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Introducing the new Lifetime ISA

The new Lifetime ISA offers a government bonus of up to £1,000 per tax year 
to those aged 18-39 and saving for a first property purchase and/or retirement.  
Provided the Lifetime ISA is opened before age 40, government bonuses are 
also available between age 40-49.

As independent advisers, Saunderson House can recommend to clients (and 
their families, as part of our wider service) a Lifetime ISA providing access to 
investments from the whole of the market, with competitive fund and platform 
charges.  

We consider in the article below the story behind the introduction of the 
Lifetime ISA, its key advantages and disadvantages, and the clients for whom a 
Lifetime ISA may be appropriate.
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A complicated conception

There has been much talk in recent years of 
future changes to the tax benefits associated 
with pension contributions, sparked by the 
supposed cost to the Exchequer of “pension tax 
relief”, but much less in the way of action.  

As such, while the government has made 
changes to pension contribution allowances, 
some to simplify and others to complicate, 
individuals can still receive tax relief at their 
marginal income tax rate on their pension 
contributions.  That equates to 20% income 
tax relief for basic rate taxpayers (and usually 
non-taxpayers as well), 40% relief for higher 
rate taxpayers and 45% relief for additional rate 
taxpayers, though even higher rates are possible 
in some circumstances. 

Among the alternatives considered by the last 
Conservative government was a flat rate of tax 
relief on pension contributions (set at, or perhaps 
slightly above, the basic rate of income tax, but 
much lower than 45%).  Another option was 
flipping the taxation of pensions on its head: 
abolishing pension tax relief but also exempting 
pension withdrawals from tax altogether, which 
some may recognise as sounding much like an 
ISA.

Ultimately, in March 2016, the Conservatives 
backed away from any radical (and almost 
certainly complicated) changes to pensions in 
the face of pre-election backbench opposition, 
and subsequent election results may mean there 
is limited political appetite for revisiting these.  
But the alternatives were attractive enough to be 
adopted under another name, alongside pensions 
(not instead of them).

A new string to the financial planning bow

Welcome then to the new “Lifetime ISA”, 
available from the 2017/18 tax year onwards, a 
new pension/ISA hybrid product available to 
those aged 18-39 and saving for a first property 
purchase and/or retirement, and a potential 
stalking horse for future pension changes.

Falling under the “ISA” brand name that is 
perhaps more marketable, individuals of the right 
age can contribute up to £4,000 per tax year 

to a Lifetime ISA (out of their overall £20,000 
ISA allowance) and receive a flat rate 25% 
“government bonus” on top, worth up to £1,000 
per tax year.  Under specified circumstances, 
Lifetime ISA withdrawals (including the 
government bonus and any associated growth) 
are tax-free.

However, we are currently only aware of Skipton 
Building Society offering a cash Lifetime ISA 
(currently paying interest of 0.75% per annum), 
and only a handful of providers offering Stocks 
and Shares versions, mostly with limited 
investment choice and/or relatively high fund or 
platform charges.

So, believing that Lifetime ISAs have a place in 
portfolios, under the circumstances considered 
in more detail below, we have now negotiated 
access for our clients to a Lifetime ISA offering 
investments from the whole of the market, and 
on competitive terms.

Tax-free and penalty-free withdrawals

The circumstances in which Lifetime ISA 
withdrawals can be made tax-free and without 
penalty are as follows:

• Once the Lifetime ISA has been open 
for at least 12 months, where paid to a 
conveyancing solicitor to fund the purchase 
of a first property for one’s own use, in 
the UK, worth less than £450,000, and 
purchased with a mortgage;

• From age 60 onwards, for any reason, or;

• On death (or diagnosis of a terminal illness) 
before age 60.

In other circumstances, a 25% early exit penalty 
applies to the full amount of any Lifetime 
ISA withdrawals.  This more than negates 
the 25% government bonus (calculated on a 
smaller amount), leading to a 6.25% loss of an 
individual’s own contribution (and any associated 
growth), relative to simply having made a typical 
ISA contribution instead.  

As such, Lifetime ISAs should only be used where 
individuals expect to eventually capture the 
government bonus without penalty.
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Bonuses for first-time buyers

For many of those looking to get on the housing ladder, the Lifetime ISA may prove valuable.  Facing 
little competition from pensions that are inaccessible until at least age 55, the Lifetime ISA mainly 
competes with alternative uses of the ISA allowance – and particularly “Help to Buy” Cash ISAs, which 
also offer a potential 25% “government bonus”, though with slightly different criteria attached.

First-time buyers can only use a government bonus from either a Lifetime ISA or a Help to Buy Cash 
ISA towards a qualifying property purchase (but not both), and the key differences between the 
schemes are as follows:

As such, where a property purchase is very likely to be qualifying, the Lifetime ISA will typically offer 
bigger government bonuses, greater flexibility and, if the investment time frame is long enough, the 
potential for higher returns.  

However, some individuals may be restricted from opening Lifetime ISAs by their age, planning 
their property purchase within the next year, or unsure if their property purchase will ultimately be 
qualifying.  They may remain better served by Help to Buy Cash ISAs or, if the investment time frame 
is long enough, by Stocks and Shares ISAs with the potential for higher returns (even without any 
government bonuses). 

Importantly, it is worth noting that it is possible to transfer an existing Help to Buy Cash ISA into a 
Lifetime ISA, and indeed there is a potential advantage to doing so by 5 April 2018.  

Lifetime ISA Help to Buy Cash ISA

Age Range
Age 18-39 to open, 
then age 18-49 to contribute Age 16 onwards (must be opened by 

December 2019)

Contribution 
Allowances £4,000 per tax year £1,000 initially and then £200 per month

Cap on Bonuses £1,000 per tax year £3,000 in total (once £12,000 saved)

Bonuses Credited Upfront (with short delay) On qualifying property purchase

Early Exit Penalty If accessed other than (i) towards a qualifying 
property purchase or (ii) after age 60 No, but no bonuses

Asset Allocation Cash or investments available in a Stocks and Shares 
ISA Cash

Maximum Property 
Purchase Value £450,000 across the UK £450,000 in London,

£250,000 elsewhere

Minimum Holding 
Period Before 
Property Purchase

12 months 3 months (or until £1,600 saved, if longer)
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Bonuses for retirement savers

Many will have already purchased a first property, or be resigned to £450,000 not going very far in 
some parts of the UK property market.  However, the Lifetime ISA and its government bonuses may 
still prove valuable as part of a longer term saving strategy.

Here, deciding how to use the ISA allowance is perhaps more straight-forward.  If the savings will only 
be required after age 60, with the tailwind of government bonuses, a Lifetime ISA should trump other 
types of ISA.  If the savings will likely be required before age 60, against the headwind of the effective 
6.25% early exit penalty, the opposite applies.  

Careful consideration therefore needs be given to when access to these savings might be required, 
and if there are sufficient other sources of income and capital to tide one over until age 60, with 
which Saunderson House’s cash flow forecasting may help.

However, choosing between pension contributions and Lifetime ISA contributions (if resources do 
not allow for the full use of both allowances) can be complex, as there are wider differences between 
these two long-term investment vehicles:

Lifetime ISA Pension

Age Range Age 18-39 to open, 
then age 18-49 to contribute

Contributions eligible for tax relief up to age 75

Contribution 
Allowances

£4,000 per tax year Limited by earnings and/or Annual Allowance

Unused Allowances 
From Previous Tax 
Years

Not available Can still be used in some cases

Bonus/Tax Relief on 
Personal 
Contributions

25% Marginal rate at time of contribution

Employer 
Contributions 
Available

No Yes, if employed

Salary Sacrifice 
Available (Additional 
Tax Relief)

No Yes, if employed and offered by employer

Bankruptcy 
Protection

No Yes

Outside of Estate for 
Inheritance Tax

No Yes

Access From Age 60 (without penalty) Age 55 (current legislation)

Taxation in 
Retirement

Entire fund tax-free Usually 25% tax-free, remainder taxed at 
marginal rate

Limits on Tax-
Efficient Growth

No Yes (Lifetime Allowance)
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Deciding between contributions to the two is therefore an area where very careful consideration of an 
individual’s circumstances and objectives is required, including how these may change in the future.

Generally speaking, however, where employees have sufficient Lifetime Allowance headroom, it will 
typically make good sense to ensure that employer pension contributions are maximised, making 
employee contributions via salary sacrifice, if available.

And even where further employer pension contributions and/or salary sacrifice arrangements are not 
available, those likely to pay income tax at a lower rate in retirement will typically still find pensions to 
be most tax-efficient.

Therefore, the benefits of Lifetime ISA contributions are likely to be most attractive if further 
employer pension contributions and/or salary sacrifice arrangements are not available, and/or 
individuals expect to stay in the same tax bracket (or move into a higher one) in retirement.  Self-
employed basic rate taxpayers take note!

Those with limited Lifetime Allowance headroom also stand to benefit, and those approaching age 40 
may do well to open a Lifetime ISA beforehand, to preserve the option to make contributions in their 
forties.

Conclusion

The Lifetime ISA is not entirely straight-forward, and an area where high-quality advice can prove 
particularly valuable.  

If you (or your family) might potentially benefit from a Lifetime ISA, or have any questions on the 
above, of course, please do not hesitate to contact me or your usual Saunderson House adviser. 

This note is for general guidance only and represents our current understanding of law and HM Revenue and 
Customs practice as at 21 February 2018. We cannot assume legal liability for any errors or omissions and detailed 
advice should be taken before entering into any transaction. The value of investments and any income therefrom 
can go down as well as up and you may not get back the full amount you invested. Levels and bases of, and reliefs 
from, taxation are those currently applying but are subject to change and their value depends on the individual 
circumstances of the investor. Saunderson House Limited is authorised and regulated by the Financial Conduct 
Authority.
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