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Reduction of Pension Savings Vehicles 

A1. Do you agree that PRSAs, BoBs and RACs largely fulfil the same function for a consumer and 

that it would be beneficial to simplify the DC contract landscape by prospectively ceasing BoBs and 

RACs? If not, why?  

All DC retirement arrangements  (apart from ARFs and vested PRSAs) provide the same essential function 

for consumers/members, i.e. the accumulation of retirement funds from contributions and investment 

growth to provide retirement benefits in the future. 

The complexity which has arisen in the DC market does not arise per se from the fact that there are four1 

different DC contracts in addition to DC trust schemes, but that the legislation and Revenue practice 

governing them (the Rules) prescribe different terms and conditions for each, often for no particular 

reason or for a reason which no longer has any validity2. So, for example, some of the current differences 

(not a complete list): 

• BOBs can not accept personal or employer contributions while PRSAs and RACs can; there is no 
legislative reason why a BOB can not accept further contributions related to a new employment 
but current Revenue Practice prohibits such contributions to a BOB. 

• PRSAs and BOBs can transfer to and from occupational pension schemes (subject to certain 
conditions) but RAC s can’t. However an RAC can transfer to a PRSA and then from the PRSA to 
an occupational pension scheme. 

• A transfer value can be paid from an occupational pension scheme to a BOB regardless the 
length of active service in the scheme, but a transfer  value can only be paid from the scheme to 
a PRSA where the member has less than 15 years active service and subject to the provision of 
Certificate of Benefit Comparison. 

• The PRSA and RAC offer only the ARF option in taking retirement benefits; the BOB offers the 
choice of the traditional benefit and ARF options. This is relevant to the level of lump sum an 
individual be able to take at retirement. 

• PRSAs offer employees early retirement access from 50 onwards but RAC don’t. 

• BOBs offer access to funds from 50 onwards even if the individual is then working in a new 
employment or is self employed; PRSA early retirement access is restricted to retirement from 
the latest employment held at that time. 

• BOBs have a fixed retirement age3 but PRSAs and RACs don’t and allow benefits to be taken at 
any time between 60 and 75. 

• Ill health retirement access to PRSA and RAC benefits requires ‘permanent and total disability’ 
which is not required for ill health access to a BOB. 

• PRSAs must provide a default investment strategy but a BOB or RAC are not required to do so. 

                                                           
1 Standard PRSA, non Standard PRSA, RAC and BOBs 
2 The current RAC legislation is largely the same as that originally introduced in the 1950’s. BOBs and DC trust 
schemes operate to rules that relate more to DB scheme benefits. 
3 The NRA in the occupational pension scheme from which the transfer value to create the BOB came from 
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• PRSAs contain various restrictions on charges which do not apply to BOBs and RACs. 

• Standard PRSAs can only invest in pooled funds which, with restrictions on charges, limits the 
type of fund options which can be offered. Non Standard PRSAs, BOBs and RAC s are not subject 
to the same pooled funds only restriction. 

• PRSAs have a different form of disclosure to BOBs and RACs; disclosure is different between 
Standard PRSAs and non Standard PRSAs. 

• PRSAs (Standard and non Standard) prohibit cash charges but BOBs and RACs don’t. 

A prerequisite to simplifying the DC landscape is to establish a set of new DC Rules which would define in 

simple terms a common set of principles governing the operation of DC accumulation in whatever vehicle 

is used, under a number of headings, which might include: 

• Contributions; who can pay. What limits apply 

• Tax relief 

• Investment options; 

• Transfers 

• Death and disability 

• When retirement benefits can be taken 

• How retirement benefits can be taken 

Having simplified the operation of DC funding arrangements through defining new DC rules, a ‘new PRSA’ 

product complying with these Rules could provide the same functionality to consumers as the current mix 

of four different contracts, provided: 

• the new DC Rules provide consumers with the ‘better of’ current DC contract terms and 
conditions, so that there is no diminution in consumer choice and benefits by replacing BOBs 
and RACs by a new PRSA.  In particular: 

o the new PRSA would have to offer the same access to funds related to prior 
employments in the same circumstances as BOBs currently do, i.e. after age 50 even if 
then in another employment or self-employment; 

o the new PRSA should offer a lump sum option in respect of prior scheme benefits as the 
better of 25% of fund and their prior scheme lump sum expectation.  

Under a BOB an individual may currently be able to take more than 25% (in some cases 
up to 100%) of the fund as a tax free lump sum at retirement under the traditional 
benefit option; however under a PRSA the current maximum lump sum is 25%. A DC 
scheme deferred member with a low fund (which could be fully or substantially taken 
within the scheme as a tax free lump sum) would be disincentivised to transfer to a new 
PRSA, if the new PRSA only offered a 25% tax free lump sum option.  

o current restrictions on PRSA charges and investment fund options are removed in the 
new PRSA to provide the same investment and intermediary remuneration flexibility as 
PRBs and RACs currently provide;  
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If the new PRSA can or will not offer consumers the ‘better of’ benefits provided currently by BOBs and 

PRSAs, as outlined above, then: 

• we would urge the continuation of the current BOB contract with the additional flexibility to 
accept further contributions; and 

• existing BOBs and RAC should not be forced to move to the new PRSA product, but should be 
offered the option of doing so.  

There are circumstances where a forced transfer of an existing BOB or RAC to a new PRSA 
product would not be in the consumer’s best interests, such as difference in tax free lump sum 
entitlements, where the existing BOB or RAC may contain a valuable investment guarantee, 
guaranteed annuity rate, a terminal bonus payable only if the contract runs to maturity, or the 
existing BOB or RAC has a beneficial charging structure. 

 

A2. What, if any, positive or negative consequences would you foresee from the prospective 

cessation of BoBs and RACs? What changes would be required to the legislation governing PRSAs? 

What transitional measures would be required? 

As outlined above, the key issues are to establish new simplified DC Rules which would apply to all DC 

contracts and trust schemes and to apply the ‘better of’ current DC contract access and benefit options 

to a new PRSA product, so that consumers rights and benefits are not reduced in any way by the 

replacement of BOBs and RACs by the new PRSA. 

In such a scenario the existence of one contract, the new PRSA, instead of current four contracts would 

simplify the pensions landscape and obviate the need to move a consumer’s DC funds around to achieve 

the optimum outcome for them in certain circumstances. 

However if the new PRSA does or can not offer the ‘better of’ current DC access and benefit options (e.g. 

as offered by current BOBs), then the replacement of current BOBs and RACs by the new PRSA would 

negatively impact on consumers in a number of ways: 

• prevent access to certain retirement funds from previous employers from 50 onwards; 

• reduce substantially in some cases the level of lump sum which can be taken when benefits are 
accessed; 

• reduce the range of investment fund options; 

• reduce or restrict significantly the freedom of consumers to pay for independent advice by way 
of recovery from their DC fund, leading to a possible advice gap developing in the marketplace. 

In relation to possible changes to the legislation governing PRSAs, see below out answers to A5 to A9 re 

Harmonisation of Rules. 

A3. What changes would you recommend to the design of the PRSA product? 

See below out answers to A5 to A9 re Harmonisation of Rules and above answer to A2.  
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Various features of the current PRSA product design, including the restrictions on charges and investment 

options and the concept of the Standard and Non Standard PRSA products, reflect the original 2003 

objective of the PRSA product: 

• The Standard PRSA for employer nominated schemes, covering the lower paid and those in 
atypical employment; and 

• The Non Standard PRSA as a potential replacement for RACs and BOBs, which never happened. 

The Standard PRSA & employer nominated schemes failed in their objective of increasing private pension 

coverage amount its target market, i.e. the low paid and  those in atypical non pensionable employment: 

• The  Pensions Authority PRSA statistics for Q4 2017 show only 23% of employer designated 
Standard PRSA schemes had any contributors; the rest of the schemes were empty.  

• The last available data from the Revenue Commissioners shows only 48,200 people claimed 
income tax relief in 20124 on PRSA contributions, and this included a substantial number of the 
self employed and employees paying AVCs. Therefore the number of active contributors to PRSA 
from the original target market for PRSAs is very low indeed. 

The proposed new Auto Enrolment (AE) scheme will attempt to capture and target those at which the 

original employer nominated Standard PRSA schemes were aimed at. Therefore some features and 

restrictions originally imposed on the PRSA product design to appeal to its then target market, e.g. no 

cash charges, should be removed if the PRSA is now to be repurposed as the single DC accumulation 

contract. 

 

A4. In terms of pension vehicle rationalisation, what impact could the introduction of the pan-

European Personal Pension Product (PEPP) have? 

In general the current PRSA offers already offers more and better features than the proposed PEPP: 

o The investment rules for the accumulation phase of the PEPP are more restrictive than Irish 
PRSAs typically offer. In particular, the PEPP rules would prevent 100% investment in 
property, which is allowed by non Standard PRSAs. 

o The PEPP would only allow the investment fund choice to  be  switched once in every 
five years. Typically PRSAs allow fund switching without restrictions. 

o The PEPP proposed to only allow the consumer to switch PEPP providers once in every five 
years. PRSAs allow switching between PRSAs at any time, without penalty. 

o PEPP providers will be able to levy a transfer charge of up to 1.5% on transfer to another 
PEPP. PRSAs legally prohibit any charge being levied on a transfer from one PRSA to 
another. 

There is one requirement which PRSAs can not currently offer and which would require amendments to 
the PRSA legislation in relation to charges and the use of pooled funds, i.e. the PEPP requirement that 
the default investment option must provide at retirement a return of contributions invested, less 

                                                           
4 Since 2012, Revenue have combined RAC and PRSA contributor tax claims into one category, so that it is no longer 
possible to separately identify the number contributing only to PRSAs. 
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charges. We see this PEPP requirement as being contradictory to one of the aims of the PEPP, i.e. low 
charges, as such a guarantee has to be paid for. 

Harmonisation of Rules 

We deal with A5 to A9 together. 

As outlined above, we propose the drafting of new DC Rules which would apply to all DC funding 

arrangements, including the new PRSA product, setting out various principles in relation to: 

Contributions; who can pay. What limits apply 
 

There should be uniformity of funding potential 
(including the pace of funding) between DC trust 
based schemes and the new PRSA5. 
The current relationship of DC retirement funding 
potential and pace to DB equivalents is archaic6 
and bureaucratic7 and fails to take account of the 
fact that the vast majority of DC retirees never 
accumulate funds in excess of equivalent DB 
maximum benefits, and that there is now a €200k 
limit on tax free lump sums and a Threshold limit 
on the total value of retirement benefits which can 
be funded with tax relief. 
Simpler remuneration based  DC funding limits 
could be evolved.  Similar funding rules (along with 
similar benefit and drawdown ages) should 
stimulate competition between one member DC 
schemes8 and the new PRSA product, to the 
benefit of consumers. The one member scheme 
structure may still suit some consumers better 
than the new PRSA product. 
 

Tax relief 
 

Employer contributions to DC trust schemes and 
PRSAs should be treated the same for tax 
purposes for the employer and employee, i.e. not 
a BIK. 
 

Investment options 
 

Similar investment options should be capable of 
being provided as between DC trust schemes and 
the new PRSA product. 
 

Transfers 
 

Full transferability between DC trust schemes and 
the new PRSA product9, even in circumstances 

                                                           
5 Or a revised BOB if the BOB is not replaced by the new PRSA. 
6 E.g. assumes and rewards a long continuous career with the same employer, which is no longer a feature of private 
sector employment 
7 Having to seek records on ‘retained benefits’ from prior providers and employers, etc. 
8 Be it as a stand alone scheme or as part of a master trust 
9 Or a revised BOB if the BOB is not replaced by the new PRSA. 
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where an employee is remaining in employment, 
i.e. not restricted to a preserved benefit on 
termination of employment. 
 

Death and disability 
 

Equalise the conditions for ill health early 
retirement access. 
The full accumulated DC fund to be payable on 
death in service of an employee in a DC trust 
scheme as a lump sum, similar to that which 
pertains to a PRSA product and to a preserved 
benefit in a DC trust scheme.  
There is no rationale to limit a death in service 
lump sum to 4 x remuneration but allow a 
preserved benefit in the same scheme to be paid 
in full on death even if greater than 4 x the 
deceased remuneration at the date of leaving 
service. 
 

When retirement benefits can be taken 
 

Having modified standard minimum and 
maximum drawdown ages across DC vehicles will 
remove at least one reason why consumers 
sometime move their pension pots between 
arrangements to get more suitable (to them) 
drawdown ages. 
 

How retirement benefits can be taken Allow access to funds after a specified minimum 
age even if still in employment or self 
employment, i.e. no ‘retirement’ condition. 
Allow partial drawdown of benefits, i.e. not all in 
one go as required at present. 
The lump sum to be the greater of 25% of the fund 
and 150% of remuneration/earnings averaged 
over a suitable period10 for those with, say, 10 
years prior service or contributions in respect of 
the same source of income and no reduction for 
early retirement. 
Balance can be transferred to an ARF or used to 
purchase an annuity, or a combination. 

 

In general in above we propose that the current linking of DB benefits rules and restrictions to DC funding 

be broken. Such a move will make the DC products and markets far simpler and more relevant to current 

private sector employment patterns, where DB funding is rapidly declining. It’s time to design DC funding 

                                                           
 
10 E.g. along the lines currently specified by Revenue Commissioners in the calculation of best final remuneration 
under occupational pension schemes. 
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rules not linked (as at present) to a notional equivalent maximum DB ‘pension’ which will never be 

achieved. 

Taxation 

B1. How should the economic and social benefits of tax relief on pension contributions and 

investment returns be considered/measured and how do you believe the system of tax relief 

performs in that context? 

The two measures should be: 

• Coverage by number of those in the private sector who are paying income tax and for whom the 
State Pension Contributory will not replace a sufficient proportion of their earned income 
(averaged over a suitable period); and 

• The quality of that coverage in terms of retirement income potential, relative to the objective of 
retirement income provision of 50% of earnings (subject to some limit related to average 
earnings) less the State Pension Contributory.  

In relation to how the system of tax relief performs in the context of the measures suggested above, see 

answer to B2 following. 

B2. To the extent that the State’s tax expenditure on pensions has not resulted in high coverage 

rates, what in your view explains this? 

The quoted 35% private sector pension coverage rate significantly understates the true coverage of those 

who need to make additional private pension provision, as the private sector workforce includes a 

significant number who do not pay income tax and who probably don’t need private pension provision11 

and are not attracted by marginal rate income tax relief because they do not pay tax.  

The Revenue Commissioners Income Earners by Income Tax Rate statistics for 2018 show some 956,200 

income earners were exempt from income tax in 2018 out of a total of 2.6m tax paying units, or some 

37%. Only 532,000 (a combination of public and private sector) paid higher rate income tax, or 21% of all 

income earners; it is this group in the private sector who are most likely to need to make private pension 

provision to top up their State Pension entitlement and be most attracted to higher rate pension tax relief. 

Source: Revenue Commissioners Ready Reckoner Post Budget 2018 

The estimated 536,000 in the private sector workforce who have private pension provision are therefore 

likely to represent a much higher % than 35% of all private sector taxpayers in the workforce, when low 

earners not paying income tax are excluded. 

                                                           
11 The State Pension may replace a significant proportion of their earnings 
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This proposition is supported by The CSO Pension Provision Survey of Q4 2015 which shows the lowest 

private pension coverage in these areas likely to involve low paid and providing irregular and part time 

employment, such as: 

• Accommodation and food service activities:    13.1% 

• Wholesale and retail trade; repair of motor vehicles and motorcycles: 26.5% 

• Agriculture, forestry and fishing:     28.5% 

However higher earning sectors and more stable longer term employment in the private sector show 

much higher private pension coverage: 

• Information and communications:     58.9% 

• Financial, insurance and real estate activities:    75.2% 

It should also be borne in mind that there are other important reasons why those eligible to contribute to 

a private pension don’t. The CSO Pension Provision Survey Q4 2015 asked those without a private pension 

why they did not have a private pension. The single most common reason put forward (by 39% ) was lack 

of affordability. 

The squeezed middle category have other more immediate spending priorities, such as child care, 

mortgage, saving to buy a home etc. It is not a fault of pension tax relief that this group do not contribute 

to a private pension, even if the opportunity is available to them. 

B3. What adjustments, if any, could be made to marginal relief to best support the roll-out of 

automatic enrolment? 

The proposed Exchequer subvention to Auto Enrolment Scheme (AES) is €1 for each €3 of employee 

contribution, i.e. in effect 25% tax relief. 

Maintaining marginal rate tax relief on personal contributions to other pension arrangements might 

initially seem to jar with a fixed 25% relief under AES. 

However: 

• the objective of the AES is to complement existing private pension provision and not replace it.  

• The AES will therefore targeted primarily at the lower paid not already in private pension 
arrangements; most are therefore likely to be standard rate taxpayers or indeed not liable to 
income tax at all12. 

Therefore if such employees in the private sector were alternatively to contribute to a PRSA or DC 

occupational pension scheme, it seems likely that they would either get no or standard rate (20%) income 

tax relief on their contributions; hence the AES relief of 25% (could be perceived by the employee to be 

33%) is likely to be a better incentive for them than traditional marginal rate pension tax relief. 

It’s therefore likely that there is a high correlation between existing private pension coverage and 

earnings, so that those covered by existing private pension arrangements are likely to be predominantly 

                                                           
12 The Pensions Roadmap 2018-23 suggest a possible minimum AES entry level of earnings of €20,000, with a likely 
upper limit for contribution purposes. 
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higher rate taxpayers. For these, marginal rate pension tax relief is a better incentive than a fixed 25% 

credit. 

Therefore the existing private pension arrangements and the proposed AES are likely to be targeted at 

two different constituencies. Maintaining two different types of tax incentives for the two systems, i.e. 

existing marginal rate relief on private pension arrangements and the 25% tax credit on AES, is likely to 

give the best outcome in terms of maintaining and increasing private pension provision. 

B4. What form of financial incentives for supplementary pensions, alternative to existing ones 

offered by the State, would better encourage lower and middle income earners to save for their 

retirement? 

See answer to B3 above. 

B5. In evaluating equity in the distribution of the economic and social benefits from this tax 

expenditure, what factors should be considered? 

When ‘equity’ in relation to the tax expenditure on pension tax relief is raised, inevitably the discussion 

gets confined to one relatively small aspect of the pension tax relief system, i.e. that a higher rate taxpayer 

paying a €1,000 contribution gets €400 tax relief but a standard rate payer paying the same contribution 

only gets €200. Standard rating or providing relief at a fixed rate, say, 30%, is then often put forward as 

the ‘solution’ to this ‘inequity’.  However this is a misleading simplification of the issue of equity in pension 

tax relief as there are a whole range of other inequities built into the system, many much larger in impact 

than the issue of marginal rate income tax relief. 

We therefore suggest a much wider range of factors needs to be considered when considering the inequity 

of marginal rate income tax relief, including the following: 

• That entry to paying higher rate income tax is as low as €34,550 for single persons and €43,550 
for a married couple. It is therefore a misnomer to attribute ‘higher income earner’ status to all 
higher rate tax payers claiming higher rate pension tax relief. A married couple with one income 
of €50,000 pa are not ‘high income earners’. 

• That if the official objective is to replace 50% of pre retirement income (inclusive of the State 
Pension) then the more you earn the higher the level of pension contribution you need to make 
to achieve that objective. Paying higher contributions because you earn more is therefore 
hardly an inequitable use of pension tax relief; it is responding to the incentive offered to 
achieve an objective. 

DB schemes, including the public service schemes, continue to provide final salary DB pensions, 
even for higher earners. 

• That pension tax relief has been already subject to a significant number of restrictions over the 
last decade, including: 

o The non deductibility of personal contributions for employee and employer PRSI 
purposes, when once they were deductible. 

o The non deductibility of personal contributions for USC purposes. 
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o The Net Relevant Earnings (NRE) limit applying to tax relief on personal contributions 
was as high as €275,239 in 2008 before being reduced in stages to its current €115,000 
level. 

o A tax free lump sum limit was introduced in 2005 at 25% of the Threshold amount, i.e. 
initially €1.25m. It was indexed up to 2009 to a high of €1.35m before being reduced in 
stages to its current limit of €200,000 with the next €300,000 taxed at standard rate. 

o The Threshold limit when introduced in 2005 was €5m; it was indexed up to 2009 to 
€5.4m before being reduced in 2010 and again in 2014 to its current level of €2m. 
When benefits are taken over the Threshold limit they are in effect taxed at a penal 
rate of 70%, far higher than any  

o Non indexation of monetary limits referred to above, i.e. earnings limit, the limits on 
lump sums and the Threshold limit. 

o A Pension Levy was applied to all funded pension arrangements (other than ARFs and 
AMRFs) from 2011 to 2015, which amounted to a total of €2.4bn of assets paid in 
Stamp Duty by funded pension arrangements (DB and DC) over that period. 

• That the often quoted €2.4bn pa cost of pension tax relief is misleading as it is gross of tax 
payable on taxable retirement benefits. 

• That it is those who accumulate low levels of retirement benefits, say those producing 
pension/ARF withdrawal income of less than €12,000 pa, who are likely to pay no or very low 
tax on their retirement benefits because of a package of tax concessions given generally to the 
over 65’s: (i.e. applies to all forms of income and not just private pensions/ARF withdrawals): 

o An additional age tax credit of €245 for those aged 65 or over; for a married couple 
(with at least one aged 65 or over) this amounts to an additional €490 tax credit; 

o Income tax exemption for over 65’s if total income (including the State Pension) is less 
than €18,000 pa for a single person or €36,000 for a married couple. There is marginal 
relief on income over the limit but less than double the limit, which can reduce the 
income tax liability in some cases on income levels just over the threshold limit; 

o No USC on the State Pension; 

o A reduced rate of USC of 2.0% for over 70’s whose annual income (other than the State 
Pension) is €60,000 or less; 

o the Employee Tax Credit (€1,650 max) in respect of the State Pension or private pension 
income. 

o No PRSI on pensions or annuities at any age, or on any ARF withdrawals once over age 
66. 

Those who accumulate higher levels of private retirement income pay significantly more in taxes 

on such income once they pass through the income tax exemption limit; at very high levels, the 

Threshold limit kicks in and benefits at the margin are taxed at 70%. 

Therefore the current taxation of private retirement income is highly progressive with those who 

accumulate low levels of income paying no or very low taxes, and those accumulating higher 

benefits paying higher rates of tax. 
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• That the current Threshold limit already acts as a significant disincentive to higher earners to 
continue pension contributions beyond a level which will cause their projected benefits to 
reach the Threshold limit by their anticipated pension age. This can mean for some, throttling 
back contributions/accrual well in advance of retirement age because investment/earnings 
growth alone without any further contributions could carry the value of benefits over the 
Threshold limit by retirement age. 

For example, a 50 year old proprietary director with a current DC fund value of €1.4m will need 
to stop making contributions now because with just 3% pa future growth, his or her fund will 
exceed €2m by age 60. Higher anticipated growth means stopping funding at an even lower 
fund level. 

• That the current Threshold system significantly undervalues DB pensions (particularly public 
service) compared with DC funding, and hence significantly discriminates against DC funding. 

For example, public service DB pensions accrued before 1st January 2014 are valued at 20:1 and 
at 30:1 (at age 60) where accrued after this date. But the current open market annuity rate for a 
similar (to public service) DB pension payable at age 60 currently values such pensions at about 
54:1.  

This means that the €2m Threshold limit for this example in effect currently imposes a maximum 
‘pension’ of about €37,000 pa for a DC retiree13, but a public service retiree could retire at 60 
today on a pension of €83,333 pa with a gratuity of €250,000 and still be just at the €2m 
Threshold limit14. 

The current Threshold limit system is therefore highly inequitable as between the public service 
where 100% are covered by DB pensions and those in the private sector whose private pension 
coverage, where it exists, is now predominantly DC. 

• That there is a wide disparity or pensions apartheid in private pension coverage and quality of  
coverage between the public service (predominantly final salary DB) and the private sector 
(predominantly DC with average funding rate of circa 11% pa), on top of an estimated 40% pay 
advantage15 for the public service over the private sector. 

• That any proposal to reduce tax relief on personal pension contributions should and must, to be 
equitable, also apply to imputed employer contributions, including an imputed notional public 
service employer contribution of at least 23% pa for public service employees recruited before 
1st January 201316, and 6% pa for those recruited after that date. 

Personal contributions are already less tax efficient than an equivalent employer contribution, 
because personal contributions are not deductible for PRSI or USC purposes while employer 
contributions are in effect.  

• That public service employees benefit from a hidden employer contribution rate of about 4 
times their average personal contribution, where the average for private sector employees in 
DC schemes is circa once their employer contribution. 

                                                           
13 Based on current annuity rates for a 60 years old with 50% reversion to spouse and CPI increases. 
14 Public service DB pension assumed to split €75,000 accrued up to 1st January 2014 and €8,333 accrued after that 
date. The total BCE value is therefore €75,000 x 20 + €8,333 x 30 + €250,000 (gratuity) = €2,000,000 
15 Davy Public Sector Pay – Avoiding the Mistakes of the Past, March 2017 
16 Report of the Public Service Pay Commission, May 2017, Table 4.3, page 34  
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• That the ESRI Report of May 2018 on the Tax Treatment of Pension Contributions in Ireland 
estimated that at least 50%17 of the cost of private pension tax relief was accounted by the 
public service in respect of just 300,000 people.   So most of the cost of pension tax relief on 
contributions is actually accounted for by the public service. 

Any attempt to reduce tax relief on public service employee superannuation contributions would 
almost certainly lead to a demand by public service employees for a corresponding reduction in 
their contribution rates or a compensating salary increase, either of which reduce the tax saved 
by such a measure. In April 1995 when a compulsory contribution rate of 5% was introduced for 
new public service recruits from that date onwards, the salary scale for such recruits was 
increased by 20/19 (compared to similar pre April 1995 recruit grades) so that in effect post April 
1995 recruits obtained a 5% salary increase to pay for the new 5% contribution. 

 

B6. Should changes be made to the existing tax treatment of pensions in any of the following 
stages?  

• Tax treatment of employee contributions  

• Tax treatment of employer contributions  

• Tax treatment of growth in pension funds  

• Tax treatment of drawdown of pension  
 
If so, what kind of changes should be introduced and for what reasons? 

We support the continuation of the current tax treatment of private pensions but with the following 

measures to ensure equity between all who benefit from such benefits: 

• That personal contributions should be deductible for PRSI and USC purposes. This will ensure 
equity between the value of an employee contribution and an equivalent employer one. 

• That the current Net Relevant Earnings limit of €115,000 be increased in stages back to its pre-
crisis level of €150,000 and thereafter be indexed in line with the growth in earnings, with 
accelerated age related % limits applying to the self employed funding a private pension 
without the benefit of a tax exempt employer contribution. 

For example, a self employed individual who starts contributing to a PRSA or RAC at age 30 and 
contributes the maximum allowed for tax relief annually based on his age and an earnings limit 
of €115,000 will accumulate18 a fund of just €1.385m by age 60 or €1.86m by age 65. But if the 
individual starts at age 40 (a more likely pension funding start age for the self employed), for 
example, then his or her fund at 60 will be just €0.9m or €1.3m by age 65. 

Therefore the current NRE limit on tax relief and age related limits in effect prevent a self 
employed individual funding the maximum €2m Threshold limit allowed. 

• That the current €2m Standard Fund Threshold limit should be indexed in line with the growth 
in earnings; there is a facility in legislation to allow this. 

                                                           
17 ESRI The Tax Treatment of Pension Contributions in Ireland, May 2018, Table 2, page 10 
18 Based on an assumed investment return of 3% pa, after charges. 
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• That DB pensions be valued at higher open market annuity rate terms rather than the current 
low fixed multiples specified in legislation. 

• That employer contributions to a PRSA should be exempt from a BIK charge, to ensure equity 
with employer contributions to a DC trust schemes. 

• That ARF withdrawals should not be subject to PRSI, to ensure equity with pension and annuity 
exemption from PRSI 

Approved Retirement Funds (ARFs) 

C1. What, if any, limitations are appropriate for pension savers when drawing down benefits in 

retirement? Should the current suite of retirement savings drawdown options be changed in any 

way? For example, should savers be required to defer a portion of pension drawdown for a defined 

period? 

As suggested previously we suggest that a DC retiree be given a lump sum option of the greater of 25% of 

the fund and 150% of remuneration/earnings averaged over a suitable period. 

We also suggest that maturity (with a separate lump sum entitlement) be allowed in stages within the 

same arrangement or product, so that the imputed distribution would only apply to that part of the fund 

which has been matured. 

The original objective of the ARF was twofold: 

• to provide retirees with an option to avoid compulsory purchase of an annuity, where otherwise 
the annuity would die with them; and 

• to provide income flexibility, i.e. to take more income at certain stages and less at others unlike 
the annuity which provides a fixed unchangeable level of income. 

We do not believe that there is any merit in forcing DC retirees to set aside in an AMRF or defer drawing 

on part or all of their ARF capital for a specified period or until a future age, e.g. 75 as at present, because: 

• it interferes with the ability to use income flexibility in retirement, which the ARF was designed 
to provide. For example, with the State Pension Age now pushed out to 68 (maximum) some 
retirees may want to accelerate drawdown for a period before their State Pension Age. 

• Those who have accumulated relatively small DC pots may end up with all of their retirement 
fund, after taking a tax free lump sum, locked up as at present in an AMRF until age 75 with 
limited access to funds in the interim. This can be frustrating to such retirees who may need to 
accelerate drawdown in certain situations, e.g. in serious ill health. 

• The current €63,500 AMRF requirement is very unpopular with clients who mature DC funds and 
do not understand why obstacles are put in their way to access retirement capital they have 
accumulated over the years. People should be trusted with their own capital; the State should 
not be acting as ‘Nanny knows best’ in relation to how to use and spend their retirement capital. 

 

C2. What, if any, changes need to be made to ARF access, and why? 

We suggest that: 
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• The ARF option be reworded in legislation to allow holders of RACs or DC scheme members who 
can benefit from a guaranteed annuity rate to opt to benefit from that rate while retaining the 
right to transfer some funds to an ARF. Currently the current wording of the ARF option 
involves a surrender of all rights to benefits19 under the RAC in return for a lump sum and 
transfer payment to an ARF. The ARF option wording could be reworked in such a way as to 
preserve existing guaranteed annuity entitlements within the arrangement without giving up 
the right to transfer some funds to an ARF. 

• The current €63,500 AMRF/annuity requirement be abolished. See answer to C1 above. 

 

C3. Given the narrowing gap between State pensions and the AMRF income threshold, what is an 

appropriate minimum level of required income where an AMRF would not be necessary and should 

this amount be indexed? What is an appropriate set-aside amount and should it vary? If so how? 

Should the conversion age of 75 be adjusted? 

See answer to C1 above. We believe that the current €63,500 AMRF/annuity purchase requirement be 

abolished.  

A recent Revenue Commissioners clarification that the State Pension Christmas bonus qualifies for 

inclusion as lifetime income for the purposes of the €12,700 pa specified income test means that that 

those already on the maximum rate of State Penson Contributory are now over the specified income limit 

and hence their AMRFs have already been converted to ARFs. 

It is not possible to undo this conversion for those on the maximum rate of State Penson Contributory, 

and it would be unfair to require new retirees to meet a revised higher AMRF requirement when current 

retirees were not required to do so. To reintroduce the AMRF requirements at a higher level of specified 

income would only introduce further complexity and confusion about its operation. Given that the current 

State Pension Contributory (including the Christmas bonus) is already over the specified income limit, the 

genie is out of the bottle  and can’t now be put back in. 

 

C4. Are the current imputed distribution requirements appropriate? What changes, if any, would 

be appropriate? 

We suggest that  

• The current age at which imputed distributions start, i.e. age 60, should be pushed out to the 
State Pension Age relevant to each ARF holder. Given the focus on extending working lives up 
to the State Pension Age, imposing a 60 commencement age for mandatory drawdown from 
ARFs disincentives : 

o maturing an ARF to get access to the 25% lump sum, as a taxable source of income is 
also turned on at the same time which may not be needed at that time; and 

o working beyond age 60, as higher taxes will be paid on earnings than if the ARF income 
was not received at the same time. 

                                                           
19 which can include the right to a guaranteed minimum annuity rate 
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With increasing longevity and the extension of the State Pension Age to 68, requiring ARF holders 

to turn on ARF withdrawals at age 60 is far too young and increases the chances of ARF holders 

outliving their capital later on. 

• The current imputed distribution rate of 5%20 for those over age 70 be increased to 6% from 
age 75 onwards, to encourage higher ARF withdrawals in later life as the vast majority of ARF 
holders withdraw only at the imputed distribution rate. 

 

C5. To improve data capture and to facilitate the assessment of retirement outcomes, what 

additional returns should be required of Qualifying Fund Managers (QFMs)? 

QFMs should be required to return details of their ARF clients as follows: 

• Age distribution  

• Gender distribution 

• ARF value distribution 

• Distribution by latest withdrawal rate and amount of withdrawals 

• Tax deduction on withdrawals distribution 

 

C6. Are current consumer protection arrangements in relation to ARFs effective? How might 

consumer protection requirements be improved? Is there a role for maximum or standard charges? 

There are three distinct levels to the advice provided to DC retirees: 

A. Advice at the point of maturing DC benefits whether to buy an annuity or transfer the same 
amount to an ARF. This is complicated in the case of DC trust scheme retirees by the option of 
taking benefits under the traditional benefit or ARF options, where different lump sum 
entitlements apply. 

B. Where the retiree has opted for the ARF option, the choice of QFM and product and fund(s) 
most suitable to the retiree; and 

C. After the ARF is established, ongoing advice about ongoing product/QFM suitability and fixed 
income requirements. E.g. should the retiree use part or all of their ARF capital to buy an 
annuity. 

Technically A is not currently ‘regulated’ advice, but good advice on this decision is crucial for the retiree. 

We feel any risks to consumers in the initial ARF v annuity options choice process can best be handled by: 

• simplifying and amending the current ARF option in ways already suggested, i.e.: 

o Allowing phased maturity of DC pots; 

o Abolishing the current €63,500 AMRF/annuity requirement. 

o Not imposing imputed distributions until the ARF holder reaches their State Pension Age 

                                                           
20 For those with ARF and vested PRSA funds less than €2m in total. 
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• providing that the presentation of the ARF option should include a fair assessment of the 
potential benefits and risks for the consumer in choosing the ARF option over the annuity 
alternative; and 

• providing that the benefit option advice provided at the time of DC benefit maturity must 
include a written annuity quotation for the amount which would otherwise be transferred to an 
ARF. 

We believe B is currently adequately covered by the Consumer Protection Code or MIFID, as the case may 

be, which includes disclosure of intermediary remuneration and measures which require an advisor to not 

take commissions if the advice is presented as ‘independent’ advice. 

In relation to C above, we suggest that the Consumer Protection Code require ongoing advice to be 

provided to ARF holders which would include the presentation, at least every three years, of a written 

annuity quotation to the ARF holder showing the level of annuity which could be secured if the balance in 

the ARF were used at that time to purchase an annuity in the open market. 

 

C7. How can ARF owners be adequately informed and supported to make the decision that best 

suits their needs through retirement, especially given that ARFs require ongoing management? Is 

there a role for mandatory advice? How can access to good quality affordable advice be 

facilitated/provided for? 

We have already suggested in C6 above that the advice provided to DC retirees at the point of taking their 

benefits should include the provision of a written annuity quotation, in addition to advice on the potential 

benefits and risks of ARFs. 

Ongoing good advice to ARF holders in retirement is critical to good outcomes for such retirees as they 

need to manage a highly complex set of ongoing challenges… minimum mandatory withdrawals, 

investment returns, longevity risks, charges and fixed income needs. We have already suggested above in 

C6 that part of this ongoing advice include the presentation of the annuity option at least every three 

years. 

We agree that QFMs be required to conduct a regular review of each ARF holder’s account (at least every 

three years) specifically in relation to projecting long term income. Part of this mandatory requirement 

would require the QFM to certify that competent advice has been given to the ARF holder (at least every 

three years) about their ARF and its long term income capability. 

Of course advice costs money and the most effective (for the ARF holder) way to pay for ongoing good 

competent advice will be through trail remuneration taken from the ARF holder’s account (without this 

being considered to be a distribution from the ARF for tax purposes). 

 

C8. How might in-scheme drawdown and group ARFs be facilitated? What additional requirements 

should be placed on schemes that want to provide in-scheme drawdown to ensure they have the 

capacity and capability to do so? 
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As outlined in answer to C6 above, advice is needed at each of the three stages involved. In the case of in 

scheme drawdown, it’s not clear who would provide this advice as the trustees will not see it as their duty 

and employers may also baulk at paying for advice to be provided to its DC scheme retirees, fearing 

possible litigation later on from ARF holders who outlive their capital. 

In scheme drawdown in DC trust schemes, if provided, should therefore be qualified as follows: 

• Independent (of the trustees and employer) advice must be provided to retirees by an advisor 
of their own choosing on their retirement options, including the in scheme drawdown and 
external ARF options; the cost of this independent advice should be allowed to be paid by the 
consumer from their DC fund/ARF account. 

• In scheme drawdown should only be an option for DC scheme retirees and not be compulsory. 
Retirees should still be able, as at present, to pick an external QFM and ARF product of their 
own choosing. 

• The trustees providing in scheme drawdown should be required to provide investment fund or 
funds appropriate to retirees in drawdown, including a default fund. 

• There should be no bar or charge on transfer from in scheme drawdown to an external ARF. 

• Independent (of the trustees and employer) advice must be provided to retirees by an advisor 
of their own choosing in in scheme drawdown at regular intervals, say at least every three 
years. This advice would include the benefits and risks of staying in the scheme as compared to 
transferring to an external ARF and purchasing an annuity. Again the cost of this advice should 
be allowed to be paid by the consumer from their ARF account. 

• DC scheme retirees should be informed by the scheme trustees at least every three years of the 
retiree’s right to transfer, without penalty, from the in scheme drawdown to an external ARF of 
their own choosing or annuity purchase. 

• The trustees should be subject to similar disclosure (initial and annual) of charges and 
investment returns to in scheme drawdown members as apply to individual contract ARFs. 

In the case of Group ARF structures, similar requirements to those outlined above should apply, with the 

employer’s/trustees role being replaced by that of the sponsor of the group structure. 

 

 


