher rate taxpayer contributing £800
effectively puts £1,000 into their pension after 20% basic rate relief is applied, with further relief claimable

through self-assessment.
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Tip

You want to reduce your taxable income
Pension contributions reduce your adjusted net income, which can restore your Personal Allowance if
earnings are over £100,000, or help you avoid the High Income Child Benefit Tax Charge.

You are planning for long-term retirement income
Pensions are specifically designed for retirement. They are locked away until at least age 55 (rising to 57 in
2028), encouraging a long-term mindset and protecting the pot from short-term spending.

You want to access a tax-free lump sum at retirement
You can take up to 25% of your pension pot as a tax-free lump sum when you retire. The remainder is drawn
as taxable income, ideally spread across tax years to minimise your tax liability.

You are self-employed without workplace pension access
A Self-Invested Personal Pension (SIPP) gives self-employed people access to full pension tax relief and
investment flexibility. You still benefit from government top-ups even without an employer.

Always check whether your employer offers contribution matching before putting extra savings anywhere
else. Matched contributions are the single highest guaranteed return available to most UK employees.

Use an ISA if...

Six scenarios where an ISA wins

You want flexible access to your money at any time
Unlike a pension, you can withdraw from a Stocks and Shares ISA or Cash ISA at any time without penalty or
tax. This makes it ideal for medium-term goals or as a financial safety net.

You have already used up your annual pension allowance
The pension annual allowance is currently £60,000 per year (or 100% of earnings, whichever is lower). Once
used, an ISA lets you continue investing tax-efficiently up to an additional £20,000 per year.

You want completely tax-free withdrawals in retirement
Money withdrawn from an ISA is never subject to income tax, regardless of the amount. This makes ISAs a
powerful complement to a pension, helping you manage your tax position in retirement.

You are saving for a goal before retirement age
Pensions are inaccessible until 55 at the earliest. If you are saving for a house deposit, career break, or early
retirement lifestyle, an ISA gives you access without restrictions.

You are self-employed and want control over your savings
A Stocks and Shares ISA gives self-employed people the ability to invest and withdraw freely, without the age
restrictions of a pension. It works well alongside a SIPP for a balanced retirement strategy.
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Tip

You want to plan ahead for the April 2027 pension IHT change

From April 2027, unused pension funds will be included in your estate for inheritance tax purposes, following
the October 2024 Budget announcement. ISA assets can be passed to a surviving spouse or civil partner
without losing their ISA status, and can be a useful part of estate planning before this change takes effect.
Speak to a regulated adviser for personalised guidance.

The ISA allowance resets every April 5th and cannot be carried forward. If you have capacity to save beyond
your pension, use your ISA allowance before the tax year ends. Even a small amount invested regularly
compounds significantly over time.

Use Both if...

Four scenarios where combining wins

Tip

You have income above your pension allowance
Once your pension is funded to the annual allowance limit, an ISA lets you continue building tax-efficient
wealth without exceeding pension limits.

You want flexibility now and security later
A pension locks money away for retirement. An ISA gives you accessible savings for life's unexpected
moments. Using both gives you the best of both.

You want to manage your tax position in retirement
Drawing from both a pension and an ISA in retirement lets you control your taxable income each year. You
can draw ISA funds tax-free to stay below higher rate tax thresholds.

You want to plan for the April 2027 pension IHT change

From April 2027, unused pension funds will be included in your estate for inheritance tax. Holding wealth
across both a pension and an ISA gives your family more flexibility and options for tax-efficient estate
planning before and after this change takes effect.

For most people in the UK, using both a pension and an ISA is the optimal strategy. The pension gives you
tax relief now; the ISA gives you tax-free access later. Together they give you flexibility, tax efficiency, and
security.

KIAS Consulting Pro | kiasconsultingpro.com Page 4



Your Quick Decision Guide

Answer these questions to find your starting point

Q1: Does your employer offer pension contribution matching?
Yes: Yes: Prioritise your pension up to the matched amount before anything else.

No: No: You still benefit from tax relief. A pension or SIPP is worth considering.

Q2: Are you a higher or additional rate taxpayer?
Yes: Yes: Pension contributions give you 40% or 45% tax relief. This is very valuable.

No: No: Basic rate relief is still 20%. An ISA may offer better flexibility for your situation.

Q3: Do you need access to your savings before age 57?
Yes: Yes: An ISA is essential. Pensions cannot be accessed until at least 55 (57 from 2028).

No: No: A pension is appropriate. The tax benefits outweigh the access restriction.

Q4: Have you used your pension annual allowance?
Yes: Yes: Open or top up a Stocks and Shares ISA with the remaining capacity.

No: No: Consider topping up your pension before your ISA if tax relief is your priority.

Q5: Do you want to leave wealth to your family?
Yes: Yes: From April 2027, unused pension funds will be included in your estate for IHT purposes. This makes
ISAs and other estate planning tools more important than before. Speak to a regulated adviser about your

options now.

No: No: Focus on which vehicle best serves your retirement income needs.

Not sure what applies to your situation?

Book a free 30-minute coaching call with Ibiyemi and get clarity on exactly where to put your money and
why. No jargon. No pressure. Just honest, practical guidance built around your life.
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Important: This guide is for general educational and informational purposes only. It is not regulated financial advice. KIAS Consulting Pro Limited
is not regulated by the Financial Conduct Authority (FCA) to provide regulated financial advice. Pension rules, ISA limits, and tax thresholds
change regularly. Always verify current figures with HMRC or gov.uk, and seek independent advice from an FCA-regulated adviser before making
significant financial decisions. Information accurate at time of publication, May 2026.
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