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Foreword from the Minister

In October 2007, the Government published the Green Paper on Pensions and : i\
opened an extensive consultation process to gather the views of people and ‘;é%
organisations on our current pensions system. We received 322 submissions =
from individuals and 62 from organisations. The six regional seminars were ‘... “:'
attended by over 300 people and the national conference by 140 people. B

This generous response confirms that the pensions issue is one which

stimulates a large degree of opinion and interest, much of this based on personal experience.

This report on the consultation process reflects the many and varied views that emerged on the
way forward for pensions in Ireland. While there was no overall consensus on what reforms are
necessary to ensure adequate and sustainable pension provision, it was clear that the
individuals and organisations that made submissions and attended the seminars and national
conference held strong and informed views on what should be done. The contributions shed
light on the priorities among individuals and organisations in this area and how the current
system impacted upon them.

| wish to thank Mel Cousins & Associates who prepared this report. It serves as a valuable
contribution to the Government’s development of a long-term framework for pensions. It
reflects the complexity of the topic and the strong views that are held across the entirety of the
pensions system.

Now that the consultation process is at an end, it is time for decisions to be made on how we
develop our pensions system to meet the needs of an ageing population. In a more challenging
economic environment, the delivery of a long term pensions framework remains a Government
priority. That framework must be one which aims to ensure that our State pension system is
affordable, fair and sustainable for both current pensioners and future generations. It must
also support and encourage people to save enough to provide themselves with an adequate
income in retirement. Our major challenge is to strike the right balance between all of these
objectives.

Finally, I wish to thank all those who attended and contributed to the seminars, national
conference and the many people who made submissions. The consultation process has been
enlightening. The experience and expertise shared by people throughout the country has made
it a great success.

Le gach dea ghui,

Mary Hanafin TD, Minister for Social and Family Affairs
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Introduction
Context for the Consultation process

The Government Green Paper on Pensions was published in October 2007. At that time a public
consultation process was announced. The Minister for Social and Family Affairs stated:

“The essential purpose of this Paper is to promote debate and build consensus. Given the
importance of the issue, | am anxious to ensure that the consultation process is as inclusive
as possible and that people have ample time to study the Green Paper and to formulate their
ideas. We need to consider the type of retirement we want and how we might pay for it. | am
pleased that we are about to embark on that debate. | have an open mind on how the
pensions system should develop in the future and | look forward to hearing the views of all
interested parties on how we should proceed.”

Consultation seminars

As part of the consultation process, 6 regional consultation seminars were held in February and
March 2008. The seminars gave people the opportunity to discuss the issues involved and to
make their views known. The seminars were held in Cork, Dublin, Sligo, Tullamore and
Waterford. A report on these seminars is set out in section 4 of this report.

Finally an international seminar was held in Dublin with speakers from the OECD, World Bank,
UK, New Zealand, Australia and Ireland. This seminar was attended by 140 persons from a wide
range of interest groups. A report on this conference is set out in section 3 of this report.

Submissions

Submissions were received from 322 individuals and 62 organisations from all over Ireland. The
organisational submissions came from the following categories of organisation:

Community and voluntary organisations 24"
Pension industry bodies 15
Trade unions and affiliated bodies 7

Including 4 individual pensioners associations
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A.5.1 State earnings-related pension

SIPTU argues for a mandatory pension provided by the State through the social insurance
system which is universal in nature and linked to the level of average industrial earnings. SIPTU
argues that there are a range of problems with ‘private’ solutions including non-take up,
inadequate funding, risk falling on the worker (in DC schemes), employer non-compliance,
private pensions tend to disadvantage women who earn less than men and live longer, and
difficulties regarding portability of pensions. These issues, it argues, would be addressed by a
mandatory State-run scheme. SIPTU also argues for a further mandatory tier of personal
pension provision through joint employer-employee schemes up to four times AIE supported by
tax relief.

The ICTU Retired Workers’ Committee also supports a mandatory second-pillar pension
operated by the State and funded equally by contributions from employers, employees, and the
State. The RWC believes the only viable way to fund this is through higher taxation.

The TASC/TCD Pensions Policy Research Group also supports a universal State earnings-related
pension arguing that it is a lower cost and lower risk option than a funded scheme organised in
a pensions industry which is uncompetitive and locked into high risk investment strategies. It
suggests two options for reform: first to increase the social welfare pension to a level which
would eliminate pensioners’ poverty to be funded by providing pension tax relief at the
standard rather than the marginal rate. A second (additional) option is to make the State
pension universal to address groups not currently entitled to a pension in their own right (as in
New Zealand).

One academic commentator (Dr. Shane Whelan, UCD) also proposes that Ireland’s current
PAYG system should be developed into a sustainable version that provides mandated pensions
for all. He argues that individual pension savers of modest means or those mandated to save
must be considered risk-averse and that for mandatory pension savings designed to provide a
minimum pension, investment in low risk instruments should be compulsory. He suggests that
the costings in the National Pension Review (2005) and Special Savings for Retirement report
(2006) assume an inappropriate investment strategy with too high a level of investment risk, do
not model the possible consequences of the investment risk assumed, but take full account of
the expected risk premium. This materially overstates the pension from any given level of
contributions or, equivalently, materially understates the contributions for any given level of
pension. It is suggested that these reports conceal the very large impact of administration and
other costs associated with personal retirement accounts. It is argued that compared to a
sustainable partially prefunded and partially PAYG system, the ultimate pension payable by
such personal retirement accounts will be 10% to 20% lower for the same level of
contributions, due to the lack of economies of scale.

The NCAOQP, on balance, favours a mandatory (rather than soft-mandatory) approach as more
convincing in terms of meeting pension coverage and adequacy targets. It recommends that the
existing State system should be examined to assess the feasibility and costs of a mandatory
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earnings related pension. The NCAOP calls for targeted action to address the group of older
people falling below (or marginally above) the risk-of-poverty threshold.

Age Action Ireland favours the enhancement of the social welfare system unless evidence is
forthcoming that another approach would be more effective.

The Citizens Information Board (CIB) also takes the view that expansion of the State system is
the logical step to adopt and proposes that the feasibility of a second-tier, State earnings-
related pension be explored.

The NWCI supports a strong first tier State pension which would provide an adequate,
comprehensive pension guarantee for all individual men and women so as to lead to lower
levels of poverty for women and greater access to an independent pension. Pension levels
should guarantee ‘a decent quality of life’.

A.5.2 Mandatory second-tier pensions

A number of organisations support a mandatory second-tier pension of various types.

ICTU argues that enhancing public provision must take priority for reason of equity, certainty
and sustainability and argues for a mandatory defined benefit approach. This would have equal
contributions from the employer backed up by an SSIA type contribution from the State. ICTU
states that whether this is delivered by the State or the private sector should be decided on
where the best value-for-money is to be found (and not on ideological grounds). ASTI fully
supports these proposals and Unite also supports a mandatory pension system with equal
contributions by employer, employee and government support (in an SSIA type arrangement).

The Irish Gerontology Society supports an expanded State pension system increased to a level
which will eliminate the risk of poverty in retirement together with the provision of an
earnings-related second tier system.

The Irish Postmasters Union supports mandatory occupational pensions with contributions
being paid by both employer and employee in a minimum ratio of 2:1.

A.5.3 Significantly increased social welfare pension and voluntary second-tier

IBEC and the Society of Actuaries propose that the social welfare pension should be significantly
increased in combination with further incentives to improve voluntary cover (rather than any
mandatory second-tier cover). IBEC believes that the State should fund the retirement income
of those who are unable to fund an adequate retirement income for themselves and that it is
increasingly necessary for the State to fund beyond basic poverty levels. It suggests that it
would be ‘broadly supportive’ of the Pensions Board proposal to increase the State pension to
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40% of AIE. IBEC proposes that the cost should be met, in part, by a redistribution of tax
incentives, from the National Pensions Reserve Fund and major public sector pensions reform.
The Society of Actuaries supports this approach on the basis that the State pension system is
the most effective mechanism for delivery of an adequacy target because it is simpler, is
defined benefit, pools mortality risks, and addresses adequacy gaps for workers close to
retirement.

The Irish Association of Older People proposes that consideration be given to an integrated
pension within the social welfare system and that sections of the community able to make
provision above 50% of pre-retirement earnings could continue to be catered for within existing
occupational and personal pensions.

Tesco Ireland believes the most efficient way to deal with coverage and adequacy issues is to
improve the existing State pension which, it accepts, may involve increases in employer and
employee PRSI. It does not support mandatory cover which, it suggests, might be resented by
many people and could have a negative impact on existing pension cover. Tesco Ireland (which
offers DB cover to both new and existing employees) believes that employees should have
access to viable pension schemes and should be encouraged to save for retirement. Given that
individuals have varying needs and preferences, there should be freedom and flexibility to
choose their own benefits. It argues that people need to be encouraged to save more for
retirement and that the commercial implications of reshaping pension provision should be fully
considered.

A number of other bodies also call for the maintenance of the existing mix of State and
voluntary cover but with (unspecified) increased social welfare pensions (IAPM, Hewitt
Associates, Watson Wyatt, group of Watson Wyatt clients).

A.5.4 Soft-mandatory

Many pensions industry bodies, in contrast, support a ‘soft-mandatory’ (auto-enrolment)
approach (Eagle Star, Irish Life and Permanent, PIBA,). Eagle Star, for example, argues that
auto-enrolment is a very effective measure which could easily be implemented. The Pensions
Ombudsman also believes that a soft-mandatory approach could lead to increased coverage
while allowing an opt-out. The Ombudsman suggests a realistic minimum age such as 25 should
be adopted to avoid the need to include younger people.

The National Youth Council of Ireland (NYCI) also supports soft-mandatory and opposes
mandatory which, it argues, would place an unfair burden on young people, would remove the
right of the citizen to choose how to manage their income, and might create a situation with
high charges and costs.
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A.5.5 State-sponsored retirement savings products

James R. Kehoe proposes a combination of a short-term tax-incentivised savings account
(similar to an SSIA), a longer-term retirement bond (maturing at retirement or earlier death)
and to which the accumulated value of the short-term savings accounts could be transferred,
and a State provided annuity (payable at a rate of 15:1, i.e. each €15 of accumulated value
converts to €1 of inflation-proofed annual pension).

A.5.6 Increasing private saving

The Irish Stock Exchange supports the view that one solution to future income needs is
increased levels of private saving for retirement and proposes that the ISE should have a role in
the provision of innovative services (referring to examples in Denmark and KiwiSaver in New
Zealand).

A.5.7 Maintain the current system

The IAPF calls for an adequate social welfare pension which will provide a basic standard of
living in retirement combined with the removal of barriers to taking out a voluntary
supplementary pension. The IIF also supports a combination of State pension (with an agreed —
but unspecified - target level) and supplementary pension provision. ISME also favours
maintaining the current system with greater incentivisation for voluntary pensions and reforms
of issues such as retirement and making ARFs more widely available. Similarly the IFA supports
the combination of the social welfare pension (set at the current level of 34% of AIE) and
voluntary incentives for supplementary pension cover. The APLI also supports simplifying and
enhancing voluntary provision, at least at present.

A.5.8 Individual submissions

A number of submissions discuss the different pension models. None of the submissions
propose remaining in the current situation. The most notable division is between those who
propose voluntary contribution schemes and those who propose mandatory contribution
schemes.

The majority of these submissions propose a ‘mandatory’ arrangement - several with a
compulsory employer contribution and a government contribution similar to the SSIA scheme.
Some have provisos — such as that if the State is to compel people to subscribe to a private
pension scheme, then it should guarantee a minimum return/ defined benefit for such a
mandatory contribution, or that where the State provides funding to organisations beyond the
public service realm, the cost of the employer’s contribution to pension should be an inbuilt
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part of the grant. Three submissions draw attention to the Australian model, with compulsory
employer contributions. It is also proposed that an alternative contribution method would be
for the government to make compulsory contributions through the tax system, again as a fixed
percentage of a taxpayer’s gross monthly income, with the advantage that the self-employed
and those receiving benefits could be included. The proposal also argues that a pension fund
member should also be able to transfer or roll-over their pension to any fund of their choosing
at any time of their choosing in a simple ‘user friendly’ manner, with no ‘exit’ fees allowed by
the fund provider. A small number of submissions propose to make pensions compulsory and to
force employers to make specific contributions towards their employees’ pensions. One
submission proposes a compulsory arrangement where a small statutorily fixed percentage of
all income above a set threshold would be payable into their assigned ‘Personal Pension
Account’ (PPA) in the same manner as income-tax is payable to the Revenue, and in addition,
income-earners would be allowed to invest up to a combined total of 15% of their gross income
in their PPA.

A minority of individual submissions propose a voluntary or soft-mandatory arrangement. One
specific proposal outlines how contributions are made by deduction from salaries to a voluntary
social insurance scheme which would be additional to the current compulsory PRSI scheme,
with all employees enrolled by default with a contribution rate of 9% but with an opt out
facility.

One individual submission proposes that the social welfare pension system should be separated
completely from the rest of the social insurance system to provide a pension on a funded DB
basis set at 66% of GAIE (and payable at age 70). This would then be supported by additional
voluntary DC (PRSA) pensions supported by a simplified SSIA-like tax credit. All existing DC
pensions would be converted to PRSAs.

Another submission proposes a mix of a universal and a discretionary pension. The universal
pension - a minimum mandatory pension for anyone over the retirement age - should be part
of the current PRSI arrangement as well as mandatory employer and employee contributions.
The discretionary pension would be an additional facility given to self employed and
employees. It would involve a 50% tax rebate irrespective of the level of tax rate applicable. It
would be allowed to grow tax free during the accumulation period and should be taxed only
when received by employees during their retirement year. It is argued that the government
should consider following an EEE model (exempt, exempt, exempt) for this pension
arrangement in place of the current EET model (exempt, exempt, taxed). This pension fund
would have a lock in period of 10 years initially; and after 10 years a subscriber should be
allowed to use this fund for specific purposes, e.g. repaying mortgage. This fund should be
completely portable from one pension fund service provider to another and from one
employment to another; it should be managed by a government agency with the subscriber
having the choice to select his/her investment funds and switch between investment funds at
specific intervals.
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A further proposal is that additional voluntary contributions to the Social Welfare Fund are
permitted: the recent success of the SSIA scheme is held up, as a positive model for
encouraging people to save, with its ‘State guarantee’. Contributions would be made via the
PRSI system with a Government top up on a €1 for €1 basis. It is proposed that the practicalities
of the scheme could and should be kept as simple as possible and involve a budget
announcement each year of the interest rate or coupon rate for voluntary contributions for the
following tax year followed by an annual and well publicised “voluntary contribution day”. It is
proposed that in good years the budget could also provide for an incentive premium of
approximately one euro for every ten contributed, with the earlier and more frequent
contributors increasing their eventual entitlements under the contributory pension scheme to a
greater degree.

A.5.9 Funding

Almost all submissions favour large State subsidies for their preferred future pension approach.
Trade unions support increased public expenditure through earnings-related pensions while
commercial bodies favour further extensions of existing tax reliefs. There is general agreement
that taxpayers should contribute to a significant extent (albeit in some unspecified manner) for
the measures proposed. Almost none of the submissions made any attempt to cost the
implications of their proposals or estimate their implications on the economy.

A.6 Retirement Age®

The issue of retirement age receives extensive discussion in submissions. There is a general
recognition that this is an issue which needs to be considered given increased longevity and
broad support for more flexibility around retirement age and allowing people to work longer
should they wish to do so. However, some submissions argue that increased retirement age is
desirable or essential.

A 6.1 Organisational submissions

ICTU argues that there is a strong case for flexibility concerning retirement age given increased
longevity and improved health. It argues that workers should be allowed but not compelled to
work after 65. ICTU RWC believes that any increase in retirement age should be voluntary and
supported by a number of options for those who choose to continue working. ICTU RWC argue

® Issues specific to the State Pension retirement condition are set out in section B. while issues specific to public
sector pensions are discussed in section D.
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that persons remaining in work after age 65 should have the following options: i) right to
receive pension at age 65-6, ii) to forego immediate payment and receive credit for additional
years worked by way of enhanced pension (actuarially calculated); or iii) to receive the
calculated pension by way of a lump sum on final retirement. While recognising that increasing
longevity is a very welcome development, SIPTU does not support a general increase in
retirement age as not all workers are equally well positioned to meet the demands of working
beyond 65. It proposes that retirement age be maintained at 65 and that flexible options be
developed for all people to continue working with proportionate adjustments in their pension
entitlements. Unite supports further consideration of working after 65 on a voluntary basis.

The NCAOP takes the view that mandatory retirement ages are inherently ageist and favours
the removal of such requirements. The Council supports the option but not the compulsion to
work beyond 65 and also points to support for gradual retirement amongst older workers.

The CIB supports exploring the possibility of allowing people to work beyond the age of 66 and
a number of changes should be introduced, including: allowing workers who continue to work
on to draw down some of their pension once they reach 65; allowing workers the option of
deferring their pensions and then receiving an enhanced pension (based on actuarial advice)
when they opt to draw it down; amendments to the current State Pension (Transition)
payment which prevents people remaining on in their existing employment between the ages
of 65 and 66; allowing those who work beyond 65 to pay PRSI, thereby contributing towards
gualification for a full State pension (this would benefit workers who had broken service
(especially women who have taken time out from paid employment to raise their family) and
do not currently qualify for a full pension at 65. Another proposal is that the system would be
fairer and easier to operate if everyone qualified for the same amount at age 65, 70 or 75 or
thresholds based on age regardless of previous employment or circumstances.

The Pensions Ombudsman supports greater flexibility in retirement with a combination of part-
time work and pension payment, deferral of social welfare pension increased on an actuarial
basis and related measures. He suggests the need for an orderly and phased increase in State
pension age.

Age Action Ireland welcomes a flexible approach to retirement and calls for measures including
gradual retirement and part time work postponement.

The Irish Gerontology Society also supports greater flexibility in the choice of retirement age so
that those who wish to may increase their pension by increasing the contribution period.

The IAPF calls for a change to many employment, pensions, tax and social welfare rules to
facilitate a culture of working after the traditional retirement age for those who wish and are
able to do so. It also suggests moving away from retiring at a set time, seeing it as something
which individuals can move into gradually.
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IBEC supports the phased increase of retirement ages by voluntary agreement between
employers and employees. It also supports the deferment of the State pension in favour of a
later and enhanced State pension.

Irish Life supports the gradual extension of the retirement age beyond 65 and the facilitation of
gradual and flexible retirement.

Bol Life, however, does not support increasing retirement age arguing that consumer research
shows that people want to retire earlier and that this can be achieved if people start saving
earlier. However, it also believes that people should not be penalised for working beyond 65 if
they so wish.

Hewitt Associates support flexible and partial retirement. It takes the view that if the State
provided more flexibility around retirement age this would allow employer DB schemes to
change retirement age. It suggests that any increase in State pension age would require
flexibility and careful design and proposes optional deferral of State pensions (but not at the
expense of those retiring or in an over-complicated way).

ISME proposes that a ‘retirement window’ be offered for State pension age with different
pension levels depending on when the person chooses to draw the pension.

The IAIM believes that flexibility must be introduced to facilitate and encourage people to work
beyond normal retirement age. Within the social welfare system existing barriers should be
removed and the option of deferral or partial drawdown of the social welfare pension
introduced. IAIM believes that removal of the existing requirement for certain members of DC
schemes to purchase annuities would facilitate a phased move towards full retirement. IAIM
does not believe that a prohibition on employers from setting prescribed retirement ages is
feasible. The desirability or practicality of such limits varies between companies and sectors.
However, the amendment of some traditional linkages (such as to the social welfare pension)
and more flexible conditions would, it argues, support more options in retirement.

Watson Wyatt proposes a higher level of State pension but payable at a later age so as to be
broadly cost neutral. It also supports partial drawdown of benefits and greater flexibility
surrounding retirement age. A group of Watson Wyatt clients and Tesco Ireland propose an
amendment in Revenue rules to allow a phased commencement of pension but that this should
not be mandatory. Tesco Ireland proposes that State pension age be increased and believes this
could be done more rapidly than is suggested in the Green Paper. It also supports phased
retirement for the State pension.

NFPA considers that retirement age should remain at 65-6 but employees should be allowed to
stay at work if they are able and wish to do so. The additional years should qualify for State
pension purposes. For people in physically challenging jobs the pension age should be lower
than 65.
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The Society of Actuaries proposes an increase in State pension age to help fund a proposed
increase in pension levels. It also argues that an increase in State pension age could open the
possibility of occupational schemes doing likewise which might make DB schemes widely
affordable again or at least might support hybrid schemes. It recommends that consideration
be given to legislative changes required to facilitate increases in retirement age under
occupational schemes. It also suggests that broader labour market initiatives will be necessary
to assist the labour market to adjust to increased longevity.

The Society recommends that State pension age be increased and notes that a proposed
increase in pension rates could be funded in large part by raising pension age to 70 by 2050. It
recommends a lead-in period of 15 years for any change in pension age. The Society notes that
the OECD Economic Survey recommends indexing State pension age to longevity and points out
that this would require an increase in State pension age of one year per decade.

It also suggests that a reduced pension be available from age 65 to ease the transition to a
higher pension age to offer choice where needed. Late payment options would also be
provided for those who wished to work beyond the (increased) pension age. Reform of the
current retirement conditions for SPT would be essential for this approach. The Society also
supports flexibility with regard to retirement age as regards occupational pensions and that
scheme members should be allowed to draw a pension while continuing to work part-time.

A group of Watson Wyatt clients suggest an increase in the State pension age and believes that
it may be possible to do this more quickly than is suggested in the Green Paper. The group
suggests:

1. Immediately redefine the State pension age as age 70.
2. Increase the State pension to 50% of average industrial earnings from age 70

3. Continue to permit retirement from age 65 onwards with the current level of State
pension (34% of average industrial earnings) at age 65 and with stepped increases up to 50%
at age 70.

4. Over time gradually withdraw/restrict the early retirement option i.e. increase the minimum
retirement age to 70 over a relatively long period.

In principle, the group suggests that any increase in the real level of State pension (as a
percentage of average industrial earnings) should be available only to those who retire after the
current minimum State pension age of 65.

The IIF also believes there is little option but to raise the retirement age for State benefits for all
workers (including public servants). It refers to research carried out as to the costs savings
involved in such a measure. In this context it supports flexibility in relation to retirement
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A. 6.2 Individual submissions

A number of individual submissions discuss the issue of retirement age. A small number of
submissions wish to maintain the current age, arguing that this is necessary to make way for
new entrants into the work force, and for health and fitness reasons.

Of those who wish to change the retirement age, only a couple argue that it should be lowered.
One proposes an earlier retirement age be encouraged by the Government in order to facilitate
greater opportunities for younger people and because of health issues for older people — with
the proviso that certain clerical posts might be excepted from this earlier retirement, if no
satisfactory younger employee can be found for the posts. The other submission arguing for an
earlier age proposes that women be allowed to retire, or even take a job share option, at 60.

The great majority of these submissions propose that the retirement age be extended, many
referencing the increasing good health of people at an older age. Most of these propose the
abolition of the retirement age and/or the introduction of flexible retirement, allowing people
to fix pension problems by being allowed to work longer and defer taking pension payments
thereby increasing their eventual size. However, a number oppose any mandatory increase in
retirement age arguing that this should be a voluntary decision.

One submission argues that there is a need for co-ordinated action by a range of Government
Departments to facilitate people working longer on a voluntary basis. Some propose allowing
people the option of either drawing their pension at the same time as staying on beyond 65 in
work, or of deferring their pension with added bonuses. One submission proposes that a later
retirement age be facilitated by employers, particularly through the provision of relevant
upskilling and educational opportunities at a variety of levels to adults over 40.

One proposal is that a person be allowed to “work share” at age 65 for a maximum period of
ten years, in order to ease a person into retirement, with the remuneration during this period
being % pay plus % of the State pension.

Related issues that arise include the proposal that there be an equal retirement age for both
men and women. Another proposal is that pensions are not based on salary for last three years
service, as some employees, for family reasons, may have to refuse a promotion or downshift,
often to be close to family etc. It is also argued that standardization with Northern Ireland be
introduced, with benefit paid at 65 instead of 66 years.

A.7 Data

The NCAOP recommends that data deficits concerning supplementary pensions, non-pensions
savings, and property investment should be addressed by relevant bodies including the Office
for Older People.
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The CSO highlights the importance of using the reform process to develop improved pension
metrics and indicators. The importance of providing sufficient information to the regulator is
emphasised in the context of EU Regulations 2056/2002 and 2223/96.

A.8 Future policy review

IBEC proposes that there should be regular system review of the pension system which should
be conducted by an independent body to review, monitor and develop pensions policy
(separate from the regulatory role to be carried out by the Pensions Board). It cites the example
of the New Zealand Retirement Commission.
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B. Social Welfare Pensions

There were, in general, much fewer organisational submissions which addressed social welfare
issues in detail although these were raised in a large number of individual submissions.

B.1 Universal Pension

There is some support for a universal pension but most submissions assume that a contributory
pension would continue and some explicitly support a contributory approach (see below).

Age Action Ireland supports a universal pension as the basis for future pension policy as the
most effective method of eliminating poverty amongst pensioners, dealing with anomalies and
inequities, eliminating means testing, and simplifying administration and ensuring consistency.

The Pensions Ombudsman supports the introduction of a universal pension as the basis of
pensions policy.

The TASC/TCD PPRG proposes as one option the introduction of a universal pension based on
the New Zealand model.

NWCI also supports the introduction, over time, of a universal pension for all persons over 66
and resident in Ireland for at least 10 years to address issues of adequacy and individual
entitlement.

The IIF supports a universal pension with a residency requirement which it argues would rid the
system of much of the current complexity, leading to potential administrative cost savings in
addition to bringing greater clarity.

However, the APLI believes that the additional costs in a universal model may make it
unfeasible and the IAPF suggests it may lead to higher costs and should be subject to a rigorous
cost-benefit analysis.

A small number of individual submissions support a universal pension as being more fair and
equitable.
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B.2 Contribution conditions
B.2.1 General

The CIB accepts the contributory principles set out in the Green Paper and supports its
continuation. It proposes that pension should be paid broadly in proportion to the
contributions paid. The Board feels that the current weak link between contributions and
benefits is unfair to those with high levels of contributions.

The IAOP, in contrast, proposes insuring people simply as citizens in their own right to recognise
changes in social and economic roles.

B.2.2 Paid contributions requirement

One individual submission proposes that the condition of 260 paid stamps be changed so that it
can to be made up of a combination of paid and credited contributions. A further submission
proposes that from Jan 2020 contributions paid should be 1040 (20 years); that from 2020 the
non-contributory pension should be abolished, with everyone paying into a pension fund; and
that retirement should be still 65 to make way for new entrants to the work force.

B.2.3 Yearly average/total contributions approach

There is general support for a move to a total contributions approach being more equitable but
some concern as to the practicability of doing so.

Age Action Ireland, Citizens information Board, and Pensions Ombudsman support a move to a
total contributions approach. Submissions suggest that this would be more transparent and
equitable.

The Society of Actuaries supports the replacement of the yearly average approach (which it
argues is opaque and inequitable) with a total contributions test. It suggests that a long lead-in
to the changeover (e.g. after 2019) would help with the logistical issues identified in the Green
Paper. It also suggests that, in the context of increased life expectancy, 45 years paid or
credited contributions be required for a full pension and that this should increase with
increases in pension age. It suggests that concerns about the regressive nature of pension age
increases could be addressed by allowing a person to claim a pension as soon as the
contribution threshold is reached which would benefit those who joined the workforce at an
early age. The Society also suggests that it may be appropriate to allow individuals with
contribution gaps to make additional voluntary contributions to achieve the maximum State
pension.
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The NFPA proposes that the yearly average rule be abolished and replaced by a requirement to
have a certain total number of contributions over the working life.

IFA, however, does not consider that coverage of social insurance has been comprehensive for
a sufficiently long period to allow for such a move. IFA proposes that periods of employment of
up to 1 year be discounted in applying the yearly average test.

A majority of the individual submissions on this issue propose that the averaging rule in
calculating contributory pension entitlement be reviewed. A number gave specific examples of
how people are affected by the rule. One gave an example of a case where a person lost out
because of two weeks vacation work carried out in the 1950s. One proposal is that a basic
pension is paid to all plus an extra percentage for each 5 or ten years worked. A number of
submissions argue that eligibility for a pension should be based on the total number of social
welfare contributions the individual may have had over their working life rather than a notional
average, and that special arrangements be made for widows based on their husband’s /
partner’s contribution record. One submission proposes that if people who have not paid a
significant number (at least 25 years) of PRSI contributions should be entitled to only a
minimum pension (40% of the full, contributory pension). Other submission suggests that the
period over which the average is taken should be shortened. In particular, one suggests that the
average should apply from 1988 or be based on the last ten years where persons are negatively
affected by family responsibilities, migration, etc.

Other submissions stress the need to maintain the entitlements of those who reach 66 years of
age before 6 April 2012 whose eligibility under the present criteria is based on a calculation
method other than total contributions. The unrealistic prospect of such individuals being able
to make alternative pension provisions at this stage is highlighted.

One submission, however, supports the average approach while suggesting it be reformed to
allow a more proportional relationship between the average paid and the pension received.

B.2.4 Insurance after pension age

A number of individual submissions argue that PRSI contributions paid after 65 years should be
reckonable for pension. One submission proposes that the compulsory payment of State and
public contributory pensions at 65 years be replaced with an elective system to enable those
without the full entitlement at age 65 years to forgo a partial entitlement payment and
continue to make payments through PRSI until full entitlement is paid, or until a person elects
to retire. It is argued that the legislation is made retrospective so that those currently over 65
years, lacking the minimum number of payments to qualify for a full contributory pension, who
are still in employment and are paying PRSI can qualify for entitlement to a full contributory
pension, which can be achieved through a sum payment of the value of the missing number of
PRSI payments.
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B.2.5 Miscellaneous contribution issues

The CIB proposes that the existing system of recording social insurance contributions be
replaced by one based on annual earnings (as proposed by the National Pensions Board in
1993). It also proposed that consideration be given to the modification of the current
conditions for becoming a voluntary contributor to enable more people to be kept in the
insurance system. The CIB also propose that the feasibility of allowing people to pay
contributions retrospectively should be explored.

The Board raises a number of specific issues which it saw as creating anomalies including the
fact that late entrants to social insurance qualify more easily for pensions, and the related issue
that entitlement can vary depending on whether one’s working life commenced in Ireland or in
another country.

A proposal made by an individual submission is that those who work part time and also have
self employment income should be able to pay PRSI contributions on their self employment
income. It is also proposed that rental income should be liable for PRSI. One submission argues
that there be some consideration for people with disabilities, with recognition of the greater
difficulty in gaining employment via the granting of credits. An alternative proposal is for a
‘universal’ pension similar to the pre-1953 special pension.

A couple of submissions propose that pre-1953 stamps are not counted in assessments for
pensions. A further submission proposes that tax relief for a husband/wife to pay pension
contributions on behalf of a ‘stay-at-home’ partner, is introduced.

One submission proposes that the distinction between a contributory and a non-contributory
State pension is unfair to people such as homemakers or people who have lived and worked for
a time outside Ireland or the European Union.

B.3 Rate of pension

A wide range of submissions were received concerning the level of State pension and
indexation. There is general support for fixing pensions at a certain level of average industrial
earnings (AIE), median income or pre-retirement earnings and for indexing it accordingly.
However, the indicator proposed and the level of replacement income vary greatly.

B.3.1 Indexation and level of State pension

ICTU argues that its proposed mandatory, defined benefit pension should deliver at least 50%
or more of earnings on retirement. It (and the ICTU Retired Workers’ Committee) also argues
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that the existing social welfare pension should be brought up to 50% of AIE (or about €317 per
week at current wage levels).

SIPTU argues that the level of pension should be linked to average industrial earnings (and not
the consumer price index as this would deprive people of their share in economic growth) and
should be removed from the political arena so as to enable persons to plan with certainty for
their retirement. SIPTU argues that the pension should be set at 50% of average industrial
earnings and should rise progressively to 66% of AIE. This would be funded by abolishing the
maximum limit of social insurance contributions, increasing the social insurance rate, from
taxation, and transferring monies saved on employment-based schemes.

Age Action Ireland calls for a pension set at 60% of household median income (i.e. the risk-of-
poverty line under the EU social inclusion process).

The CIB also proposes a link to median income rather than average earnings (though without
suggesting any specific level).

The Society of Actuaries argues for an increase in the State pension and a target linked to
average earnings. The Society of Actuaries supports setting a pension target in terms of average
earnings. It does not propose a particular level but does give an example based on 50% of AIE.’
The Society suggests that the costs of such an increase be met by an increase in social insurance
contributions, a subvention from general taxation, and by raising pension age. It points out that
any increase in State pension would benefit employers with DB schemes and that, therefore, it
would be reasonable to expect that part of the cost would be borne by employers.

NFPA proposes 50% of GAIE as adequate to meet the needs of pensioners.

NCAOP argues for a State pension set at 40% of GAIE (with the same level for both contributory
and non-contributory pensions).

IBEC is ‘broadly supportive’ of proposals to increase the State pension to 40% of AIE (pending a
revision of the basis on which retirement income adequacy is assessed and provided the costs
are absorbed ‘within the current system’). In the longer-term IBEC supports establishing an
alternative benchmark relating to pre-retirement income rather than AIE which, it argues, is
becoming less relevant given the increasing level of service employment.

Irish Life argues that the State pension should be set at a minimum level ‘to provide a safety net
against absolute poverty’ and that the level proposed in the current Programme for
Government (€300 per week by 2012) represented an adequate pension. Once that level is

’ The Society notes that this option, combined with a rise in pension age to 70, would require an equalised
contribution rate of 25-30% based on the most recent Actuarial Review of the Social Insurance Fund.
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achieved, further increases should be in line with increases in AIE. Irish Life would not support
increases above that level.

The IIF supports an explicit target for the State pension but do not specify what this might be
and add a caution as to the cost of increasing pensions to 40-50% of AIE.

The IFA proposes that 34% of AIE for State pensions is an appropriate target.

The CIB suggests a link to median income rather than AIE and proposes that pensions be
increased by more than the rate of inflation.

The Irish Association of Older People (IAOP) proposes that in order to maintain purchasing
power and benefit from economic growth, pension rates should be linked to average industrial
wage rather than to rate of inflation.

The Pensions Ombudsman supports a formal indexing arrangement linked to earnings, e.g.
average industrial earnings.

NYCI would welcome and encourage (unspecified) increases while the APLI supports the
introduction of a formal indexing arrangement possibly on a cost-of-living basis.

The IAPF recommends that the pension be indexed to ‘a suitable measure’ and, while not
suggesting any specific rate, believes that the cost of pensions needs to be examined on a long-
term basis and believes that there is merit in (i) considering further advance funding thought
the NPRF; and (ii) developing an governance framework and infrastructure for the purpose of
dealing with the cost of proposed improvements in the State pension to ensure sustainability.

A number of individual submissions discuss the level of the State pension. One proposes that it
would be possible to at least double the level of the current State pension by abolishing all
occupational pension schemes in the public sector for new entrants, abolishing all new tax
relief support for pension contributions, by taxing, as a benefit-in-kind, pension contributions
for those in defined benefit schemes, both public and private, where the contributions by the
employee, if any, do not meet the complete cost of providing the pension. A second proposes
that the Government recognizes that the level of the pension is inadequate, and a third
proposes that there is a pension of the same amount for everyone. Other submissions propose
that the level of pension be related to the minimum wage. Another proposes that the level of
social welfare pension be raised to 40% of AIE over the next 6 years and then to 50% over the
following 6 years.

B.3.2 Payment differential between contributory and non-contributory pensions

NCAOP supports paying the same rate for contributory and non-contributory pensions while
the IAOP proposes that gap between contributory and non contributory rates should on an
ongoing basis continue to be minimized.
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However, the small number of individual submissions to discuss the payment differential
between contributory and non-contributory pensions are unhappy with the absence of a
greater differential. One proposes that there should be at least €70-€100 per week more for a
contributory pensioner than a non-contributory pensioner, drawing comparisons between the
amount of money a contributory pensioner pays to the State over an average of 40 years, and
someone who may never have lived in Ireland but retires here, qualifies for non-contributory
pension, medical card, etc. The other submission makes a similar argument and argues this
policy encourages people to 'sponge’ off the State. It is proposed in this submission that
anybody who has not paid a significant number (25 years is suggested) of PRSI contributions
should be entitled to only a minimum pension (40% of the full contributory pension), and
where people seek to obtain a pension on the basis of 'poverty' then it is proposed that all of
their assets should be considered as means.

B.3.3 Living Alone Increase

Age Action Ireland calls for the LAl to be restored to its 1996 value to combat the increased risk
of poverty amongst pensioners living alone. Thurles CIS calls for an increase to a minimum of
€50 per week and proposes that widow(er)s under 66 should also be eligible for the living alone
increase. The CIB proposes that the living allowance increase be substantially increased
because of the greater risk of poverty amongst this group and increased in line with the cost of
living. The IAOP proposes that living alone and over eighties increases require to be inflation-
proofed and regularly reviewed. However, some other submissions (e.g. Pensions Ombudsman)
favour improving the lot of all pensioners.

A number of individual submissions raise the issue of living alone increases. One suggests that
the benefit be split into two categories with 80 years of age being the division point. Those
under 80 should have their benefit rounded up by at least €10 and it should then be indexed to
the cost-of-living. Those over 80 should be accorded a higher rate of payment as average
payments only last 4.5 to 5 years thus allowing for costs to be readily predicted. Another
submission suggests that living alone should not be a basis for pension increase. A further
submission proposes that a more targeted approach be adopted for the very elderly, i.e. those
born before 1930, while another proposal suggests that single pensioners on one income
should receive a high increase in the living alone payment.

B.3.4 Secondary benefits

A number of individual submissions discuss the issue of secondary benefits. A couple of
submissions draw parallels with Northern Ireland. One proposes standardising benefits at 65
years as with Northern Ireland, so 65 year olds can receive the Free Travel pass here as in
Northern Ireland, as opposed to 66 years presently. Another submission in a similar vein
highlights how someone retiring on their contributory pension at 65 may be discouraged by the

September 2008

Page 28



Mel Cousins and Associates Green Paper Consultation Report

high cost of travel, until they get the free travel pass at 66 years. A further submission details
specific improvements for secondary benefits. It is suggested that the fuel allowance should not
be means-tested, especially to single pensioner suffering from a chronic illness.

A number of submissions were made as to the services included or the activities of utility
providers. It is proposed that a pensioner caring for a relative should be exempt from road tax if
the person is unable to avail of a travel pass. It is also suggested that the gas company needs to
show more transparency on the gas bill, and the allowance is not itemised or carry forward
kilowatts shown. It is suggested that NTL costs be discounted for the pensioner. It is also
proposed that Eircom absorb the charge for delivery of cordless phone, in the interest of
security for the elderly.

B.4 Gender issues

NWCI calls for gender-sensitive reforms to the State Pension (SPTC) including a move from a
yearly average approach to allowing a ‘best of’ rule over a shorter period; enabling re-entry to
the contribution system after periods of absence; and allowing spouses and assisting relatives
to be insured as employees.

IFA and the CIB raise the issue of the insurability of farm spouses and welcome recent
developments in this regard including the clarification and documentation of the criteria used
by the DSFA and Revenue in determining the existence of a partnership. The CIB also raises the
issue of the exclusion of family members from social insurance and calls for this to be
addressed as a matter of urgency. This issue is also raised by Women in Agriculture (Killarney)
who call for retrospective provision of insurance cover for farm spouses.

The National Federation of Pensioners’ Association proposes that all spouses should be
included in social insurance in their own right.

One individual submission raises the fact that social welfare legislation provides that a person
employed by that person’s spouse is not insurable and points to the negative impact this has
for pension entitlements. Discrimination in terms of being denied the right to pay PRSI while
working part-time, before 1991 is also highlighted.

B.4.1 Homemakers; Marriage Bar

NWCI (supported by a number of organisations and individuals) propose converting the
homemakers scheme to a system of credits and backdating it to 1953. It also proposed a ‘once-
off, ring-fenced retrospective scheme’ for those affected by the marriage bar.

The CIB, IFA, the National Federation of Pensioners’ Associations, NCAOP and Thurles CIS
support proposals that the homemakers scheme be backdated (in some cases to 1953) to allow
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as many women as possible to qualify for a pension in their own right. The CIB and Thurles CIS
also propose that the homemakers scheme be converted to credits. The CIB also suggests that a
‘mechanism’ be introduced to ensure that carers availing of the homemakers scheme will not
be disadvantaged by the increase in paid contributions to be introduced in 2012.

The NCAOP proposes that the situation of women who left the public service as a result of the
marriage bar should be addressed though a ‘special initiative’ within the context of the reforms
arising from the consultation process.

Backdating the homemakers scheme is also supported by Age Action Ireland while the Society
of Actuaries supports a switch to credited contributions.

Curam calls for the provision of pension credits for parents and carers.

A very large number of individual submissions discuss the issue of the marriage bar, and how it
impacts on ‘homemakers’ entitlement to pensions; and the related issue of the perceived non-
recognition of caring roles for pension purposes. A large number of submissions propose that
the homemakers scheme should be backdated and credits granted to those forced to leave
their jobs due to the marriage bar. It is proposed that the State recognize the equal value of
child-rearing and home-making work, as equal to work outside the home.

One submission proposes that special arrangements be made for widows based on their
husbands' or partners' contribution record. It is also proposed that civil servants who prior to
joining the civil service had paid the full rate of PRSI at some stage and who availed of the
current term-time scheme within the civil service to care for a children under 12 years, should
be rendered eligible for credit awards in respect of periods of term-time, due to the loss of both
service and pension entitlement during these times. It is proposed that married women who
had to leave their job in the civil service need to have their modified contributions recognised
as full rate contributions.

It is also proposed that every woman is notified by letter at age 50, of the current state of her
contributions, and the number necessary to qualify for the full pension. One submission
proposes that the working spouse be given the right to contribute payments to their at-home
partner’s PRSI contributions, divided into two separate entitlements, with the other party
having the right to contribute to a private pension plan, establishing entitlements in their own
right. It is proposed that this right to equalisation is fully recognised by government legislation,
which is supported at constitutional and EU level. It is also proposed to establish a Category 2
(reduced rate) pension as an acknowledgement of the home-based retirement age spouse, so
that all women who stayed at home after marriage to care for their family and who have no
PRSI eligibility will be entitled to a minimum pension from the State.
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B.4.2 Qualified Adults

The CIB calls for the repeated commitment to increase the level of IQA for pensioner spouses to
the level of SPNC to be progressed. Curam also calls for the implementation of commitments to
increase the rate of pension IQA to the level of the full SPNC. Thurles CIS welcome the direct
payment to the qualified adult but argues that the means-testing of the qualified adult is
unacceptable.

A number of individual submissions discuss the issue of qualified adults. It is proposed by all
submissions that women should be given a pension in their own right, and not as a qualified
adult. The exclusion from entitlement to the contributory State pension due to lack of PRSI
contributions is highlighted, as is the parallel exclusion from a non-contributory old age pension
on the grounds that they failed the means test even though they have no income in their own
right. It is proposed that all women who stayed at home after marriage to care for their family
and who have no PRSI eligibility should be entitled to a minimum pension from the State.

One submission proposes that a wife’s IQA for SP should not be income or savings related, due
to savings made for retirement. Another proposal is that the issue of qualified adult allowances
is reviewed, as it does not benefit those women whose spouses do not qualify for a
contributory pension, and because women are not given pensions in their own right. A further
submission proposes that women should receive a pension equal to the IQA accompanying the
SP. One submission argues for the need to maintain existing QA contributory entitlements in
the case of those aged at least 56. A further submission argues that women should be able to
receive the qualified adult payment independently without having to get the agreement of the
husband.

B.5 Retirement condition — State Pension (Transition)®

Age Action Ireland supports the abolition of the retirement condition for the SPT because the
retirement condition is a disincentive to older people wishing to continue in or return to work.

The IAOP proposes to remove the statutory requirement to retire at sixty five and to adopt a
more flexible approach in some circumstances to ensure that pension cover is adequate.

As discussed in more detail above (section A) a number of the submissions on general
retirement age either explicitly or implicitly require a change in the current retirement
condition for SPT.

8 . . . . . .
For a more general discussion of issues concerning retirement, see above section A.
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A number of individual submissions raise the issue of the retirement condition arguing that it is
a disincentive for persons who wished to continue in employment and would have a severe
effect on the person’s income. Submissions support the introduction of a more flexible retiring
age that might allow people the choice of remaining at work and either drawing their pension
at the same time or deferring their pension with added bonuses. However, one submission
proposes that the contributory pension should not be paid to anyone continuing in
employment, and that incentives should be given to anyone continuing in employment after
age 65 in sectors where there is an identified skills shortage. As a corollary, it is proposed that
disincentives be applied in those sectors where there is no skill shortage to allow younger staff
to be promoted to have their skills recognised and enable them to make their contribution,
with all legislative changes being retroactive.

A further submission proposes that pending the introduction of more comprehensive
legislation, it would be possible for the government, in the legislation following the 2008
Budget, to introduce a small change in the Social Welfare Act which would allow people who
are in receipt of the State Pension (Transition) to claim the normal pension, but to “sign off” for
any week that they are in employment, as happens at present with Jobseekers Benefit.

B.6 Means test /entitlement to State Pension (Non-Con)

NWCI calls for the full individualisation of the State Pension (Non-Contributory) (SPNC) to
ensure maximum coverage and individual entitlement.

The National Federation of Pensioners’ Associations opposes extending means-testing to all
pensions on the basis that a contributory pension had already been paid for by the persons
concerned. The IIF (which supports a universal pension) also argues that means testing should
be avoided ‘as far as possible’ as it can impact on supplementary saving.

IFA calls for the disregard for earnings from employment for the SPNC to be extended to self-
employed earnings.

Of the individual submissions which discuss the means test/entitlement to a non-contributory
State pension, one proposes that the means test is based on an income tax return through an
accountant. Another submission proposes that people should be allowed to have income from
another source of up to €100 per week (another suggested €200), which should be index linked
as long as it is from a private pension source only. Three submissions draw attention to
perceived irregularities in the means testing, with one proposing to delete the requirement of
spousal income / savings being counted as means, due to savings needed for retirement. A
further one proposes that savings generally should not be counted as means, while the third
submission proposes that a social welfare pension from another State within the EU be
disregarded as income in the calculation of means. One submission argues that non-
contributory pensions should also be payable abroad (as is the case with SPTC).
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With reference to entitlement, another submission proposes that the non-contributory pension
should not be paid to any person who did not pay PRSI at any time during their working life.
Another submission proposes that from 2020 the non-contributory pension should be
abolished, and everyone should pay into a pension fund.

Another proposes that where people seek to obtain a pension on the basis of 'poverty' then all
of their assets should be assessed as means. Another proposal is that for means testing
purposes, women are treated as individuals in their own right and that their own means (not
half their husband's) are assessed in full.

Another submission objects to the manner in which means are assessed arguing that means as
assessed under social welfare law are currently much higher than any actual return which
would be achieved from investment in, for example, a bank or post office. Another points out
that means are assessed on shares even though the capital value may have fallen (resulting in a
loss).

B.7 Service delivery and payment systems

The CIB highlights the importance of information provision concerning social welfare pensions
including the operation of the credits system, and the possibility of becoming a voluntary
contributor.

A number of individual submissions discuss the issue of the payment system/ service delivery.
One proposes that cheques should be mailed to the home weekly, as there is difficulty for many
old people in taking advantage of other payment methods. Another individual submission
suggests that a payment slip (to provide evidence of payment) should be sent with on-line
payments which would reassure older people and save them having to check their account to
see if they had been paid. Another proposes that a review of the service delivery of the DSFA be
undertaken to ensure appropriate service level contracts are negotiated with Government.

It is also proposed that for the pension planning process it is necessary to know what level of
State pension entitlement exists, with the suggestion that this information needs to be co-
ordinated between the records in Dublin and the Pensions Office in Sligo, as well as allowing an
online enquiry facility. Another proposes that people be informed of their pension position and
advised where remedial action is necessary.

A small number of submissions propose that DSFA should utilise a freefone number service for
all calls, as current costs for contacting sections of DSFA are charged at full rate and are not
included in Eircom package deals.

Also it is proposed that “Home Care Choices” and phone number of same should be enclosed
with pension cheques to avoid hospital crises intervention and to educate the elderly.
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B.8 Special pensions and particular groups

A number of submissions raise issues concerning special (or pro-rata) pensions payable to
particular groups or of issues concerning particular groups as regards their entitlement to
pension. Such groups included the self-employed, farmers, public servants, and persons who
had emigrated for work reasons.

The CIB urges the rationalisation of existing special (or pro-rata) pensions and the consequent
exclusion of any additional add-on provisions.

The CIE Salaried Pensioners Association proposes that a half rate State pension be granted to
superannuated members of the CIE superannuation schemes in proportion to their Class D
social insurance contributions.

The RTE Pensioners’ Association also seeks recognition for Class D pensions whereby four Class
D contributions would be equivalent to one Class A contribution for pension qualification. This
approach is also supported by a number of submissions from individuals.

The IFA proposes that low income farmers with income below a certain threshold who were
required to pay a minimum flat-rate contribution but who had failed to do so should now be
allowed to make retrospective contributions to qualify for a pension. It also raises the issue of
farmers in receipt of farm assist who were excluded from social insurance coverage regardless
of their income. While this issue has been addressed from 2007, gaps in the social insurance
record may be a problem. IFA proposes that such persons be allowed to make retrospective
contributions. It also proposes that farmers in the EU Early Retirement scheme who failed to
maintain their social insurance record by voluntary contributions should be allowed to do so
retrospectively.

IFA also proposes that the special pension for those who failed to satisfy the normal pension
gualification requirements be extended to those aged between 60 and 65 in April 1988 and be
increased to 75% for those aged between 56 and 60.

A further submission proposes that the Government facilitates the continued payments,
through PRSI, towards contributory pensions for public sector employees, including the local
authority retirement benefits, to qualify for full or maximum entitlement in relation to the
number of years of service towards a full benefit.

Another submission proposes granting credits in respect of ‘years in exile’ to those who
returned - after emigrating in the 1950s when (it is suggested) no work was available —
including those who were affected by the income limit which applied to social insurance until
1974, and which meant that non-manual workers earning in excess of certain limits were not
allowed to pay contributions at the full-rate. It is also proposed that contributions to British
social security are taken into account in all (not just select) circumstances, when assessing for
an Irish pension. Another submission argues that both Irish citizens, and anyone who
qualifies under a Bilateral Agreement, who is adversely affected by existing legislation
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should be able to make up PRSI contributions by lump sum payment thereby qualifying for the
SPC. ltis also proposed that if the pensioner has 260 paid contributions abroad he should be
given the difference between the EU rate and Irish rate of pension on the strength of Irish
contributions paid or credited to his record in Ireland. One submission proposes that all
pensioners with a minimum of 260 paid contributions pre-1953 should receive a 50% pension.

A number of submissions discuss the issue of the self-employed. It is proposed that the
government introduce a State pension for all self-employed. Quite a few propose that self-
employed people who were denied access to the SPC should be allowed to buy back
contributions they were denied from making previously, and that they should be granted a
pension on into the future. A substantial number propose that the self-employed have their
entitlements to a contributory pension and other benefits backdated to before 1988. One
submission proposes that the five year qualification period for full pension entitlement be
revised, where the difference in PRSI contributions could be paid.

A number of the submissions also discuss farmers. A few propose that a scheme be introduced
for farmers with a deficiency in PRSI, where any PRSI underpayment could be paid in
retrospect. Another proposes that the government set up a pension fund that farmers and
other self-employed people who were busy setting up a business, can buy into. It is also
proposed that all farmers be paid the same pension.

A number of submissions discuss the issue of pension entitlements for migrants. One
submission proposes transferring unused contributions from a family member now settled
abroad to a mother who stayed at home to rear her family, with any possible entitlement of the
donor waived upon transfer.

It is proposed that agreements between countries be widened to include the present
demographic reality and to make allowances in exceptional cases for contributions made in
other countries to cover the ‘missing years’. Another submission proposes that any non Irish
citizen working in Ireland should be allowed to withdraw his pension fund at the end of his stay
in Ireland, with the option of re-transferring his pension funds back into Ireland on possible
return, to ensure his pension liabilities are met by the State. It is proposed that in cases where
withdrawal is not permitted immediately on his departure, he should be allowed to withdraw at
the end of a specified period e.g. 2 years from his departure from the State.

The fact that most people excluded from compulsory insurance were unaware of the option of
paying a voluntary social welfare contribution is highlighted, as it is was printed on the back of
social insurance cards, which were held by employers.

One individual submission argues that the option of making voluntary contributions should not
be restricted to those in ‘profit making’ employment.
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C. Private and Occupational Pensions

C.1 Pension models>

General views on pension models have been set out above in section A. In this section we look
at issues specific to personal and occupational pensions. Reflecting the general lack of
consensus on the issue, a wide range of views were submitted.

C.1.1 Mandatory and soft-mandatory (auto-enrolment)

SIPTU, which favours a mandatory State earnings-related scheme, argues that only mandatory
schemes work and does not favour a voluntary or soft-mandatory approach.

Several pensions industry bodies, in contrast, support a ‘soft-mandatory’ (auto-enrolment)
approach (Bank of Ireland Life, Eagle Star, Ferguson and Associates, Irish Life and Permanent,
PIBA). Eagle Star, for example, argues that auto-enrolment is a very effective measure which
can easily be implemented as employers already have to provide access to PRSAs.

PIBA argues that any new system of mandatory or soft-mandatory coverage should guard
against reducing competition between providers and choice in the provision of pensions. It
supports the soft-mandatory approach as the most beneficial way of maximising current
provision. It proposes that employers should be required to give a choice of providers or at
least a selection be made from a minimum number of providers (reviewable every five years) or
a broker (who must deal with a least five insurers) would be appointed to recommend and
manage the scheme.

The Pensions Ombudsman, who supports a soft-mandatory approach, does not believe, based
on the experience with PRSAs, that the introduction of such pensions would be likely to lead to
any significant move away from existing occupational schemes.

The Society of Actuaries, while supporting voluntary provision, feels that such provision could
be stimulated by some form or degree of auto-enrolment for persons above a specified
minimum earnings level (e.g. auto-enrolment in a PRSA where there is no existing pension
scheme in place). However, it cautions that there would be substantial work and costs involved

° The section includes comments concerning the mandatory and soft-mandatory debate as it concerns private and
occupational pensions. Issues regarding mandatory State earnings related pensions are discussed in section A
above.
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in establishing and operating such a system and that it would be essential to ensure that any
form of auto-enrolment does not detract from the current standard of occupational pension
provision.

However, pension industry bodies generally oppose a fully ‘mandatory’ approach. The IIF does
not support mandatory pensions arguing that it would involve a high degree of complexity,
would represent an abdication of personal responsibility and weaken the link between effort
and reward, remove personal choice, enshrine the principle that citizens must be taken care of
by the State and increase ‘Big Government’. It would create a dilemma regarding who should
manage the funds, and might result in a lack of individual savers control over the management
of their retirement funds. IIF also argues that enhanced first tier pensions would remove the
need for a mandatory approach. However, IIF would support auto-enrolment (which it prefers
to the term ‘soft-mandatory’) if additional measures need to be considered. IIF believes that
auto-enrolment both preserves the value and importance of personal responsibility and
harnesses ‘natural inertia’.

Eagle Star strongly opposes mandatory pensions as disruptive of the existing market. Irish Life
also argues against mandatory provision stating that the choice of level of contributions in such
a system could be too high damaging Ireland’s competitive position while setting rates too low
would run the risk of undermining existing pension cover and giving the mistaken impression
that pension levels would be adequate. Given the complexity of setting appropriate
contribution levels Irish Life believes that it is preferable that individual workers should ‘each
engage with the retirement planning challenge’ rather than adopting a mandatory approach.

Bol Life argues that the introduction of mandatory pensions could lead to a ‘leveling down’ of
contribution arguing that this had occurred in Australia and believes that other options should
be explored before taking a mandatory approach (while accepting that mandatory pensions
may be necessary if pension coverage targets are not achieved).

PIBA also does not support a mandatory approach arguing that it would not achieve the
objective in the most efficient manner. The imposition of a mandatory regime might, it is
argued, interfere with existing pension provision (e.g. by reducing levels of pension to the
minimum set for a mandatory system) or force people into pensions who would be better off
saving for a mortgage or for education.

IBEC is opposed to mandatory occupational cover which, it argues, would penalise labour
intensive sectors and could impact negatively on foreign direct investment, IBEC also opposes
auto-enrolment (at this time) which it suggests is largely untested and believes that the system
in the UK and New Zealand should be evaluated over the next few years.

The IAIM also does not support mandatory or soft-mandatory approaches which it argues
would be extremely expensive. The IAIM argues that the mandatory/soft-mandatory
arrangements in other jurisdictions are worth noting. In particular, it states that in Australia, 16
years after the Superannuation Guarantee was introduced it is estimated that the savings rate
needs to be increased by up to 6%. In New Zealand, over a third of the relevant employees
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have opted out of a soft-mandatory system after the first year. These are typically in sectors
similar to those which must be targeted in Ireland. Research conducted on behalf of the
Association of British Insurers suggests that up to 25% of existing pension scheme members will
reduce their funding levels on the introduction of mandatory pensions in the UK. While
accepting that mandatory systems will increase coverage, the IAIM argue that there is strong
evidence that they will undermine existing levels of pension provision.

The IAPF opposes any mandatory approach arguing that it is likely to undermine the current
system as did Watson Wyatt which also argues that it could lead to higher unemployment,
higher costs and evasion.

ISME also opposes any mandatory model arguing that employer contributions would only
increase business costs and cost jobs; and that it would undermine existing pension provision.

Hewitt Associates opposes any ‘mandatory’ model which, it argues, would lead to employers
opting for the lowest contribution rate required.

C.1.2 Pension contribution rates

Irish Life argues that, in the context of the introduction of ‘soft-mandatory’ pensions, initial
contribution levels should be set at 2% of annual earnings for both employer and employee and
this should be increased to at least 5% each by 2015.

The IIF proposes that any auto-enrolment scheme should provide for a default level of
employer and employee contributions to be effective (the actual level to be a matter for
agreement at social partnership negotiations).

The Pensions Ombudsman supports a mandatory minimum contribution (in a soft-mandatory
system) of, initially, 3% from both employer and employee to be increased over time.

Ferguson and Associates propose an employee 5% minimum contribution rate with the
employer being required to make a contribution equivalent to the employer PRSI saving.

NYCI proposes that contributions should be 3% from employee, employer and the State.

C.1.3 Auto-enrolment issues

Irish Life argues that auto-enrolment (to a PRSA type pension) should apply to all workers
(including the self-employed) regardless of income level or age. It proposes that opt out be
allowed after a minimum of six months to serve as a barrier to unscrupulous employers
encouraging employees to opt out at an early stage.
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C.2 Tax and PRSI relief

One of the areas in which a very large number of submissions were received concerned tax
issues. There is little consensus on the impact of existing tax reliefs nor on the future direction
of policy. One group of submissions sees existing reliefs as being highly inequitable in their
impact and benefiting mainly higher earners. Such submissions argue for the abolition or
refocusing of tax reliefs. An alternative view is that tax reliefs play an important role in
encouraging saving and, having regard to future tax paid on pensions, provide support mainly
to people on or about average earnings. Such submissions generally support the retention of or
an increase in tax expenditure. Amongst those supporting tax incentives there is a difference of
view as to whether the existing system of tax allowances should be maintained or whether
there should be a shift towards a system of tax credits.

C.2.1 Reduction and/or refocusing of tax reliefs

The TASC/TCD Pensions Policy Research Group argues that the costs and unequal distribution of
pension tax reliefs are major problems which threaten the long-term sustainability of the
pension system. It argues that the cost of tax relief is very significant and is now at about the
same level as public expenditure on pensions (1.9% of GDP). In addition, it argues that — unlike
public expenditure — the bulk of tax reliefs accrue to the top 20% of earners while the bottom
20% receive virtually nothing (a view supported by other groups including ICTU and the ICTU
Retired Workers’ Committee). The TASC/TCD Group also argues that the limited change in
coverage of occupational pensions over the last decades indicate that tax incentives have not
been effective in increasing pension coverage.

ICTU and the ICTU Retired Workers” Committee support reducing and refocusing tax reliefs (e.g.
reducing the cap on pension contributions and the size of accumulated fund) and making them
available as a refundable tax credit.

The Irish Gerontology Society also supports a reduction in tax reliefs.

The CIB shares the view that tax reliefs predominantly benefit higher earners and that this is a
serious inequity. It questions whether tax relief is providing value for money to the State given
that there has not been any marked increase in pensions' coverage in recent years. It argues
that the Exchequer is providing far more support, on average, for workers who are covered by
private pension plans than it is for those who are covered by the public pension system and
that this inequity is compounded by the fact that such support predominantly goes to higher
income taxpayers. It suggests a number of options for consideration including lowering the cap
on tax deductible contributions from pensionable earnings of €254,000 per annum to a
reasonable multiple of gross average industrial earnings; giving the tax relief as a refundable tax
credit at the standard rather than the marginal rate of tax; a reduction in the size of pension
fund allowable for tax purposes; and taxing returns on pension investments.
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SIPTU argues that the State should continue to support additional pension provision up to a
maximum of four times the AIE. Those not in the tax net should receive credits or direct State
payments into a savings fund. Additional savings (above that limit) would be an individual
matter and not subsidised by the State.

IBEC proposes that consideration be given to a ‘more equitable’ redistribution of the current
tax take to include tax relief on all retirement savings at a uniform rate of 41%.

The NCAOP recommends that, in the interests of equity and the appropriate use of public
resources, the current system of tax incentives should be reviewed and re-focused to benefit
lower income groups.

The NWCI points out that women benefit less than men from tax expenditures and, therefore,
there should be a more limited use of tax reliefs. It suggests that consideration be given to full
abolition of pension tax relief, restricting reliefs to the standard rate, introducing more
stringent caps on reliefs, and limiting the use of ARFs as tax avoidance measures.

NYCI supports the diversion of tax reliefs away from those who do not need it and towards
those who do, in particular young people. Once a more equitable system is in place it should be
followed with increased coverage. In particular, NYCI proposes that the amount eligible for tax
relief be reduced to €100,000 p.a. and the level of tax savings for higher earners reduced and
savings used to provide incentives to those on the standard rate or outside the tax net. It
supports an SSIA-type initiative for persons aged up to 45. It also proposed that tax relief for
other forms of supplementary pension provision be allowed at the higher rate for all personal
contributions at source by way of tax credits.

James R. Kehoe also takes the view that the current tax reliefs are socially inequitable and
proposes standard rate relief on the first tier of pension contributions (up to 10% of AIE) and
marginal relief on the balance up to a prescribed limit.

The APLI proposes that tax relief for all contributors be made at the same level.

C.2.2 Supporting tax reliefs

The IAPF commissioned research on the costs and benefits of tax incentives. This broadly
agreed with the Green Paper estimate of €1.9 billion p.a. in respect of relief on contributions
while suggesting a somewhat lower figure (€0.9 billion) for the cost of tax foregone on
investment earnings. The study also suggests that in estimating the costs it is not appropriate
simply to deduct an estimate of current revenues from current costs as this does not compare
like with like and that regard should be had to future tax returns. Taking these issues into
account, the study argues that the current system gives the highest benefit to those earning
just above average industrial earnings and that the net effective rate of relief falls as you move
up the income scale and/or as one increases the level of pension contributions. The study
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guestioned proposals to divert the full cost of existing reliefs which would move the Irish
approach from its current EET design to a TTE model.* It noted that none of the EU15 countries
had adopted this approach and that the EU Commission has advocated the EET model. The
study suggested that an estimate of €2 billion (rather than the €3.1 billion in the Green Paper)
would be a more realistic estimate (taking account of behavioural change) of the additional tax
revenues which would accrue to the Exchequer if tax relief on contributions was abolished and
tax imposed on investment returns. The study also suggested that any move to abolish tax relief
on contributions and/or to remove the BIK exemption from employer contributions should
apply to both public and private sector pensions.

The IIF believes tax reliefs are an important component of the current system and play a key
role in influencing individuals to contribute to pensions. Accordingly, they support maintenance
of the existing system. The IIF believes that changing current reliefs may discourage higher
earners from making retirement provision without necessarily having the effect of incentivising
the less well-off. It also argues that changes could prejudice the sustainability of existing
schemes.

The IAIM and the Society of Actuaries also state that regard must be had to the fact that tax
will, it is argued, be payable on pensions in payment. It argues that the tax system gives most
tax relief to people not far above the marginal tax band and saving a moderate amount for
retirement.

Many pension industry organisations (such as Eagle Star, Irish Life and Permanent, PIBA) argue
that tax incentives play an important role in encouraging people to contribute to pensions and
to stay enrolled and support maintenance of the existing system. For example, Eagle Star
argues that it is ‘crucial’ that the current tax system be maintained. Irish Life argues that the
current system directed the highest (percentage) levels of tax relief to taxpayers with salaries
just in excess of the marginal tax band who are saving a moderate amount for retirement.

ISME also calls for higher rate tax relief to be allowed for personal contributions to
supplementary pension schemes (subject to limits).

A small number of individual submissions support the existing tax arrangements as effective.
One, however, points out that, following early retirement, tax incentives are less effective due
to reduced income.

C.2.3 Credits v allowances

Many of these organisations also argue that an SSIA-type system would not improve
incentivisation (compared to the current system) and argue against the ‘unnecessary

' EET indicates Exempt contributions, Exempt fund growth, and Taxable benefits; while TTE indicates Taxable
contributions, Taxable fund growth and Exempt benefits.
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complication’ of tax credits (Eagle Star). PIBA, for example, points out that the SSIA approach
was short-term (over 5 years) while pension saving is a long-term commitment. It also argued
that, if pension tax credits were only allowed at the standard rate but emerging benefits at
retirement were taxed at the marginal tax rate, the tax system would act as a disincentive to
contribute to a pension. As regards any inequalities in the system of tax reliefs, PIBA argues that
these should be solved by leveling up rather than leveling down. PIBA supports the
maintenance of the current pension tax relief or the granting of marginal rate tax relief on all
personal contributions to pensions combined with the maintenance of the current tax relief on
employee contributions. The Society of Actuaries also believes that the current system of tax
reliefs is an effective approach to incentivising long-term saving but needs to be communicated
better.

However, some other bodies (IAIM, IAPF, ISME, Hewitt Associates, and Tesco Ireland) support
the simplification of the tax regime to look more similar to the SSIA approach. Bank of Ireland
Life believes that an SSIA-type tax bonus could revolutionise the take-up of pensions. Its own
consumer research indicates that the current tax system is not understood and that lack of
awareness is the major barrier to pensions take-up. Ferguson and Associates support occasional
once-off SSIA-type pension initiatives aimed at areas where coverage is low.

The Pensions Ombudsman supports a tax credit arrangement for PRSA while maintaining the
current regime for all other types of pension.

A group of Watson Wyatt clients considers that an SSIA type incentive structure is preferable to
the current tax relief structure. It is felt that this should be a simple ratio (e.g. 1 for 1 or 1 for 2)
for all regardless of marginal tax rate and accepted that this could involve some redistribution
of tax relief away from those on the higher income tax rate. The principle that all should receive
the same incentive regardless of their marginal tax rate is supported by the group.

The Irish Postmasters’ Union supports the continuation of existing tax reliefs and proposes that
a solution such as tax credits be provided for those not in the tax net.

IFA calls for income tax relief on all pension contributions to be paid at the higher tax rate by
means of a pensions tax credit. This should be paid to those who do not have any taxable
income. IFA argues that this would introduce greater equity to tax reliefs.

The Financial Regulator points to the attraction of the clarity and simplicity associated with the
SSIA arrangements and suggests that consumers need to be more aware of the tax incentives
that are available.

NFPA supports extending the top rate of tax relief to all to encourage take up.
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C.2.4 Miscellaneous

A number of submissions argue that the system of tax reliefs is not well understood and
appears unduly complicated to most people (APLI) and support simplification and better
communication.

Irish Life argues that current PRSA tax treatment seems inequitable as regards employer
contributions when compared with that in personal/occupational pensions and proposes that
this difference be removed to allow PRSA savers to enjoy the same benefits as others.

The Irish ProShare Association proposes that each person be given an incentive to transfer
shares acquired under employee share schemes into a pension scheme (e.g. exemption from
capital gains tax).

The Irish Property Owners’ Association proposes that pension tax relief should be allowed on
rental income to remove a perceived discrimination and to promote the private rental sector.

C.2.5 Individual submissions

A large number of individual submissions discuss the issue of Tax and PRSI relief.

C.2.5.1 Redirecting or restricting tax relief

A substantial number of submissions propose a review of the current system where higher paid
workers enjoy a higher percentage tax relief on pension contributions than lower paid workers.
A number of these proposals suggest that tax relief is given as a tax credit rather than at the
marginal rate of tax. It is also proposed by a number of submissions that because there is no tax
incentive for low earners to purchase pensions the State should provide a direct grant to such
persons. Another submission proposes that the tax-relief system that is currently employed
should be maintained but that the relief should not be dependent on highest marginal rate. It is
proposed that all pension contributors should get a standard relief in the region of 35%. Those
that are not in the tax-net could either qualify for a rebate of the relief or be offered a greater
percentage of their fund as tax-free cash at retirement age.

There are a number of proposals which set out, in great detail, the proposed workings of SSIA-
type incentives. One SSIA type scheme is detailed whereby tax relief is given in the form of a
credit to the amount invested at perhaps 50% of the amount invested. The proposal is for a
universal, compulsory, and portable pension-scheme, and this national pension fund would be
managed by an agency similar to the NTMA (a body suggested in a number of proposals as
being worthy of overseeing the pension fund). It is proposed this comprehensive scheme would
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apply to all employees, and the self-employed, and to all persons entering public employment
once the scheme becomes operational. It is proposed that the basic State pension would be the
entitlement of every retired person upon reaching the designated retirement-age. All pension
income, including the basic State pension would be taxable as income. However, the tax-
threshold for retired persons would be set significantly above the level of the basic State
pension. All persons would be assigned a "Personal Pension Account" (PPA) in the same
manner as they are assigned a PPS No. These accounts would remain the private personal
property of the account-holder. These pensions would be separate and additional to the basic
State pension. A small statutorily fixed percentage of all income above a set threshold would be
payable into the PPA in the same manner as income-tax is payable to the Revenue. In addition,
income-earners would be allowed to invest up to a combined total of 15% of their gross income
in their PPA. Employer contributions could be a matter for individual or collective negotiation
and agreement between employee and employer.

One other proposal is that the government set up an SSIA type scheme with the banks. The
detailed proposal suggests paying in from 10 to 1000 euro a month (with restrictions which can
be altered depending on age profile). Funds cannot be withdrawn until age 60/65. A tax credit
from the government would be added. Being in a deposit account, the money is secure, and will
allow reasonable projections by the bank assuming a 4% interest rate. At the age of 60/65 a
maximum of 10% per year could be withdrawn, with the balance being given as a monthly
income. It is proposed that these conditions could be altered in exceptional circumstances.
There is a ceiling on tax relief when the balance exceeds a certain amount, and the interest
earned could be free from DIRT.

Overall, most of these submissions propose establishing an SSIA type system for pensions,
effectively arguing that making additional contributions to individuals pension policies in a
similar way to how SSIAs operated is best, due to its effect being appreciated immediately.

A number of submissions propose abolition or various restrictions on existing tax reliefs with
the expenditure saved being redirected to support State pensions (e.g. to remove the tax relief
on occupational pension schemes contributions; or to lower the income cap and contributions
allowable for tax purposes and tax on the returns of pensions and investments). One
submission proposes that all tax avoidance measures should be abolished as these have given
rise to considerable inequalities in pension coverage.

C.2.5.2 Increasing reliefs

However, a number of submissions also propose increased tax reliefs. One submission proposes
that tax relief (subject to a cap) for pensions is made allowable on all income, including the likes
of maintenance payments, (not seen as ‘relevant earnings’). Another submission proposes that
pensioners should not have to pay income tax.
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It is also proposed by a number of submissions that sole earners in families should be able to
claim tax relief for subscriptions to their spouse’s pension. One submission proposes he should
be able to receive tax relief for starting pension payments for his children, as well as receive tax
relief and PRSI relief at source for lump sum payment into PRSAs from the moment of payment.
Another proposal is for PRSI relief to be made available on private pension plans as is available
on company pension schemes. It is also proposed that tax relief on Pension Premium Insurance
Cover be allowed against missed payment cover against redundancy / ill health. One
submission proposes that the Government should make tax incentives the cornerstone of the
private pension system if it wishes to promote private or supplement type pensions schemes.

Another submission proposes giving everyone relief at the higher tax rate, but to cap the total
relief (possibly on a life-time basis, with some annual limits if necessary). "Tax Relief Accounts"
are also proposed for an individual for life i.e. that pension tax relief (and maybe other reliefs
such as mortgage interest) might be available in more flexible ways, so that people can use
them when they most need them at a particular stage in life, but be encouraged to "bank
them" (in a State "Tax Relief Account") at times when it better suits them. It is argued this
might aid in helping young people to take pensions seriously.

C.2.5.3 Detailed proposals

A number of submissions set out specific proposals for reforms of existing tax and PRSI reliefs.
One proposal is that PRSI relief on PRSAs/AVCs should be paid at the same time as tax relief,
instead of separately. One submission suggests tax relief should be deducted at source, like on
a mortgage. It is also proposed that the same PRSI reliefs be available to sole traders as is
available to directors from 1st January 2003, when directors became entitled to this relief, as
both are entitled to the same amount of entitlements under the old age pensions and PRSI net
and it is proposed, they both should be entitled to the same reliefs available.

Three submissions deal with the issue of rental income. It is proposed that the ‘unearned’
nature of rental income is changed, as the business of rental income has changed dramatically
in the past 10 years, with much more legislation to deal with, administration regarding tenant
registrations etc. It is proposed that tax law is changed to reflect this, including where
contributions to pension funds carry no allowance of tax relief. It is proposed that this will
encourage all those in the sector who are opting out of pension contributions at present, and
would meet the Green Paper’s objective of encouraging improved coverage to all those who
have rental income.

C.3 Annuities and Approved Retirement Funds (ARFs)

A large number of submissions also discuss annuities and ARFs. Some submissions argue that
annuities offer value for money but the general thrust of submissions takes the contrary view.
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There is general support amongst those raising the issue for the further extension of access to
ARFs at least to those in DC schemes. However, there is also strong criticism of the abuse of
ARFs as a tax avoidance mechanism and calls for rules to be further tightened so as to prevent
this. There is general support (amongst those considering the issue) for some role for the State
in providing annuities but little agreement as to the details with some submissions envisaging a
very broad role and some a narrowly confined one.

C.3.1 Annuities

The IIF argues that annuities offer value for money (quoting the recent Indecon/Life Strategies
report). NFPA states that annuities (while the return is volatile and dependent on interest rates)
are safer than ARFs.

James R. Kehoe, while taking the view that the annuity market operates as efficiently and
effectively as can be expected, argues that, because it can take a long-term investment
perspective, the State could provide guarantees and value to long-term savers which cannot be
matched by the private sector. He propose that the State should provide a social welfare
pension (effectively an annuity replacement) payable at a rate of 15:1, i.e. each €15 of
accumulated value converts to €1 of inflation-proofed annual pension (subject to a cap on the
income which could be obtained). This would be payable to those participating in his proposed
savings accounts and retirement bonds and to current DC pensioners.

ICTU proposes that the State should provide fair and equitable annuities (a call which Unite
supports). SIPTU argues that the current market in annuities is not working and that pensioners
are disadvantaged as a result. It proposes that flexibility should be introduced about the date at
which annuities are bought and that the State should offer an annuity product.

The Pensions Ombudsman suggests that annuities are good value for some but not for others.
The Ombudsman sees nothing wrong in principle with not annuitising PRSAs but suggests that
time-limited ARFs might be an option to remove the inflexibility which exists in the current
system whereby annuity purchase is necessary at point of retirement.

The IIF states that insurers would have no issues with the State entering the market as long as
proper reserving requirements apply while the IAPF believes that the State could provide (in
‘rare instances’) an annuity, i.e. where an involuntary insolvent wind-up occurs and where the
employer has insufficient assets to satisfy the difference in assets between the ongoing liability
in respect of pensioners and the annuity cost for such purchase.

Watson Wyatt proposes greater annuity options, e.g. semi-guaranteed annuities with a
discretionary performance-related bonus. The Society of Actuaries also proposes unit-linked
annuities and other annuity product innovations at least for non-core benefits. The IIF states
that the Revenue rules for annuities are too restrictive and it would support a wider choice of
matching assets. It suggests that the Financial Regulator should carry out a cost survey of
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annuities and put consumer information on its website (a proposal also mentioned by the
Pension Ombudsman).

The IAIM notes the deficiencies identified by the OECD in annuity markets. It is IAIM’s
assessment that there is little prospect of encouraging new entrants into the market and
increased competition and diversification are unlikely (a view shared by the Pensions
Ombudsman). It believes that education about, and awareness of, annuity products can be
improved particularly through targeted rather than generic information/advice and suggests
the regular provision, by the Pensions Board, of suitable comparative annuity level data, on
various bases. The IAIM identifies a possible role for a State Annuity Fund to provide protection
for DB members in the infrequent event of involuntary winding up

IBEC believes that the State has both the opportunity and the expertise to develop a State
investment fund into which individuals could invest for a guaranteed or enhanced State
pension. It argues that such a fund (which might be managed by the NTMA) would undoubtedly
incentivise pension savings. IBEC proposes that it would target low to middle-income earners
who currently have poor pension planning and provision. It would reduce the charges implicit
in the multitude of smaller schemes which can be disproportionately high to the level of
investment. IBEC believes this would be a better alternative to mandatory pension savings.

Hewitt Associates recommends that the State should change the annuity basis and/or consider
some form of State annuity fund particularly in relation to insolvency of a pension scheme on
wind up and in the case of small DC funds which would be very poor value-for-money if
required to purchase an annuity commercially. It considered that occupational DC members
should have the option (but not be compelled) to purchase an annuity at retirement.

The Pensions Ombudsman, however, believes there is no benefit to the State for involving itself
in the annuity market and that this is unlikely to be feasible in an EU competition context. He
suggests that the Government should make it less onerous for EU companies to enter the Irish
market.

C.3.2 ARFs

The TASC/TCD Pensions Policy Research Group highlights a Department of Finance survey which
indicates that in 2005 only 6% of ARFs were being used to provide a regular income while 89%
were being used by high earners as a tax-advantaged savings scheme. While noting subsequent
changes to the legislation, the Group also highlights the OECD assessment that these still
involve large tax concessions to wealthy people. ICTU and the NWCI also criticise the use of
ARFs as a tax avoidance measure.

Unite calls for the extension of ARFs which are more flexible than annuities, less expensive and
have a better rate of return.
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The Pensions Ombudsman suggests standardisation across different pensions arrangements in
relation to access to ARFs but states that reform of the ARF system would be necessary first.

Pensions industry bodies generally favour the extension of ARFs to some extent. PIBA supports
the extension of the ARF option to all members of defined contribution occupational pension
schemes, both to act as an encouragement to employees to join such schemes and to make
larger contributions to such schemes, and to remove the inequity in the current system
(whereby it is limited to certain types of pension) (as do Ferguson and Associates). The IAPF
strongly believes that all DC members should have the option to transfer their funds to an ARF.
IAIM also strongly endorses the conclusions reached in recent reports that there is no logical
reason why retiring members of defined contribution schemes should be subject to different
rules to those who may avail of the ARF options.

Eagle Star and Watson Wyatt support extension to both occupational DC and DB schemes. The
APLI, IIF and Bol Life support extension of ARFs to all retirees. However, Irish Life and
Permanent opposes the extension of ARFs to DB schemes arguing that this would
fundamentally alter the nature of DB schemes. The Society of Actuaries favours extension to all
DC members but believes that the situation regarding DB schemes is less clear-cut and argues
that a number of issues would need to be carefully considered before extending ARFs in this
manner. Ferguson and Associates also do not support extension to DB schemes given their
different employer-guaranteed nature. A group of Watson Wyatt clients supports extending
ARFs to DC schemes but not to DB. Tesco Ireland also supports extension to DC schemes but
feels that ARFs are not suitable for persons on very low incomes as they carry a reasonable
level of risk and opposes extension to DB schemes. ISME supports extending ARFs to all DC
schemes.

Ferguson and Associates argue that the requirement for investment of a set sum into an
Approved Minimum Retirement Fund (AMRF) served little purpose and should be abolished.
The Society of Actuaries takes a similar view and also recommends the abolition of the capital
sum requirement. It recommends that the minimum income requirement (currently €12,700
p.a.) be indexed so that it maintains its value. The IIF proposes the replacement of the current
AMRF requirement with a requirement for a minimum level of income.

Age Action Ireland supports maximum choice in planning for retirement.

C.3.3 Individual submissions

A number of submissions discuss the issue of Annuities and ARFs. A great majority of the
submissions believe that the restrictions requiring the purchase of an annuity are
discriminatory and propose that alternatives to annuities be facilitated. A great number of
these submissions propose that PAYE workers should have the same flexibility that self-
employed and directors do for investing their whole pension funds (and not just the AVC part of
the fund). It is proposed by a number of the submissions that a minimum pension provision for
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everyone could be stipulated, but people should be allowed the freedom to invest the rest in an
ARF. Others who propose a similar lifting of restrictions include those who have decided to
take the fund from an employer’s pension plan, and invest it in a retirement bond, but who are
prohibited from subsequently investing it in an ARF (and/or an AMRF as appropriate). Several
submissions who identify themselves as being within defined contribution schemes ask for
similar equal treatment, the right to purchase an annuity or to invest in an ARF/PRSA. One
submission proposes that, as an alternative, the Government should offer some sort of bond to
persons who do not want to put their pension pot into an annuity, with a fixed rate income
with some sort of inflation protection built into it. It is proposed by three of the submissions
that the State could be involved in all long-term investment products relating to retirement. A
further submission specifically proposes that there are no attempts to limit the rights of people
with PRSAs in regard to access to ARFs, arguing that people should be rewarded with choice
and options for taking this step towards providing pension and not be punished by having their
options restricted.

Another alternative model is that pension fund owners are allowed to invest it themselves and
be restricted to withdrawing 6% of the original sum, rising by the CPIl or 4% (whichever is the
lowest). It is proposed that a financial institution of the person’s choice could administer this
fund or An Post backed by the National Treasury Management Agency with a charge of 0.25%
of the fund or €250 max, with the fund lasting 15 - 16 years by which time the owner would be
81 years old. It is proposed that the money left when a person dies before it runs out should
then be divided equally between the estate of the person and the NTMA to pay support for
people who live longer than the money lasts.

A further alternative proposal is that instead of annuities / ARFs, people could purchase a bank
share showing a dividend yield of at least 4% (including annual increases 10% - 15%) and capital
appreciation over a period of at least 20% per annum.

One submission proposes that the State should create a State annuity fund; that the Pensions
Board publish an up-to-date chart of annuity rates; and that annuitants be allowed to access UK
markets where annuity rates are higher.

Another proposal is that a restricted bank account be established (with strict terms of
withdrawal) where interest was paid monthly to the member, and the member could then
choose a fixed or floating rate of interest, with the funds then eventually passing onto the
individual estate upon death.

A substantial majority of these submissions propose that people should get a choice of deciding
both who manages their pensions and in what way it is managed. Many propose that a number
of the available options should have a government guarantee in some way.

A number of these submissions also propose ways of improving the annuities schemes on offer.
A couple of submissions decry the ‘cosy’ competitive environment that exists in Ireland, with
one proposing that the Government should insure new entrants into the market, to aid its
expansion. It also proposes that all information should be disclosed on the terms and conditions

September 2008

Page 49



Mel Cousins and Associates Green Paper Consultation Report

of the pension product at the time of purchase or entry into the scheme, thereby assisting
individuals to recognise annuity terms that they may find satisfactory.

Another submission proposes that the current poor value of purchasing an annuity could be
improved if pension monies were invested in approved products similar to current mixed asset
funds. To ensure that the benefit is guaranteed, the supplier could be required to purchase a
guarantee from the NTMA, resulting in improved annuity returns, a premium for the NTMA and
encouragement for people to invest in pensions. It is further proposed that trade unions are not
suitable for encouraging the take-up of the annuities, but may be able to assess products on
offer for their members.

One submission argues that the annuity market is uncompetitive, distorted by Revenue rules
and by the small number of providers. It suggests that a growing ARF market may help to
improve value-for-money and provide an alternative to annuities. This submission also argues
that there is a significant counter-party default risk associated with the annuity market. It
suggests that annuitants probably face a 10-20% default probability over 30+ years. It suggests
that newly introduced trustee training obligations could help to address awareness issues; and
that the development of variable annuities with guaranteed minimum benefits should be
encouraged.

One submission proposes a number of options: (i) A State Annuity Fund —on a Public-Private
Partnership basis (with one of the major pension consultancies for example) to be available as
an annuity provider in all circumstances; (ii) A State Annuity Fund — Non-Partnership basis,
strictly to be available in DB wind-up situations only; (iii) State-aid/encouragement for a
“Central Annuity Fund” to be established and maintained by one or a combination of the major
pension consultancies, this could become an annuity provider without some of the constraints
that life insurance company annuity providers face — namely shareholders and solvency
requirements.

Another submission also proposes that there is a need for greater State involvement though
the issue of index-linked bonds by the NTMA, and permitting individuals and/or providers to
participate in investments managed by NPRF.

With respect to ARFs, a small number of submissions propose that the new rule of 3% of the
ARF being deemed taxable each year regardless of the fund amount has serious consequences
for the small investor, with one of the submissions proposing that a threshold is introduced for
this rule, a base of say €3m or €4 fund that be applied and marginal relief of up to €5m - €6m.

C.4 Simplicity; Information; Education

There is a strong sense in the submissions made that most people find pensions very confusing
and clear information difficult to obtain. A range of different proposals are set out below
including improved education on financial planning and pension issues. A number of
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Paul Kenny argued that one of the fundamental problems with the current pension system was
the failure to communicate and provide information. He suggested that this was one reason for
the low take-up of pensions, as people found the area too complicated. Brian Duncan
suggested that there was a trade-off between simplicity and choice because pensions are a
complicated area. He doubted if it was possible to greatly simplify DB pensions. Brian
McCulloch clarified that in New Zealand there is no retirement age per se. There is a qualifying
age for pension but people do not have to retire and can continue to work and receive pension.

Jim Walsh, Combat Poverty Agency, asked Brian Duncan about the need to raise the rates of
social insurance and how that fitted with the Government commitment to reduce PRSI. He also
asked if the abolition of the current PRSI threshold (over which no additional PRSI is paid) could
play a role. Brian Duncan questioned whether the recent reductions in income tax and PRSI
made sense in the longer-term and suggested that, in order to address pension and poverty
issues, it will be necessary to raise tax and social insurance levels. He suggested that an explicit
social insurance contribution directed to pensions could make people more aware of what was
involved. Although he saw logic in abolishing the PRSI threshold he felt this would be difficult to
achieve politically.

Brian McCulloch pointed out that about one-third of the people who had been auto-enrolled in
New Zealand had opted out so far. Such persons can opt in later and if they change jobs will be
auto-enrolled again.
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4. Report on regional seminars

This section sets out a summary of the issues raised at the regional seminars.

Introduction

In February and March 2008, the Department of Social and Family Affairs hosted a series of
public seminars where attendees were invited to give their views in relation to all aspects of the
pension system. Two seminars were held in Dublin, while a further four were held in
Waterford, Cork, Tullamore and Sligo. All seminars were well attended, allowing for well-
informed and constructive debates on the key issues highlighted by members of the public and
representative organisations.

Structure of seminars

The seminars followed a similar structure in each location, with two presentations, followed by
parallel workshops and a final plenary session.

Presentation 1
Dr Orlaigh Quinn, Principal, Pensions Policy Unit, Department of Social and Family Affairs:

Dr Quinn began each seminar with an overview of the Green Paper on Pensions. She referred
to the origins of pension provision, under Chancellor Bismarck in Germany in the 19" Century.
Dr Quinn referred to the Green Paper as the “kitchen sink” of pensions, covering all aspects of
the pension system. Beginning with the philosophy underpinning pension provision in Ireland,
the Green Paper also discusses demographic and sustainability considerations, and adequacy of
current provision. In addition, the Green Paper discusses specific issues related to the social
welfare pension system as well as those of occupational and private provision and public
service pensions. The Green Paper also examines issues and attitudes towards retirement age
and work flexibility in older age. It also sets out several potential approaches to pensions
development.

Dr Quinn mentioned that there were tensions outlined within the Green Paper that become
apparent when considering approaches to pension reform. For example, if we decide to
increase the adequacy of pensions (either through social welfare or private means), this will
cost more and thus may have an impact on financial and economic sustainability. Other choices
arise when considering whether a voluntary or mandatory approach (or somewhere in
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between) should be taken as the preferred route. We also need to consider whether current
challenges within the pension system can be met through the private or public sectors.

Dr Quinn continued by discussing the adequacy of individuals’ current pension provision noting
that the average income of pensioners was currently €327 per week, compared to €776 for all
households. 70% to 80% of pensioners are currently dependent on social welfare pensions as
their main source of income. Recent Central Statistics Office (CSO) research has found that 50%
of people currently in work expect private or occupational pensions to be their main source of
income when they retire. Yet, based on available data on current contribution levels to private
and occupational pensions, the social welfare system will still be the main source of income for
most people when they retire.

Demographic projections provided by the CSO suggest that life expectancy will continue to
increase over the decades ahead. Dr Quinn presented these figures at the seminars which
showed that, based on current projections, life expectancy at 65 years for females will increase
from 84 years currently to 89 by 2036 and 91 by 2061. For males, the equivalent figures are 86
and 87 years, increasing from 81 years today.

On the basis of these projections, it is estimated that age-related expenditure could increase
from 12% of GDP to 26% by 2050. Pension costs are estimated to increase from 5% of GDP to
13% by 2050.

Dr Quinn concluded each presentation by pointing out that there are policy choices available
which can help address the emerging challenges facing the pension system. These include
increasing taxes or private savings, reallocating expenditure from other areas, increasing the
retirement age, increasing the number of people at work or by improving competitiveness. She
said that the options for the pension system exist on a range from keeping the current system
in place with no reform to a mandatory system through which all people at work would be
expected to contribute. Other options include increasing the social welfare pension, reforming
and enhancing voluntary provision through incentives (e.g. tax reliefs) or a soft-mandatory or
auto-enrolment system that people in work would automatically join but could opt out at a
later date.

Presentation 2
Mr Paul Morrin, Senior Statistician, Department of Social and Family Affairs:

Mr Paul Morrin’s presentation focused on the models for reform that are presented in the
Green Paper on Pensions. Focusing first on the current pension system, Mr Morrin pointed out
that one of its objectives can be seen as poverty prevention and the provision of a minimum
income. This is, in effect, an objective of the social welfare pension system where the current
target is to achieve a payment of €300 per week by 2012. A second objective of the pension
system is to provide a replacement income in order to ensure that living standards do not drop
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significantly at the point of retirement. Targets set by the National Pensions Policy Initiative
(1998) here include replacing 50% of pre-retirement income and ensuring that 70% of people at
work (aged 30-65) take out private or occupational persons. Both objectives and the three
targets are inter-related.

Mr Morrin then outlined the several models for reform in the Green Paper, as set out below.

Model 1 — Enhanced social welfare

Under this reform, the social welfare pension would be increased to 50% of average earnings
(which amounts to approximately €300 per week in 2007 terms). This alone would provide
replacement income for half of the workforce and could be partly financed by a gradual
increase in the statutory retirement age. Advantages here include that it would provide a
pension for almost the entire labour market, would complement the existing system, would
deal with periods of care outside the work force, and would not add any administrative costs.
On the negative side, costs would increase in line with the ageing of the population, some
people may reduce their private pension saving (because the social welfare pension will have
increased), and any increase in the retirement age may have a disproportionate effect on lower
income groups as they have a lower life expectancy.

Model 2 — Enhanced voluntary approach

This model involves replacing the current tax reliefs for PRSAs with an SSIA-type incentive. For
other pensions, the employee tax reliefs would all be ‘levelled’ up to offer relief at the higher
rate of tax. Here, advantages include that it would be straightforward to implement, would not
damage existing provision and would be targeted at hard-to-reach low and middle income
groups. PRSAs also support labour mobility. In addition, it could be implemented at relatively
low cost to the Exchequer. Disadvantages outlined include that, currently, data suggest that
PRSA contributions are not sufficient to provide adequate replacement incomes, charges are
high to members for personal pensions, and the success of this reform would be wholly
dependent upon the level of take-up.

Model 3 — Soft-mandatory pensions

Under this approach, an employee would be automatically enrolled into a new scheme with an
option to ‘opt out’ after three months. Contribution rates outlined in the Green Paper are 5%
for the employee, 2% for the employer and 2% from the Exchequer (up to a maximum of €750).
The model also included an option of once-off access to funds before or at retirement.
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Mr Morrin pointed out that an advantage to this approach was that it reinforced individual
responsibility (given that inertia is a major reason for not taking out a pension) and that early
results from a similar New Zealand scheme (the ‘KiwiSaver’) were encouraging. The scheme
would also be relatively low cost.

However, a high contribution rate may be a disincentive to participate (for both employees and
employers). In addition, the soft-mandatory approach may damage good existing pension
provision through schemes switching to the potentially lower cost new model.

Model 4 — Mandatory pensions

The final model presented was a mandatory pension system where people currently without a
pension would be compelled to save. Under the model outlined in the Green Paper, the State
would provide a 5% contribution while there would be a total contribution rate of 15% of all
earnings between €15,000 and €60,000. The social welfare pension would be set at 40% of
average earnings.

As outlined by Mr Morrin, this approach is the only one that is guaranteed to meet coverage
and replacement income targets. It is likely to increase national savings as those currently
without pensions would be compelled to save. Given the earnings threshold outlined above,
80% of people at work would be covered by this scheme.

However, disadvantages include that this option would be very costly. In addition, it may
damage competitiveness, especially in low wage sectors. There may also be difficulties with
implementing the new system and there would be pressure for some form of State involvement
to keep charges down.

Workshops and plenary — issues raised

Following the presentations at each seminar, participants attended workshops focused on
either of two themes — social welfare pensions or private/occupational pensions. Both
workshops also discussed the issue of retirement age. Following the workshops, rapporteurs
outlined the main conclusions and points raised to the plenary. This plenary session provided
another opportunity to individuals to make their views known. The following sections provide
an overview, presented thematically, of the debates and discussions that were held throughout
the country. These sections are a summary of the points made across all plenary sessions and
workshops and attempt to capture the range of views expressed.
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Models for reform

There was a wide range of views on whether voluntary, soft-mandatory or mandatory
approaches presented the best way forward. Finland, Switzerland, the Netherlands and
Australia were all mentioned as potential models from which Ireland could learn. During the
seminars, various opinions were put forward promoting each of the models in the Green Paper,
and variations of these, but there was no consensus on the most appropriate way forward.

The absence of a mandatory approach, according to some, would result in more pressure being
placed on the State to provide income replacement. For those advocating a mandatory system,
there were very mixed views on whether this should be privately or publicly administered. One
model proposed was a mandatory approach, with investments held by the National Treasury
Management Agency and administration contracted out.

Others suggested that the State should begin by securing, maintaining and improving State
provision and supporting this by voluntary supplementary pension provision. In parallel, the
State could plan for a move towards auto-enrolment or mandatory provision — but only if
coverage and adequacy targets were not met.

One argument made against mandatory provision was that it could ‘level down’ all pension
provision with a consequential impact on adequacy. Others suggested that any mandatory
system would need to have a minimum age of entry so that it did not impact disproportionately
on young people who may be saving for a new home, for example. Another concern was that
migrants, including non-nationals, should be considered in the design of any new system.

While some people advocated a move to a soft-mandatory approach, whereby employees
would be automatically enrolled into a pension scheme with the choice of opting out, there
were mixed views on elements of the model proposed in the Green Paper. Some said that the
waiting period (three months), after which people could opt out, was too short and that a
period of at least six months should be set. There were also mixed views on whether people
should have access to funds at certain stages, with some saying that this would encourage more
people to invest in pensions and others arguing that it would have negative implications for
adequacy.

Others proposed increasing social insurance so that a higher pension is payable for all those
who have contributed through the system. This would not involve retrenching current
arrangements but may involve increasing the level of social insurance contributions and putting
more money into the National Pensions Reserve Fund. It was argued, however, that this may
be construed as a tax. Others suggested, however, that paying into social insurance would
provide more value for money for people as they would not be subject to administration costs
and stock market risks. This view was supported by those who argued that the State was in a
position to take a long-term view in relation to investment. It was also suggested that
additional social insurance contributions could be made on a voluntary basis, and ringfenced for
pensions, resulting in an increased State Pension. Another model proposed was that people
could voluntarily pay into a defined contribution fund, managed by the NTMA, from which the
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State could, subject to limits, provide a guaranteed income at the rate of €1 for every €15 in the
accumulated fund.

There were others who suggested that the current system worked relatively well and that
Ireland had a well developed pension system in comparison to other EU states. Accordingly,
some enhancements to the current system would be sufficient.

Another view was that the State should not become so heavily involved in the provision of
retirement income, given the impact this may have on competitiveness. The point was argued
that increasing State involvement reduces people’s own resourcefulness and personal
responsibility and results in people becoming less productive. The ability of the State to fund
existing, or additional commitments, was also in question as a result of the demographic
challenges we face, and in such circumstances it was suggested that people need to take
responsibility for their own futures.

It was also pointed out that any reform should not cut back on good pension arrangements
(e.g. in the public sector) or on the tax relief available.

Another view was that adequacy was the key challenge facing the pension system, rather than
coverage. It was pointed out, however, that coverage is low for certain groups, particularly
women.

Another option put forward was that some form of “pensions for children” should be
introduced to encourage early saving. This could be done by diverting part of a Child Benefit
payment, or ringfencing future Child Benefit increases for pension provision. This money could
be held in a central fund and then transferred to a pension scheme at commencement of
employment or when a person reaches a certain age.

Contribution/qualifying conditions for the State Pension

For various reasons, many people express dissatisfaction with the current averaging system for
qualification for the State Pension (Contributory). People spoke about the inequity that this
creates for people with broken insurance records or who started work at a particularly young
age. Some of the people placed at a disadvantage as a result of the current arrangements
include returning emigrants and missionaries who worked here in their early years, people who
have spent many years in religious life before leaving, those excluded from social insurance by
virtue of their income or the nature of their employment in the 1950s and 1960s and women
returning to paid employment after a long absence. Insurance records are averaged from the
first day a person becomes insured until they reach pension age and so big gaps in a record can
have a major impact on entitlements. It was felt that reducing the number of years over which
a person’s record is averaged, or adopting a total contributions approach, would help the
situation.
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One person argued that the issues raised were reflective of inequalities in society. If a person
started work at 16, with the result that their contributions were averaged over 50 years, this
may have been because free education was not available for them.

Others criticised the means test for the State Pension (Non-Contributory), arguing that it was
too strict. In addition, some people argued that the means-testing of qualified adults was
particularly unfair given the fact, for example, that money in joint accounts is automatically
assessed at 50% for each spouse. In this regard, some people mentioned that, if
individualisation is implemented through the tax system, the same should apply to the social
welfare system and people should be assessed on their own income only. Others pointed out
that they could not qualify for a medical card because their spouse had a part-time job.

Former public servants considered that they got no benefit for the many years of social
insurance contributions they have made and suggested that their modified contributions should
count towards some level of contributory pension. This was echoed by a number of
contributors who called for more recognition of modified contributions. It was suggested that,
perhaps, every four modified contributions made should equal one full contribution when
assessing eligibility for pension.

For those that had to emigrate in the 1950s and later, the point was made that they had to save
money while those people that remained in Ireland could benefit from social insurance credits.
One participant called the years outside of Ireland “lost years as far as the Department [of
Social and Family Affairs] is concerned.” While returned emigrants are told that they could
have made voluntary contributions, participants argued that this information was not available
to them at the time.

Another participant said that she had 480 “stamps” but did not qualify for a contributory
pension. If she had one pre-1953 contribution, she said, she would qualify for a half-rate
pension.

The issue of spouses working on farms was raised on numerous occasions. These people felt
that while they have made a major contribution to the running of family farms, they cannot
qualify for pensions in their own right because PRSI contributions are only made in the name of
the person returning the income to Revenue.

The proposed increase in the minimum number of qualifying contributions to 520, from the
current level of 260, was also criticised.

It was pointed out, under the various proposals put forward, that any reforms to contribution
conditions should be retrospective so that current pensioners, or those that did not qualify for a
pension, benefit from any new arrangements. In addition, others argued that the pension
entitlements already accrued (e.g. by those over 55 years of age) should not be diminished
under any new reforms.
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The issue of the State Pension entitlements of a particular group of former self-employed
people was raised at all the seminars. This group were already over 56 years of age in 1988
when self-employed were brought into the PRSI net and so could not satisfy one of the basic
gualifying conditions for contributory pension i.e. commence paying social insurance at least 10
years before pension age. A special pension of 50% of the maximum rate, and based on
payment of 260 contributions, was introduced in 1999 to cater for such people. Those who also
failed to qualify for this special pension feel aggrieved that they got no recognition for the
contributions they made, while those who qualified, but had more than 260 contributions feel
they are entitled to a higher rate of payment (6 years contributions should be paid at 60% of
the full rate etc).

Marriage Bar / Care work

The issue of the Marriage Bar and its effect on the pensions of those who had to resign their
employment on marriage was a recurring theme throughout all the seminars. Those involved
said that they felt discriminated against on two counts — they were forced to resign from work
and now find that the pension system discriminates against them. Representatives from the
National Women’s Council pointed out that the Marriage Bar issue was of crucial importance in
relation to pensions. They emphasised that the issue was not a new one and should not wait
until the end of the Green Paper process to be resolved. Given the advanced age of many of
those affected, they stressed the urgency of addressing this issue quickly. One contributor
suggested that, as it was society that caused the problem in the first place, it was up to society
to address the wrong that had been visited on those concerned.

In addition, it was pointed out that women are on an unequal footing with regard to private
and occupational pensions — also partly as a result of the Marriage Bar, a situation compounded
by the average contribution test. In this regard, it was felt that, as suggested in the Green
Paper, a solution would be to introduce a universal pension, one that provides a substantial
income in people’s older years. (The point was made, however, that the introduction of a
universal pension may be unfair on those who paid social insurance vis-a-vis those who have
not.) In addition, several contributors stated that the current Homemakers disregard should be
backdated to an earlier date than 1994.

Others argued that the promise of pension rights for people that worked in the home has not
been implemented.

In relation to private pensions, it was claimed that women would still be excluded under a
mandatory or soft-mandatory regime due to an inability of the system to recognise care work.
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Level of State Pension

Many participants argued that the current level of State Pension was not adequate, even with
the commitment to increase this to €300 by 2012. The general feeling was that the €300
commitment should be implemented immediately. Others called for the pension to be indexed
to earnings. In addition, the automatic entitlement of all pensioners to a Medical Card was
raised as a possible option.

There were also calls to raise the level of the Living Alone Increase, a payment made to those in
receipt of the State Pension who are living alone. The point was made that older people see a
sharp drop in household income when their spouse passes away and that this should be
recognised. An amount of €50 per week was suggested. A related point concerned those who
are widowed and who already qualify for contributory pensions in their own right. Such people
would also have sufficient contributions to qualify for widow/er’s pensions in their own right
and feel that it is unjust that they cannot receive both payments.

Others argued for improvements in secondary benefits such as the fuel and telephone
allowances.

A related issue raised is the position of those on reduced rate pensions who are also entitled to
a qualified adult allowance. Until 2001, in some cases the qualified adult allowance was paid at
the full rate even though the main pensioner was receiving a reduced rate. The treatment of
such cases was standardised in 2001 and in all new cases since then the qualified adult payment
is related to the rate at which the main payment is made i.e. if the main pension is 50% of the
full rate the qualified adult payment is also paid at 50%.

At the time, existing qualified adult payments were not reduced, although since then they
received only standard budget increases rather than the special increases applied to qualified
adult payments for those over 66 years of age. Accordingly, such people no longer receive a full
rate qualified adult payment though in many cases the rate they receive is still ahead of that
applying to post 2001 cases. These people feel that standard social welfare policy in situations
where entitlements are reduced is that existing recipients are not affected, and that this
approach was not followed in their case.

Tax Relief

Some attendees felt that it was unfair that tax relief was paid at the marginal rate as this gave
greater benefits to those that were paid more. To address this, several people expressed a
view that all pension tax relief should be granted at the higher rate.

Some pointed out that individuals should continue to be encouraged to make provision for
themselves through appropriate tax incentives. This was difficult at present, it was pointed out,
because of a lack of understanding of the current tax incentive regime. This was supported by
those arguing for an SSIA-type incentive arrangement — with restricted access to funds at
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certain points in a person’s life. A State 33% top-up on an individual’s contribution was
suggested by one contributor — as it was a compromise between tax relief at the higher and
lower rates.

Another said that tax should be levied on the growth of the fund rather than on the pension in
payment. An alternative view was that tax reliefs should be abolished altogether and that the
extra finance available should be put towards raising the level of the State Pension (non-
contributory) with the contributory pension set a level 30% above this.

Another suggestion was that parents should be granted tax concessions for contributions made
to a family member’s PRSA where he or she could not afford to contribute themselves.

One participant said that the Green Paper on Pensions was misleading because, while it
mentioned tax relief over 80 times, it only mentioned tax deferral on a few occasions. Tax relief
was equivalent to tax deferral, he said.

Retirement Age / Longer working

A strong view held across the country was that there should be no compulsory retirement age
at all — but that the age at which one retires should be voluntary. Another view was that it was
not sustainable to pay out pensions for 25 years and that retirement age should be increased.
It was also stated, however, that there were too many barriers for people to work beyond 65.

It was recognised that not everyone was in a position to work longer but that people should be
supported to continue to work if they wished. This may include provision of an enhanced
pension if it has been deferred. If retirement age was to be increased, however, there should
be a long lead-in period.

Many people stated that employers should not be permitted to impose compulsory retirement
ages and that employees should be given the opportunity to continue working if that was their
wish. While there are some occupations where people may have to retire earlier (e.g. for
physical or safety reasons), this may be facilitated through allowing people to work more
flexibly as they get older.

The point was made, however, that increasing the retirement age may have a disproportionate
negative impact on people with low incomes as they have a lower life expectancy.

The retirement condition associated with the State Pension (Transition) was also criticised.

Defined Benefit and Defined Contribution

It was said that there was no such thing as a ‘good’ defined benefit scheme anymore as they
were too expensive. There were fundamental difficulties with the defined benefit design,
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according to one participant who suggested that, in many cases, the defined benefit promise
was one which could not be delivered upon.

Some participants argued that employers took advantage of defined benefit schemes during
times of surplus, yet increased contribution rates for employees when the scheme was in
deficit. One contributor blamed accounting standards (FRS17) for the demise of defined
benefit schemes as employers do not want defined benefit scheme liabilities on their balance
sheets. In addition, it was claimed that, while defined benefit schemes envisaged an employee
contributing over a 40-year timeframe, many businesses did not survive that long. Others
argued that the Funding Standard was being used as a tool by some companies to justify
switching from defined benefit to defined contribution schemes.

One participant argued that actuarial funding certificates (AFCs), which are required under
legislation to show that a defined benefit scheme is fully funded, should be put on a website so
that proper comparisons between schemes can be made.

In relation to defined contribution schemes, some participants argued that young people would
not put money into them as they had no control over their investments and because the system
was too complicated.

The shift from defined benefit to defined contribution schemes was not being adequately
policed, according to one participant. There were strong views in some seminars that this shift
was a concern, although it was pointed out that defined contribution schemes can provide
good pensions — as long as enough money is paid into them. The question of who pays the
contributions was also seen as important.

Another said that very few defined benefit schemes were being opened, if any, and that we
should accept that defined contribution arrangements were the future of pensions. In that
regard, ownership and control should be given to individuals, and the pension system should
continue on a voluntary or soft-mandatory basis.

Approved Retirement Funds

Several contributors made the point that it was unfair that members of defined contribution
occupational pension schemes were forced to purchase an annuity whereas those with PRSAs
or Retirement Annuity Contracts (RACs) were able to invest in an Approved Retirement Fund
(ARF). While some argued that ARFs should never have been introduced, others suggested the
option should be extended to all pension products. Some said that it was anomalous that a
person could make investment decisions while contributing to a pension scheme yet was not
given the same opportunities on retirement by having access to an ARF. The issue was raised
that ARFs can be passed on upon death but that this was not the case in relation to most
annuities. However, an alternative view was that extending the option to all pensioners would
“collapse the system” given that people could then take risks with their retirement fund.
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One contributor suggested that the introduction of the notional 3% drawdown from an ARF has
penalised individuals for prudence. The point was made, however, that more is ‘spent’ on tax
relief than is spent on social welfare pensions in any given year and that the 3% drawdown is to
discourage tax sheltering.

Others argued for the introduction of a State annuity fund which they said would offer better
value for money for pensioners.

Cost

There was recognition that pension provision will cost more in the future but it was also
pointed out that there was a responsibility on everyone to meet this cost — employers,
employees, and the Exchequer. Existing pensioners made the point that they had contributed
greatly to the prosperity of the country and should not be penalised if difficulties arose. Some
people made the point that if there was better control on social welfare payments generally,
particularly those being made abroad, more resources would be available to fund pensions.

While there were no easy solutions, concern was expressed at the possible impact that
increased costs may have on competitiveness. Addressing such concerns through the
partnership process was mentioned as a possible option, and pay agreements should include
pension costs as part of any salary increases announced (e.g. 5% pay award could be shown as
3% pay and 2% pension).

Others argued that pension provision is too costly for young people, whose efforts are directed
towards other priorities such as buying a house. Accordingly, affordability is a barrier for many
young people in taking up pensions. The State should increase the contribution limits allowed
for tax purposes for younger people, according to some contributors. This would encourage
young people to enter the system at an earlier stage.

Another point made was that the State should increase the contribution made to the National
Pensions Reserve Fund (NPRF).

Others suggested that we need to bear in mind the competitiveness issues associated with
meeting the future costs of pensions. In addition, we need to be cognisant of the impact of
current promises on future generations.

Service/Information

On means testing for social welfare pensions, one participant argued that the process made
people feel uncomfortable and that, instead, the person should be granted a pension
automatically. In addition, some pointed out that the claim form was too long and daunting for
older people. While participants said that the website and literature provided by the
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Department were useful, people were still not fully aware of their entitlements. One solution
suggested was that the Department should be more pro-active in identifying people in certain
situations and targeting them with information. In addition, people should be given forecasts
of their potential pension entitlements. There was also some criticism of the service provided
by the Department with some people complaining of difficulties contacting the relevant
sections.

In relation to private pensions, it was mentioned that one of the major problems with them is
their lack of transparency. People should have access to quick and easy information about their
pensions and should feel as though they have ownership of their assets. These are issues which
should be addressed by the State as well as the pensions industry. Generally, there were too
many rules associated with pension provision and simplification was needed.

Education, awareness, information, and the need to get engagement on pension provision at an
early age were considered important. There was support, for example, to enhance pension
education and information by including it as part of the secondary school curriculum. This
awareness raising and information provision should continue throughout a person’s working
life, with guidance on the options available at retirement. Several people argued that the
Government and the Pensions Board should be providing more encouragement for people to
take out pensions.

In addition, the language used by the State in relation to pensions should be made clearer.

It was also mentioned that more information should be provided on people’s pensions in
Border areas, particularly those who may have entitlement to a UK and an Irish pension.

Another contributor said that the introduction of the electronic payment system did not suit
many older people.

Protection/Regulation

Several contributors said that there were not enough protections in place for people who had
contributed to a pension scheme over a number of years. One participant, who had been with
an employer for 32 years and subsequently left the employment, was told a few weeks before
retirement that the pension scheme had been wound up and that there was no pension for
him. Others pointed to the issue of frozen benefits and how some individuals’ pension savings
have been eroded over time.

Some participants pointed out that people did not take up pensions due to a fear about the
potential return on their investment, as well as the underfunding position of many schemes.
While some argued, therefore, for a State guarantee on pension returns, others saw this
expectation as unreasonable. It was suggested, however, that the ‘gambling” aspect of
pensions was unfair on individuals saving for retirement.
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While some saw the introduction of PRSAs as a progressive move, the complexity of the sales
process acted as a disincentive to both selling and purchasing. Others argued that
simplification of the entire system could lead to greater pension take-up. A greater level of
transferability of pensions (e.g. from private pensions to occupational schemes) was also seen
as important.

Rather than demographic change being the issue, it was Government and the pensions industry
that created the problems, some contributors said. Some claimed that there was a lack of trust
in financial companies. In addition, it was claimed that many people perceive pensions as bad
value for money and instead tend to invest in other vehicles, e.g. property. Pensions were
compared to endowment mortgages — high cost investments which were not suitable for most
people.

Charges

The issue of pension fund charges was also raised, with participants stating that the industry
takes too much in contribution and fund charges. One argued that additional voluntary
contributions (AVCs) can lose up to 25% on charges with no guarantees on performance.

Demographics

Several people argued that the State should not be making decisions now on a set of
demographic projections which stretch out over 50 years. This, it was argued, creates a false
sense of urgency. One contributor pointed out that the focus should be on productivity rather
than dependency and that there was no evidence that economic growth falls as a population
ages. Several contributors made the point that they were sceptical about the demographic
projections presented in the Green Paper.

Public Sector Pensions

While many argued that public sector pensions are a benchmark for good pension provision,
others claimed that this depends on a variety of factors. Another contributor stated that it was
important that the Report of the Commission on Public Service Pensions was not “shelved”.

Integration

It was pointed out that occupational schemes are making a saving through integration. In
addition, it was claimed that this was an important issue for lower earners, many of whom did
not know the full effect.
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Acronyms

ACRO Association of Retired GAIE
Commissioned Officers

AFC actuarial funding certificate GDP
AlE average industrial earnings GNP
AMRF Approved Minimum IAIM

Retirement fund

APLI Association of Pension IAOP
Lawyers of Ireland

APRA Australian Prudential IAPF
Regulation Authority

ARF Approved Retirement Fund IBEC
ASTI Association of Secondary
Teachers of Ireland ICTU
AVC additional voluntary
contributions IFA
BIK benefit in kind IF
CIB Citizens’ Information Board INTO
CIS Citizens’ Information Service
IQA
CPI consumer price index
ISME
CsoO Central Statistics Office
DB defined benefit KS
DC defined contribution
DSFA Department of Social and LAI
Family Affairs NCAOP
EC) European Court of Justice
FRS17 Financial Report Standard 17 NFPA

(an accounting standard)
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gross average industrial
earnings

gross domestic product
gross national product

Irish Association of
Investment Managers

Irish Association of Older
People

Irish Association of Pension
Funds

Irish Business and Employers
Confederation

Irish Congress of Trade
Unions

Irish Farmer’s Association
Irish Insurance Federation

Irish National Teachers
Association

Increase for qualified adult

Irish Small and Medium Sized
Enterprises

KiwiSaver (New Zealand
pension)

living alone increase

National Council for Ageing
and Older People

National Federation of
Pensioners’ Associations
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NPRF

NRA

NTMA

NWCI

NYCI

OECD

PAYE

PAYG

PIBA

PBGC
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National Pensions Reserve
Fund

normal retirement age

National Treasury
Management Agency

National Women’s’ Council
of Ireland

National Youth Council of
Ireland

Organisation for Economic
Cooperation and
Development

pay as you earn
pay as you go

Professional Insurance
Brokers Association

Pension Benefit Guaranty
Corporation
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PRSA

PRSI

RAC

RWC

SPC

SPNC

SPT

SPTC

SSAP

SSIA

TCD
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Personal retirement and
savings account

Pay related social insurance
retirement annuity contract
Retired Workers’ Committee
State pension (contributory)

State pension (non-
contributory)

State pension (transition)

State pension (transition)
and (contributory)

Small Self-Administered
Pension Funds

Special Savings Incentive
Account

Trinity College Dublin
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