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1
EXECUTIVE SUMMARY
This document sets out Mercer’s responses to the set questions asked by the Department of
Employment Affairs and Social Protection in their Strawman Public Consultation for the introduction
of automatic enrolment into retirement savings plans in Ireland. It includes observations on items
explicit or implicit in the Strawman where these are not specifically addressed by the questions.

Mercer strongly supports the introduction of automatic enrolment into pensions: taken together, the
Savings Gap and the ageing of our population indicate a very difficult financial future for the country
and many of its people unless radical steps are taken. Our responses are intended to help
government in creating a system that works and that achieves its goals.

Below, we summarise our views on the main elements of the Strawman proposal:

Administrative Arrangements/Organisational Approach
No. Question Our View Comments
1-4 State run CPA to

handle interface
with employers

Positive Essential for pot-follows-member.

5 Use of commercial
providers

Positive Reduces taxpayer burden, draws on expertise of pension
providers.

6-8 Four provider limit Negative Creates narrow uncompetitive oligopoly. Raise limit or rely on
demanding minimum specifications.

9 Fiduciary obligation
on providers

Positive Master Trust offers good mechanism; PA regulations should
allow for and encourage MTs as auto-enrolment vehicles.

10, 14 Member choice or
secondary carousel
default

Should be
adjusted

A useful additional feature would be to allow employers
(optionally) to over-ride carousel and select their own preferred
provider, which would apply in the event the employee does
not make their own active choice

11 Fee cap of 0.5% Should be
adjusted

Lower than comparable New Zealand market. No evidential
basis given for 0.5%. Suggest 0.65% plus flat per member fee
of €30 per annum.

13 Roll out by 2022 Positive Essential given Irish Savings Gap.
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Target Membership

No. Question Our View Comments

15-17,
21

Upper and Lower
Earnings
Thresholds

Negative Runs totally against the establishment of a norm whereby
retirement contributions become accepted as something that
comes with earning. Adds complexity.

18-19 Upper/Lower age
thresholds

Negative Runs against universality. Inherently discriminatory. Upper age
limits in particular should be avoided at all costs as they run
contrary to the Fuller Working Lives strand of Government’s
Pensions Roadmap Reform Plan. Suggest removal of all age
thresholds.

20 Opt in potential for
those excluded

Positive Only needed if thresholds are retained.

22 Exclusion of self-
employed

Negative Represent too significant a proportion of those currently not
saving for retirement to exclude from the automatic enrolment
process. Suggest including via tax return process.

23 Opt in potential for
those outside the
workforce

Positive Suggest allowing for notional earnings up to average wage
levels for non-workers or those on lower earnings for purposes
of contribution limits.

24 Enrolment of
eligible members
on commencement
of employment

Positive Leads towards universality.

25 Transfer from
existing schemes
to AE

Negative Burden on CPA and existing providers. Definitely out if state
support systems differ. Against member interest if hard
retirement limit of 68 envisaged.
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Employer and Employee contribution rates
No. Question Our View Comments
26 Contributions

phased up over 6
years

Positive Important to stick to timeline.

27 6% employer/
employee
contributions

Positive Important to stick to these contribution levels, which we regard
as being at the low end of adequate.

28 Upper threshold on
qualifying earnings

Negative Runs against universality principle. If benefits to the wealthy to
be limited, use or alter Standard Fund Threshold (lifetime limit).

29 Use of a disregard Negative Adds a complicating factor, runs against universality.

30 Requirement of
employer matching
contributions for
those outside
thresholds who opt
in

Positive It would clearly be discriminatory to bar the young/old/low paid
from this support.

Financial Incentives Provided by the State
No. Question Our View Comments
31-33 €1 state to €3

employee
Negative If left as Exempt-Exempt-Taxed system: possible double

taxation, hit to existing pension savers if extended to existing
pensions and huge complexity if not.

If changed to Taxed-Exempt-Exempt system: arbitrage tax
avoidance opportunity for the already wealthy (who will be able
to accumulate further state supported retirement benefits
without fear of attracting further tax in retirement), huge
complexity whether extended to existing pensions or not, long
term damage to state’s fiscal prospects as population ages.

We advocate retaining tax relief in its current form and at
current levels.

34 Cap on state
incentive

Should be
adjusted

Clearly there must be some level of cap on the state incentive,
but the Strawman appears to suggest nothing more than 2%
on employee contributions of 6% will ever be paid. We suggest
retention of the existing tax relief system and existing age
based contribution limits.
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Investment Options

No. Question Our View Comments

35-36 Three standard
choice investment
options

Negative Too restrictive, and the idea of the default being low risk is
clearly against member interests based on market evidence
going back over a century.

37 Target benefit
approach

Negative Severe political fallout likely in any period where the target
benefit is missed, given state association with the target
benefit.

38-39 Maximum annual
charge of 0.5%

Should be
adjusted

Lower than New Zealand, where in addition a per member
charge exists. No evidential basis given for 0.5% cap.
Discourages investment, competition and innovation while
making meaningful diversification impossible. We suggest
0.65% and €30 per member, to be revised over time as
average pot sizes grow.

40 Allow members to
switch funds

Positive No rationale for preventing this.

Opt-out and re-enrolment

No. Question Our View Comments

41 Minimum 6 month
compulsory
membership period

Positive Will help minimise opt-outs.

42 Two month opt-out
window

Positive Will help minimise opt-outs.

43 Automatic re-
enrolment every 3
years

Positive Absolutely necessary if membership is not to drift steadily
lower.

44 Saving suspension
periods

Negative We see no rationale for this.

45 Retention of
employer
contributions of
opt-outs to fund
CPA

Negative Employers likely to see this as unreasonable and unfair
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Benefits and Pay-Out Phase

No. Question Our View Comments

46 Standard range of
drawdown options

Negative Drawdown phase should commence with advice not default or
drift. Not all providers currently offer annuities, and a default
annuity might well be poorly priced. In-Plan drawdown may be
a good idea but provision must be made for obligatory advice at
commencement.

47 Ability to access
full range of
drawdown options,
or split between
them

Positive Important that members are encouraged, through advice, to
consider their own circumstances and make an informed
decision on what is right for them.

48 Requirement to
invest minimum
amount in an
annuity

Negative Will (rightly) be touted as a major disincentive to participation.
Backward step out of keeping with international best practice.
Creates scope for market abuse via providers treating their
members as captive annuity customer base and pricing
uncompetitively.

49 Access only at
State Pension Age

Negative Will (rightly) be touted as a major disincentive to participation.
Hard to see any rationale for the government to decide when it
makes sense for people to draw down on a crude blanket
basis. Will leave many people in the lead up to state pension
age dependent on Jobseekers allowance or other welfare
supports. Suggest allowing access from age 55.

50 Early access on
grounds of ill health
or enforced
workplace
retirement

Should be
adjusted

Suggest retaining existing ill health rules as currently applied to
occupational pensions, and otherwise allowing access from
age 55 at member’s discretion.



R E S P O N S E  T O  S T R A W M A N P U B L I C
C O N S U L T A T I O N  F O R  A U T O M A T I C
E N R O L M E N T

7

Items not considered in detail in Strawman
Chapter
No. (this
document)

Question Comments

9 Learnings
from New
Zealand
experience

Ireland should emulate:
- Ability to draw down for first home purchase
- Higher charge cap

Ireland should avoid New Zealand mistakes in:
- Low risk, low return investment defaults
- Aggressive targeting of AE savers by retail financial institutions using

incentives related to other products and questionable sales practices
- High levels of non-contribution

10 Early
withdrawal
for house
purchase

Limited access (25% of accumulated fund) should be permitted and will
improve the attractiveness of auto-enrolment without unduly influencing the
housing market.

11 Defining
earnings
for AE
purposes

Several definitions possible. Government needs to consult with employers and
workers representative bodies to arrive at a definition that (i) moves towards
the goal of universal adequacy and (ii) is practical. If thresholds are persisted
with, allowance must be made for cases where employers do not know in
advance what an employee’s earnings may be – this could conceivably involve
backdated contributions or late entry.

12 Impact on
existing
schemes

Minimum specifications for exemption of employers offering alternative
schemes from auto-enrolment will be needed. We suggest:

- A minimum of 12% contributions should be required for alternative
schemes, but employers should be permitted to shoulder more than half
of that burden if they desire.

- Minimum specifications for DB schemes will be needed – we suggest
n/80ths of salary on either a final salary or career average basis.

- Employers using alternative schemes should be permitted to make
membership mandatory, but must at least auto-enrol.

- Auto-enrolment to alternative schemes should be extended to non-
members of existing alternative schemes in 2022, failing which those
non-members should enter the AE system.

Minimum specifications that make the continued operation of alternative
schemes overly difficult should be avoided. Consultation will be required.
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2
RESPONSES TO SECTION 4.1:
ADMINISTRATIVE ARRANGEMENTS AND
ORGANISATIONAL APPROACH

1. Is the rationale for use of a CPA sound?

Yes.

We note that the Strawman proposal envisages employees of one company being allowed to
choose (or being allocated by carousel to) different Registered Providers. We also note that the
government wants a pot-follows-member system whereby a member who changes employment can
ensure that contributions continue to flow to their existing auto-enrolment account. Given these
requirements (which are desirable) it is absolutely essential that a central clearing house (the CPA)
take responsibility for taking in and paying out contributions. Small employers will simply not be able
to liaise directly with multiple providers.

The scale of the job envisaged for the CPA should not be underestimated. Liaison with employers
regarding contributions, reconciliation of contributions and transmission of contributions to each
member’s chosen or allocated investment option is one of the more time consuming and costly
elements of pension administration. Scoping of the requirements of the CPA will need to begin as
soon as possible if it is to be operational and functioning by 2022. Staffing needs will be
considerable, and consideration should be given to finding an outsource partner. Government
should, for the launch stage, look to minimise any additional workload: there are plenty of useful
things the CPA could do, but if it tries to do all of them failure becomes likely.

It should be noted that Revenue, in its taxing function, already plays a part in collecting remittances
in the form of tax relating to employment – it could play a useful role with, or even as, the CPA
(subject to the need for appropriate new staff and training for existing staff). We note that Revenue
plays this role for auto-enrolled pensions in New Zealand, which appears to provide the main
inspiration for the government’s Strawman.
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2. What are the potential strengths and weaknesses of a CPA structure? Do you believe that
the CPA model can be improved? If so how?

Strengths

• Makes possible a lower administrative burden on employers,

• Makes possible a lower administrative burden on Registered Providers, which should feed
through to lower member charges,

• A pre-requisite for the system envisaged by government: you cannot have pot-follows-member,
or selection of different providers by employees of one company, without a central clearing
house.

Weaknesses

• Cost to the taxpayer, which will not be negligible – role of CPA needs to be clearly defined in
order for this cost to be fully assessed,

• Considerable logistical effort required to set up a functioning CPA,

• The use of a PPSN as a unique identifier is welcome, but given the need for ongoing
communication between the CPA and providers about members, it will also be necessary for
providers to be in possession of the same unique identifier.

The CPA model as illustrated by government in the Strawman proposal does not contain details of
cost or logistical functioning. This needs to be addressed as a matter of priority. A role for Revenue
in place of or alongside the CPA should be considered, given its existing links with employers and
individuals with regard to tax collection. Consideration should also be given to finding an outsource
partner with experience of interaction with employers in the collection of pension contributions.

3. If you don’t agree with the CPA model, can you suggest alternatives?

We agree with the CPA model.

We simply urge government not to underestimate the logistical and cost effort required to set it up.

4. Have you suggestions for how the operating costs of the CPA could be covered?

We believe the best option is central government funding.

Options include:
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• An element of the annual charges paid from auto-enrolment accounts could be allocated to the
CPA – note this would not cover the costs in the early years, when auto-enrolment accounts
would be small, but would probably come to do so over time. This would necessitate an increase
in the government’s proposed maximum annual charge of 0.5% (which we argue elsewhere is
too low in any event).

• An element of contributions could be held back to cover costs – this would undoubtedly be
unpopular, would not cover the costs in the early years, and could lead to mistrust in the system.

• Participating employers could be required to pay a per member charge – employers would
strongly resist this given that auto-enrolment already places a considerable new cost on them.

• Central government funding could cover the cost – this is probably the easiest solution from an
administrative viewpoint and therefore the one that we support.

However until the government establishes what the CPA will actually cost it is hard to fully assess
how it should be paid for.

5. Is the use of commercial providers for the provision of retirement savings options the
right approach?

Yes.

Commercial providers have decades of valuable experience in the provision of retirement savings
options and a strong grasp based on that experience of what does and does not work. We find it
highly doubtful that government would be able to establish a state entity that would do this job better
or more efficiently. In any event, attempting to do this would raise competition issues.

6. Is it appropriate to limit the number of AE Registered Providers, as proposed, in order to
provide economies of scale and drive down unit costs?

No – at least not to the number of four proposed.

Ireland’s is not a large pension market. There are 8 providers of scale in the DC market; moreover it
is in our view unlikely that all of them will wish to be active in the auto-enrolment system. We believe
that government should set minimum requirements for providers and allow any providers that can
fulfil those minimum requirements, and that wish to be involved, to act as Registered Providers. If an
upper limit has to be set for practicality reasons, we suggest somewhere between 6 and 10 will
provide an appropriate number.

Though re-tenders are envisaged, we think such exercises would involve very considerable costs: it
is not simple, straightforward and low cost to uproot several hundred thousand accounts with their
associated records and move them to a new provider. Auto-enrolment will be loss making in the
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early years: providers are unlikely to be willing to accept those losses if there is a strong chance
government will remove their accounts from them five to ten years down the line just as those
accounts reach a size where they are profitable.

We do not believe, once the CPA is set up on the proper basis and with the correct functioning, that
the unit costs associated with 6 to 10 providers rather than 4 will be significantly different. The CPA
should set requirements around the operation of the Registered Providers that ensure this is the
case.

We note that in New Zealand, which operates a similar system to that proposed in the Strawman
and has a very similar population, there are nine default providers using the carousel system. If
Ireland is to opt for a much lower number there should be very clear reasons why this is felt to be
desirable, particularly given the certain effect of suppression of competition.

7. If so, is the maximum figure proposed of four providers about right? Or should it be more
or less, and if so, why?

There are in our view 8 providers of scale in the Irish DC market: if they are willing and able to fulfil
the minimum requirements, they should be allowed to participate.

Any practitioners not selected as auto-enrolment providers are likely to find that their presence in
Ireland withers, as many employers offering pension schemes at present are likely to move over to
the auto-enrolment system. Once excluded, a provider may find it impractical to re-enter the market.
Four providers is a small number when it comes to innovating and providing competition: what is
envisaged here would over time become a narrow and impenetrable oligopoly. We believe either a
higher limit should be set or no limit should apply, provided fairly stringent requirements are met.

8. Are there alternatives that can achieve the economies of scale required other than to
select a limited number of providers by open tender?

We are not clear what economies of scale the government envisages from 4 providers as opposed
to, say, 8 – but we don’t believe they will be particularly significant.

It is very likely that, depending on the CPA’s exact requirements, the number of providers will
effectively limit itself: all Registered Providers will make losses from auto-enrolment in the early
years. Smaller providers simply will not have the financial resources to enter this market.

9. What do you believe is the optimum governance structure for Registered Providers and
why? (e.g. Master Trust or insurance based contract providers).

Government has expressed a concern that the fiduciary interests of members should be prioritised
by Registered Providers. We don’t see how that can be a reality under a contract system: it seems



R E S P O N S E  T O  S T R A W M A N P U B L I C
C O N S U L T A T I O N  F O R  A U T O M A T I C
E N R O L M E N T

12

illogical to suggest that one party to a contract should prioritise the interests of the other party.
Master trusts provide a preferable structure here.

Master Trusts

Prioritisation of the interests of members has been highlighted in the Strawman proposal as a major
concern. Master trusts, having trustees with trust law and statutory duties to prioritise the interests of
members, are an obvious structure to achieve this. We think that government, working with the
Pensions Authority, should make efforts towards making it possible and practical for master trusts to
act as auto-enrolment vehicles.

As against this, the Pensions Authority’s recent consultation paper on master trusts envisages a
system whereby capital would be required against both running costs and wind up costs. If one puts
together requirements for capital that are (as in the case of running costs and wind up costs) a
function of the number of members, with very limited economies of scale, the capital requirement for
a master trust participating in auto-enrolment becomes eye-wateringly high. The providers of that
capital will want a return on it, over and above the return on their basic administration and
investment role. This in turn will be challenging to achieve, particularly in the early years, with a
0.5% charge cap. There is a danger that the interplay between the Pensions Authority’s proposed
new regulations and the charge cap effectively bar master trusts from being auto-enrolment
Registered Providers.

It should be noted that at present master trusts typically operate through a direct contractual and
trust law arrangement between the master trust and each participating employer. In another section,
Mercer advocates allowing (but not requiring) employers to select a default provider, which choice
could be overridden by individual members on their own account, or where the individual member
already has an account from a previous employment. However the primary relationship would
necessarily be between the master trust and the member: this will require an alteration in the way
they are set up. To avoid the need for design of yet another new pension structure, the Pensions
Authority (which is currently designing specific rules for master trusts) and the Department of
Employment Affairs and Social Protection, should collaborate in devising rules and legislations to
facilitate the type of relationship envisaged under auto-enrolment, where the primary relationship is
not employer-master trust but member-master trust.

Insurance based contracts

The main disadvantage of insurance based contracts is the absence of member-oriented
governance: the overriding priority of the provider will inevitably be to generate a profit. This falls
short of the government’s requirement that ‘provisions will be required to ensure that providers have
a duty to operate in the best interests of members’.

We also observe that if there is a requirement that the vehicle for auto-enrolment must be insurance
based contracts, this effectively makes auto-enrolment utterly dependent on a very small (and
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shrinking) pool of 4 current insurance companies in Ireland that operate in the group pensions
market. If contracts are to provide the relevant structure, we do not see why there should be a
requirement that they be insurance based.

10. Where a member elects not to choose a provider and fund option, is it appropriate to
allocate them to the default fund of one of the AE Registered Providers on a carousel basis,
or is there a better alternative you would suggest?

We believe the carousel basis makes sense – in the absence of this, either employees must choose
(and most will probably find themselves unable to make any proper judgement) or the government
must choose (in which case it will effectively be picking a single auto-enrolment provider). The
carousel approach has worked well in New Zealand.

We explain in the answer to question 14 why we think that, before the carousel takes effect,
employers should also be given the opportunity to make a selection.

11. What is an appropriate maximum limit on the level of administration/investment
management fees?

We believe the proposed limit should be raised to 0.65% and in addition there should be scope for a
per member charge of up to €30, paid from the member’s account annually.

No Registered Provider will make money from auto-enrolment in its early years: indeed allowance
will need to be made for substantial losses. This can be illustrated by a simple example.

• Suppose the average salary of an auto-enrolled worker to be €30,000

• Presume a total contribution as envisaged by the strawman of Year 1: 2.33%

• Contributions would be €700 in Year 1; average pot size through that year would be c. €350

Year 1 annual charge from such an account will total around €1.75 at 0.5%. Underlying investment
managers will take a share of that revenue on a percentage basis. This is even before the actual
administration work of setting up a member’s account, handling and reconciling payments in and out
and processing events such as opting out and issuing statements. Over time, revenue will build –
but it will be a number of years before any provider breaks even on running costs versus ongoing
costs, and a number of years more before initial losses and setup costs are covered.

It should be observed that of the 9 default Kiwi Saver providers in New Zealand, 6 charge annual
management fees in excess of 0.50%, and all of them charge substantial flat membership fees in
addition. We don’t see how the Irish market is likely to be able to operate on a significantly lower
cost basis to this, especially given that account sizes will start at zero and will not grow to any
significant level for many years. It may nonetheless be achieved, but the effect goes beyond
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squeezing the margins of providers: there will be knock on effects in terms of the functionality that
can be afforded, the diversification possible within the underlying investment, the number of
providers competing and the future investment that providers will be prepared to undertake.

We propose as follows:

• In addition to the annual percentage based charge, Registered Providers should be allowed to
charge a per member flat fee of up to €30 per annum. Such a fee is necessary to limit steep
losses in the early years of involvement in auto-enrolment.

• Annual percentage based charges should be capped at 0.65%, which is the norm for mature
insured schemes in Ireland with average account sizes of €30,000-€50,000 – it should be noted
that most auto-enrolment accounts will be far smaller than this for many years to come.

• As in the UK, no charge cap, or at least a higher charge cap, should apply to investment options
other than the default – members capable of making their own choices may want solutions
capable of better diversification that achievable under the cap applicable to the default, and
should be in a position to make a reasonable judgement as to whether those charges offer value
or not.

• The CPA should reserve the right to alter fee caps in the future based on the growth in average
account sizes – over time it might be possible to abolish the flat fee and vary the maximum
annual charge downwards.

It should be noted that the ability of providers to deliver at low cost is largely a function of the work
they are required to do, and it is within government’s power to reduce that work and thus encourage
the market towards lower fees. Concrete steps that could be taken include:

- Removal of the need to provide annual statements and other materials in hard copy unless
members explicitly consent, and instead adopting a system whereby statements and other
materials are delivered online via the Registered Provider’s website, with members enabled
to request a hard copy if they so wish. (We suggest the government also strongly consider
the positive environmental impact of this: the level of paper currently generated by the
pensions industry is staggering, largely due to outdated disclosure rules – we strongly
suspect almost all of this paper ends up being binned by members, usually without ever
being read).

- Reducing the amount of needless information that must by regulation be given to members –
bearing in mind that auto-enrolment should involve a simple structure, and that much of the
information currently given is beyond the ability of most members to understand and beyond
the inclination of most members to pay attention to. There is a huge disconnect between
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what law and regulation says members must be told, and the (limited and generally quite
specific) information that members actually want and find useful.1

- Remittance of all contributions by the CPA to providers on one or two set days every month
– regardless of the date of receipt of contributions by the CPA (this may require alteration to
the 21 day rule currently applicable to occupational pension scheme remittances).

- Ensuring that members re-enrolled after a change of employment or a pause in contributions
re-enrol with the same provider that they previously used.

- Routing transfers from occupational pension schemes, if permitted, through the CPA.

- Limiting the amount of data that providers require to administer benefits – for example, if
possible any requirement for providers to store data on member salaries and service periods
should be lifted (these are currently required within occupational pension schemes to
calculate benefit entitlements; all government needs to do in relation to auto-enrolment is
avoid any interplay between benefit entitlements and salary or service).

- Operating a very simplified contract structure between the individual and the provider.

- Dropping the requirement for statements of reasonable projection on joining and leaving,
and instead restricting these to inclusion with annual benefit statements.

- Dropping any idea of saving suspension periods – and instead simply allowing members to
opt in or opt out per the rules of the auto-enrolment regime.

- Creating simple rules for application of pension adjustment orders on divorce – ideally
involving a simple division of the account and (if one does not already exist) creating a new
account for the member benefitting from the order.

12. What is the appropriate timeframe between each tender round (e.g. 5, 7, 10 years) and
why?

We have set out in our answer to question 6 that, at least initially, government should not limit the
number of Registered Providers, of whom there are unlikely to be very many anyway. However if a

1 By way of example, the Disclosure Regulations require that members be provided, in hard copy, with items including the

legislative act under which the scheme is approved, whether the scheme is defined benefit or defined contribution under

the terms of that act, whether the employer also provides an income continuance plan the benefits of which are secured

by means of an insurance policy and a statement that a court application could be made for a pension adjustment order in

the event of separation or divorce. All of this fits under the heading of ‘Items that practitioners and regulators see as

important, that convey no meaning whatever to members’.
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tender approach is decided on, we feel there will need to be a long gap between the initial tender
and any subsequent tender, of at least ten years. This is because the early years of auto-enrolment
provision will, under any conceivable scenario, be loss making.

We note with concern a provision in the Strawman that ‘where existing Registered Providers are not
successful in each new round of tenders, responsibility for member accounts will be passed to
incoming providers’. We are unclear on how this could operate from a legal perspective, given the
contract between the Registered Provider and the individual. However beyond the issues of legality
and disruption, this creates the danger that a provider will wait out the initial (loss making) phase of
auto-enrolment, then move in at a subsequent tender to dislodge an incumbent and take over the
running of their (only newly profitable) accounts.

If a tender system is settled on we suggest:

(i) Where a new provider is admitted, they should start acquiring members from the carousel
system, with no transfer of pre-existing accounts from dislodged providers,

(ii) If a provider is dislodged, accounts should be re-allocated to incumbent providers, who have
been through the initial loss making phase, rather than to newcomers – with careful checking of the
legality of any such initiative given the existence of a contract between member and provider,

(iii) Providers should not be dislodged unless they are genuinely falling short of the auto-enrolment
requirements.

It should be noted that the transfer of accounts in large numbers is an extremely costly exercise –
the existence of the CPA might reduce some (though not all) of the costs as they apply to providers,
but would instead place them on the CPA itself. Any attempt to move, for example, 100,000
accounts from one provider to another could be expected to result in costs running into millions of
euros. While the bulk transfer rules applicable should be made simpler than those currently applying
to occupational pension schemes, it is never going to be a low cost transaction.

13. Do you think the proposed timeframe for the roll-out of AE is reasonable and achievable?

We believe the proposed timeframe is reasonable and achievable, though it will be challenging.

In particular we note:

• There will have to be considerable and rapid effort put into the creation of the CPA, which in turn
implies rapid clarification of its exact role.

• There will have to be considerable legislative and regulatory activity to create the new
framework.

• Significant costs will arise: the public and the political system need to be prepared for this.
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14. Do you believe that employees should select their preferred provider or should
employers be required to select a Registered Provider on their behalf?

The Strawman proposal envisages a scenario where the employer has no role other than to hand
over the correct level of contributions to the CPA. We think this is a missed opportunity. Our own
research (represented in our global report, Healthy, Wealthy and Work-Wise: The New Imperatives
for Financial Security) found based on a survey of 7,000 people across 12 countries (including
Ireland) that 79% of workers globally (and 81% in Ireland) trust their employer to ‘give [them] sound
advice on planning, saving and investing for retirement.’ The equivalent score for government was
55% (54% in Ireland). Employers are trusted to a far greater degree than almost anyone other than
friends and family, and if the employer link to retirement provision is broken bar contributions, then
an opportunity to build trust in the system will have been missed.

We propose as follows:

• Employees will be free to select a Registered Provider,

• In the absence of an employee choice, the selection should be of the default Registered
Provider selected by an employer,

• Neither employee nor employer will be obliged to choose, and in the absence of a choice the
carousel will apply

• Where an employee already has an Auto-Enrolment account (for example from a previous
employment) contributions will be directed to that account and to that Registered Provider. The
employee will of course be free to switch to the Registered Provider selected as the default by
their employer, or to any other Registered Provider of their own choice.

We believe such a step would help to build trust in the auto-enrolment system. We note that New
Zealand’s Kiwi Saver model allows for employer choice, and that the percentage of employers
making a choice is rising (albeit from very low levels).



R E S P O N S E  T O  S T R A W M A N P U B L I C
C O N S U L T A T I O N  F O R  A U T O M A T I C
E N R O L M E N T

18

3
RESPONSES TO SECTION 4.2:  TARGET
MEMBERSHIP

15. Should there be a lower/upper earnings threshold triggering automatic enrolment?

No, we do not believe there should be a lower/upper earnings threshold triggering automatic
enrolment.

Auto-enrolment should aim to make saving for retirement a normal aspect of earning money. This
objective is not met if large numbers of people are excluded by reason of earnings.

We note the Strawman proposal questions whether auto-enrolment will be affordable for those on
low incomes. It also references high replacement rates from the State Pension for those on low
incomes. We do not find these arguments at all convincing for the following reasons:

• Plenty of people who earn under €20,000 will be in situations where contributions are perfectly
affordable – amongst innumerable instances, these situations might include living with parents,
living without rent or mortgage due to home ownership, living with a partner with a higher
income, working in a scenario that involves employer provision of accommodation or living in a
particularly low cost situation for other reasons. Conversely, there will be situations where
individual income is higher than €20,000 but contributions will be unaffordable and the individual
will opt out.

• The existence of the opt-out means the individual can be left to decide affordability, and will be
in a far better position to do so than the state can be using a blunt cut-off point.

• Income situations change over time (as do expenditure requirements): considered over a
lifetime, it is highly likely to be in the interests of most individuals at all income levels to be a
member of a plan in which there is a 6% employer contribution plus state support available.

• As the Strawman paper observes, the cut-off point is likely to discriminate against women.

• The Strawman proposal makes heavy play of the improved outcome for lower income workers
from the replacement of tax relief with a state contribution – this argument makes no sense
whatever if lower income workers are not to be auto-enrolled.
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• The earnings cut off will create anomalies in the cases of individuals whose earnings fluctuate
from month to month, or individuals who hold more than one job. In the UK, significant difficulties
were created for employers by the interaction of a Lower Earnings Limit with a rigid definition of
earnings in respect of employees in or around the Lower Earnings Limit level whose hours were
uncertain or for whom a proportion of earnings was fluctuating: employers simply did not know
whether or not they could or should auto-enrol those people.

We note that no earnings cut off, at least explicitly stated, applies in New Zealand. We also note that
the Department for Work & Pensions in the UK appears intent on removing the Lower Earnings
Limit; it seems odd that Ireland would ignore the UK experience in this regard.2

If an earnings cut-off is imposed, then a number of unwanted side-effects will arise. Pay increases
that lead to earnings over the threshold may result in net pay cuts once auto-enrolment is
considered. Individuals moving over the threshold may choose to retain existing net pay by opting
out; a situation that would be less likely to arise if all adult earnings had always resulted in auto-
enrolment. Employers will have more complication to deal with in identifying when employees
exceed the threshold – in many cases they may not have prior certainty of an employee’s earnings.
Situations will arise where earnings fluctuate over and under the threshold, and those situations will
need to be catered for.

16. If so, is the proposed earnings threshold of €20,000 p.a. above which members will be
automatically enrolled into the system appropriate? If not, what would you propose as the
earnings threshold and why?

As stated in the answer to 15, we do not believe there should be any earnings threshold.

There is fundamentally no level of earnings below which it does not make sense to claim a matching
employer contribution as well as a government top-up. However if it was decided that there were
levels below which contributions would be so trivial as to not be worthwhile, we suggest the figure of
€200 a week (or €10,400 per annum).

17. Do you agree with the proposal to review the earnings threshold on a five yearly basis? If
not, what adjustment process would you propose?

As stated in the answer to 15, we do not believe there should be any earnings threshold. However if
there is to be one we believe it should be gradually reduced to irrelevance by inflation and therefore
should not be reviewed. This will be administratively easier for employers and payroll providers to
cope with than frequent updates to a threshold.

2 Department for Work & Pensions, Automatic Enrolment Review 2017: Analytical Report, p 6
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18. Should there be a lower/upper age threshold for automatic enrolment?

No, we oppose the existence of any lower/upper age threshold for automatic enrolment. We believe
that contributing to retirement savings should become something done automatically if one earns
money, thereby creating a universal savings habit and expectation that should become embedded
in the societal mindset and in the habits of individuals.

We note there can be legal issues around those under the age of 18 entering into contracts. If (and
only if) this creates a real difficulty, it would not be unreasonable to exclude those under the age of
18.

We do not accept many of the points raised in the Strawman to justify a lower age cut-off of 23. It is
true that many such individuals are low earning; however they can also often be in situations where
they are low spending (e.g. still living with parents). It is true that job duration at young ages can
often be short: however given a pot-follows-member system this should not be a major issue from
the viewpoint of the individual, the CPA, the employer or the provider. From the employer’s
viewpoint, it’s questionable whether the creation of exceptions to auto-enrolment really makes
matters easier for them administratively.

We note that in the UK it looks likely that the lower age limit is to be lowered from age 22 to age 18:
rigorous and extensive analysis has determined that this (combined with removing the Lower
Earnings Limit) will have a very meaningful effect on average outcomes.3 It seems strange to us that
Ireland would ignore the UK experience in this regard.

So far as upper age bounds are concerned, such do exist at present – Revenue rules heavily
discourage or bar pension scheme involvement after the age of 70 or PRSA contribution past the
age of 75. This is however becoming problematic: most analysts predict that retirement as currently
understood will in the future become less of a universal norm and more a gradual and variable
process. Longer working lives are very much in the interests of the state and society as a whole, for
precisely the same long term fiscal, economic and demographic reasons that make auto-enrolment
desirable. This viewpoint is supported by the “Fuller Working Lives” strand within the Government’s
Pensions Reform Roadmap 2018-2023.

We believe an upper age bound discriminates against older workers to exclude them from auto-
enrolment when such is judged to be in the interests of their younger colleagues. In fact, someone
still working past state pension age is likely to feel far more acutely the need to accumulate assets
so work can cease than someone in their 20s or 30s.

3 Department for Work & Pensions, Automatic Enrolment Review 2017: Analytical Report, p 6
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Point 19 of the Strawman proposal makes little sense to us, excluding as it does workers over the
age of 60. Fundamentally, even where the amounts accumulated are very low, it will still be in the
interests of older workers to claim a 6% employer contribution and a state contribution that they
would not otherwise get: indeed the marginal effects for them will be all the higher if they have not
previously been in a pension plan.

19. If so, are the proposed age thresholds appropriate? If not, what would you propose as
the age thresholds and why?

No, in our view the age thresholds proposed are not appropriate, and so far as is legally possible
there should not be any age thresholds.

We believe the lower age threshold should either not exist or should be age 18 if that is necessary
for legal reasons. We believe there should be no upper age threshold: anyone who works should be
encouraged to save for a time when they won’t work, regardless of their age. Assumptions that older
people aren’t working, won’t work, and don’t need to save should be abandoned: they are
inaccurate now and will almost certainly be even more inaccurate in the future. Any discrimination in
encouragement to save based on age should be avoided.

We note that in the UK, despite AE ceasing at age 65, 22% of private sector workers continue to
contribute to a workplace pension post State pension age. Doubtless this number would be higher if
AE continued to apply, but in any event, it indicates a logical and understandable hunger on the part
of many older workers to continue saving.4

Revenue previously, in respect of ARFs, sought to guard against their use as a vehicle to avoid tax
in retirement by introducing the concept of imputed distribution: where an individual takes no income
from an ARF past age 60, it is assumed that a certain amount of income has been taken and tax is
applied accordingly. A similar measure could be introduced for auto-enrolled pensions – with the
observation that age 60 is far too early, and the age for imputed distribution to commence should be
aligned with State Pension age. This will of course only be an issue if (as we believe it should be) an
Exempt-Exempt-Taxed system is retained for auto-enrolment.

20. Should employees outside of the age/earnings criteria triggering automatic enrolment be
able to opt in?

Yes, but in our view the criteria should be altered so that very few people if any are outside them.

4 Department for Work & Pensions, Automatic Enrolment Review 2017: Analytical Report, p 120
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21. How should those with more than one source of employment be treated?

The rules should apply to each employment: where any of the employments in question are not
already pensionable, automatic enrolment should apply. Contributions should, on the pot follows
member principle, go to the same account. An exception should apply if the first employment
already puts an individual above the maximum earnings threshold to attract government support.

If a lower income threshold is to apply (and we have argued elsewhere that it shouldn’t) then all
employments should be aggregated for the purposes of assessing whether the lower income
threshold is exceeded. The CPA (and/or potentially Revenue) has a role to play in ascertaining this.
Again, we have to observe that this is an area where the existence of a lower income threshold will
give rise to complication: it would be preferable to jump to the conclusion reached by the UK after a
number of years that the lower earnings threshold is undesirable.

22. Do you agree with the approach proposed for self-employed people? If not, what
modifications would you propose?

It would be unfortunate if means could not be found to make the enrolment of the self-employed
easier. As of Q2 2018 they account for 330,000 people out of a total workforce of 2,255,000,
(around 15%).5 We do not believe the Strawman proposal will encourage many of the self-employed
to contribute as matters stand.

We suggest that an entry for auto-enrolment should become part of tax return forms (online or in
paper format). The assumption made on the form should be that the individual will make a pension
contribution of 12% – equivalent to an employer + employee contribution. The individual should be
allowed to choose a lower rate of contribution. Individuals should be free to tick an opt-out box
accompanied by appropriate wording. Where the opt-out box is not ticked, the individual should
make their contribution with their tax payment, and Revenue should remit this to the individual’s
account in the automatic enrolment plan via the CPA. We believe this measure will help the self-
employed to get over the hurdles of arranging a pension provider and deciding an appropriate
contribution rate.

23. Should people outside of the workforce (e.g. carers, homemakers) be eligible to opt-in? If
so, suggest how that might work in terms of contributions, etc.

Yes. This would be a welcome measure in recognising the role played by many of those not in
remunerated formal employment. We suggest that a level of contribution could be set by
government up to which any individual could contribute, regardless of their actual earnings (or

5 CSO, Labour Force Survey Q2 2018
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absence thereof). 12% of the average wage might be a sensible level to position this. Contributions
would be remitted to the CPA on a regular or once off basis and then on to the relevant provider.

24. Should all eligible members be enrolled immediately on commencing employment?

Yes. This is a necessary requirement; in its absence the employee will experience a net pay cut
when they are enrolled and will become more likely to opt out.

25. Should members of all existing pension schemes be allowed to transfer into the AE
system?

The answer to this depends to a considerable degree on the government support and retirement
taxation systems in play for existing pension schemes on one hand and AE on the other.

If AE operates on a Taxed-Exempt-Exempt basis, while existing pension schemes retain an
Exempt-Exempt-Taxed basis, then transfer categorically cannot be permitted: individuals will simply
engage in arbitrage, claiming tax relief under one system, then transferring to another within which
benefits won’t be taxed. Government would in effect have created a vehicle for mass tax avoidance.

If the two systems come to operate on the same basis, then tax avoidance would cease to be an
issue. However it is questionable whether permitting transfer is desirable. The obvious advantage is
the ability on the part of individuals to consolidate their retirement accounts. The disadvantages are
however many:

• If active members of plans that satisfy requirements exempting the employer from AE were
allowed to transfer out, employers would end up in the burdensome position of having to pay
contributions for different employees to different places – this would be unacceptable to most, as
the administrative burden is not light.

• Transferring involves considerable administrative effort and therefore cost, which if engaged in
by large numbers would undermine the viability of the cost carriers (likely to be the CPA and the
employer’s scheme).

• The viability of existing pension schemes may be undermined in the event of significant transfers
out.

• If AE only permits retirement at state pension age, members lose flexibility by transferring in,
and can evade the retirement age limit by transferring out.

If the two systems are closely aligned, there may be a case for allowing the transfer of deferred
members into the AE system. However even this should only be permitted as and when the CPA
has developed an efficient means of executing this. We see the creation of transfer functionality as
something that is not needed on day 1 of auto-enrolment and may turn out never to be desirable.
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4
RESPONSES TO SECTION 4.3:  EMPLOYER AND
EMPLOYEE CONTRIBUTION RATES

26. Do you agree with the approach to starting with a low level of contributions increasing on
a phased basis to a higher level over a period of six years? If no, what approach would you
suggest and why?

We agree with this proposed method of phasing in contributions.

Economic and fiscal pressures will arise from auto-enrolment; however the task will not get easier
with time and the sooner progress is made towards the full savings rate the better. If the economy
happens to be particularly buoyant at the time, and/or if budgets are otherwise expansionary,
consideration should be given to accelerating the timeline.

27. Do you agree with the proposed contribution levels? If not, what contribution levels
would you propose and why?

We broadly agree with the contribution levels proposed.

We note the basis used draws on a target replacement rate, current average wages and current
State Pension levels. All of these are dynamic factors, and whatever contribution rate is ultimately
settled on, changes in these factors will over time invalidate the calculation. Other approaches are
possible – for example examining what would constitute a reasonable income given likely required
expenditure for a single pensioner who earned average wages in their working life. Using this
method, Mercer arrived at a figure of 16% total contributions. The government’s 12% (or 14%
including the proposed government contribution) is not however far off this, and of course
reasonable argument can be had over what constitutes either the ‘right’ income replacement ratio or
the ‘right’ estimate of what constitutes a reasonable income.

Attempts to water down the envisaged contribution level should be resisted.

We believe employers should be permitted to contribute more than 6% if they wish.

We oppose alteration to the tax relief system and are therefore also opposed to the 2% government
contribution, for reasons set out in our response to the Inter Departmental Group’s Consultation on
Supplementary Pensions Reform. Reasons for this are set out in more detail in a later section.
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28. Should there be an upper threshold on qualifying earnings along the lines described in
the Strawman or should qualifying earnings be uncapped?

No. We believe an upper threshold is undesirable, as it will work against normalisation of the
situation whereby, if money is earned, pension contributions are made.

The rationale given for the upper limit is to limit costs for employers and for the State. We note that
employers will be allowed to match contributions above the threshold if they wish, and this scope is
welcome. We believe employers should be permitted, if they wish and if the upper threshold is
retained, to continue auto-enrolling employee contributions over and above the €75,000 level where
the employer wishes to continue matching.

We believe that if an upper threshold is set, upward adjustment should be automatic as earnings
rise, rather than being left to the discretion of a minister. In the past, where thresholds such as these
have been set, all too often they have been left in place indefinitely, despite early indications that
they would be reviewed.

We do believe that, for reasons of societal equity, it may make sense to place a lifetime limit on
what an individual can accumulate under the AE system. This limit should relate to, and should
interact with, the Standard Fund Threshold (currently €2m) applicable to pension savings.

29. Should the Irish AE system incorporate a ‘disregard’ such as used in the UK’s AE system
whereby earnings between £0 and £6,032 are not subject to a contribution requirement? If
so, why do you believe a ‘disregard’ should apply and at what level?

We do not believe the Irish AE system should incorporate a disregard for three reasons.

• First, as far as possible, we believe that the situation should become normal that where money
is earned, pension contributions are made.

• Second, a disregard will act as a complicating factor for employers and a source of confusion for
employees.

• Third, we presume that the calculations which arrived at 14% as the correct figure for total
contributions will be invalidated if a disregard is included.

30. Should employer matching contributions be required for those outside the automatic
enrolment age/earnings trigger criteria, who choose to opt in?

Yes.

We have already set out our view that, in light of differing personal situations and the desirability that
pension contributions be normalised where money is earned, that there should not be either age or
earnings trigger criteria. However if such criteria are retained, government should recognise that
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there will be large numbers of people who fall outside the criteria for whom, due to their particular
personal situations, contributions would in fact be both affordable and desirable. Those individuals
should be allowed to opt in. Their employers should be required to facilitate them in opting in, and to
give them the information they need to opt in. Their employers should be obliged to contribute if they
do opt in. The ability to opt in should not be limited by any lower age other than (if necessary for
legal reasons) 18, by any upper age at all or by any earnings criteria.
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5
RESPONSES TO SECTION 4.4:  F INANCIAL
INCENTIVES PROVIDED BY THE STATE

31. Do you agree with the Strawman approach to State incentives – i.e. a potential State
bonus top-up based on matching member contributions with a payment of €1 for every €3
they save?

We do not agree with the Strawman approach to State incentives.

We note that the fundamental question of whether a Taxed-Exempt-Exempt or a Taxed-Exempt-
Taxed system will apply to AE is still apparently an open one. In either event we believe the decision
to move away from the existing tax relief system is flawed, but for different reasons. Whichever
system applies, huge complexity is a by-product arising from the fact that up to now pension
accumulation has worked in a totally different way. If the existing tax relief system is left more or
less as is while auto-enrolment adopts the new system, government will have created a huge
arbitrage opportunity that will inevitably be exploited to the detriment of the exchequer and of future
generations of taxpayers. Depending on how the change is implemented, it is highly likely that
rather than creating a better incentive for low paid employees, government will have created an
enormous tax avoidance route for higher paid employees.

We note that the authors of the Strawman have repeatedly stated that their primary concern is those
who are not currently pension contributors, and that the Strawman is not intended to disrupt existing
pension plans. However in reality the auto-enrolment system cannot exist in a vacuum, and either
individuals, or employers, or both, will be left considering which system to use. If differentials persist
between the two systems from the viewpoint of state support and tax, both complexity and arbitrage
opportunities will result. If on the other hand differentials are eliminated and a new system is
adopted for all forms of pension provision, any move to eliminate tax on retirement benefits will
effectively remove future (large) generations of pensioners from the tax net, with huge long term
fiscal consequences.

It may well be observed that the similar New Zealand Kiwi Saver model operates on a Taxed-
Taxed-Exempt basis. This is true, but there is a critical difference: New Zealand never had an
Exempt-Exempt-Taxed system, so the introduction of Kiwi Saver did not involve any big dislocation
in the way future retirees would be taxed.
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€1 state: €3 employee state contribution under Taxed-Exempt-Taxed

This would involve introducing the flat government contribution in place of tax relief (as applicable to
current pension contributions under the existing system). Benefits would remain taxable as at
present.

This would amount to a cut in support for most people making retirement savings relative to the
existing system, within a measure that aims to encourage retirement savings. This simply does not
make sense. Average earnings in Ireland currently are €38,594 (based on the CSO’s average
weekly earnings figures for 2017); this is well over the post-Budget 2019 standard rate cut off point
of €35,300. The gap for the average full time worker is far greater again, as full time workers on
average earned €46,402 per annum in 2017. We submit that the averages will in fact far understate
the true position if government proceeds to exclude those earning under €20,000 from auto-
enrolment.

If this system was also adopted for occupational pension schemes, all current contributors (other
than those paying no income tax at all) would take an automatic and immediate pay cut. We doubt
this is politically sustainable.

If this system was not also adopted for occupational pension schemes, individuals would be left
examining which of two different systems suited them better. In any given company, standard rate
and non-taxpayers would be better off with auto-enrolment: higher rate taxpayers would be better off
with the tax relief system. Companies would be left with the choice of ceasing accumulation in their
scheme and moving to auto-enrolment to the detriment of the higher earning cohort or retaining their
scheme to the detriment of the lower earning cohort. If permitted, they might rationally choose to
divide, allowing membership of the pension scheme only once income levels reached the standard
rate cut off point. The Exchequer would get the worst of both worlds and everyone would be left to
deal with hideous complexity.

€1 state: €3 employee state contribution under Taxed-Exempt-Exempt

This would involve substituting in the flat government contribution in place of tax relief (as applicable
to current pension contributions under the existing system). Benefits would not be taxable.

We submit that this scenario, while generous, would in all likelihood have very severe long term
consequences for future government finances. Government is in a better position to quantify this
than we are, but we suggest they look at the considerations below then attempt to reach an
estimate before adopting a Taxed-Exempt-Exempt system.

If this system was also adopted in respect of occupational pension schemes, existing pension plan
members and providers would find themselves faced with considerable complexity: presumably the
earlier part of their pension provision would remain taxable in retirement and new accumulation
would not. Separate Retirement Accounts would have to be maintained. Most such individuals



R E S P O N S E  T O  S T R A W M A N P U B L I C
C O N S U L T A T I O N  F O R  A U T O M A T I C
E N R O L M E N T

29

would also experience an immediate pay cut due to the ending of tax relief. These considerations do
not however provide the main objection.

The long term fiscal impact of this measure could be huge. Under the existing system, a proportion
of current workers are on course to build up levels of benefits such that they will pay income tax in
retirement. It is reasonable to expect that the importance of that tax take to the state will rise as the
proportion of pensioners rises. However if everyone moves to the Taxed-Exempt-Exempt system,
that accumulation will stop. The numbers of pensioners paying tax will steadily reduce, at a time
when government finances have ever greater need for some pensioners to be paying tax.

If this system was not also adopted in respect of occupational pension schemes, higher rate
taxpayers would have a huge incentive to build up enough under the tax relief system to use up
their entitlement under the Age Exemption for paying income tax (currently €36,000 annual income
in retirement for a couple over the age of 65) before switching to auto-enrolment. Switching by an
individual from an available scheme to auto-enrolment might be barred by government, but that
would simply shift the decision onto the shoulders of the employer, who would have the option to
close their scheme to future accrual and move to auto-enrolment. Employers with large numbers of
workers on course to be paying tax in retirement would probably do just that: it would be in the
interests of their existing employee base. We cannot conceive of any legislation that could prevent
them doing so. Alternatively, if permitted, they might remove employees from their scheme and
enter them into auto-enrolment at the optimum point for each individual.

What to do with DB schemes?

If the decision was made to move existing schemes onto a flat government contribution basis, it’s
not obvious what should be done with contributory DB schemes, including schemes for state
employees. There is no obvious mechanism for the €1 for every €3 contribution system to be
applied to DB Schemes, where there is nowhere for the €1 to go that would benefit or incentivise the
individual. A separate DC account could be created alongside the DB entitlement for the sole
purpose of accepting the state contribution, but this would add hugely to the administrative cost and
complication of providing DB schemes. It would clearly be unfair to leave DB scheme members –
already usually doing better than the rest of society in terms of retirement support – on a more
generous system of state support than everyone else.

Does the justification of incentivising lower paid workers stand up?

The justification often given for moving to an explicit state contribution is that low income workers
get little or no incentive from tax relief. However government proposes in the Strawman paper to
exclude low income workers from auto-enrolment anyway. The vast bulk of those automatically
enrolled will be higher rate or standard rate taxpayers, as government proposes effectively to
exclude non-taxpayers. Standard rate taxpayers tend to do well from tax relief, as they usually
revert to being non-taxpayers in retirement owing to the age related exemption from income tax:
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there is no particularly good rationale for giving them a more generous system. Middle income
earners make a similar or greater lifetime gain, as the norm is that they drop from being higher rate
taxpayers when making contributions to being standard rate taxpayers or non-taxpayers in
retirement. The highest earners do not profit unduly from the tax relief system, as they are likely to
remain higher rate taxpayers in retirement and will end up paying USC twice.

While there has been some high profile disagreement over who exactly benefits most from tax relief,
when boiled down the argument tends to be over (i) the degree of importance to be attached to non-
benefit by low earners and (ii) the precise sweet spot at which maximum benefit is derived.

In relation to low earners, it should be noted that they already gain a massive progressive benefit
from the pensions system taken as a whole: the State Pension represents a significant wealth
transfer from the wealthy – but in any event if a cut-off of €20,000 below which auto-enrolment will
not apply is retained, then it seems the rationale for abolishing tax relief cannot rely on lower income
workers. If the lower paid were included in auto-enrolment, then the employer contribution will be
their main incentive, and their overall treatment will remain highly progressive due to the existence
of the State Pension.

In relation to the sweet spot, the main points of disagreement seem to be whether most benefit is
derived by those in the €33,000-€50,000 earnings bracket (the conclusion of the Society of
Actuaries in their position paper on the Taxation of Private Pension Provision) or, as S. Whelan and
M. Hally argue, at €40,000 for a single person and €50,000-€80,000 for a two person, one income
household. Either way, if you cut through the heat of the argument, it is quite clear that middle
income earners are those who do best from the tax relief system: in Ireland, middle income earners
are higher rate taxpayers.

Conclusion on switching to a flat state subsidy model

We see no way of implementing this change without creating some combination of huge complexity,
a long-term hit to state finances and/or a massive opportunity for individuals (or companies acting
on their behalf) to avoid paying tax in retirement. There is nothing the state can do to change the
fact that up to now pension accumulation has worked on an Exempt-Exempt-Taxed basis. Shifting
the goalposts now by either changing that system across the board or introducing a new system to
run in parallel can only have negative consequences: government will merely be left to choose
which combination of negative consequences it wants.

32. What level of top-up or State incentive would you propose?

We propose the retention of the tax relief system, with one correction: the addition of relief from the
Universal Social Charge. It is unfair that the Universal Social Charge is effectively applied twice to
pension savings: once on the amount contributed, and a second time on benefits.
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If the government is absolutely set on a top-up system replacing tax relief, the top-up should be set
at a level that matches the value of higher rate tax relief. This implies a government top-up of €2 for
every €3 contributed by the individual – we assume here retention of taxation as applied to benefits,
having set out above reasons why it would be unwise to move to a different system.

33. If you don’t agree with the top-up bonus approach, what type of incentive would you
propose?

We propose the retention of the existing system of tax relief, as explained in the answers to
questions 31 and 32.

34. Is it appropriate to cap State incentives? If so what should be the value of this cap?

While it is appropriate to cap State incentives, the method proposed in the Strawman is far too
restrictive, and if extended beyond the Automatic Enrolment system will be bitterly resented by
many workers who are either (i) currently obliged by the terms of their Plan to contribute above this
level or (ii) currently opting to make Additional Voluntary Contributions. If not extended beyond the
Automatic Enrolment system, it will mean unfair limits being placed on contributions by AE members
relative to members of other DC Plans.

The Strawman proposal suggests (bullets on page 35) that the State will make additional
contributions above the minimum subject to a maximum level of contributions of 2% of annualised
salary and subject to a cap such as the proposed €75,000 maximum earning threshold. Given that
the government is also proposing a basic employee AE contribution of 6%, matched by a state
contribution of 1/3rd or effectively 2%, we can only read this as meaning that the State will not in fact
provide any incentive for contributions in excess of minimum requirements, once the full 6%
employee contribution is in place.

There are huge problems with this:

• Some existing pension plans, including but not restricted to DB schemes, either require basic
employee contributions in excess of 6% or incentivise such through an employer match. Those
excess contributions would now receive no state incentive, if that system was applied to
occupational pension schemes.

• Many people make Additional Voluntary Contributions to pension plans to top up their savings,
with tax relief providing the incentive. They will most likely be very upset to find that facility gone
if these limits were introduced, and no rationale is given for why the government should
suddenly move in such a decisive manner against additional long term saving. This would be
contrary to the stated objective of encouraging coverage and adequacy.

• Many public or civil servants will find themselves contributing well over 6% of salary, and/or over
6% of the salary cap, between their contributions to their pension scheme and the Additional



R E S P O N S E  T O  S T R A W M A N P U B L I C
C O N S U L T A T I O N  F O R  A U T O M A T I C
E N R O L M E N T

32

Superannuation Contribution. For example, a member of the Single Public Service Pension
Scheme earning €50,000 per annum will pay a total of €3,402, or 6.8% of salary.6 Such people
will now find that only part of their pension contribution now benefits from government support.

There is already an existing system in place to cap state incentives – based on an age-based
percentage of annual earnings up to €115,000, and with limits running from 15% of earnings for
people below age 30 to 40% of salary for people over the age of 60. We suggest that this system be
retained. We are not clear why the Strawman proposal seeks so completely to curtail additional
savings beyond the minimum.

There is a benefit to the State in encouraging people to start providing for their financial futures, in
the form of reduced reliance on the State in years to come and increased tax payable in retirement
and on death. We know that the demographic position in terms of workers to pensioners now is
close to optimum, but will worsen considerably in the years to come. It makes no long term
economic sense to implement a measure that saves the State money now, but will imply a smaller
tax take in the future.

6 3% of salary Part A (€1,500), plus 3.5% of net pensionable remuneration Part B (€870), plus 6.66% of salary in excess of

€34,500 per the Additional Superannuation Contribution (1,032).
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6
RESPONSES TO SECTION 4.5:  INVESTMENT
OPTIONS

35. Do you agree with the suggested approach to limiting the AE Registered Providers to
offering three ‘standard choice’ DC savings options with one fund acting as the default?

We believe that the investment options section of the Strawman could benefit from substantial re-
thinking.

We disagree with the following aspects of the investment proposal:

Low risk default

The Strawman sets out that many people are very averse to investment risk, and this is true.
People’s inclinations run counter to many aspects of pension saving, which is why auto-enrolment is
being introduced in the first place. However it is demonstrably provable that people investing for
very long periods usually benefit enormously from taking investment risk.

Over time, the difference in real returns between (high risk) equity based investments and
(ostensibly low risk) government bond based investments has historically averaged out at 3.3% per
annum.7 To put this another way, if you invested €1,000 in bonds for 40 years, you would on
average historically (in real terms, after adjusting for inflation) end up with an investment worth
€2,041. If you had instead invested in equities, you would have ended up with an investment worth
€7,313, over 3.5 times as much.

Human inclination is risk averse, but low risk investment options will, over a 40 year or even far
shorter span, almost certainly result in far worse outcomes for savers than a medium or medium-
high risk option, as is the norm for DC pension plans in Ireland currently. The matter of excessive
risk when retirement is closer can be dealt with by lifestyling. We strongly recommend that the
default should be, during the growth/younger phase, a medium-high risk option exhibiting annual
volatility in the 10-15% range (consistent with a rating of 5 on the 1-7 ESMA scale). This tends to
equate in practice to a significant proportion (50-70%) in equities with the balance in lower risk
and/or diversifying assets.

7 Credit Suisse Global Investment Returns Yearbook 2017, p 10
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If a concession must be made to risk-averse human instincts, we suggest examining the NEST
model whereby the first few years of investment are in low risk assets, with a move to higher risk,
higher return assets after that.

The Strawman paper notes that people are put off supplementary pensions by uncertainty regarding
retirement income from DC models. However the only certainty derived from a low risk investment
option will be certainty of a low retirement income. Moreover, even a (hypothetical and impossible)
investment option offering a set guaranteed return would not give certainty of retirement income, as
annuity rates and lifespans would remain uncertain. The off-putting nature of retirement income
uncertainty is very real, but a low risk investment default actually reduces, rather than increases, the
likelihood of a good retirement income.

It may be observed that in New Zealand, the decision taken was to opt for low risk default funds for
Kiwi Saver. However this has turned out to be a poor decision, and has been widely criticised as
such. Representations have been made to the New Zealand Financial Markets Authority that
defining the default as conservative rather than medium risk or ‘balanced’ has cost members 3.5%
per annum, or cumulatively (allowing for gradual build-up of contributions) 12.5% over ten years to
March 2018. Every ten year period will of course be different, but this is consistent with the historical
equity risk premium going back to 1900. The default funds in New Zealand were originally regarded
by government as ‘temporary holding funds’; however consistent with the experience of pensions
almost everywhere, it has proven very difficult to overcome inertia and successfully encourage
members to switch down the line.8

Lifestyling applicable to all investment options:

Not all members will want lifestyling, and lifestyling will not be suitable for all members. Some will
want to maximise growth potential all the way to retirement, and in certain contexts (e.g. substantial
non-pension savings) this can be a reasonable thing to do. Others will want to avoid risk as far as
possible at all stages (this is a far less sensible position for younger members in particular;
nevertheless the option will be wanted). It is not normal practice in a pension plan that all options
should be lifestyled.

Lifestyle options based on low, medium and high risk

There should indeed be options to follow different lifestyle paths; however there is a very strong
argument for saying the point is missed by offering lifestyle paths that begin at different risk levels.

8 Open letter to the heads of the FMA, Reserve Bank of New Zealand, Minister of Finance and Minister of Commerce and

Consumer Affairs from nine financial advisers, 16 July 2018. Available online, also referenced in numerous media

publications including Southland Times 17 July 2018.
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The far bigger issue is that, depending on the type of benefit that will ultimately be taken, different
endpoints for lifestyling will be suitable for different members.

• Someone likely to take their benefit in the form of gradual drawdown and continued investment
(such as an ARF under the current pension system) should ultimately end up invested in a mix
of risk/growth assets and cash by retirement – on the basis that there is no point withdrawing
money from the markets pre-retirement only to invest it again post-retirement.

• Someone likely to take their benefit as an annuity and a lump sum should ultimately end up
invested in a mix of bonds and cash by retirement – on the basis that annuity prices are linked to
long term bond prices.

• Someone likely to take their benefit purely in the form of cash should ultimately end up invested
in cash only by retirement.

The point here is that the default option (which should be lifestyled) should include a default
endpoint, but also the flexibility for a member to choose a different endpoint (and if the AE system
allows, a different target retirement age) to that applicable to the benefit envisaged by the default.
Registered providers should be capable of offering this flexibility.

Poor choice with three options

The simplicity goal is largely achieved by the existence of a good default option – after this, there
will be a minority of members that wish for choice and will feel restricted by three options.

We believe a range of non-lifestyled, risk rated, diversified options should be made available, with
simplicity retained by describing the options in terms of their risk/reward profile (e.g. Cash, Stability,
Low Growth, Cautious Growth, Moderate Growth, High Growth, each tallying with an expected
ESMA risk rating from 1 to 6. Risk rating 7 on the ESMA scale can be omitted, as the level of risk is
so high as to be hard to obtain through standard investment asset classes).

36. If not, what retirement savings options do you consider should be provided?

We believe the investment range should have the following features:

Default Lifestyle Option

The default option should involve, in the growth stage, a medium-high risk investment strategy –
with an expected ESMA rating of 5. It should be up to each provider to determine the exact
constitution of this. Over the last 7 years before the expected retirement age, that lifestyle option
should trend to a position consistent with continued investment and gradual drawdown for most of
the account, allowing for a one-off cash withdrawal (which is the benefit currently selected by most
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retirement savers) – one possible approach for the endpoint could be 75% a medium risk (ESMA 4)
investment option and 25% cash.

Variability of the Lifestyle Option

Members who use the Lifestyle Option should be enabled to specify, if they wish, two items of
variance from its default workings:

(i) They should be able to specify their expectation of a different benefit – either annuity and cash, or
cash only. This selection would lead towards a different investment endpoint – cash and long dated
bonds for the annuity endpoint, cash only for the cash only endpoint.

(ii) If, as we shall argue it should, the AE system allows for some variability in benefit age (early or
late retirement), members should be enabled to indicate their own expected retirement age, with
lifestyling operating to a different timescale accordingly.

Non-lifestyled options

Providers should be required to make available to members a restricted number of self-select, risk
rated investment options. The risk ratings in question should have an expected ESMA rating ranging
from 1 to 6. These options will enable people to exercise choice, and will facilitate those who do not
want lifestyling. Each should have a clear name indicative of its risk/reward profile and uniform
across providers. It should also prominently feature its expected ESMA rating (allowing for the fact
that the actual ESMA rating will at times deviate in line with experienced, as opposed to expected,
volatility).

37. An alternative to conventional DC is the target benefit approach – do you believe that a
target benefit approach merits consideration as one of the ‘standard choice’ options for the
AE Registered Providers?

We are unconvinced by the arguments for a target benefits approach. It seems to us that such
approaches fall foul of the problems that beset DB, with the difference that the risk where shortfalls
are experienced is meant to fall on the member rather than the funder.

The practical reality of a target benefit approach if implemented for auto-enrolment will be that when
(as will certainly happen at some point) solvency is threatened by a fall in markets or increase in
annuity prices, the state will find itself in the invidious position of being closely associated with a
position where it is announced to members that their benefits are being cut and that what was
perceived as a promise is being violated. This will in all likelihood be politically disastrous for the
government in place at the time, which may instead feel it has to make good the shortfall through
Exchequer funding. In practice the government will have turned itself into a funder of another giant
DB scheme, with consequences for the long term solvency of the state.
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38. Do you agree with the approach to provide for maximum annual management and
investment charges at 0.5% of assets under management?

This is an aggressively low charge.

We have given a detailed response on this question in our answer to question 11. To elaborate
further:

- Under any plausible scenario, every provider will make a loss from auto-enrolment in the
early years: the revenue from a 0.5% charge on a 2.33% contribution from a €30,000 salary
will amount to €1.75 after one year of contributions (the pot having started the year at zero).
The administrator will not get all of this: a proportion will go the investment manager. It is not
significantly overstating reality to say that revenue in the early years will effectively be
negligible.

- The charge cap proposed is below what many providers of Kiwi Saver products offer, and
Kiwi Saver providers also in all cases charge a flat per member fee – we see no reason to
believe that Irish pension administration will be significantly less costly than Kiwi Saver.

Given that the Strawman also proposes that providers could be removed in subsequent tenders, the
charges proposed do not provide much incentive for providers to get involved. This can easily be
remedied by introducing a per-member fee and a slightly higher charge cap. We also believe that
the charge cap should apply only to the default option.

The impact of a cap on charges this low will be felt in a number of areas that impact directly on
members, in particular the ability to diversify investment options, the willingness of providers to
invest, the level of competition attracted and the level of communications that can be offered.

39. If not, what approach to management and investment fees would you propose?

We suggest the cap on fees should be:

- A 0.65% annual charge, and
- A €30 per member annual charge

Even at this, auto-enrolment will not be profitable for any provider in its early years, and involvement
will have to be accompanied by the reasonable hope of retaining accounts into the long term.

The flat charge is necessary because it will be many years before individual accounts attain a size
such that the % annual charge generates any meaningful amount of money. Government could
reasonably revisit and abolish or phase out the flat charge once the average size of accounts has
reached a reasonable size.
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40. Do you agree with the proposal to allow members to switch funds?

This question needs clarifying – does it refer to the ability of members to switch between different
funds offered by the one provider, or to switch providers? In the first case, the answer is yes, and
this is something which should be facilitated via online switching. In the second case, the answer
should still be yes, but careful thought will need to be given as to the mechanism for facilitating this
easily for all parties concerned: switching between providers will place a burden on the CPA and on
the providers themselves. Depending on progress in setting up the CPA, this may be something that
should ultimately be facilitated, but not from Day 1.

Providers should be barred from making switching to themselves a condition for the provision of any
other financial service, or from giving incentives linked to other financial services for switching. For
example, were a bank to become an auto-enrolment provider, it should not be permitted to make
granting of a loan, or lower interest rates for a loan, conditional on switching account.
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7
RESPONSES TO SECTION 4.6:  POLICY FOR
OPT-OUT AND RE-ENROLMENT

41. Do you agree with the concept of a minimum compulsory membership period and that six
months is an appropriate minimum period?

We agree with this provision, which should help to discourage too many people from opting out.
However government should be prepared to deal with annoyance on the part of those who regard
themselves as struggling with their day to day finances at the inability to opt out earlier.

42. What is your view on an opt-out window of two months in months seven and eight of
membership?

We agree with this provision on the same basis that we agree with the minimum compulsory
membership period, but observe again that there will be some annoyance.

43. Do you agree that people who opt out should automatically be re-enrolled after a defined
period?

Yes, we think this is essential. Moreover we believe people should be able to opt back in at any
time, allowing for reasonable notice to be given to their employer and/or to the CPA as appropriate.

Consideration must be given to making this easy for employers to manage. Accordingly we believe
that the three year window for re-enrolling all eligible employees should involve set dates applicable
to all: e.g. all employees eligible for auto-enrolment will be enrolled, if they are not already
members, in the month of March 2025, March 2028, March 2031 and so on, with an exemption for
anyone who has opted out in the preceding six months. This removes the need for employers to
keep track of exactly when most employees should be re-enrolled.

44. Do you agree with the concept of allowing members to take a period of Saving
Suspension? If so are there specific conditions that should attach to such suspensions?

No. We believe members should be either in or opted out, with no status in between.

45. Do you agree with the approach which sees employer and State contributions
retained/credited to the CPA to contribute to its costs, in the case of member opt-out?
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No – and we expect that employers will have very strong views on this proposal.

We suggest that where an employee has been a member of auto-enrolment for cumulatively less
than six months, then there should be a refund to the employee of the employee’s contributions, and
to the employer of the employer’s contributions.

Where, even between different employments, an account has been in place for over 6 months, any
contributions made should remain in it. Example: Joe is a member of auto enrolment with ABC Ltd
for 3 years. He leaves ABC Ltd and his account remains in place. He joins DEF Ltd and contributes
for 7 months before opting out. The 7 months of contributions at DEF Limited, including employer,
employee and state contributions, should be left invested in his account. However, had Joe not had
the prior employment at ABC Ltd then there would have been refunds to all concerned.
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8
RESPONSES TO SECTION 4.7:
ARRANGEMENTS FOR BENEFITS AND THE
PAY-OUT PHASE

We have a number of over-riding observations to make on section 4.7, which appears to us to
assume problems with the way in which the Irish post-retirement model works that do not in all
cases actually exist. We think recognition is due for the fact that, by perhaps a mixture of accident
and design, Ireland currently has a model for post-retirement provision that works exceptionally well
by comparison to other countries. There may be a case for making the decumulation path smoother
through direct in-plan drawdown, but the benefits of the existing system should not be abandoned to
achieve this. Those benefits are, in particular:

• Virtually all Irish people with more than trivial benefits (as defined by Revenue) take advice at
retirement (we know this is not the case, for example, in the UK or New Zealand). The almost
universal prevalence of retirement advice can be attributed to the interaction of the following
factors:

– The AMRF/annuity requirement for the first €63,500 of post-retirement income essentially
means a member with more than trivial benefits almost always buys a regulated product and
cannot simply draw all the money down, unless requirements for guaranteed annual income
in retirement are met (notably the gradual rise in the state pension to a level where it will now
be worth more than the ARF income requirement jeopardises this, but that is a very recent
Budget 2019 development).

– The Central Bank insists that, bar exceptional execution only cases, advice must be given
where a regulated product is bought, and that advice must fulfil the requirements of the
Consumer Protection Code.

• The requirement for imputed distribution of 4% from ARFs (rising to 5% after age 70) has set a
benchmark for drawdown. In practice, most consumers take the minimum level of drawdown
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year on year – a level which is consistent under most long run investment return scenarios with
assets lasting for 25 years plus into retirement.9

Below we highlight some particular suggestions made in this section that we think need adjusting:

Cash-in risk

There is no current tendency, as suggested in the Strawman paper, for Irish people to try and take
the entirety of their accounts as cash at retirement – excepting cases eligible for the Revenue’s
trivial benefit rules, i.e. very small accounts. For many people, due to the AMRF requirement, such
an action simply isn’t possible. Where it is possible, the tax hit from doing it is so severe that people
don’t do it. This is a problem in the UK, precisely because the AMRF requirement does not exist and
because members are allowed to draw down directly from their DC account without proper advice –
which they cannot do in Ireland, and which we argue strongly they should not be allowed to do. It is
likely to become a problem in New Zealand, where no tax applies on retirement drawdown from a
Kiwi Saver, nor is there any bar to withdrawal.

This problem could (and without steps taken to counteract it, would) arise in a Taxed-Exempt-
Exempt system where no tax applied on drawdown. We suggest the solution is to allow for
withdrawal of a lump sum at a certain level or proportion (e.g. 25% of fund value as per PRSA lump
sum rules, with allowance for further withdrawal of the balance only if it amounts to less than
€20,000 as per current triviality limits), with the requirement that the balance either have an annual
maximum withdrawal limit (e.g. 6% of initial value) or be used to purchase an annuity. We also
strongly suggest that anyone with more than trivial benefits after any permitted lump sum is taken
should be obliged or strongly encouraged to take financial advice, with that advice being funded
either through directly-paid fees or from the member’s account through an addition to the annual
percentage based charge in the year of retirement.

Not all pension providers can offer ARFs and Annuities

It should be noted in passing that, if the system adopted is Taxed-Exempt-Exempt, the drawdown
products will be new types of products – ARFs are subject to tax on withdrawal, and the annuities
used would be purchased life annuities rather than pension annuities.

9 It should be noted that there is recent research which suggests that 4% of the initial drawdown, increasing in real terms,

is not a long-term sustainable drawdown amount and the appropriate figure is more like 3% of the fund value. Of course

the Revenue’s requirement does not insist on real terms increases, and rather tends towards a gradual decline in both

nominal and real drawdown as values reduce. A debate could be had as to how sensible this is – on the one hand,

spending typically does decline naturally as people grow older; on the other hand some people will be left exposed and

dependent on the state in the event of a large cost such as the need for care arising.
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The Strawman proposes that all AE providers should have to ‘offer a set of standard decumulation
stage options’. If ‘offer’ means ‘allow members to access, potentially from another provider’ that is
fine: the standard decumulation stage options should be, as at present, a Retirement Lump Sum,
continued investment with drawdown, annuity and where applicable triviality cash-in.

If however the government requires AE providers to also be default drawdown/Annuity providers,
then the number of providers the government will have to choose from is going to be very small
indeed, and it appears to us that the current benign situation where most members take advice at
point of retirement will be replaced with a system where members simply default to a set of
arrangements which are unlikely to be the best fit for their own circumstances. A successful
retirement savings system will result in individuals building up what may be their biggest financial
asset by the time they retire; quality financial advice is absolutely critical to ensure they can make
sensible decisions with that valuable asset to serve them well in their retirement years. Decisions
such as when to retire, how much to withdraw immediately as a tax-free lump sum, the merits of
annuity versus drawdown and how to make their money last in retirement are all complex, and
critical to individuals’ financial wellness in retirement. The Strawman appears to envisage a default
approach to apply at the point of retirement, without any requirement for financial advice, and in this
aspect appears to us likely to worsen, not improve, outcomes for retirees.

Fee cap takes no account for the need for advice at and after retirement

The Strawman suggests that ‘management and investment fees for each of these options will be no
higher than those applying to funds invested during the accumulation phase (i.e. an upper limit of
0.5%)’. This is not sensible for a number of different reasons.

First, annuities do not have an annual charge as such. Where members are directed by default
towards annuity purchase from their existing provider we struggle to see how a provider could be
prevented from exploiting that situation by worsening the value of the annuities it offers (unless the
government intends to heavily regulate the provision of post-retirement products, their charges and
their underlying characteristics in a similar manner to that proposed for the accumulation phase –
and this will be difficult for annuities, which do not have an explicit charge in the manner of a fund).

Second, placing a cap on charges would stifle innovation and the potential benefits for in-scheme
drawdown. For example, it is unlikely that it would be possible to introduce a complex but potentially
highly beneficial approach like longevity pooling within those charge limits. It may also limit the
investment diversification within portfolios, restricting diversifying asset classes in favour of less
expensive classes in order to defend a provider’s profit margins.

Third, retirees typically take, and need, advice (ideally bound by the Consumer Protection Code, as
applicable to most ARFs), the cost of which is spread throughout the contract. It is, in practice,
highly desirable that members take advice on drawdown methods, sustainability and products, and
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retain ongoing access to an adviser, rather than simply sleepwalking straight from accumulation to
decumulation with their existing provider.

The move to decumulation will tend to be the point at which a retirement account is at its largest: it
is the point at which advice is most needed. It is recognised that tailoring drawdown amounts from
time to time can improve retiree outcomes materially so it is important that advice is provided
throughout retirement. It is not desirable that a model such as proposed in the Strawman, where an
individual simply moves automatically into decumulation mode, should come into being – this is in
fact what has led to disturbingly high rates of cash-in in countries such as the UK, as people make
ill-informed decisions based on absence of advice.

Fourth, currently professional advisers with appropriate indemnity protection effectively shoulder a
portion of the risk that an individual makes poor decisions leading to premature depletion of their
fund. If bomb-out is the result of poor decision making based on unreasonably poor advice, the
individual has some recourse. In a low touch scenario where the individual is effectively
sleepwalking through their at retirement and post retirement decisions, there will be no such
recourse – except potentially to the government that put in place this system.

In practice, a fee cap as proposed in the Strawman, combined with a requirement for providers to
support savers with information, guidance and advice, will represent a significant challenge. As a
result it is likely providers will seek out lower-touch online and digital solutions to support individuals
rather than being in a position to support all auto-enrolment participants with Face-to-Face tailored
advice. It is our view that tailored face-to-face advice will maximise the chance of sensible decisions
being made; and we should continue to encourage individuals themselves to seek out and pay for
this advice, particularly where their retirement pots are significant.

Strawman proposal misunderstands current death treatment

With regard to post-retirement assets on death, the treatment of ARFs on death is not, as the
Strawman seems to suggest, payment to the estate: the payment structure and tax treatment vary
depending on the relationship of the recipient to the deceased. We propose this system should be
left as is if a Taxed-Exempt-Taxed or Exempt-Exempt-Taxed system applies – though payment to
the estate might make more sense in a Taxed-Exempt-Exempt system.

Take care not to worsen Ireland’s retirement market

Overall, in our view, the government is going to have a large and complex job to do in putting in
place a system of auto-enrolment for accumulation. We don’t think what has been proposed here for
decumulation would improve the market, and if applied to auto-enrolment only it would leave auto-
enrolled members at a disadvantage relative to DC scheme members generally. It will have
significant unintended consequences: advice at and after retirement will in effect go from being
effectively a requirement to being something hardly anybody gets.
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We believe if gradual decumulation is to be built into auto-enrolment, it is critical that provision is
made for advice on a mandatory (or very strongly encouraged) basis to be built in at the correct
points. However that advice will have to be paid for – implying either a higher annual charge on
funds with the excess over accumulation charges paying for the advice, or the ability of individuals
to draw the advice fee from their accounts. If that can’t be done, then it may be better to maintain
something similar to the current way in which placement of ARFs and Annuities works.

There is a strong case for restrictions to apply to decumulation: we suggest limiting the lump sum at
retirement to the greater of €20,000 or 25% of account value, with limits placed on the speed of
withdrawals thereafter if a Taxed-Exempt-Exempt system applies.

46. Do you agree that Registered Providers should provide a standard range of
investment/draw-down options?

We have already said that in-plan drawdown, if introduced, will need to be very carefully designed
such that it does not worsen the outcomes of members at retirement. As matters stand, not all
pension providers are in a position to offer annuities and ARFs: in practice only insurance
companies can offer annuities. To include this provision is to cut out a large section of the existing
pensions market from participation in auto-enrolment. It is anti-competitive and against consumer
interests.

However all Registered Providers should be required to allow members to access any of the
permitted retirement options. This may often mean, as it does at present, allowing them to purchase
a drawdown product and/or an annuity from other providers, and arranging access to such products.
This should not be seen as problematic.

47. Should members be allowed to allocate their accumulated fund across all of these post-
retirement options?

If this question is read as ‘should members be allowed to mix and match between a Retirement
Lump Sum, an annuity and/or a drawdown product like an ARF, the answer should be yes – as it is
at present for pension plan members. If the question is, ‘should members be allowed to access
retirement solutions from different providers’, the answer should also be yes – as it is at present. We
do believe that members should be effectively obliged, or at very least strongly encouraged, to get
advice at this point in non-triviality scenarios to ensure that the decision made is appropriate.

48. Should members be required to invest a minimum proportion of their accumulated fund
in a lifetime annuity (pension)? If so, in what circumstances?

No.

Before ARFs were introduced as a general DC option, the obligation to buy an annuity was one of
the most hated and off-putting aspects of the pension system, and we strongly advise that the
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government should avoid taking a giant backward step on this when designing the auto-enrolment
system.

If the system adopted is Taxed, Taxed, Exempt there will be a need to put an upper limit on annual
drawdown, excepting cases where the overall account is below a triviality limit.

49. Do you agree that the appropriate age to grant access to the retirement draw-down
products is the State pension age? If not, what age would you suggest?

With this aspect of the Strawman proposal, we see the danger of a giant step backwards. At
present, people are free to access DC scheme benefits any time from age 50 – though in practice
very few people do so at anything close to this age.

One of the major misconceptions people hold that puts them off pensions is the belief that there is a
very good chance they will be dead before they get their benefits. The Strawman proposal
effectively gives this fear more grounding: the CSO’s life tables do suggest there is a far from
negligible 1 in 6 chance that an Irish man will be dead by age 68 (for women the figure is 1 in 10).

We fail to see why, provided reasonable defences against the cashing in and squandering of
accumulated accounts are in place, the government would seek to restrict the option of early
retirement. It might be argued that many people can’t afford to retire earlier than State Pension age,
and that it makes sense to prevent them acting against their own interests. The counter arguments,
which we believe are more convincing, are as follows:

• Many people can afford to retire before state pension age, and auto-enrolment is made less
attractive for them if they can’t use it for that purpose.

• Many people leave employment, not always voluntarily, well before state pension age and may
have difficulty finding new employment – refusing to let them access their auto enrolment
accounts is effectively to force them to depend on social welfare.

• It is not sensible for the government to dictate, using a blunt high age barrier, when it is in the
interests of members to access their accounts.

• Some individuals may intend on working in a part-time capacity as they get older but may need
to access a small amount of their auto-enrolment account in order to provide for their income
needs.

We think it might make sense for government to raise the minimum age to access benefits from age
50 to age 55, as has happened for pension benefits in the UK – this reflects rising life expectancy
over the last number of decades since the threshold was originally set. We see no case at all for
raising the minimum age for accessing benefits to state pension age, and we confidently predict that
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commentators will, with good cause, highlight any such restriction as a very significant negative
feature of auto-enrolment.

50. Do you agree that early access to accumulated retirement savings should be provided on
the grounds of ill health and enforced workplace retirement. If so, under what conditions and
from what age?

For the purposes of early retirement from a pension scheme, Revenue currently defines ill-health as
‘physical or mental deterioration which is serious enough to prevent the individual from following
his/her normal employment or which very seriously impairs his/her earning capacity’. We see no
reason to alter that definition, and we think it should be extended to auto-enrolment. No age limit is
currently applied to it, nor should it be.

Enforced workplace retirement is not defined in the Strawman proposal. It could be taken as
referring to, at one extreme, any redundancy or termination situation – and at the other extreme,
only to cases where an employer applies an objectively justifiable mandatory retirement age.
However in either event, or any other event, we think that members should be allowed to access
their benefits at any stage from age 55 if they wish to do so.

We suggest in a separate section a strong case for allowing early withdrawal to a limited degree for
the purposes of first home purchase.
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9
REFLECTIONS ON THE KIWI SAVER
EXPERIENCE

New Zealand’s Kiwi Saver clearly provided the inspiration behind the Strawman proposal. We think
this model was well chosen, providing as it does an example of a reasonably successful model in a
country of similar population, wealth and demography to Ireland’s.

It makes sense that we should seek to emulate the areas where Kiwi Saver has been a success.
However we should also, in implementing our own model, seek to improve in areas where Kiwi
Saver has disappointed.

Successes to be emulated

The following aspects of Kiwi Saver have been successful, and in our view should be emulated
here:

• Government (in New Zealand, Revenue) has assumed the role of collecting contributions and
sending them to providers – as per the CPA proposal. This has worked, has made
administration less costly, and has facilitated lower fees and easier transactions.

• Large numbers of people have enrolled: there are currently 1,681,977 contributing members and
2,837,656 members overall, providing an endorsement of the auto-enrolment approach. 10

• From Mercer’s discussions with our counterparts in New Zealand (who are default Kiwi Saver
providers), it appears that Kiwi Saver is positively perceived by both members and providers.

10 Information on Kiwi Saver derived largely from: Financial Markets Authority Kiwi Saver Annual Report 2018,
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Shortcomings to be avoided

Investment default

The investment default for Kiwi Saver was a conservative fund, as also proposed in the Strawman.
This has been a mistake. It has been acknowledged that returns would have been better had the
default been higher risk. The New Zealand Financial Markets Authority appears to wish to address
this by getting providers to educate members with a view to them switching.

In our view this is wholly unrealistic. From our own experience, which is echoed in pension plans
around the world, it is extremely difficult to get most members to make active investment choices,
no matter how intense or innovative your education and communication efforts. Pete Lunn of the
ESRI has fairly convincingly demonstrated that even immediately after intensive education efforts,
understanding of pension related issues remains exceptionally poor: it is unrealistic to expect
individuals to make educated decisions about their pension investments.11

The default investment option needs to be one that policymakers and providers believe is right for
people, rather than (as proposed in the Strawman) one that panders to the natural and innate, but in
this case disadvantageous, risk aversion of human beings. The experience of existing pension plans
shows that whether the default is low risk, high risk, or anything in between, members will
overwhelmingly remain in it. For this reason we proposed a default lifestyle option that, when
members are younger, is medium-high risk in nature.

Non Contributing members

There were roughly 1.2 million non-contributing members of Kiwi Saver in March 2018, amounting
to just over 40% of the total membership. Doubtless there are good reasons why some of these
members are not contributing, but the rate is undeniably high. Just over 100,000 of these are on
contribution holidays, many others however appear to have simply opted out. It seems that
approximately one fifth of non-contributing members resume contributing in a given year.

These numbers suggest to us that the government should examine the ease of opting out in New
Zealand and look for ways in which to discourage that step.

11 Lunn, Pete & McGowan, Féidhlim, 2018. "Supporting Decision-Making in Retirement Planning: Do Diagrams on
Pension Benefit Statements Help?," Papers WP588, Economic and Social Research Institute (ESRI).
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Aggressive targeting of accounts12

The dominant Kiwi Saver providers in terms of market share rapidly became the banks. Reasons for
this partly include strong retail presence, but also include examples of questionable practice
including:

• Asking customers if they would like to view their Kiwi Saver online alongside their bank
accounts, without explaining that this entailed transferring their Kiwi Saver,

• Indicating that applications for other services such as loans or credit cards would be viewed
more favourably if a Kiwi Saver transfer took place,

• Including Kiwi Saver transfer forms with applications for other products, leading to consumers
inadvertently switching their Kiwi Saver,

• Remunerating branch staff via commission for aggressively targeting Kiwi Saver transfers.

It has also been alleged that the banks are acting in a manner that creates conflicts of interest, by
investing portions of default funds in banking sector assets (though in fairness, given the
government led specifications around cautious defaults, it’s hard to see how they have much choice
in this regard). It is noticeable that the banks tend (with some exceptions) to apply charges towards
the higher end of the range permitted.

We note that Irish regulations on financial services sales would preclude some of this type of activity
in Ireland. However the New Zealand experience suggests to us that the relevant regulators need to
be quite clear on what activity is, and what is not, acceptable with regard to persuading an individual
to switch their auto-enrolment account.

Unexplained differences between the Strawman and Kiwi Saver

We are not clear, and the Strawman did not explain, why government deviated from the Kiwi Saver
in the following aspects:

• Facility for withdrawals for house purchase

• A charge cap of 0.50%, when most Kiwi Saver default providers not only charge more than this
but also apply a flat NZ$ based administration charge. It is not clear why the government thinks
a lower charge cap is practical and desirable in Ireland than in New Zealand.

12 Heuser, Kwok, Snethlage and Watts, Review of the Kiwi Saver Fund Manager Market Dynamics and Allocation of

Assets (September 2015), Open letter to the heads of the FMA, Reserve Bank of New Zealand, Minister of Finance and

Minister of Commerce and Consumer Affairs from nine financial advisers, 16 July 2018. Available online.
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10
EARLY WITHDRAWALS FOR HOUSE
PURCHASE

One of the main barriers to people valuing pension plan membership is the inability to access funds
until, at the earliest, age 50. The Strawman proposed to extend this minimum age to 68 for auto-
enrolment: it may reasonably be expected that this aspect will for many people count as a serious
objection to participation.

We note that within Kiwi Saver, it is possible for members to withdraw almost all of their balance for
the purpose of buying their first home. In essence, after three years of saving in Kiwi Saver, all bar a
balance of NZ$1,000 can be withdrawn for first home purchase – in addition a grant may be payable
from government conditional on Kiwi Saver membership and contributing years towards building or
purchasing a first home.

We have heard objections that this provision has led to a spike in house prices in New Zealand. We
suggest this supposition should be examined critically. Certainly, anything that directs new money
towards the housing market has to have some effect on prices – however the drivers of housing
markets are many and complex, and it is observable that Australia (which only saw the introduction
of a facility for using Superannuation accounts towards house purchase in 2017) has also had a
very long running house price boom.

Proposal for using AE accounts towards house purchase in a sustainable manner

The attractiveness to young people of AE accounts being usable towards house purchase (usually
their main financial worry, ranking well ahead of retirement) should not be disregarded. Neither
should the unattractiveness of people being asked to put away money that they will not see until age
68 (or later if state pension age keeps rising). On the flip side, the danger of AE house purchase
withdrawal inadvertently triggering a house price spike can’t be ignored either.

We believe there is a sensible, fiscally neutral, way to address this. It would work as follows:

- Members would be permitted to withdraw up to 25% of an accumulated AE account to use
towards a first house purchase for the purpose of residence.

- That 25% would be offset in the long run against any retirement lump sum entitlement
applicable to AE (we have suggested that, even under a Taxed-Exempt-Exempt system,
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withdrawal at retirement should not be unlimited. If on the other hand an Exempt-Exempt-
Taxed system is retained, the withdrawal should be tax free).

- The limit of 25% should effectively restrain any undue distorting effect on the housing
market.

The amounts involved under this proposal are unlikely to be huge: an individual with 14% total
pension contributions (6% employee) from a €35,000 annual salary for 10 years would only have
contributed €49,000. Even if we allow for investment growth, it is likely that the level of a 25%
withdrawal would sit in the €10,000-€20,000 range. By contrast, had the individual simply stayed out
of AE and saved 6% per annum, they would have saved €21,000 disregarding investment growth. In
effect, the provision would simply redress some (but not all of) the negative effect that AE would
otherwise have on the ability of young people to buy houses. Such a withdrawal would probably
lend significant help towards supplying a house deposit, without completely covering it.

We note that another objection to this provision is that it conflicts with the goal of enabling
individuals to build up enough money for their retirement needs. This objection is easily dealt with.
Buying a house is, in fact, reducing the financial requirements of individuals in retirement and easing
the path to retirement adequacy. It is, undeniably, a move towards retirement adequacy using a
different means.

Finally, it may perhaps be objected that the Irish housing market is in a dysfunctional state wherein
demand already outstrips supply, and any additional money usable for house purchase entails
pouring fuel on the fire. We have already explained that a 25% withdrawal provision in fact does not
fully redress the otherwise negative effect of AE on housing demand. Beyond this point, though –
AE is only to commence in 2022, by which time it is to be reasonably hoped that the housing market
will be in a somewhat more functional state. It will be many years after 2022 before the amounts in
AE accounts are significant enough to produce any meaningful assistance towards a house deposit.
It seems safe to disregard the current state of the market when considering this measure.
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11
CONTRIBUTION CALCULATIONS – WHAT ARE
‘EARNINGS’?

We note that the Strawman proposes contributions to be calculated as a percentage of ‘qualifying
earnings’, being earnings below a threshold.

We have set out elsewhere our view that no threshold should apply. However this still leaves the
question of what constitutes ‘earnings’.

Broadly, three possible interpretations are conceivable here:

1) Narrow interpretation – ‘earnings’ are simply base salary. This interpretation is commonly
used as the current basis for contributions to many (though by no means all) DC pension
schemes. In the case of jobs with no base annual salary, ‘earnings’ become contracted pay
for hours or days worked, fluctuating from week to week and month to month.

2) Broad interpretation – ‘earnings’ includes all pay excluding benefit in kind, and thus also
extends to commission and bonuses.

3) All encompassing – ‘earnings’ includes benefit in kind, and essentially tallies with the number
that would appear on a person’s P60 as total pay.

Mercer has no strong view on which of these interpretations should be used, but we observe:

- The narrow interpretation, if used, would need to be monitored to avoid abuse, such as
employers tilting remuneration more towards bonuses, commission or overtime in order to
reduce pension contributions.

- The broad interpretation reflects most accurately the pay against which retirement adequacy
should probably be gauged.

- The all-encompassing interpretation provides the broadest definition, but might prove difficult
from an implementation viewpoint.

We recommend that government consult closely with both employers’ representatives and with
workers’ representatives to arrive at a definition that makes most sense both from a retirement
adequacy and a practicality viewpoint.

From the viewpoint of earnings thresholds, if retained, it should be noted that employers do not
always know in advance what an employee may earn in a year. We suggest that an employer
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should be obliged to, based on reasonable criteria, estimate in advance whether an employee will
have earnings over the lower earnings threshold, and should be obliged to auto-enrol the employee
should that estimate suggest the threshold will be exceeded. This action should be taken without
fear of penalty if in fact the threshold is not exceeded. Where an assessment results in non-
enrolment, and the threshold is in the event exceeded, the employer (but not the employee) should
be obliged to make a back payment of 6% to the employee’s AE account, with the employee auto-
enrolled for the following year.
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12
REQUIREMENTS OF EXISTING PENSION
SCHEMES

While it is stated that the Strawman was constructed without any particular view to altering existing
pension plans, there will inevitably be a significant effect. There must necessarily be requirements
made of existing pension schemes to reach a minimum standard to exempt employers from the
requirement to auto-enrol their employees.

The overall objective of requirements here should be to encourage existing schemes to match or
exceed the benefits of auto-enrolment, without inadvertently driving them out of existence by
requiring exact emulation of non-beneficial conditions (e.g. requiring minimum total contributions of
12% makes sense, but requiring that the 12% be made up of exactly 6% employee, 6% employer
on a particular definition of earnings probably does not.)

DC based exemption

We suggest employers should be allowed to exempt from auto-enrolment any employees eligible for
membership of alternative DC pension plans run on the following bases:

• The total default contribution should be at least 12% of base salary total by default from
employee and employer, with no obligation on employees to contribute more than 6% to qualify
for a 6% employer contribution.

• Reduction of the employee contribution below 6% should be permitted, provided that 12% total
contribution is achieved by default.

• Lower total contribution rates should be permitted by choice of the employee, but not by default.

DB based exemption

We suggest employers should be allowed to exempt from auto-enrolment any employees eligible for
membership of DB schemes on the following bases:

• A benefit accrual rate of no less than 1/80th of final or career average base salary per annum by
default, allowing for integration with the State Pension.
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• No employee contribution should be required by the government for exemption (though many
schemes may choose to require an employee contribution and would still be exempted)

Exemption considerations common to DB and DC

• Where employers wish to make membership a contractual condition of employment, they should
be permitted to do so: i.e. it should not be obligatory to allow employees to opt out.

• Any employees exempt from auto-enrolment should by default be automatically enrolled in the
employer’s alternative plan from commencement of employment.

• Existing employees not previously automatically enrolled, should be automatically enrolled from
the point that auto-enrolment is introduced – with the option to opt out. We believe legislation will
be required for this, as otherwise the action would be a non-authorised deduction from earnings.

• Base salary from the perspective of contributions (DC) or benefits (DB) must extend to at least
contracted pay actually earned, with the scheme permitted (but not obliged) to emulate the same
minimum and maximum thresholds for earnings as applicable to auto-enrolment. Lower
minimum and higher maximum thresholds should be permitted. Higher minimum and lower
maximum thresholds should not be permitted.

• Due allowance should be made for cases where annual earnings are not known by the employer
in advance, with backdated employer contributions permitted where a threshold is crossed and
auto-enrolment into the employer’s scheme required where there is a reasonable expectation
that the earnings thresholds will be exceeded.

• Schemes should permit membership up to at least the maximum age permitted under auto-
enrolment (we have argued elsewhere that there should not in fact be a maximum age, and if
there is not one, that requirement should also be extended to exempt schemes).

There will be a myriad of other considerations. In general we believe the government should adhere
to the intention set out in the Strawman not to interfere too directly in the operation of existing
schemes. We also believe that when this element of the final AE Plan is designed, there should be a
consultation with existing pension schemes and their sponsoring employers.
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	• An element of contributions could be held back to cover costs – this would undoubtedly be unpopular, would not cover the costs in the early years, and could lead to mistrust in the system.
	• Participating employers could be required to pay a per member charge – employers would strongly resist this given that auto-enrolment already places a considerable new cost on them.
	• Central government funding could cover the cost – this is probably the easiest solution from an administrative viewpoint and therefore the one that we support.
	However until the government establishes what the CPA will actually cost it is hard to fully assess how it should be paid for.
	5. Is the use of commercial providers for the provision of retirement savings options the right approach?
	Yes.
	Commercial providers have decades of valuable experience in the provision of retirement savings options and a strong grasp based on that experience of what does and does not work. We find it highly doubtful that government would be able to establish a state entity that would do this job better or more efficiently. In any event, attempting to do this would raise competition issues.
	6. Is it appropriate to limit the number of AE Registered Providers, as proposed, in order to provide economies of scale and drive down unit costs?
	No – at least not to the number of four proposed.
	Ireland’s is not a large pension market. There are 8 providers of scale in the DC market; moreover it is in our view unlikely that all of them will wish to be active in the auto-enrolment system. We believe that government should set minimum requirements for providers and allow any providers that can fulfil those minimum requirements, and that wish to be involved, to act as Registered Providers. If an upper limit has to be set for practicality reasons, we suggest somewhere between 6 and 10 will provide an appropriate number.
	Though re-tenders are envisaged, we think such exercises would involve very considerable costs: it is not simple, straightforward and low cost to uproot several hundred thousand accounts with their associated records and move them to a new provider. Auto-enrolment will be loss making in the early years: providers are unlikely to be willing to accept those losses if there is a strong chance government will remove their accounts from them five to ten years down the line just as those accounts reach a size where they are profitable.
	We do not believe, once the CPA is set up on the proper basis and with the correct functioning, that the unit costs associated with 6 to 10 providers rather than 4 will be significantly different. The CPA should set requirements around the operation of the Registered Providers that ensure this is the case.
	We note that in New Zealand, which operates a similar system to that proposed in the Strawman and has a very similar population, there are nine default providers using the carousel system. If Ireland is to opt for a much lower number there should be very clear reasons why this is felt to be desirable, particularly given the certain effect of suppression of competition.
	7. If so, is the maximum figure proposed of four providers about right? Or should it be more or less, and if so, why?
	There are in our view 8 providers of scale in the Irish DC market: if they are willing and able to fulfil the minimum requirements, they should be allowed to participate.
	Any practitioners not selected as auto-enrolment providers are likely to find that their presence in Ireland withers, as many employers offering pension schemes at present are likely to move over to the auto-enrolment system. Once excluded, a provider may find it impractical to re-enter the market. Four providers is a small number when it comes to innovating and providing competition: what is envisaged here would over time become a narrow and impenetrable oligopoly. We believe either a higher limit should be set or no limit should apply, provided fairly stringent requirements are met.
	8. Are there alternatives that can achieve the economies of scale required other than to select a limited number of providers by open tender?
	We are not clear what economies of scale the government envisages from 4 providers as opposed to, say, 8 – but we don’t believe they will be particularly significant.
	It is very likely that, depending on the CPA’s exact requirements, the number of providers will effectively limit itself: all Registered Providers will make losses from auto-enrolment in the early years. Smaller providers simply will not have the financial resources to enter this market.
	9. What do you believe is the optimum governance structure for Registered Providers and why? (e.g. Master Trust or insurance based contract providers).
	Government has expressed a concern that the fiduciary interests of members should be prioritised by Registered Providers. We don’t see how that can be a reality under a contract system: it seems illogical to suggest that one party to a contract should prioritise the interests of the other party. Master trusts provide a preferable structure here.
	Master Trusts
	Prioritisation of the interests of members has been highlighted in the Strawman proposal as a major concern. Master trusts, having trustees with trust law and statutory duties to prioritise the interests of members, are an obvious structure to achieve this. We think that government, working with the Pensions Authority, should make efforts towards making it possible and practical for master trusts to act as auto-enrolment vehicles.
	As against this, the Pensions Authority’s recent consultation paper on master trusts envisages a system whereby capital would be required against both running costs and wind up costs. If one puts together requirements for capital that are (as in the case of running costs and wind up costs) a function of the number of members, with very limited economies of scale, the capital requirement for a master trust participating in auto-enrolment becomes eye-wateringly high. The providers of that capital will want a return on it, over and above the return on their basic administration and investment role. This in turn will be challenging to achieve, particularly in the early years, with a 0.5% charge cap. There is a danger that the interplay between the Pensions Authority’s proposed new regulations and the charge cap effectively bar master trusts from being auto-enrolment Registered Providers.
	It should be noted that at present master trusts typically operate through a direct contractual and trust law arrangement between the master trust and each participating employer. In another section, Mercer advocates allowing (but not requiring) employers to select a default provider, which choice could be overridden by individual members on their own account, or where the individual member already has an account from a previous employment. However the primary relationship would necessarily be between the master trust and the member: this will require an alteration in the way they are set up. To avoid the need for design of yet another new pension structure, the Pensions Authority (which is currently designing specific rules for master trusts) and the Department of Employment Affairs and Social Protection, should collaborate in devising rules and legislations to facilitate the type of relationship envisaged under auto-enrolment, where the primary relationship is not employer-master trust but member-master trust.
	Insurance based contracts
	The main disadvantage of insurance based contracts is the absence of member-oriented governance: the overriding priority of the provider will inevitably be to generate a profit. This falls short of the government’s requirement that ‘provisions will be required to ensure that providers have a duty to operate in the best interests of members’.
	We also observe that if there is a requirement that the vehicle for auto-enrolment must be insurance based contracts, this effectively makes auto-enrolment utterly dependent on a very small (and shrinking) pool of 4 current insurance companies in Ireland that operate in the group pensions market. If contracts are to provide the relevant structure, we do not see why there should be a requirement that they be insurance based.
	10. Where a member elects not to choose a provider and fund option, is it appropriate to allocate them to the default fund of one of the AE Registered Providers on a carousel basis, or is there a better alternative you would suggest?
	We believe the carousel basis makes sense – in the absence of this, either employees must choose (and most will probably find themselves unable to make any proper judgement) or the government must choose (in which case it will effectively be picking a single auto-enrolment provider). The carousel approach has worked well in New Zealand.
	We explain in the answer to question 14 why we think that, before the carousel takes effect, employers should also be given the opportunity to make a selection.
	11. What is an appropriate maximum limit on the level of administration/investment management fees?
	We believe the proposed limit should be raised to 0.65% and in addition there should be scope for a per member charge of up to €30, paid from the member’s account annually.
	No Registered Provider will make money from auto-enrolment in its early years: indeed allowance will need to be made for substantial losses. This can be illustrated by a simple example.
	• Suppose the average salary of an auto-enrolled worker to be €30,000
	• Presume a total contribution as envisaged by the strawman of Year 1: 2.33%
	• Contributions would be €700 in Year 1; average pot size through that year would be c. €350
	Year 1 annual charge from such an account will total around €1.75 at 0.5%. Underlying investment managers will take a share of that revenue on a percentage basis. This is even before the actual administration work of setting up a member’s account, handling and reconciling payments in and out and processing events such as opting out and issuing statements. Over time, revenue will build – but it will be a number of years before any provider breaks even on running costs versus ongoing costs, and a number of years more before initial losses and setup costs are covered.
	It should be observed that of the 9 default Kiwi Saver providers in New Zealand, 6 charge annual management fees in excess of 0.50%, and all of them charge substantial flat membership fees in addition. We don’t see how the Irish market is likely to be able to operate on a significantly lower cost basis to this, especially given that account sizes will start at zero and will not grow to any significant level for many years. It may nonetheless be achieved, but the effect goes beyond squeezing the margins of providers: there will be knock on effects in terms of the functionality that can be afforded, the diversification possible within the underlying investment, the number of providers competing and the future investment that providers will be prepared to undertake.
	We propose as follows:
	• In addition to the annual percentage based charge, Registered Providers should be allowed to charge a per member flat fee of up to €30 per annum. Such a fee is necessary to limit steep losses in the early years of involvement in auto-enrolment.
	• Annual percentage based charges should be capped at 0.65%, which is the norm for mature insured schemes in Ireland with average account sizes of €30,000-€50,000 – it should be noted that most auto-enrolment accounts will be far smaller than this for many years to come.
	• As in the UK, no charge cap, or at least a higher charge cap, should apply to investment options other than the default – members capable of making their own choices may want solutions capable of better diversification that achievable under the cap applicable to the default, and should be in a position to make a reasonable judgement as to whether those charges offer value or not.
	• The CPA should reserve the right to alter fee caps in the future based on the growth in average account sizes – over time it might be possible to abolish the flat fee and vary the maximum annual charge downwards.
	It should be noted that the ability of providers to deliver at low cost is largely a function of the work they are required to do, and it is within government’s power to reduce that work and thus encourage the market towards lower fees. Concrete steps that could be taken include:
	- Removal of the need to provide annual statements and other materials in hard copy unless members explicitly consent, and instead adopting a system whereby statements and other materials are delivered online via the Registered Provider’s website, with members enabled to request a hard copy if they so wish. (We suggest the government also strongly consider the positive environmental impact of this: the level of paper currently generated by the pensions industry is staggering, largely due to outdated disclosure rules – we strongly suspect almost all of this paper ends up being binned by members, usually without ever being read).
	- Reducing the amount of needless information that must by regulation be given to members – bearing in mind that auto-enrolment should involve a simple structure, and that much of the information currently given is beyond the ability of most members to understand and beyond the inclination of most members to pay attention to. There is a huge disconnect between what law and regulation says members must be told, and the (limited and generally quite specific) information that members actually want and find useful.
	- Remittance of all contributions by the CPA to providers on one or two set days every month – regardless of the date of receipt of contributions by the CPA (this may require alteration to the 21 day rule currently applicable to occupational pension scheme remittances).
	- Ensuring that members re-enrolled after a change of employment or a pause in contributions re-enrol with the same provider that they previously used.
	- Routing transfers from occupational pension schemes, if permitted, through the CPA.
	- Limiting the amount of data that providers require to administer benefits – for example, if possible any requirement for providers to store data on member salaries and service periods should be lifted (these are currently required within occupational pension schemes to calculate benefit entitlements; all government needs to do in relation to auto-enrolment is avoid any interplay between benefit entitlements and salary or service).
	- Operating a very simplified contract structure between the individual and the provider.
	- Dropping the requirement for statements of reasonable projection on joining and leaving, and instead restricting these to inclusion with annual benefit statements.
	- Dropping any idea of saving suspension periods – and instead simply allowing members to opt in or opt out per the rules of the auto-enrolment regime.
	- Creating simple rules for application of pension adjustment orders on divorce – ideally involving a simple division of the account and (if one does not already exist) creating a new account for the member benefitting from the order.
	• There will have to be considerable and rapid effort put into the creation of the CPA, which in turn implies rapid clarification of its exact role.
	• There will have to be considerable legislative and regulatory activity to create the new framework.
	• Significant costs will arise: the public and the political system need to be prepared for this.
	14. Do you believe that employees should select their preferred provider or should employers be required to select a Registered Provider on their behalf?
	The Strawman proposal envisages a scenario where the employer has no role other than to hand over the correct level of contributions to the CPA. We think this is a missed opportunity. Our own research (represented in our global report, Healthy, Wealthy and Work-Wise: The New Imperatives for Financial Security) found based on a survey of 7,000 people across 12 countries (including Ireland) that 79% of workers globally (and 81% in Ireland) trust their employer to ‘give [them] sound advice on planning, saving and investing for retirement.’ The equivalent score for government was 55% (54% in Ireland). Employers are trusted to a far greater degree than almost anyone other than friends and family, and if the employer link to retirement provision is broken bar contributions, then an opportunity to build trust in the system will have been missed.
	We propose as follows:
	• Employees will be free to select a Registered Provider,
	• In the absence of an employee choice, the selection should be of the default Registered Provider selected by an employer,
	• Neither employee nor employer will be obliged to choose, and in the absence of a choice the carousel will apply
	• Where an employee already has an Auto-Enrolment account (for example from a previous employment) contributions will be directed to that account and to that Registered Provider. The employee will of course be free to switch to the Registered Provider selected as the default by their employer, or to any other Registered Provider of their own choice.
	We believe such a step would help to build trust in the auto-enrolment system. We note that New Zealand’s Kiwi Saver model allows for employer choice, and that the percentage of employers making a choice is rising (albeit from very low levels).




	RESPONSES TO SECTION 4.2: TARGET MEMBERSHIP
	• Plenty of people who earn under €20,000 will be in situations where contributions are perfectly affordable – amongst innumerable instances, these situations might include living with parents, living without rent or mortgage due to home ownership, living with a partner with a higher income, working in a scenario that involves employer provision of accommodation or living in a particularly low cost situation for other reasons. Conversely, there will be situations where individual income is higher than €20,000 but contributions will be unaffordable and the individual will opt out.
	• The existence of the opt-out means the individual can be left to decide affordability, and will be in a far better position to do so than the state can be using a blunt cut-off point.
	• Income situations change over time (as do expenditure requirements): considered over a lifetime, it is highly likely to be in the interests of most individuals at all income levels to be a member of a plan in which there is a 6% employer contribution plus state support available.
	• As the Strawman paper observes, the cut-off point is likely to discriminate against women.
	• The Strawman proposal makes heavy play of the improved outcome for lower income workers from the replacement of tax relief with a state contribution – this argument makes no sense whatever if lower income workers are not to be auto-enrolled.
	• The earnings cut off will create anomalies in the cases of individuals whose earnings fluctuate from month to month, or individuals who hold more than one job. In the UK, significant difficulties were created for employers by the interaction of a Lower Earnings Limit with a rigid definition of earnings in respect of employees in or around the Lower Earnings Limit level whose hours were uncertain or for whom a proportion of earnings was fluctuating: employers simply did not know whether or not they could or should auto-enrol those people.
	• If active members of plans that satisfy requirements exempting the employer from AE were allowed to transfer out, employers would end up in the burdensome position of having to pay contributions for different employees to different places – this would be unacceptable to most, as the administrative burden is not light.
	• Transferring involves considerable administrative effort and therefore cost, which if engaged in by large numbers would undermine the viability of the cost carriers (likely to be the CPA and the employer’s scheme).
	• The viability of existing pension schemes may be undermined in the event of significant transfers out.
	• If AE only permits retirement at state pension age, members lose flexibility by transferring in, and can evade the retirement age limit by transferring out.
	If the two systems are closely aligned, there may be a case for allowing the transfer of deferred members into the AE system. However even this should only be permitted as and when the CPA has developed an efficient means of executing this. We see the creation of transfer functionality as something that is not needed on day 1 of auto-enrolment and may turn out never to be desirable.




	RESPONSES TO SECTION 4.3: EMPLOYER AND EMPLOYEE CONTRIBUTION RATES
	• First, as far as possible, we believe that the situation should become normal that where money is earned, pension contributions are made.
	• Second, a disregard will act as a complicating factor for employers and a source of confusion for employees.
	• Third, we presume that the calculations which arrived at 14% as the correct figure for total contributions will be invalidated if a disregard is included.



	RESPONSES TO SECTION 4.4: FINANCIAL INCENTIVES PROVIDED BY THE STATE
	• Some existing pension plans, including but not restricted to DB schemes, either require basic employee contributions in excess of 6% or incentivise such through an employer match. Those excess contributions would now receive no state incentive, if that system was applied to occupational pension schemes.
	• Many people make Additional Voluntary Contributions to pension plans to top up their savings, with tax relief providing the incentive. They will most likely be very upset to find that facility gone if these limits were introduced, and no rationale is given for why the government should suddenly move in such a decisive manner against additional long term saving. This would be contrary to the stated objective of encouraging coverage and adequacy.
	• Many public or civil servants will find themselves contributing well over 6% of salary, and/or over 6% of the salary cap, between their contributions to their pension scheme and the Additional Superannuation Contribution. For example, a member of the Single Public Service Pension Scheme earning €50,000 per annum will pay a total of €3,402, or 6.8% of salary. Such people will now find that only part of their pension contribution now benefits from government support.



	RESPONSES TO SECTION 4.5: INVESTMENT OPTIONS
	Low risk default
	The Strawman sets out that many people are very averse to investment risk, and this is true. People’s inclinations run counter to many aspects of pension saving, which is why auto-enrolment is being introduced in the first place. However it is demonstrably provable that people investing for very long periods usually benefit enormously from taking investment risk.
	Over time, the difference in real returns between (high risk) equity based investments and (ostensibly low risk) government bond based investments has historically averaged out at 3.3% per annum. To put this another way, if you invested €1,000 in bonds for 40 years, you would on average historically (in real terms, after adjusting for inflation) end up with an investment worth €2,041. If you had instead invested in equities, you would have ended up with an investment worth €7,313, over 3.5 times as much.
	Human inclination is risk averse, but low risk investment options will, over a 40 year or even far shorter span, almost certainly result in far worse outcomes for savers than a medium or medium-high risk option, as is the norm for DC pension plans in Ireland currently. The matter of excessive risk when retirement is closer can be dealt with by lifestyling. We strongly recommend that the default should be, during the growth/younger phase, a medium-high risk option exhibiting annual volatility in the 10-15% range (consistent with a rating of 5 on the 1-7 ESMA scale). This tends to equate in practice to a significant proportion (50-70%) in equities with the balance in lower risk and/or diversifying assets.
	If a concession must be made to risk-averse human instincts, we suggest examining the NEST model whereby the first few years of investment are in low risk assets, with a move to higher risk, higher return assets after that.
	The Strawman paper notes that people are put off supplementary pensions by uncertainty regarding retirement income from DC models. However the only certainty derived from a low risk investment option will be certainty of a low retirement income. Moreover, even a (hypothetical and impossible) investment option offering a set guaranteed return would not give certainty of retirement income, as annuity rates and lifespans would remain uncertain. The off-putting nature of retirement income uncertainty is very real, but a low risk investment default actually reduces, rather than increases, the likelihood of a good retirement income.
	It may be observed that in New Zealand, the decision taken was to opt for low risk default funds for Kiwi Saver. However this has turned out to be a poor decision, and has been widely criticised as such. Representations have been made to the New Zealand Financial Markets Authority that defining the default as conservative rather than medium risk or ‘balanced’ has cost members 3.5% per annum, or cumulatively (allowing for gradual build-up of contributions) 12.5% over ten years to March 2018. Every ten year period will of course be different, but this is consistent with the historical equity risk premium going back to 1900. The default funds in New Zealand were originally regarded by government as ‘temporary holding funds’; however consistent with the experience of pensions almost everywhere, it has proven very difficult to overcome inertia and successfully encourage members to switch down the line.
	Lifestyling applicable to all investment options:
	Not all members will want lifestyling, and lifestyling will not be suitable for all members. Some will want to maximise growth potential all the way to retirement, and in certain contexts (e.g. substantial non-pension savings) this can be a reasonable thing to do. Others will want to avoid risk as far as possible at all stages (this is a far less sensible position for younger members in particular; nevertheless the option will be wanted). It is not normal practice in a pension plan that all options should be lifestyled.
	Lifestyle options based on low, medium and high risk
	There should indeed be options to follow different lifestyle paths; however there is a very strong argument for saying the point is missed by offering lifestyle paths that begin at different risk levels. The far bigger issue is that, depending on the type of benefit that will ultimately be taken, different endpoints for lifestyling will be suitable for different members.
	• Someone likely to take their benefit in the form of gradual drawdown and continued investment (such as an ARF under the current pension system) should ultimately end up invested in a mix of risk/growth assets and cash by retirement – on the basis that there is no point withdrawing money from the markets pre-retirement only to invest it again post-retirement.
	• Someone likely to take their benefit as an annuity and a lump sum should ultimately end up invested in a mix of bonds and cash by retirement – on the basis that annuity prices are linked to long term bond prices.
	• Someone likely to take their benefit purely in the form of cash should ultimately end up invested in cash only by retirement.
	The point here is that the default option (which should be lifestyled) should include a default endpoint, but also the flexibility for a member to choose a different endpoint (and if the AE system allows, a different target retirement age) to that applicable to the benefit envisaged by the default. Registered providers should be capable of offering this flexibility.
	Poor choice with three options
	The simplicity goal is largely achieved by the existence of a good default option – after this, there will be a minority of members that wish for choice and will feel restricted by three options.
	We believe a range of non-lifestyled, risk rated, diversified options should be made available, with simplicity retained by describing the options in terms of their risk/reward profile (e.g. Cash, Stability, Low Growth, Cautious Growth, Moderate Growth, High Growth, each tallying with an expected ESMA risk rating from 1 to 6. Risk rating 7 on the ESMA scale can be omitted, as the level of risk is so high as to be hard to obtain through standard investment asset classes).




	RESPONSES TO SECTION 4.6: POLICY FOR OPT-OUT AND RE-ENROLMENT
	RESPONSES TO SECTION 4.7: ARRANGEMENTS FOR BENEFITS AND THE PAY-OUT PHASE
	• Virtually all Irish people with more than trivial benefits (as defined by Revenue) take advice at retirement (we know this is not the case, for example, in the UK or New Zealand). The almost universal prevalence of retirement advice can be attributed to the interaction of the following factors:
	– The AMRF/annuity requirement for the first €63,500 of post-retirement income essentially means a member with more than trivial benefits almost always buys a regulated product and cannot simply draw all the money down, unless requirements for guaranteed annual income in retirement are met (notably the gradual rise in the state pension to a level where it will now be worth more than the ARF income requirement jeopardises this, but that is a very recent Budget 2019 development).
	– The Central Bank insists that, bar exceptional execution only cases, advice must be given where a regulated product is bought, and that advice must fulfil the requirements of the Consumer Protection Code.
	• The requirement for imputed distribution of 4% from ARFs (rising to 5% after age 70) has set a benchmark for drawdown. In practice, most consumers take the minimum level of drawdown year on year – a level which is consistent under most long run investment return scenarios with assets lasting for 25 years plus into retirement.
	• Many people can afford to retire before state pension age, and auto-enrolment is made less attractive for them if they can’t use it for that purpose.
	• Many people leave employment, not always voluntarily, well before state pension age and may have difficulty finding new employment – refusing to let them access their auto enrolment accounts is effectively to force them to depend on social welfare.
	• It is not sensible for the government to dictate, using a blunt high age barrier, when it is in the interests of members to access their accounts.
	• Some individuals may intend on working in a part-time capacity as they get older but may need to access a small amount of their auto-enrolment account in order to provide for their income needs.
	We think it might make sense for government to raise the minimum age to access benefits from age 50 to age 55, as has happened for pension benefits in the UK – this reflects rising life expectancy over the last number of decades since the threshold was originally set. We see no case at all for raising the minimum age for accessing benefits to state pension age, and we confidently predict that commentators will, with good cause, highlight any such restriction as a very significant negative feature of auto-enrolment.
	50. Do you agree that early access to accumulated retirement savings should be provided on the grounds of ill health and enforced workplace retirement. If so, under what conditions and from what age?
	For the purposes of early retirement from a pension scheme, Revenue currently defines ill-health as ‘physical or mental deterioration which is serious enough to prevent the individual from following his/her normal employment or which very seriously impairs his/her earning capacity’. We see no reason to alter that definition, and we think it should be extended to auto-enrolment. No age limit is currently applied to it, nor should it be.




	REFLECTIONS ON THE KIWI SAVER EXPERIENCE
	• Government (in New Zealand, Revenue) has assumed the role of collecting contributions and sending them to providers – as per the CPA proposal. This has worked, has made administration less costly, and has facilitated lower fees and easier transactions.
	• Large numbers of people have enrolled: there are currently 1,681,977 contributing members and 2,837,656 members overall, providing an endorsement of the auto-enrolment approach.
	• From Mercer’s discussions with our counterparts in New Zealand (who are default Kiwi Saver providers), it appears that Kiwi Saver is positively perceived by both members and providers.
	Shortcomings to be avoided
	Investment default
	The investment default for Kiwi Saver was a conservative fund, as also proposed in the Strawman. This has been a mistake. It has been acknowledged that returns would have been better had the default been higher risk. The New Zealand Financial Markets Authority appears to wish to address this by getting providers to educate members with a view to them switching.
	In our view this is wholly unrealistic. From our own experience, which is echoed in pension plans around the world, it is extremely difficult to get most members to make active investment choices, no matter how intense or innovative your education and communication efforts. Pete Lunn of the ESRI has fairly convincingly demonstrated that even immediately after intensive education efforts, understanding of pension related issues remains exceptionally poor: it is unrealistic to expect individuals to make educated decisions about their pension investments.
	The default investment option needs to be one that policymakers and providers believe is right for people, rather than (as proposed in the Strawman) one that panders to the natural and innate, but in this case disadvantageous, risk aversion of human beings. The experience of existing pension plans shows that whether the default is low risk, high risk, or anything in between, members will overwhelmingly remain in it. For this reason we proposed a default lifestyle option that, when members are younger, is medium-high risk in nature.
	Non Contributing members
	There were roughly 1.2 million non-contributing members of Kiwi Saver in March 2018, amounting to just over 40% of the total membership. Doubtless there are good reasons why some of these members are not contributing, but the rate is undeniably high. Just over 100,000 of these are on contribution holidays, many others however appear to have simply opted out. It seems that approximately one fifth of non-contributing members resume contributing in a given year.
	These numbers suggest to us that the government should examine the ease of opting out in New Zealand and look for ways in which to discourage that step.
	Aggressive targeting of accounts
	The dominant Kiwi Saver providers in terms of market share rapidly became the banks. Reasons for this partly include strong retail presence, but also include examples of questionable practice including:
	• Asking customers if they would like to view their Kiwi Saver online alongside their bank accounts, without explaining that this entailed transferring their Kiwi Saver,
	• Indicating that applications for other services such as loans or credit cards would be viewed more favourably if a Kiwi Saver transfer took place,
	• Including Kiwi Saver transfer forms with applications for other products, leading to consumers inadvertently switching their Kiwi Saver,
	• Remunerating branch staff via commission for aggressively targeting Kiwi Saver transfers.
	It has also been alleged that the banks are acting in a manner that creates conflicts of interest, by investing portions of default funds in banking sector assets (though in fairness, given the government led specifications around cautious defaults, it’s hard to see how they have much choice in this regard). It is noticeable that the banks tend (with some exceptions) to apply charges towards the higher end of the range permitted.
	We note that Irish regulations on financial services sales would preclude some of this type of activity in Ireland. However the New Zealand experience suggests to us that the relevant regulators need to be quite clear on what activity is, and what is not, acceptable with regard to persuading an individual to switch their auto-enrolment account.
	• Facility for withdrawals for house purchase
	• A charge cap of 0.50%, when most Kiwi Saver default providers not only charge more than this but also apply a flat NZ$ based administration charge. It is not clear why the government thinks a lower charge cap is practical and desirable in Ireland than in New Zealand.




	EARLY WITHDRAWALS FOR HOUSE PURCHASE
	One of the main barriers to people valuing pension plan membership is the inability to access funds until, at the earliest, age 50. The Strawman proposed to extend this minimum age to 68 for auto-enrolment: it may reasonably be expected that this aspect will for many people count as a serious objection to participation.
	We note that within Kiwi Saver, it is possible for members to withdraw almost all of their balance for the purpose of buying their first home. In essence, after three years of saving in Kiwi Saver, all bar a balance of NZ$1,000 can be withdrawn for first home purchase – in addition a grant may be payable from government conditional on Kiwi Saver membership and contributing years towards building or purchasing a first home.
	We have heard objections that this provision has led to a spike in house prices in New Zealand. We suggest this supposition should be examined critically. Certainly, anything that directs new money towards the housing market has to have some effect on prices – however the drivers of housing markets are many and complex, and it is observable that Australia (which only saw the introduction of a facility for using Superannuation accounts towards house purchase in 2017) has also had a very long running house price boom.
	Proposal for using AE accounts towards house purchase in a sustainable manner
	The attractiveness to young people of AE accounts being usable towards house purchase (usually their main financial worry, ranking well ahead of retirement) should not be disregarded. Neither should the unattractiveness of people being asked to put away money that they will not see until age 68 (or later if state pension age keeps rising). On the flip side, the danger of AE house purchase withdrawal inadvertently triggering a house price spike can’t be ignored either.
	We believe there is a sensible, fiscally neutral, way to address this. It would work as follows:
	- Members would be permitted to withdraw up to 25% of an accumulated AE account to use towards a first house purchase for the purpose of residence.
	- That 25% would be offset in the long run against any retirement lump sum entitlement applicable to AE (we have suggested that, even under a Taxed-Exempt-Exempt system, withdrawal at retirement should not be unlimited. If on the other hand an Exempt-Exempt-Taxed system is retained, the withdrawal should be tax free).
	- The limit of 25% should effectively restrain any undue distorting effect on the housing market.
	The amounts involved under this proposal are unlikely to be huge: an individual with 14% total pension contributions (6% employee) from a €35,000 annual salary for 10 years would only have contributed €49,000. Even if we allow for investment growth, it is likely that the level of a 25% withdrawal would sit in the €10,000-€20,000 range. By contrast, had the individual simply stayed out of AE and saved 6% per annum, they would have saved €21,000 disregarding investment growth. In effect, the provision would simply redress some (but not all of) the negative effect that AE would otherwise have on the ability of young people to buy houses. Such a withdrawal would probably lend significant help towards supplying a house deposit, without completely covering it.
	We note that another objection to this provision is that it conflicts with the goal of enabling individuals to build up enough money for their retirement needs. This objection is easily dealt with. Buying a house is, in fact, reducing the financial requirements of individuals in retirement and easing the path to retirement adequacy. It is, undeniably, a move towards retirement adequacy using a different means.
	Finally, it may perhaps be objected that the Irish housing market is in a dysfunctional state wherein demand already outstrips supply, and any additional money usable for house purchase entails pouring fuel on the fire. We have already explained that a 25% withdrawal provision in fact does not fully redress the otherwise negative effect of AE on housing demand. Beyond this point, though – AE is only to commence in 2022, by which time it is to be reasonably hoped that the housing market will be in a somewhat more functional state. It will be many years after 2022 before the amounts in AE accounts are significant enough to produce any meaningful assistance towards a house deposit. It seems safe to disregard the current state of the market when considering this measure.




	CONTRIBUTION CALCULATIONS – WHAT ARE ‘EARNINGS’?
	REQUIREMENTS OF EXISTING PENSION SCHEMES
	• The total default contribution should be at least 12% of base salary total by default from employee and employer, with no obligation on employees to contribute more than 6% to qualify for a 6% employer contribution.
	• Reduction of the employee contribution below 6% should be permitted, provided that 12% total contribution is achieved by default.
	• Lower total contribution rates should be permitted by choice of the employee, but not by default.
	DB based exemption
	We suggest employers should be allowed to exempt from auto-enrolment any employees eligible for membership of DB schemes on the following bases:
	• A benefit accrual rate of no less than 1/80th of final or career average base salary per annum by default, allowing for integration with the State Pension.
	• No employee contribution should be required by the government for exemption (though many schemes may choose to require an employee contribution and would still be exempted)
	Exemption considerations common to DB and DC
	• Where employers wish to make membership a contractual condition of employment, they should be permitted to do so: i.e. it should not be obligatory to allow employees to opt out.
	• Any employees exempt from auto-enrolment should by default be automatically enrolled in the employer’s alternative plan from commencement of employment.
	• Existing employees not previously automatically enrolled, should be automatically enrolled from the point that auto-enrolment is introduced – with the option to opt out. We believe legislation will be required for this, as otherwise the action would be a non-authorised deduction from earnings.
	• Base salary from the perspective of contributions (DC) or benefits (DB) must extend to at least contracted pay actually earned, with the scheme permitted (but not obliged) to emulate the same minimum and maximum thresholds for earnings as applicable to auto-enrolment. Lower minimum and higher maximum thresholds should be permitted. Higher minimum and lower maximum thresholds should not be permitted.
	• Due allowance should be made for cases where annual earnings are not known by the employer in advance, with backdated employer contributions permitted where a threshold is crossed and auto-enrolment into the employer’s scheme required where there is a reasonable expectation that the earnings thresholds will be exceeded.
	• Schemes should permit membership up to at least the maximum age permitted under auto-enrolment (we have argued elsewhere that there should not in fact be a maximum age, and if there is not one, that requirement should also be extended to exempt schemes).
	There will be a myriad of other considerations. In general we believe the government should adhere to the intention set out in the Strawman not to interfere too directly in the operation of existing schemes. We also believe that when this element of the final AE Plan is designed, there should be a consultation with existing pension schemes and their sponsoring employers.





