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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the Department for Work and Pensions consultation on “the Occupational and 
Personal Pension Schemes and Call for Evidence on the Valuation of Pensions with a 
Guaranteed Annuity Rate” (condoc), released on 23 November 2015. 

 
1.2. AAT is submitting this response on behalf of our membership and from the wider public 

benefit of achieving sound and effective administration of taxes. 
 

1.3. AAT has added comment in order to add value or highlight aspects that need to be 
considered further.   

 
1.4. AAT has focussed on the operational elements of the proposals and has provided 

opinion on the practicalities in implementing the measures outlined.   
 
 
2. Executive summary 

 
2.1. Chapters 1 to 4 of this condoc seek respondents’ views on proposed regulatory changes 

to four areas:  
 

 pension sharing on divorce, including a requirement that, where an attachment 
order exists, schemes will have to write out to the former spouse at the point the 
member applies to take their benefits  
 

 scheme wind-up, forfeiture and the preservation of benefits 
 

 the Pension Protection Fund, including amendments to the Pension Protection 
Fund (Entry Rules) Regulations 2005 around schemes whose sponsoring 
employer cannot have an insolvency event  
 

 retirement risk warnings on occupational pension schemes, including placing an 
obligation on trustees of occupational schemes to send generic risk warnings out 
to members before they take their benefits in a particular form.  

 
2.2.  Chapter 5 seeks respondents’ views on a possible simplification to the valuation of 

pensions with a guaranteed annuity rate (GAR) for the purposes of the advice safeguard.  
 

2.3 AAT has limited its response to Chapters 4 and 5 of the condoc, as these are most 
relevant to our members. 

 
2.4 AAT believes occupational pension scheme members face significant new risks since the 

pension freedoms were introduced in April 2015, and welcomes the increased 
safeguards proposed in this condoc. However, AAT considers that they do not go far 
enough in respect of member protection, and looks to the outcome of the Financial 
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Advice Market Review for new initiatives to address the challenge of ensuring pension 
scheme members, across both occupational and contract-based pension schemes, are 
not exposed to undue risks when withdrawing their benefits. 

 
2.5 AAT believes the solution to the GAR valuation advice requirement is complex. AAT 

recommends that the Government should err on the side of caution at present, and 
revisit the issue once the Financial Advice Market Review

1
 has been completed. 

Underlying the challenges faced on GAR advice is the cost of advice, its scope and the 
manner of its delivery.  

 
2.6 Furthermore, it is important that if and when more cost-effective advice and/or guidance 

solutions are developed the basis for determining when the solutions should be 
mandated will need to be revisited. 

 
 
3. AAT response to condoc Chapter 4: Retirement Risk Warnings for Members of 

Occupational Pension Schemes 
 
3.1. AAT has limited its response to Chapters 4 and 5 of the condoc, as these are most 

relevant to our members. 
 

Q21. Do respondents agree that the proposed amendments to the disclosure 
regulations would provide appropriate protection for members of occupational 
schemes, ensuring that members have an adequate understanding of the risks 
involved?  

 
3.2. AAT believes the proposed amendments to the disclosure regulations, in particular the 

addition of the new Regulation 19a, requiring additional information after the ‘wake up 
pack’, will increase protection for members of occupational schemes. However, AAT 
remains concerned that it might not be enough to ensure that members have an 
adequate understanding of the risks they face. 
 

3.3. The pension freedoms
2
 introduced from April 2015 have increased the complexity of the 

choices available to members, exposing them to new areas of risk, such as: running out 
of money in retirement through poor drawdown returns; incurring a higher charge to tax 
than they might otherwise incur; investing in a scam product; investing in a product with 
an unsuitable risk profile; investing in a product with excessively high charges. 

 

3.4. Cost issues mean that the ideal solution that all members should get access to financial 
advice is unrealistic. AAT notes the work being done in the Financial Advice Market 
Review that aims to make financial advice and guidance more affordable and more 
widely available, and believes the findings from this review will need to be taken forward 
and worked into the retirement framework before being sure that members of 
occupational schemes are attaining adequate levels of understanding of the risks they 
face.  

 
Q23. Do respondents agree that 7 days is an appropriate maximum timescale for 
trustees to send out risk warnings?  

 

3.5. AAT agrees that 7 days is suitable as an appropriate maximum timescale for trustees to 
send out risk warnings. 

 
  

                                                      
1
 https://www.fca.org.uk/news/financial-advice-market-review 

2
 https://www.gov.uk/government/consultations/freedom-and-choice-in-pensions 

https://www.fca.org.uk/news/financial-advice-market-review
https://www.gov.uk/government/consultations/freedom-and-choice-in-pensions
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Q25.  Do respondents agree that paragraphs 4B and 22B of Schedule 2 should be 
disapplied with regard to members of unfunded defined benefit public service 
schemes?  

 

3.6.  Yes, given the prohibition in Section 68 of the Pension Schemes Act 2015, this is logical. 
 
 
4. AAT response to condoc Chapter 5: Valuation of Pensions offering a Guaranteed 

Annuity Rates (GAR) and the advice safeguard: call for evidence 

 
Q1. Do you think that changing the GAR valuation process for the purposes of the 
£30,000 advice threshold would make it easier for providers to determine, and for 
consumers to understand, when independent financial advice is required?  

 
4.1. AAT agrees that establishing a valuation process for GAR benefits is complex and 

endeavouring to put a unitised monetary price on an income requires some form of 
compromise. The current system is creating complexities for providers who are having to 
carry out complex calculations to value GARs, and it is confusing consumers who do not 
understand why they need financial advice to access a fund value of less than £30,000, 
because the cost of providing the income they could get, but think they may not want, is 
more than £30,000. 
 

4.2. Many people with funds just above the threshold wanting to access the freedoms are 
struggling to find a financial adviser prepared to give them advice, for fear of regulatory 
comeback. 

 
4.3. The matter is further complicated by the fact that the search for a solution should ideally 

take into account the fact that a basis for determining the value of a secure income for 
the purposes of establishing whether advice is required will also be needed for the 
creation of a secondary annuity market, due to be launched in April 2017. It would be 
beneficial if the same principles apply to the valuation of GARs for the threshold of 
advice as to those applied to the secondary annuity market. 

 
Q2. If the valuation method is changed, do you think the new method should treat 
the value of GAR benefits, for the purposes of the advice requirement, as equal to 
the transfer payment that would be made in respect of those benefits, if the 
member were to proceed with a transfer to another scheme? If not, what other 
method might be suitable?  

 
4.4. AAT is concerned about treating the value of the GAR benefits, for the purposes of the 

advice requirement, as equal to the transfer payment that would be made. This 
effectively raises the value of the fund for which advice is required, and would have the 
effect of increasing the number of people exposed to risks who would not be getting 
financial advice. It would have the benefit of bringing funds that are required to have 
advice closer to the level at which financial advice is viably deliverable from a 
commercial perspective.  
 

4.5. This approach would also be considerably simpler for consumers to understand. If it is 
adopted AAT believes the threshold should be reviewed once the Financial Advice 
Market Review has been concluded. 

 
4.6. One possible solution that has been suggested is to make the income value the 

threshold, not the fund value – i.e. to say that advice is required where the pot will 
generate an income of more than £2,000 a year. The adoption of this alternative would 
have the merit of crystallising in the mind of the consumer the value of the secure income 
they are giving up.  
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4.7. However, behavioural prejudices could mean that fund owners could however be 

resistant to paying an advice fee in excess of £2,000 in order to access an income of 
£2,000 a year when it could be in their interests to do so, but moving the conversation 
away from fund value and towards income would put an increased emphasis on the 
importance of long-term guaranteed income over cash. AAT suggests that this solution is 
worthy of further exploration. 

 
4.8. Whichever solution is finally adopted, AAT believes the issues being explored by Q2 

should be revisited on conclusion of the Financial Advice Market Review, as lower cost 
advice and/or guidance solutions should make it commercially viable to mandate expert 
assistance in more situations, not less.  

 
Q3. Do you think such a change to the application of the advice safeguard to GAR 
benefits would significantly reduce the level of protection provided by the 
requirement to members with GAR benefits?  

 

4.9. The average pot withdrawn from pension providers is £15,500 while the average pot 
used to buy an annuity was £55,750, according to the Association of British Insurers

3
. It 

is likely that a significant number of members with GAR benefits would no longer be 
required to seek advice, and therefore their protection would be reduced.  
 

4.10. AAT notes that the Government has a difficult balancing act to play between burdening 
members with unnecessary advice costs and exposing members to undue levels of risk, 
but for those affected, their protection is doubtless reduced. 

 
Q7. Do you think that providers who offer pension benefits with a GAR should be 
required to use a statutory risk warning to make their members aware of the 
implications of giving up the guarantees attached to their pension fund, or could 
these risk warnings be delivered via a voluntary approach on the part of providers 
and trade bodies?  

 
4.11. AAT considers that a statutory risk warning is the best solution as this will avoid potential 

watering down of the message. 
  

4.12. Making the risk warning statutory underlines the importance of the decision the member 
is making in giving up the guarantee. 

 
 
5. Conclusion 

 
5.1. AAT’s main conclusion is that significant new risks are being presented to those looking 

to take benefits from occupational pension schemes and from funds benefiting from 
GARs. Both groups need a strong set of protections, yet this must not be so burdensome 
and costly that they are unable to exercise the freedoms that may help them achieve 
better outcomes with their retirement savings. 
 

5.2. Not surprisingly, the regulatory landscape has not yet settled. The Financial Conduct 
Authority is in the midst of the Financial Advice Market Review, many commercial 
organisations are looking at developing new digital advice and/or guidance offerings and 
patterns of behaviour amongst those exercising freedoms are yet to become clear. 
Therefore any changes to risk warnings and the mandating of advice should be reviewed 
when a clearer picture of these factors has been established. 

 
 
  

                                                      
3
 https://www.abi.org.uk/News/News-releases/2015/07/100-days-of-pension-reforms 

 

https://www.abi.org.uk/News/News-releases/2015/07/100-days-of-pension-reforms
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6. About AAT 

 
6.1. AAT is a professional accountancy body with over 49,700 full and fellow members and 

85,500
4
 student and affiliate members worldwide. Of the full and fellow members, there 

are over 4,200 Members in Practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 
 

6.2. AAT is a registered charity whose objectives are to advance public education and 
promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

7. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@taxpolicyadvice.com  

 
telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

 
 
 
 

                                                      
4
 Figures correct as at 31 Dec 2015 
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