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1. Introduction 

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

respond to the consultation paper on Strengthening the incentive to save: a consultation 
on tax relief, released on 8 July 2015. 

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

the wider public benefit.  
 

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.   
 

1.5. Furthermore, the comments reflect the potential impact that the proposed changes would 
have on SMEs and micro-entities, many of which employ AAT members or would be 
represented by our operationally skilled members in practice. 

 
 
2. Executive summary 

 
2.1. AAT believes this consultation offers a worthwhile opportunity for the consideration of a 

once-in-a-generation review of pensions tax relief. Under the current system, the 
government forewent nearly £50bn of revenue in 2013/14, including both income tax and 
National Insurance Contributions relief (2.7, condoc).  
 

2.2. The majority of tax relief on pensions goes, not surprisingly, to those who pay the most 
tax. AAT appreciates that higher earners who benefit most from the current system 
would be more likely to save for their retirement anyway, even if their incentives were 
removed. However, AAT is not convinced that improving incentives for lower earners will 
create a marked change in savings habits, and notes that auto-enrolment is already 
achieving such a change.  

 
2.3. A switch from an Exempt-Exempt-Taxed (EET) system to a Taxed-Exempt-Exempt 

(TEE) system (2.1, condoc), would offer HM Treasury an opportunity to make huge cost 
savings that would make a real difference to the nation’s finances. However, such a 
change would not be straightforward and could have far-reaching consequences.  

 
2.4. AAT is not aware of compelling evidence that possible alternative incentive systems to 

the one currently in place would radically change pension saving behaviour. Auto-
enrolment on the other hand has made such a radical change, bringing millions of new 
people into pension saving within three years. 

 
2.5. This consultation will inevitably have to be considered in the context of any 

harmonisation of income tax and National Insurance contributions. 
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3. AAT response to the consultation paper on Strengthening the incentive to save: a 

consultation on pensions tax relief 
 

3.1. The following paragraphs set out AAT’s response to the proposals outlined in the 
consultation paper. Only those questions where AAT has a comment to make have been 
listed below. 
 
To what extent does the complexity of the current system undermine the incentive 
for individuals to save into a pension? 
 

3.2. While it is complex for those with large pension pots or those making large contributions, 
the current system of tax relief on pension contributions is for the majority of savers 
relatively simple, and so offers a reasonably clear incentive for individuals to save into a 
product they cannot access until their late 50s. 
  

3.3. However it is not entirely clear to savers how much benefit they get from tax relief as to 
do so they need to know what their marginal tax rate will be when they are drawing 
benefits in retirement. This will vary depending on the future tax threshold, their state 
pension entitlement and their other wealth.  
 

3.4. Even if it can be accurately predicted what a saver’s marginal tax rate will be in 
retirement, calculating how much tax they save is not straightforward, as the benefit of 
tax-free cash on 25 per cent of the pot has to be factored in. 

 
3.5. It may be that savers overestimate the tax advantages of the current system, as many 

pension communications focus on the tax relief on contributions and growth, without 
emphasising the tax that will be paid on withdrawal. It is arguable therefore that the 
current system offers a greater perceived incentive per £1 of relief given than alternatives 
system might, as members of the public that do choose to save in a pension because of 
the tax incentives may be doing so because of the generous tax relief on contributions 
without fully considering the tax they will pay on withdrawals. 

 
3.6. That said, were the government to restructure tax incentives and move from an EET 

system to a TEE system it could make considerable reductions to the cost to the nation 
of providing pension reliefs. Not only would a switch enable a reduction in tax reliefs 
overall, it would also enable the cost of providing tax relief to be pushed forward a 
generation into the future. 

 
3.7. AAT appreciates that the government’s decision on whether or not to go ahead with a 

switch from EET to TEE will be influenced by the potentially significant cost savings that 
can be made as much as by the improvements to engagement with pension saving. 

 
3.8. However, a switch away from the current system would resolve a problem for those 

saving into a pension who do not pay tax, which is an issue that is growing as the gap 
between the auto-enrolment earnings trigger and the income tax threshold grows. 
Workers earning more than £10,000 a year must be automatically enrolled into a 
scheme. Those earning more than £10,000 but less than the £10,600 income tax 
threshold do not get tax relief if they are not in a scheme where their scheme claims tax 
relief for them at source, which is typical amongst trust-based schemes.  
 
Do respondents believe that a simpler system is likely to result in greater 
engagement with pension saving? If so, how could the system be simplified to 
strengthen the incentive for individuals to save into a pension? 
 

3.9. AAT is not aware of any evidence that a simpler approach to incentivising pension saving 
would drastically increase engagement or alter behaviour.  
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3.10. It has been proposed that we move from an EET to a TEE system with the government 
matching contributions that are replacing tax relief1. 

 
3.11. Such a system would make it easier for individuals to calculate the benefit to them of 

saving in a pension, but AAT struggles to see how this would achieve a step change in 
savings habits. 

 
3.12. The current system already offers genuine fiscal advantages, yet the government has 

already had to turn to the nudge approach of auto-enrolment to halt the long-term 
downward trend in pension saving.  

 
3.13. Research carried out for the Turner Commission2, which first proposed auto-enrolment, 

concluded that it is behavioural factors such as hyperbolic discounting, the human’s 
hardwired tendency to value a benefit in the present over a benefit at a time in the distant 
future, that are the principal obstacles to increasing pension saving, and not the clarity or 
size of incentives being offered. 

 
3.14. The nudge approach of auto-enrolment is proving successful in increasing saving. By 

March 2015, over 5.2 million workers had been successfully automatically enrolled since 
the reforms began in 2012, according to The Pensions Regulator3. Between 2012 and 
2014 private sector pension participation among eligible employees rose by 21 
percentage points from 42 per cent to 63 per cent as a result of auto-enrolment.  

 
3.15. The Department for Work and Pensions estimates around 12 per cent of individuals are 

opting out of schemes, and is forecasting an opt-out rate of 15 per cent for the lifetime of 
the auto-enrolment programme. Opt-outs may increase as employee contributions are 
phased from 1 to 5 per cent of eligible earnings, but auto-enrolment is still achieving 
success in encouraging millions of new savers. AAT struggles to see how a simplified 
approach to incentives could achieve a similar result. 

 
3.16. A further concern with a move away from the current system is that there is no guarantee 

that a government several decades into the future would not tax pension income. One 
advantage of an EET system is that it gives the saver the confidence that they know they 
have received at least part of the tax relief they have been promised by government.  

 
Should the government consider differential treatment for defined benefit and 
defined contribution pensions? If so, how should each be treated? 
 

3.17. Applying a move from an EET system to a TEE system is particularly complex in the 
world of defined benefit (DB) pensions and would be costly to employers and/or 
employees to introduce, depending on how the transition were implemented.  
 

3.18. However, AAT considers that it would be unfair to exclude DB pensions from a new 
system were one to be introduced. DB pension savers already benefit from a more 
generous tax relieved saving framework than DC savers. Within the current lifetime 
allowance of £1m, a 65-year-old DC saver can secure an income of around £26,000 a 
year. The current more generous commutation rate given to DB savers means they are 
allowed an income of £50,000 a year within today’s system.  

 
3.19. Ultimately, AAT considers that excluding those engaged with the DB system from any 

changes would increase the unfairness between these two groups of pension savers.  
 

 
 
 

                                                      
1 http://www.cps.org.uk/files/reports/original/140417173910-retirementsavingsincentives.pdf 
2 http://www.instituteforgovernment.org.uk/sites/default/files/policy_seminar_report_pensions_commission.pdf 
3 http://www.thepensionsregulator.gov.uk/doc-library/research-analysis.aspx 

http://www.cps.org.uk/files/reports/original/140417173910-retirementsavingsincentives.pdf
http://www.instituteforgovernment.org.uk/sites/default/files/policy_seminar_report_pensions_commission.pdf
http://www.thepensionsregulator.gov.uk/doc-library/research-analysis.aspx
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What administrative barriers exist to reforming the system of pensions tax, 
particularly in the context of automatic enrolment? How could these best be 
overcome? 

 
3.20. Switching from an EET system to a TEE system would create complexity for pension 

providers and administrators who would have to segregate assets into two groups – 
those that had received tax relief on contributions and were therefore taxable in 
retirement, and those made under the new system. This could add administrative cost to 
already relatively low cost operations, and would require a one-off cost in IT system 
changes for employers and providers. 

 
 

4. Conclusion 
 

4.1. AAT believes that the challenges of switching from the current EET system to a TEE 
system are so significant that such a switch could not be justified if the sole goal is to 
change incentives in order to increase individuals’ contributions into pensions.  

 
4.2. Auto-enrolment is already radically changing savings behaviour across the UK’s 

workforce. While a minority of enthusiastic, engaged individuals may save more through 
a simpler system, AAT is unaware of evidence that a large proportion of the population 
would change their behaviour as a result of improved incentives. 

 
4.3. However, given the potential benefits to the nation’s finances that such a fundamental 

reform could bring, both from a restructuring of what is an incredibly expensive and 
arguably ineffective set of reliefs and also through the potential for a one-off saving by 
pushing the cost of tax relief back a generation, the government should investigate 
further how a new system could work. 

 
 
5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,300 full and fellow members4 and 
76,400 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,100 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. 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. 

 
 

6. 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@palmerco.co.uk 

 
telephone: 020 7397 3088  

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

 
 

                                                      
4 Figures correct as at 30 June 2015 
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