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Brokers Ireland 
Brokers Ireland welcome the opportunity to reply A Strawman Public Consultation 
Process for an Automatic Enrolment Retirement Savings System for Ireland. Brokers Ireland represents over 
1,250 Financial and Insurance Broker firms located nationwide. Approximately 900 of these Financial and 
Insurance Broker firms advise consumers on their pension requirements for retirement.  
 
In 2016, Brokers Ireland in conjunction with Standard Life carried out consumer research. Among the 
findings in relation to Pensions was that those who have used a Financial Broker are twice as likely to have 
a private or company pension and these people are likely to have higher pension funds with the average 
being €132,650 compared with €111,190 for those who don’t consult a Financial Broker.  
 
The Central Processing Agency (CPA) 
There are a number of aspects to the proposed Central Processing Authority (CPA) which we would 
comment and have concerns on: 

• While it is proposed that the contractual arrangement will be between the Registered Provider and 
the individual contributor, the CPA will in essence make all the key decisions impacting on the 
contributor: 

o choice of Registered Providers; 
o specification of product features including investment fund options, including the default 

fund. 
o setting minimum service standards; 
o allocation of a new contributor to a Registered Provider on the carousel basis, where a 

contributor has made chosen a specific Registered Provider. 
o operation of the web portal through which the Registered Provider will provide services 

and information to contributors. 
 

This divorcing of the CPA key service and decision making process from the contractual relationship 
between the Registered Provider and contributor, leaves the contributor exposed if the Registered 
Provider fails to provide the services promised or even defaults.  For example, who is responsible if 
an employer deducts employee AE contributions but fails to remit them to the CPA and the 
employer subsequently becomes insolvent? 
The contributor has no comeback against the CPA who has made all the key decisions on his or her 
behalf if the Registered Administrator fails to deliver the services promised. The CPAs and the 
contributor’s interests are not aligned. 
 

• The method by which the CPA will be financed, and who will bear the cost, is unclear. There will be 
substantial development costs and ongoing costs when up and running. Who is going to pay these 
significant costs is not clear. Greater clarity should be given about who will bear this cost and if any 
of it will be levied on the contributor, and if so, will this have to come out of the 0.5% proposed 
max charge? 
 
We feel it is unacceptable to siphon off employer contributions to the CPA where a contributor 
opts out of the AE scheme and receives a refund of his own contributions for a number of reasons: 

• It perversely gives the CPA a financial reward where contributors opt out of the scheme; 

• It will be unpopular with employers who will look on it as a non-transparent indirect tax 
and hence may damage the AE scheme brand in the minds of many small employers and 
hence encourage some small employers to possibly collude with their employees to drop 
earnings under the enrolment threshold of €20,000 or opt out as soon as possible. 
 
 
 
 
 



 

 

 
 
 

• The CPA should facilitate interaction with advisors who wish to provide AE related services to 
employers, similar to the NEST Connect service provided by the NEST Pension auto enrolment 
scheme in the UK.  
 
The AE scheme needs to be redesigned to provide for advice. It can’t work safely without the 
option for advice at certain key times. 

 
If CPA charges are to be carried by the Government and not recouped from the AE scheme member’s 
account, this could amount to illegal State aid as the State subsidised AE scheme will be competing unfairly 
with private sector DC schemes and contracts where the member bears all the cost, including distribution 
and contribution collection costs. It will be unfair competition while will make the AE scheme seem cheaper 
to operate than it actually will be: 
 

 AE Scheme  Private sector DC scheme 

Distribution and collection costs Carried principally by the State Paid by the member as part of 
the scheme/contract charges 

Advice None provided Provided. Paid by the member 
as part of the scheme/contract 
charges 

Fund charge 0.5% pa proposed Varies but includes the cost of 
the above two items. 

 
Therefore, comparing the costs to the member of the AE scheme with that of a private sector DC 
scheme/contract purely on the basis of the annual fund charge will be invalid and give rise to consumer 
risks, e.g., switching into the AE scheme to benefit from a ‘lower’ fund charge.  
 
Registered Providers and the master trust 
It seems likely that the four providers chosen will use a master trust to hold the members benefits. Master 
trusts in the control of one institution are inherently monopolistic leading to many risks for consumers. The 
provider operating the master trust, having invested considerable sums in creating and operating the trust 
structure, seeks to control the provision of information to its members, the relation with the member, and 
restricts access to members and information to outside advisers. 
 
Where advice is needed, invariably the member is referred by the master trust to a related adviser, part of 
the same group as the master trust provider, often in a way that the member can’t see the ‘join’ between 
the master trust provider and the adviser; in effect the member who needs advice is railroaded into ‘tied’ 
advice without even realising it. 
 
We therefore advocate that individual contracts be used instead of the master trust structure. If the master 
trust structure is the preferred option, then a series of protections should be built into the process: 

• Full transparency on charges and benefits, so that advisers can access full and accurate information 
on the master trust structures, funds, charges, etc. and when authorised by a member, be able to 
obtain full details of an individual member’s benefits within a specified time period. 

• A facility for the member to access advice at certain critical times, e.g. on opting out or in, taking 
benefits, etc. 

• A prohibition on the master trust provider referring clients for advice to an adviser commercially 
related to the master trust provider. 

 
 
 



 

 

 
The AE scheme criteria 
While we broadly agree with the proposed AE scheme criteria of earnings between €20,000 and €75,000 
for employees aged between 23 and 60 and that those already with private pension provision should not 
be required to opt into the AE scheme, we make the following comments: 

• We do not believe that the self-employed should be granted opt in access, because the nature of 
AE fixed contributions levied as a % of gross earnings is entirely unsuitable to the individual self-
employed who typically have variable earnings and, in some cases, (from year to year) a significant 
difference between their gross and net income because of capital allowances, business expenses 
and losses carried forward.  PRSA contracts, with inbuilt flexibility to vary, stop and recommence 
contributions without penalty, represent a far more suitable means of providing for retirement for 
the self-employed than the proposed AE scheme. 

• We believe the opt in age should be the contributor’s State Pension age, less 40 years, rather than 
a fixed 23, to allow new entrants to the labour market time to establish a stable employment and 
earnings pattern before commencing pension funding. 

• The earnings limits of €20,000 and €75,000 should be linked to average earnings. 
 

Transferability between current schemes/contracts and the AE scheme 
To protect existing private pension provision, we do not believe transfers should be allowed from existing 
schemes and contracts to the AE scheme except in the limited circumstances where an individual leaves 
service and joins a new employer participating in the AE scheme. 
  
We believe that transfers should be allowed from the AE scheme to an occupational pension scheme or 
PRSA at any time, where the contributor has joined such a scheme or PRSA. It is likely that the AE scheme 
may act as a ‘starter’ pension arrangement for younger lower paid but as earnings and their AE fund grows, 
some contributors may want to join a scheme or contribute to a PRSA to obtain greater flexibility and wider 
fund options, etc. Some AE contributors will eventually ‘grow out’ of the AE scheme and hence need a 
different pension arrangement solution. 
 
Contribution rates 
We believe the proposed ultimate contribution rates of 6% employee and 6% employee are too high given 
the likely low paid profile of most contributors (e.g. between €20k and €75k earnings) and the likely small 
size of their employers. 
 
The employer contribution rate will in effect be a payroll tax for many small employers, whose financial 
position may be precarious at the best of times. It may become an incentive to not take employees on or at 
least to take more part time or very low paid employees whose earnings will stay below the €20,000 entry 
level to the AE scheme.  One could easily foresee a situation where an employee and employer collude to 
keep the employee’s remuneration under the €20,000 AE enrolment trigger level to save both the 
employee and employer from a combined commitment of 12% of earnings. 
 
The employee contribution of 6% will be levied on gross earnings but taken from net earnings; its effect on 
some employees will therefore be greater than 6%. 
 
 
 
 
 
 
 
 
 
 
 



 

 

 
 
For example, these figures illustrate the impact of the proposed 6% employee AE contribution as a % of net 
income for a single person at different levels of gross income: 
 

Gross Income €20,000 €50,000 €75,000 

IT + USC  €937 €11,452 €22,801 

Net income €19,063 €38,548 €52,199 

     
6% gross AE 
contribution 
taken from net 
income  €1,200 €3,000 €4,500 

As % of net income 6.3% 7.8% 8.6% 
 
Therefore, those on middle to upper income levels contributing to the AE scheme will actually be paying, in 
terms of impact on their net income, a lot more than the 6% headline rate. Most may be simply unable to 
afford such a contribution level. 
 
Redesign for advice 
It seems that the whole Auto Enrolment (AE) scheme proposal is based on the false premise that those 
joining it will not need advice at any time, either on joining the scheme, on opting out, on opting back in, 
opting to transfer benefits into or out of the AE scheme, or when taking retirement benefits. 
 
This ignores the reality that most employer and consumers find pensions complex and confusing and need 
advice to safely operate schemes for their employees, in a complex marketplace. Research shows that 
those who receive advice in relation to their pensions are likely to contribute more and persist in their 
contributions longer than those who don’t receive advice.  
 
For example, a decision to close an employer DC scheme and transfer to the new AE scheme, possibly lured 
by the apparent low 0.5% pa AE charge proposed (which doesn’t include any provision for advice), is a 
move which contains many risks for employer and employees alike (e.g. loss of risk benefits), and is not a 
decision which can be made without competent advice. Experience has shown that actively advised defined 
contribution schemes have larger employee take-up, than schemes that do not engage an adviser. 
Therefore, enabling advisers to advise on the AE scheme would certainly encourage more take-up and less 
opt outs.    
 
Without advice, some employer and consumers alike may ill advisably wind up their current arrangements 
and transfer to the AE scheme, causing possible loss of valuable benefits to consumers.  
 
The AE scheme should therefore be redesigned to provide the opportunity for payment of advice, 
particularly for those who already have accumulated private pension benefits and for those with higher 
earnings. It cannot be assumed that the AE scheme is the best option for all; it will not be. As a ‘one size fits 
all’ scheme design it will not be suitable for many consumers. 
 
 
 
 
 
 
 



 

 

Fund charge 
The proposed AE scheme 0.5% pa max fund charge risks significantly dislocating the existing DC industry as 
the AE scheme seems to provide for: 

• the State paying for distribution and contribution collection services with no loading or charge for 
advice, combined with 

• a seemingly low 0.5% pa fund charge, 
which will be unfairly compared with the fund charge on existing DC schemes and contracts where the cost 
of advice, distribution and contribution collection services are included in the annual fund charge. It will 
amount to unfair and distorting competition. 
 
Setting a low and unrealistic fund charge of 0.5% while not providing for advice and hiding the substantial 
distribution and contribution collection charges risks a significant dislocation of current DC scheme and 
contract provision. Has the knock-on effect of setting such a low charge while prohibiting advice and hiding 
other charges, been considered? 
 
Also, we have already pointed out the desirability of allowing the AE scheme to factor in the cost of advice 
where consumers want and need that advice. Therefore, provision should be made to allow advisers to the 
contributors to be paid a fund based advice charge from the member’s AE account where the consumer 
wants and needs advice. Contributors are more likely to continue contributing to the AE scheme if they are 
advised than if not advised. 
 
We believe flexibility should be provided in the level of AE fund charge as a low charge fund is not 
necessarily always the best fund for a contributor in the long term. In particular we do not believe that it’s 
rational to impose the same fund charge cap on a high-risk fund as for a low risk fund. 
In particular we believe that scope should be allowed for actively managed funds to be allowed to charge 
more than passively managed, indexed funds, or low risk cash funds. 
 
State Incentive and Tax relief 
We believe that the SSIA style €1 for €3 credit to the contributor’s AE account (equivalent to tax relief @ 
25%) is the most effective approach to take for AE contributors, given the likely profile of the AE target 
market.  
 
For example, a recent CSO paper1 shows the 2016 median gross income of full-time employees is €54,586 
for those in a private pension arrangement but is only €28,540 for those not in a private pension 
arrangement (the target market for the AE scheme). 
 
It is therefore highly likely that most contributors to the AE scheme will either be non-taxpayers or paying 
tax only at 20%. For these the €1 in €3 credit to their AE account (equivalent to tax relief @ 25%) is more 
valuable than marginal rate tax relief. 
 
However, the opposite is the position with those in a private pension arrangement; the large majority of 
which are likely to be higher rate taxpayers (their median gross income is €54,586). For these, marginal rate 
tax relief on personal contributions is more valuable than the AE effective 25% tax relief. 
 
Therefore, the existing private pension arrangements and the proposed AE scheme are likely to be targeted 
at two different target markets. Maintaining two different types of tax incentives for the two systems, i.e. 
existing marginal rate relief on private pension arrangements and the fixed 25% relief under the AE 
scheme, is likely to give the best outcome in terms of maintaining and increasing private pension provision. 
 
 
 

                                                 
1 2018 Investigation of the earnings distribution based on the participation in a pension scheme Using SILC 2016 Data, 
CSO Cork 



 

 

 
 
 
In particular, we feel it would be a major blunder to use the fixed 25% AE tax relief as an excuse or pretext 
to change current marginal rate relief under existing private pension arrangements to a fixed rate, say 30%, 
because: 

• there is already a wide disparity or pensions apartheid in private pension coverage and quality of 
coverage between 100% DB coverage in the public service and only 35% coverage in the private 
sector (predominantly DC with average funding rate of circa 14% pa), on top of an estimated 40% 
pay advantage2 for the public service over the private sector. 
 
Any proposal to reduce marginal rate tax relief on personal pension contributions should and 
must, to be equitable, also impute employer contributions for tax purposes, i.e. a BIK (in a manner 
similar to that applied currently to employer contributions to PRSAs), including a BIK of an imputed 
notional public service employer contribution of at least 29% p.a. for public service employees 
recruited before 1st January 20133, and 9% p.a. for those recruited after that date. 
 

For some public service grades (pre-1st January 2013 entrants), the notional employer cost is even 
higher: 

o Guards: 53% pa 
o High Court Judge: 71% pa 
o HSE Consultant: 46% pa. 

 
Therefore, public service employees (recruited before January 2013) currently benefit from a 
hidden employer contribution of at least 4 times their own contribution, whereas in the private 
sector the typical ratio in DC schemes is 1: 1 between personal and employer contribution. 
 
To reduce tax relief on personal contributions only, without touching employer contributions, 
would therefore impact disproportionately on those in the private sector paying on average 50% of 
the cost of their own private pension provision, as compared with the public sector who pay at best 
only 15%4 of the cost of their pensions. 
 
To impute employer pension contributions for tax purposes would impose a significant tax charge 
associated with the BIK on public service employees, and in the private sector would in effect 
destroy the rational for private pension funding in the first place. 
 
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. 
 
The ESRI Report of May 2018 on the Tax Treatment of Pension Contributions in Ireland estimated 
that at least 50%5 of the cost of private pension tax relief was accounted by the public service.   
This means that most of the cost of pension tax relief on contributions is actually accounted for by 
the public service. 

                                                 
2 Davy Public Sector Pay – Avoiding the Mistakes of the Past, March 2017 
3 Department of Public Expenditure 7 Reform ‘Actuarial Review of Pension Provision In the Irish Public Service and a 
Comparison with the Private Sector’, 30th March 2017, page 3 
4 i.e. assumed 5% employee cost expressed as a proportion of (29% + 5%) total funding cost. 
5 ESRI The Tax Treatment of Pension Contributions in Ireland, May 2018, Table 2, page 10 



 

 

 
 
 

• reducing marginal rate relief on personal contributions on its own would lead to a significant 
dislocation in the private pensions market with a likely knock on effect of reducing existing private 
pension contributions and cover: 

o a reduction from 40% tax relief to 30% relief, say, would drive up the net cost to a higher 
rate taxpayer of a personal pension contribution by 17%. Some employees and the self-
employed may react by reducing their gross contribution by at least 17% accordingly, if 
affordability is an issue. 

o  The prospect of getting tax relief on contributions only at 30% (with no relief for PRSI or 
USC) but paying at the margin at 40% income tax and USC on pension/ARF withdrawals in 
retirement, may lead to some stopping personal contributions and AVCs and dissuade 
others currently without private pension cover from joining private pension arrangements. 

The measure would therefore inevitably reduce existing private pension provision. 
 
Investment fund options 
We do not agree that a Low Risk fund should be the default investment option where a contributor does 
not pick a fund option, as many contributors may then remain in that low return fund for many years. This 
could prove very damaging to the ultimate value of their retirement fund. 
For example, the difference in retirement fund after 25 years for a €100 pm initial monthly contribution, 
increasing @ 2% pa, between a low risk return of 1% pa, a medium risk return of 3% pa and a high risk 
return of 5% pa is as follows: 
 

 
 
The medium risk approach provides (on the assumptions stated) a 28% higher retirement fund than the low 
risk approach, while the high-risk approach provides a 65% higher fund than the low risk approach. 
Investment performance therefore matters a lot over the longer term. 
 
We suggest a lifestyle type Target Retirement Date fund (e.g. linked to the contributor’s State Pension Age) 
be used as the default investment fund where the contributor does not make a positive investment fund 
choice, from the choice offered. 

 
 
 
 
 
 



 

 

 
Opting out and suspension 
We believe that a temporary contribution suspension option should be provided around the time a 
contributor buys their first home. 
 
We believe that a contributor should only get the option to opt out and take a refund of his or her own 
contributions at their first opt out or to facilitate a house purchase which may be a way of encouraging 
participation and non-opt out of younger participants. We would suggest a once off 25% of the fund if 10 
years saving (first time buyers only– payment received to be offset against lump sum at retirement). 
 
Taking benefits 
While the Consultation document suggests that Registered Providers will have to ‘offer a set of standard 
decumulation options’ the Consultation is unclear about two important aspects: 

• what exactly these options will be and how they will work; and 

• who will provide advice to retirees on their ‘decumulation options’ when they come to take their 
retirement benefits and in retirement during drawdown? 

 
We feel that there should be no forced annuity purchase, as implied on page 43 of the Consultation 
document, because: 

• the level of income produced by using relatively small funds to purchase an annuity from an insurer 
will seem derisory to the retiree and damage the image and brand of the AE scheme generally; and 

• there will be cases where because of bad health (e.g. ill health early access or bad health at normal 
access) annuity purchase would manifestly not be in the best interests of the retiree and his or her 
dependants. 
 

Annuity purchase should be an option but not compulsory.  
The option to transfer the AE maturity fund (the part not taken as a lump sum) to an individual ARF 
contract should be allowed; the retiree should not be forced to remain in the AE scheme during drawdown. 
 
We support the provision of access to the fund on earlier (than the State Pension Age) ill health (such as 
would qualify for the State Invalidity Pension) and otherwise after age 65 (at which age, a number of 
favourable tax benefits6 are applied). 
 
In all cases we suggest that retirees at the point of taking their benefits from the AE scheme be given access 
to advice and that payment for that advice should, within limits, be allowed to be deducted from the 
retiree’s AE account. We suggest that access to advice be mandatory where the consumer’s AE scheme 
fund exceeds a certain specified threshold level. 
 
The benefit options will be complex (e.g. ARF v annuity) and competent advice will be required by most 
contributors to help them choose the best combination of options for their particular circumstances. The 
AE scheme itself, i.e. the CPA and the Registered Providers will not provide this advice, as their roles in the 
AE scheme do not encompass the provision of advice. 
 
Ends. 

Contact:  
Rachel McGovern 
Director Financial Services 
Brokers Ireland 
87 Merrion Square  
Dublin 2 

 
Tel: 01 6613067 / 086 8259938 
Email: rachel@brokersireland.ie 
Web: www.brokersireland.ie 
 

                                                 
6 Income tax exemption limit and age tax credits.  
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