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Freedom and choice in pensions  
 

Submission by The Association of Investment Companies 
 
The Association of Investment Companies (AIC) is responding to the HM Treasury paper 
Freedom and choice in pensions.  The paper proposes radical changes to the provision of 
pensions through the removal of existing restrictions on drawdown from pension pots after 
age 55, together with the introduction of a ‘guidance guarantee’.  
 
The AIC welcomes the proposals, which offer the potential for pensioners to purchase 
investments that may offer them better retirement options than annuities.  It should also 
create greater competition in the market for retirement provision and, in turn, the potential for 
an ‘escalator’ of higher standards, more choice and better consumer outcomes. 
 
The AIC represents some 340 closed-ended investment companies with assets under 
management of approximately £100 billion. Our members have their shares admitted to 
trading on public stock markets, predominantly the London Stock Exchange.  Investment 
companies include UK investment trusts, venture capital trusts and non-EU companies.  The 
AIC’s members have a potentially important role to play in widening the choice for investors 
seeking to prepare for retirement.  Investment companies can provide flexibility for long-term 
investors and allow them to keep their retirement funds invested with the ability to access the 
investment over time, as the saver chooses.  These vehicles have a long history of 
delivering good performance for investors.  The features which may make holding the 
securities of investment companies a suitable option for retirement provision are discussed 
further in Annex 1. 
 
To support the success of its pensions initiative the Government should seek to widen the 
availability of tailored guidance and advice on retirement options.  The AIC recommends 
that HMT adopt additional measures to enable individuals to access independent advice.   
 
The importance of independent guidance and financial advice 
 
Enabling those approaching retirement to make better decisions over how to use their 
accumulated retirement savings will provide various benefits.  It will help ensure the suitable 
use of retirement funds by allowing individuals to match their resources as closely as 
possible with their financial needs.   
 
Facilitating effective decision-making is likely to enable individuals to maintain the best 
possible standard of living as they progress through their retirement years.  This will reduce 
the likelihood that at some stage they will have to rely on state retirement provision.   
 
Better informed decision-making will also help promote effective competition in the supply of 
products designed for retirement.  Maximising the potential for consumers to influence 
market development will, in turn, help promote higher standards and keener pricing. 
 
HM Treasury has proposed that pension providers and trust based schemes should be a 
major source of advice for those about to retire.  It asks for views on whether this guidance 
can be provided by these providers without compromising impartiality.   
 
The AIC is cautious about concentrating the provision of guidance on retirement options with 
pension providers.  At the very least this approach will require detailed rules to ensure 
management of any conflicts of interest which may arise.  Even with such a framework in 
place, there is a risk that those approaching retirement will be unconvinced that their pension 
provider will offer them truly disinterested advice.  Worse, there may be occasions where 
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conflicts have not been effectively managed.  This could erode the quality of guidance 
provided or see detrimental options proposed.   
 
For these reforms to have the maximum benefit, providers of guidance and advice must 
cover all the options available to individuals.  It seems unlikely that pension providers are in 
the best position to provide such guidance as their expertise will be largely focused on the 
products which they sell.  To be most effective, guidance and advice should take account of 
a wide range of issues likely to have an impact on a consumer’s choice.  This should include 
their personal circumstances and the full range of product options in the market.   
 
It also seems contradictory to create a market designed to achieve flexibility and competition 
in retirement options while relying on a ‘closed’ system of guidance designed to inform 
individuals considering their options.   
 
Problems of this nature indicate that focusing the provision of guidance on pension providers 
is not the best approach.  The AIC therefore recommends HM Treasury consider options to 
create an open market for the provision of advice.  This should seek to maximise choice for 
investors.  This will benefit consumers by creating competition in the provision of services. In 
turn this should drive higher standards and keener pricing in the provision of guidance and 
advice. 
 
AIC proposal 
 
The AIC recommends that the approach to guidance should build upon the resources 
already available in the market.  In particular, this would include the services provided by 
Independent Financial Advisers (IFAs).  The AIC recommends that the approach adopted 
should also seek to facilitate the development of new sources of advice, which may be better 
able to respond to emerging market demand.  This should be achieved by facilitating a 
market-orientated mechanism for the delivery of advice.   
 
Specifically, the AIC recommends that each individual approaching retirement be provided 
with a “credit” which they would be allowed to spend on guidance provided by an 
appropriately qualified IFA or other provider regulated to provide pensions advice.  The 
details of such a scheme would have to be carefully considered, but in essence, the AIC 
suggests it might work as follows:   
 
 The pension provider provides vouchers (physical or electronic) to savers in the run-up to 

their retirement.   
 

 The vouchers are accompanied by information that sets out how, and with whom, they 
can be “spent”.  This could include a signpost to a resource highlighting where IFAs or 
qualified providers of retirement information can be identified.   

 
 The saver would be able to “spend” the vouchers with any approved provider of guidance. 

This could pay for all, or part, of the service received. 
 

 The IFA or qualified provider can then reclaim the value of the vouchers.  
 
There would have to be controls on this approach so that individuals do not receive multiple 
credits where they have more than one pension fund scheme.  These details would be 
resolved if HM Treasury were to decide, in principle, to introduce such an approach. 
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Overview of benefits of facilitating a market for independent guidance and advice on 
retirement options 
 
The benefits of the above proposal can be summarised as follows: 
 
 Savers will be able to choose where they obtain their retirement advice and will be able to 

purchase services which best suit their needs. 
   

 Individuals can be confident that the advice they receive is impartial and provided by 
suitably qualified professionals.   

 
 A voucher system would encourage a competitive market in the provision of advice, 

including supporting the entry of new providers offering innovative services. 
 

 Increasing the capacity of investors to make better retirement decisions will help reduce 
consumer detriment and reliance on taxpayer funded benefits. 

 
 Impartial advice will increase the likelihood that a wide range of retirement options will be 

considered on their merits.  This will increase overall competition in the market and help 
ensure that ‘freedom and choice’ in pensions delivers its fundamental objective of 
delivering better quality financial services provision for retirement. 

Conclusion 

The AIC believes that the government’s proposals could bring about a transformation in the 
pensions market to the benefit of consumers.  Giving pensioners the freedom to invest as 
they choose for their retirement will fundamentally change the market, but also the nature of 
the decisions faced at the time of retirement.  It is critical that pensioners are able to access 
the right, independent advice when they make these decisions.  The AIC’s proposals set out 
above will help to ensure that pensioners can approach those decisions with confidence.   

The AIC has provided answers to individual consultation questions in Annex 2. 

June 2014 
 

To discuss the issues raised in this paper please contact: 
   
Guy Rainbird, Public Affairs Director.  guy.rainbird@theaic.co.uk  020 7282 5553 
 
Joseph Eyre, Public Affairs Manager.  joseph.eyre@theaic.co.uk  020 7282 5563 
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Annex 1:  Suitability of investment companies for retirement provision 
 
Where an investor has chosen not to purchase an annuity, a diversified portfolio of 
investment company securities could provide a suitable option for their retirement provision 
in some situations. Investment companies have a number of features that support their role 
as vehicles able to deliver the retirement needs of some individuals. 

Income and capital growth:  Investment companies hold a diversified portfolio of assets to 
generate a return for their investors.  Their securities offer options to achieve both income 
and capital growth.   

AIC research shows that £100,000 invested in a portfolio of UK equity income investment 
companies ten years ago (assuming investment at the end of April 2004) would have 
delivered capital growth of some £67,000 today.  Over this period the investor would also 
have received just under £50,000 in dividends. Dividend payments per year averaged 
£5,000 over the period.  The most received in any one year was £6,100.  The least was 
£3,500 (which was achieved in 2005, the first year of investment)  

Many investment companies seek to pay smooth and increasing dividends, reflecting the 
value investors put on receiving income.  This is facilitated by their capacity to invest in a 
wide variety of assets and their ability to hold back some of the income they receive in one 
year to distribute in another.  This helps them smooth dividends and offer a more stable 
return.  35 AIC members have raised their dividends for each of the last ten years while eight 
of them have raised dividends each year for over 40 years.   

In addition, unlike an annuity, investors are able to access the capital in their portfolio or 
pass it on to their dependents (as it has not been exchanged for rights to income). 

Flexibility:  Annuity rates vary depending on a range of factors at the time of purchase – 
such as the age and health of the purchaser, whether the return is linked to RPI etc.  The 
benefit of certainty that annuities provide for investors is offset by significant disadvantages.  
This includes removal of the capacity to make a different choice at a later date.  The 
potential disadvantage of a lack of choice in the future is compounded as an investor has 
more limited information at the point they retire.  Also, market timing and prevailing interest 
rates can have a huge impact on the income received from an annuity, but once the 
purchase is made it is final and the pensioner cannot change their decision.  
 
In contrast, investment companies can be bought and sold according to the wishes of the 
investor.  The investor can take into account whether the fund is performing as expected.  
They can compare the return with other options on a periodic basis and take into account 
new information, for example, changed expectations on their life expectancy.  Investors can 
benefit from ongoing advice as they seek to adjust their position to take advantage of, or 
respond to, any changes in their investment environment.  They therefore have the freedom 
to mix and match their options to suit their individual circumstances.  This flexibility will be 
increasingly valuable as the nature of retirement changes (with some carrying on working 
part time) and products evolve to respond to the demands of those considering their options.  
 
Diversification and competition:  The FCA has found that the annuity market is very 
concentrated with only six firms offering standard annuities on the open market in 2012.  By 
contrast there are a variety of investment sectors, comprised of hundreds of investment 
companies, which are available to savers.  Competition for retirement funds is likely to see 
more investment propositions evolve to meet these needs. 
 
Investing in, say, a portfolio of investment companies would allow an individual to allocate 
resources to a mixture of assets ranging from listed and private equities, property and 
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infrastructure projects.  This exposure can be balanced to provide a suitable mixture of risk 
and return to meet the long term needs of investors.   
 
Governance: Investment companies are subject to company law, listing rules and other 
regulatory obligations.  Their operations are overseen by a board of directors, which has a 
legal duty to the shareholders of the company.  These mechanisms provide important 
consumer protections. 
 
The disciplines required of shares and securities admitted to trading on public markets also 
means that there is a very high level of transparency about the operation of an investment 
company, how it is investing and what its investment objectives are.  The corporate structure 
means that shareholders have ultimate control over how the company is run. 
 
Also, the fact that the investors in the company are, in effect, also its customers, should not 
be underestimated.  This is a very different relationship to the situation where a product 
provider has a traditional customer relationship with an individual consumer and a separate 
relationship with its shareholders.  The investment company does not have the same 
commercial pressures to provide an investment return separately from providing the best 
possible outcome for its customers.  These benefits have traditionally supported investment 
companies in their endeavors to provide access to suitable, cost-effective investment 
opportunities. 
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Annex 2:  Responses to individual consultation questions 
 
 A.2 6: Is the prescription of standards enough to ensure the impartiality of guidance 
delivered by the pension provider?  Should pension providers be required to 
outsource delivery of independent guidance to a trusted third party? 
 
The AIC recommends that the best way to deliver impartial guidance is to give savers the 
opportunity to access IFAs or others who are independent of the pension provider.  This 
could be achieved by the means outlined in the introduction to this submission. 
 
A.2 8:  What more can be done to ensure that guidance is available at key decision 
points during retirement? 
 
The AIC believes that investors’ access to the right guidance during retirement will be 
enhanced if they have been encouraged to take a long-term approach to planning their 
retirement in advance of reaching this point.  The AIC’s proposal encourages investors to 
take advice before they retire and should help them gain access to guidance throughout that 
period.  It is likely to encourage those providing guidance and advice to build an ongoing 
relationship with the individual.       
 
Savers need to be made aware of the availability of these free sources of advice and they 
should be publicised at the time that savers are contacted by their pension providers in the 
run-up to their retirement.  
 
Online or generic advice is unlikely to ever be a substitute for individually tailored advice 
from a qualified professional for those facing complex decisions.   
 
 


