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Introduction

This paper provides analysis and makes recommendations on aspects of the system of
taxation for pension schemes in Ireland. Our intention in preparing this paper is to
provide analysis that will be useful to parties interested in considering how the tax
system can encourage savings for retirement in an equitable manner. We also take
account of current pressure on the Exchequer and the need to increase tax revenue,
whilst maintaining competitiveness, fairness and rewards for work.

Mercer’s interest in this topic arises from our work in providing a wide range of services
and advice to the members, sponsors and trustees of many Irish occupational pension
schemes across all sectors of the economy.

In section 3 of this paper we set out analysis as to why tax relief on pension contributions
should be maintained at the marginal rate. In section 4 we recommend changes to the
pension system to cap tax-free lump sums and to restrict the opportunity to use tax
relieved pension contributions to accumulate wealth.

For further information please contact Paul O’Faherty on 01 6039795 or email
paul.o’faherty @ mercer.com
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Summary

Pension provision in Ireland is currently on its knees. Any significant negative adjustment
to the tax treatment of pension contributions, on top of all the current problems facing
pension schemes, could well deal a fatal blow to private pension provision, which in the
end will increase reliance on the State.

We therefore strongly recommend that tax relief on pension contributions and investment
income and gains is maintained at the marginal rate. The current tax regime for pension
savings is one of tax deferral, not tax relief. The €3.2 billion number commonly quoted as
the cost of tax relief on pension contributions is misleading because it will be recovered
substantially when the funds are paid during retirement.

We believe that the current system of allowing marginal rate relief on employee is also
justifiable on grounds of practicality. To restrict tax relief on employee contributions to the
standard rate raises the possibility of avoidance, by those with control over the structure
of their own rewards package, by simply rebadging these as employer contributions. This
in turn begs the question as to whether logically a BIK liability should attach to employer
contributions. This could have huge consequences for individual employees with
potential tax increases for a typical private and public sector employee (earing €50,000)
of €1675 and €3594 respectively.

Our view is that it incorrect to focus solely on one pillar of the pensions system (ie private
pensions) in determining whether the system operates on a progressive or regressive
basis. Instead the redistributive effect should be judged holistically taking into both state
and private provision. On this basis the overall system is clearly highly progressive.

We would accept that the ability to take large tax free lump sums and to accumulate
wealth within an ARF are not fully compatible with the concept of deferred taxation. In
respect of the former though we would point out the need to have some consistency
between the limits in this area and those which apply to redundancy settlements.
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