2.

Paper on Pensions
Cap on tax-supported pensions





The existing cap on tax-supported retirement benefits is suggestive of Government reservations at the somewhat lavish levels of executive pay in certain areas of the private sector. Should statutory provisions be contemplated along the lines of restricting relief from taxes on income in respect of such remuneration (eg. treating salaries in excess of €600k as profit distributions) it would seem that action in regard to tax-supported retirement benefits has already taken place (TCA 97 Ch. 2C) and that further taxation steps would not be needed.
PRSA- type incentive
It seems appropriate to provide a financial incentive in low cost terms somewhat along SSIA lines to encourage pension saving. Some suggestions are given at pages 4 and 5. It is appreciated that they are no more than outlines and that practical detail needs to be attended to.
4.
Income Adequacy in Retirement

PRSAs , Incentive to Pension Funding.
It is suggested that a PRSA product with an incentive somewhat along SSIA lines would be a useful incentive to individuals towards saving for retirement benefits, being a tax exempt lump sum and taxable life pension at normal retirement date. 

Problems perceived with existing PRSAs are the high administration cost and the lack of any effective influence over the investment activity of the administrator.

As well as an incentive to pension saving, we need a disincentive to “cashing in” accumulated pension savings.

Suggestion

Have a retail bank, perhaps PostBank, under contract with the State, sell PRSAs over the counter for cash to individuals in exchange for a dated receipt stating the investor’s name and PPSN. The Bank’s IT record would be accessible to Revenue for checking or audit. 

The individual would state the contributions in his tax return, the yearly tax deductible maximum being the same as for Retirement Annuity Contributions, 15% to 40% (depending on age) of non-pensionable earnings (or largely non-pensionable which is a suggestion of something new). The individual would be obliged to maintain a permanent record of contributions, as would “PostBank” in its IT system.

 “PostBank” would remit the contributions periodically to the likes of NTMA, net of 0.1% representing “PostBank’s” commission. “NTMA” would hold the funds as the pension fund of the contributor and would obviously keep a permanent IT record. 

The State would annually remit a sum to “NTMA” equivalent to 10% of the amount paid by the individual as a pension saving incentive and a sum equal to the tax credit. (One considered tax credit on more than the contribution by way of a tax incentive and dismissed it on the grounds that tax-exempt workers deserve a pension incentive as much as taxpayers.) The fund would earn say 2.9% compound interest, being 3% less 0.1% retained by “NTMA” as its reward. The fund would be State guaranteed. 

(Should the contributor withdraw the investment prematurely even on grounds of financial hardship, all he gets by way of a disincentive to early withdrawal, is the contribution he has paid in less 5% to compensate the State’s interests in respect of admin costs. The 10% incentive, the tax credit equivalent and the 2.9% accumulated interest would be remitted to the State by “NTMA”.)  

When the individual reaches nrd, he may take 25% of the fund as a tax-exempt lump-sum and the remainder is transferred to an ARF of his.

A “PRSA Control” guarantee company under contract with the State, at a cost of some €200k.per annum, would supervise the foregoing, supply annual statements to savers and prepare financial accounts. All to be subject to audit by the C&AG

Case studies and notes are given at page 5 
5.

Case studies
 (a)  Individual aged 30 marginally taxed x 20%
       Pays €5k pa over 30 years fully tax deductible: basic fund:                      €150,000

      “Service charges” 0.1% twice                                                                           (300)

      Contribution through Revenue, = tax relief x 20% x 30 years                       30,000

      Further 10% State contribution (incentive)



      15,000

      Total, say,








  €195,000 

      Interest 2.9% compound, assume                                                                    25,000  

      Total fund                       





               €220,000
      For lump sum --  €55k;      For ARF -- €165k = perhaps life annuity €200 a week.
(b) Individual aged 35 marginally taxed x 40% on average
     Pays €10k pa over 30 years, fully tax deductible:  basic fund                     €300,000

     “Service charges” 0.1% twice                                                                             (600)

      Contribution through Revenue = tax relief x say 40% x 30 years                120,000

      Further 10% State contribution                                                                       30,000

      Total, say        







   €450,000

      Interest 2.9% compound, assume    



                   50,000

      Total fund








   €500,000

      For lump sum    €125k;    For ARF-- €375k = perhaps a
life annuity €24k.

  Questions
   Whether the 10% State contribution can usefully be marketed as an incentive.  Yes
   Whether it is fair to have €15k incentive contribution for the lower income person 

   and €30k for the higher income.   Yes, a 10% contribution for all is fair.

    Whether useful marketing tools would be the State guarantee of the total fund, the 

    tax credit (contribution through Revenue), the further 10% State contribution, the 

    nearly 3% compound return, the independent audit, the low admin costs, the 

    transparency and the services supplied at trivial cost eg the  C&AG  Audit.                                            









         Yes    

 Perhaps these would be adequate incentives.
