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Discussion Paper on PRSI Simplification
1.0
Introduction

The Minister for Finance announced the following in his Budget 2000 speech: - “I am very conscious of the need to keep tax and levy systems as simple as possible.  The PRSI regime has become complex over time, adding to overall administration costs in the economy.  I intend to review the structure of the system with a view to its simplification.”  This paper has been compiled jointly by the Departments of Finance and Social, Community and Family Affairs.  It outlines the current system, the key complexity issues and details a number of options which, if adopted, could contribute to a reduction in the complexity of the systems.

1.1
The current PRSI system is designed to collect social insurance and the Health Contribution.  It comprises of a system which contains 12 PRSI classes and 35 sub-classes.  1 class and 15 of the sub-classes exist solely for the purposes of the Health Contribution. In addition, there are two annual earnings ceilings for social insurance purposes while the Health Contribution does not have an annual ceiling.  However, the latter does have an annual earnings threshold below which a Health Contribution is not payable on an annual basis.  (See Appendices 1 & 2)

1.2
Budgets Developments 1994 to 2000

The 1994 Budget restructured Employer PRSI by means of the introduction of a lower rate (9%) of employer PRSI where earnings were less than £173 p.w. Budget 1995 saw the 9% rate reduce to 8.5% with the threshold increasing to £231 p.w. and the introduction of a PRSI weekly allowance (£50 p.w. for class A, H and E contributors and £10 p.w. for modified and self employed contributors).  Subsequent Budgets saw employers’ PRSI standard and lower rates decrease to their current level of 7.8% and 11.3% respectively; the PRSI weekly allowance increased to £100 p.w. (full rate) and £20 p.w. (modified and self employed.  In Budget 2000, the FÁS Apprenticeship Training Levy (which applied to certain sectors only) was abolished and a new National Training Fund Levy was announced at a rate of 0.7%.  When the new levy comes into effect later this year it will coincide with a 0.7% reduction in employer PRSI ensuring no overall change in the amount payable by employers.  Post-Budget 2000 announcements saw the introduction of an employee PRSI exemption threshold of £226 p.w. and an increase in the Health Contribution earnings threshold from £226 p.w. (as announced on Budget day) to £280 p.w.

1.3
The current PRSI and Health Contribution system generates a large number of enquiries and complaints, particularly from employers and payroll companies.  These focus on the complexity of the system and necessitate significant administrative resources being made available by both the Department of Social, Community and Family Affairs and the Revenue Commissioners in order to deal with same.  The Expert Working Group on the Integration of the Tax and Social Welfare Systems (TWIG 1996) discussed the complexity issue and reported that employers compliance problems had exacerbated significantly since 1994 when additional complexities were introduced e.g. the distinction made between PRSI and levies for the weekly PRSI allowance.  After the 1994 PRSI changes, it was reported to an Employers help-line set up by DSCFA that payroll software had to be substantially rewritten at considerable cost and that the weekly non-cumulative system with varying thresholds caused considerable difficulties for payroll operatives and software companies.  “Social Insurance in Ireland” published in 1996, also concluded that “this level of complexity is difficult to justify”. The TWIG report noted that “while the complexities of the system are designed to achieve valid policy goals, we accept that the interaction between income tax, PRSI and levies is now extremely complicated and that it is necessary to simplify this as far as possible, consistent with maintaining those elements of the system which are essential”.  It should be noted that the complexity of the system has increased since both of these reports were published.

1.4
Impact of Complexity

The current structure gives rise to the following:


-
Regular sub-class switching from week to week if the worker receives overtime/arrears of pay or works reduced hours in any given week.  This is the key to the complexity issue as different rates of employer and/or employee PRSI may apply each week depending on levels of income.


-
The system is confusing for employers to implement and contributes to increased administrative overheads.


- 
The existence of multiple sub-classes within PRSI classes complicates completion of P35s by employers.  In addition, many employers are required to complete a supplementary return (PRC 1) detailing PRSI contribution week information if the employee paid PRSI at more than two classes or sub-classes in a year.


-
The level of complexity increases the possibilities for genuine error by employers with benefit entitlement consequences for employees and associated administrative costs for both the Revenue Commissioners and DSCFA where records have to be amended or refunds made.


-
There are compliance problems for the Revenue Commissioners and DSCFA as it is not possible to establish from employer end of year returns as to whether deductions have been made accurately and subsequently remitted.


-
The system is also difficult for employees to understand, both from the point of view of the level of deductions, if any, in a given week, and their resultant entitlement position.


-
Income discontinuities at the PRSI Exemption, Health Contribution and Employer thresholds thereby creating disincentives and possibilities for informal wage supplementation.  For example once a person’s income exceeds the annual/weekly threshold the levy is liable on all his/her gross income from pound one.  A £1 increase in income above the threshold results in a net decrease of £5.60 per week.  This creates a “step” effect at the threshold.  It causes difficulties for individuals whose wages due to pay increases etc., move from being below the threshold to being slightly in excess of it and they therefore become liable for the levy on all their income.  The threshold may cause formal wage distortion combined with informal pay supplementation and/or reduce the incentive for individuals to work longer hours.

-
Where earnings have exceeded the employee annual ceiling, there is no further liability for social insurance deductions until the end of the tax year.  This ‘Holiday Period’ masks the impact of Budgetary improvements when the new tax year begins.

1.5
The following table illustrates the impact the PRSI Exemption and the Health Contribution threshold have when income increases beyond the relevant thresholds:

	Single
	
	
	
	
	
	

	Gross Pay
	10,000
	11,000
	12,000
	13,000
	14,000
	15,000

	Tax
	946
	1,166
	1,386
	1,606
	1,826
	2,046

	PRSI
	0
	0
	306
	351
	396
	441

	Health Contribution
	0
	0
	0
	0
	0
	300

	Net Pay
	9,054
	9,834
	10,308
	11,043
	11,778
	12,213

	Gross increase
	
	1,000
	1,000
	1,000
	1,000
	1,000

	Net increase
	
	780
	474
	735
	735
	435

	% of increase received
	
	78.0%
	47.4%
	73.5%
	73.5%
	43.5%

	
	
	
	
	
	
	

	Married Single Earner
	
	
	
	
	
	

	Gross Pay
	10,000
	11,000
	12,000
	13,000
	14,000
	15,000

	Tax
	0
	0
	0
	0
	132
	352

	PRSI
	0
	0
	306
	351
	396
	441

	Health Contribution
	0
	0
	0
	0
	0
	300

	Net Pay
	10,000
	11,000
	11,694
	12,649
	13,472
	13,907

	Gross increase
	
	1,000
	1,000
	1,000
	1,000
	1,000

	Net increase
	
	1,000
	694
	955
	823
	435

	% of increase received
	
	100.0%
	69.4%
	95.5%
	82.3%
	43.5%


2.0
Concentration on Class A
When looking at the simplification issue it is important to concentrate on the areas of the PRSI system that are experiencing the greatest difficulties and try to provide economically prudent solutions which would impact on the particularly problematic areas of the system i.e. class A. The majority of complaints made by employers to DSCFA about the PRSI system are about class A, which covers the vast majority of employees (i.e. 1,574,300 or 74.7% of those paying contributions)
.   A range of options which would contribute, if adopted, to the overall simplification of the system are now explored.


Possible Solutions

3.0
Option A: Abolition of the Health Contribution

Abolition of the Health Contribution would have a direct impact by simplifying the system and also would deliver income gains to all earning over £14,560 per annum.  Abolition would result in the removal of 1 PRSI class and 15 sub-classes.  The resultant financial gains at various salary levels would be as follows:


Salary


Levy


Salary


Levy

< £14,000

£0


£25,000

£500


£16,000

£320


£30,000

£600


£18,000

£360


£50,000

£1,000


£20,000

£400


£100,000

£2,000


However, the removal of the Health Contribution would have implications for the Exchequer due to the shortfall in Appropriations in Aid to the Vote of the Department of Health and Children.

3.1
There are three alternatives if the Health Contribution was to be abolished:


Option A1:
The Health Contribution could be subsumed into income tax generally with increases in the Standard and/or Higher rates so as to also produce a cost neutral position for the Exchequer; or


Option A2:
Alternative methods of raising similar amounts e.g. excise duties on cigarettes/alcohol, could be introduced so as to produce a cost neutral Exchequer position; or


Option A3:
The Health Contribution could be abolished as part of an overall tax package. (New arrangements could be put in place regarding the Health Vote).

3.2
Others Options for Change


There are other options for changing the structure of the Health levy, e.g. Introducing a levy allowance, reducing the contribution rate, raising the threshold or removing the step effect by allowing individuals to pay the levy only on that portion of their income which exceeds the threshold.  While such options have advantages for the taxpayer, any changes to the health levy, except for a rate reduction, would add to the complexity of the PRSI system.  A reduction in the health levy rate would not complicate the PRSI system and would reduce the step effect. 

3 
The Commissions on Taxation and Social Welfare, respectively, as well as the TWIG 

Report concluded that the levies were a form of taxation.  The TWIG report 


recommended that the levies should be phased out as resources permit.  However,


the TWIG Group did not see levy abolition as a priority for a number of reasons i.e. 

the improvement in replacement ratios was relatively small, the impact the abolition 

would have on tax rates, the fact that the higher a person’s income was the more they 

benefited and, conversely, that it would not contribute to the situation of the lower 

paid.

3.4
However, the deliberations of the TWIG Group were arrived at in the context of a very tight Exchequer financial position and the Group assumed that the cost of abolition would have to be met by increased taxation.  This requirement is no longer necessarily the case.  In addition, a number of significant improvements have been introduced over recent years to improve incentives for those on low pay e.g. income tax, PRSI, Health Contribution and Child Benefit changes.

Option A1
3.5
The TWIG Group considered that abolition of the Levies would involve unacceptable (compensatory) increases in income tax rates.  The Group estimated that it would be necessary to increase the standard rate of tax by 6% or, alternatively, 9% on the higher rate to recoup lost levy income.  It is estimated that Health Contribution yield in 2001 will be £515 million.  Given developments in the levels of employment and the economic activity generally since the Report, it is now estimated that compensatory income tax raising measures would involve an increase of 4% in the standard rate or between 6% and 7% in the higher rate.  This would increase the taxation burden on all taxpayers, but it would have a particularly negative impact on those with taxable incomes but who are not currently subject to the levy.  Raising the standard or higher rates of tax would conflict with the Governments taxation strategy which is to reduce the standard rate to 20% and the top rate to 42% (or 40% if economic conditions allow).  This option does not appear to be feasible given these commitments on income tax rates.  In addition, there would also be severe expenditure implications with regards to the loss of the Appropriation in Aid for the Vote of the Department of Health and Children and Net Current Government expenditure.

Option A2

3.6
As an alternative to raising income tax levels, it would be possible to raise a similar amount, through increases, for example, in excise duties on cigarettes and alcohol.  While such an approach might be popular with certain lobby groups, this option also does not appear to be feasible particularly given its a direct impact on the CPI.  It need not impact on Exchequer or Health Expenditure changes (if the increased duties were designated as an Appropriation in Aid to the Health Vote).  

Option A3

3.7
This option would involve simply abolishing the Health Contribution as part of a broad income tax package with no compensatory revenue raising measures.  Such an approach would involve a cost of £515 million.  This compares with the indicative figure of £450 million used as the basis for the income tax packages and would put limitations on income tax and other tax changes.

Conclusion
3.8
Abolition of the Health Contribution would:


- 
reduce the complexity of the PRSI system by abolishing 1 PRSI Class and 15 Sub-classes, thereby making the system more user friendly for both employers and employees;


- 
eliminate the poverty trap which the threshold creates and therefore remove disincentives for those currently under the threshold to increase levels of work / pay;


- 
simplify the PRSI collection and reconciliation process;


- 
remove the necessity for Health Contribution refunds currently operated by both the Revenue Commissioners and DSCFA.


- 
give all persons with earnings in excess of £280 per week (£14,560 per annum) a gain by 2% of gross pay;


- 
remove a direct form of taxation from within a social insurance system based on the payment of contributions with a consequent individual direct right to benefits and pensions;


- 
remove incentives for employees and employers to operate informal wage supplementation where wages are around £280 per week (the Health Contribution entry threshold and the threshold for the Standard Employer rate of PRSI).

3.9
However abolition of the Health Contribution is expensive and, as a result, would limit opportunities to implement other strategies of reducing taxation.  Implementation of this option could only realistically be achieved over a period and as part of a general taxation reduction package.

4.0
Option B: Abolition of the Health Contribution exemption
A possible option for simplification would be to abolish the Health Contribution exemption which applies to five categories of employees,

1. Those in receipt of a Social Welfare Widow(er)’s pension.

2. Those in receipt of a One Parent Family Payment (OPFP)

3. Medical Card holders

4. Deserted Wife's Benefit

5. Widow(er)’s Pension/Death Benefit from another EU state

4.1
Those in the above categories who earn over the current levy payment threshold of £280 are entitled to an exemption from payment of the Health Contribution. The abolition of the levy exemption would remove the requirement for 8 sub-classes.  It should be noted that if the Health Contribution was abolished for all taxpayers the current exemption would be redundant.  The numbers affected by the exemption in 1996/1997
, (the most recent figures available), were as follows:  


Class

     Number

A

10,858 
i.e. classes A2, A5


B

313
B2


C

6
C2


D

767
D2


H

12
H2


J

319
J2


S


       281
S2 (Note: class S figures not complete)


Total

12,556


4.2
In addition, a number of persons aged 66 or over benefit from the exemption.  These would mainly be occupational pensioners who are in receipt of the qualifying social welfare payments.  It is not possible to identify the number of exemption beneficiaries aged over 66. 

4.3
Following abolition, persons currently exempted would be liable to make a Health Contribution of 2% on all income where weekly income was in excess of £280 per week (or £14,560 per annum).  The majority of persons currently availing of the exemption would also have, in addition, a qualifying social welfare payment (as listed above) which is not liable for a Health Contribution and is not used for the purposes of determining the weekly or annual income threshold.  Accordingly, the vast majority of affected persons would have annual income of at least £18,800 per annum.

4.4
It is impossible to determine the current rate of take up among those eligible for the Health Contribution exemption.  There are a number of factors which could result in lack of take-up.  These include:-


-
a lack of awareness of the existence of the exemption among employers and eligible employees;


-
there is no direct financial benefit for employers in ensuring that the correct sub-class and associated employee rate is deducted unlike, for example, the situation in relation to the employer PRSI rate;


-
while the employer is obliged to deduct and remit the correct amounts of PRSI and Health Contribution, ownership of the responsibility for determining whether an employee is in receipt of the appropriate qualifying social welfare payment is not clear.  In addition, employers generally would be very reluctant to enquire from their staff as to whether they were in receipt of the relevant payments;


-
employees may be unwilling to inform their employer that they are in receipt of the qualifying social welfare payments.  In this regard, complaints have been received by DSCFA concerning breaches of confidentiality within firms as a result of the exemption.

4.5
Abolition of the exemption would inevitably lead to objections from lobby groups particularly those representing widows.  These groups would be most likely to claim that the abolition adversely affected groups vulnerable because of their family status.  However, it could be argued that, as most persons benefiting from the exemption have income from around £18,800 per annum upwards that:-


-
the beneficiaries of the exemption are not low paid;


-
the existence of the exemption for specified groups is inequitable in that other groups, perhaps on lower income, do not benefit;


-
in essence, the levy exemption is a tax break for defined groups delivered through the PRSI system.  These groups e.g. widow(er)s and lone parents, already have tax allowances (now standard rated) which cater for their special circumstances.  The levy exemption is unusual in that it is only available to persons earning over £14,560 per annum and is therefore regressive.

4.6
Possible Compensation Mechanisms

One approach would be  to abolish the Health Contribution Exemption and put in place a refund scheme for those affected.  Such a refund scheme would have disadvantages including:


-
the necessity for eligible persons to apply for the refund:


-
the administrative and cost implications for the Revenue Commissioners who would make such refunds;


- 
as present beneficiaries would have a pay the Health Contribution and wait at least a year before getting a refund, individuals and their lobby groups would take a negative view of this.

4.7
An alternative approach would be to grant a special increase in the allowances applicable to widows and lone parents.  However, this would not be targeted as some taxpayers who do not benefit from the Exemption would benefit from the increased allowances.  Finally, a further option would be to award beneficiaries of the exemption a once off lump sum as a compensatory measure.

4.8
The National Federation of Pensioners’ Association suggested that the 2% Health Exemption be extended to old age pensioners.  The Federation argues that an inequitable situation is in place whereby widow(er)s in receipt of a social welfare pension and possibly an occupational pension and any other income are exempt from paying the 2% Health Contribution.  However, an extension of the exemption provisions to include pensioners would not contribute to the simplification of the PRSI system.
5.0
Option C: Increase PRSI free allowance from £100 p.w. to £226 p.w. 

This option would, in effect, render the PRSI exemption threshold redundant. It would abolish 8 sub-classes thereby contributing to simplification.  The cost to the SIF would be £240 million.  The consequences of this approach are as follows:-


-
The contributory principle would be eroded.


-
Employees would be liable for social insurance on a relatively narrow band of income (from £11,750 to £26,500) resulting in a more regressive system.


-
Given the scale of the costs involved, it would probably be necessary to consider compensatory revenue raising measures such as abolition of the annual earnings ceiling for employees.


-
It would be necessary to increase proportionately the PRSI free allowances applicable to modified and self employed contributors.


-
existing modified contributors might seek to be re-classified as full rate contributors as full rate employee liabilities would have decreased.  This would have direct implications for benefit/pension expenditure, current occupational pension arrangements applicable to pre-1995 public servants and Exchequer employer costs.

6.0
Option D: Abolition of the PRSI employee and employer ceilings

Employee

Abolition of the employee ceiling would:


-
remove a certain amount of complexity from the PRSI system by eliminating the PRSI holiday each year.  The PRSI holiday has the effect of masking the impact of budgetary tax cuts;


-
number of existing employee Class A rates would be reduced from 4 to 3;


-
generate complaints from higher earners about increased level of contributions, as such, acceptance of the abolition would be problematic;


-
additional yield could be used to reduce employee rate. 

6.1
Employer

Abolition of the employer PRSI ceiling would:


-
generate complaints from employers about increased level of contributions.


- 
increase costs for business sectors with large numbers of high earners.


-
extra yield derived from abolishing ceilings creates the possibility to use the increased revenue to finance other simplifying options or reductions in employer rates. 

6.2
The yield from abolishing the Employer, Employee and Self-employed ceilings is £439 million.  

6.3
It should be noted that if the PRSI ceilings were abolished, the income yield would be considerably higher and as such, so too would the yield to the National Training Fund, when established.  At the time, the rate of the National Training Fund levy of 0.7% was determined by the amount of money required, approximately £120m.  If the employer PRSI ceiling was removed the yield to the National Training Fund would increase, accordingly the rate of the National Training Fund Levy would have to be re-evaluated.  

7.0
Option E: Increasing PRSI threshold (from £226 to £280 p.w.) to Health Contribution threshold

An increase in the PRSI threshold of £226 per week to £280 per week i.e. to bring it in line with the Health Contribution threshold would result in the removal of 8 sub-classes.  The cost to the SIF would be £57m per annum and affected contributors would benefit by up to £2.43 per week.  

7.1
This option would:


-
increase income distortion around £280 per week as both social insurance and the Health Contribution charges impacted on net pay e.g. a £1 increase could result in a loss of £13.70 per week at the threshold;


-
diminish the contributory principle;


-
could encourage informal wage supplementation where wage levels were close to the threshold.

8.0
Option F: Abolition of the CE PRSI Rate of 0.5%

Sub-class A9 was introduced in 1996 when cover for all social insurance benefits was extended to participants on Community Employment (CE) Schemes.  While the CE employee pays social insurance at the same rate as every other Class A employee, the employer rate is only 0.5%, thereby necessitating the introduction of the new sub-class.  Class A9 was introduced in 2000 to cater for the PRSI Weekly Exemption limit of £226.

8.1
It could be argued that there would appear to be no justification for the continuation of a special low rate of employer PRSI for CE participants particularly as all CE participants are covered for the full range of social insurance benefits and pensions.  The introduction of the £226 weekly PRSI exemption excludes practically all CE participants from making an employee contribution which results in full social insurance cover being available for a combined employer and employee contribution of 0.5% only.

8.2
If special arrangements were abolished this would result in the abolition of two Class A sub-classes with PRSI contributions in respect of CE participants being made in the same way as all other Class A employees.  While the abolition of these two sub-classes does not directly benefit Class A employers in the private sector, it removes an element of complexity from Class A generally and would complete the process whereby CE participants are fully covered for social insurance (with a liability for attendant contributions) in the same way as all other Class A workers, which would have to be considered in the context of the Government’s expenditure targets.

8.3
Abolition of these such classes would result in a yield of £20 million to the SIF and an Exchequer cost of an equivalent amount.  The Deloitte & Touche report on the Review of Community Employment Programme was published in August 1998 and recommended a reduction in the number of CE participants given current economic conditions.  If this approach was adopted, the SIF yield would reduce.  The increased employer PRSI liabilities would require a commensurate adjustment to the Vote of the Department of Enterprise, Trade and Employment, which would have to be considered in the framework of the Government’s expenditure targets.

9.0
Option G: Abolition of the Employer PRSI Exemption Scheme

These sub-classes exist to cater for the Employer PRSI Exemption Scheme.  The Scheme exempts employers from paying Employer PRSI for the first two years of employment.  To qualify for the Scheme the recruited person must have been:-


- 
on the Live Register for 13 continuous weeks


or


-
be under the age of 23 and taking up employment for the first time;


or


-
in receipt of a One Parent Family Payment;


or


-
have taken part in a training course or employment scheme with FAS, CERT or TEAGASC for at  least 13 weeks immediately before recruitment


or


-
be registered with the National Rehabilitation Board.

9.1
Approximately 4,000 employments were approved for the Exemption in 1999, a reduction of over 1,000 from the previous year.  The abolition of the scheme would remove 4 sub-classes, A4, A5, A6 and A7, from Class A.  Such a measure would yield c. £2.5m to the Social Insurance Fund and to the National Training Fund and could result in a reluctance of employers in recruiting persons from the Live Register and others.  However, despite increased levels of employment and reductions in the Live Register take up of the Employer PRSI Exemption has been historically low.  Accordingly, given the continuing labour demand the necessity for the scheme is difficult to justify.

9.2
The INDECON report on the Evaluation of the Back to Work Allowance Scheme and the Back to Work Enterprise Allowance Scheme published in May 2000 examined the impact of the scheme and concluded that “The survey data suggests that the PRSI allowance for the employee strand (of the BTWA) has little impact on employment decisions.  The level of dead-weight here is high.  The PRSI exemption, therefore, should be abolished.” (Section 11.31, recommendation 9).

9.3
While abolition of the scheme would not impact on the vast majority of employers, it would contribute to the overall simplification of the system.  Furthermore, the existence of the employer exemption needs to be re-evaluated given the high level of labour demand in the economy.

10.0
Option H: Annualising PRSI Free Allowance


Two payroll companies and P35 Section of the Revenue Commissioners have suggested that the introduction of an annualised system be considered.  The current social insurance system is based on a system of weekly non-cumulative allowances (the self employed benefit from annual allowances).  These are only available in respect of each week of insurable employment where an employee works less than 52 weeks in any given year.  In addition, high earners who reach the annual earnings ceilings during the course of a year, do not benefit from the weekly allowance once the ceiling has been reached.

10.1
The introduction of an annualised system of PRSI allowances would require a very detailed examination of all costs involved as well as the policy and administrative implications of such a move and, as such, is outside the scope of this paper.  In any event, given that the introduction of a cumulative system would involve fundamental changes to the current system it would not be possible to introduce the necessary administrative changes to implement such a system with effect from the next tax year.  The existence of a weekly PRSI free allowance and a weekly PRSI threshold is a serious obstacle to the introduction of a cumulative system.  Furthermore, the interaction of the Health Contribution (which has no weekly allowance, no annual ceiling and a different exemption threshold) with social insurance rates and structures is another issue which would need to be considered.

11.0
Summary
The complexity of the PRSI system, which is clearly undesirable, has arisen from the desire to target reliefs from time to time at certain categories of contributor.  All of the options outlined above have their own merits and demerits and contribute to the simplification process to a greater or lesser degree.   In addition, the costs associated with each option vary considerably with the most effective option, relating to the abolition of the Health Contribution, being the most expensive.

The Tax Strategy Group is invited to consider the options as outlined.

Appendix 1

PRSI Classes and numbers of employees
Class A
Class A is divided into eight sub-classes for PRSI purposes (*) and two further sub-classes for the Health Levy Exemption (**)

* 
AO 
£30 - £226 per week (PRSI threshold)





*
AX 
£226.01 - £280 per week 








(over PRSI threshold, 8.5% employers rate)              

or

*
A1
Over £280 per week (12% employers rate)




or

**
A2
Over £280 per week with exemption from levy


*
A8
Up to £226 per week CE (0.5% employer rate)



*
A9
Over £226 per week CE (0.5% employer rate)




Employers exemption scheme

*
A6
Up to £226 per week

*
A7
£226.01 - £280 per week

*
A4
Over £280 per week

**
A5
Over £280 per week with exemption from levy

Appendix 2

Other Classes and numbers of employees

Class B
Civil Servants (recruited prior to April 1995)



37,000

Class C
Army Officers and Nurses (recruited prior to April 1995)


1,340

Class D
Public Servants (SSBs, Co. Councils etc.) (recruited prior to April 1995)
117,100

Class E
Ministers of Religion






164

Class H
Enlisted Army Personnel





10,500

Class J

Persons aged over 66 and persons engaged in subsidiary



Employment







24,670

Class K
Office holders and those liable for the Health 



Contribution only, e.g. occupational pensioners


47,000

Class M
Employees under 16 and people without a Class K liability

104,800

Class P

Self Employed Share Fishermen Voluntary Class


35

Class S

Self Employed







187,700

Class V
Voluntary Class






     2,200












532,509

BO DO CO HO EO SO*  JO*
where earnings are up to £226 p.w.

BX DX CX HX  


where earnings are over £226.01 - £280 p.w.

B1 D1 C1 H1 S1 J1


where earnings are over £280 p.w.

B2 D2 C2 H2 S2 J2


where earnings are over £280 p.w. and the employee is entitled to a levy exemption.

* SO JO 



where earnings are up to £280 p.w.

E1




where earnings are over £226.01 p.w.

J9




FÁS Trainees

Appendix 3
Impact of Options
Option 




Class/Sub-classes abolished

Option A




Abolish Health Contribution


Class K and subclasses:







A2, A5, B2, C2, D2, H2, J2, S2, A4, B1, C1, D1, H1, J1, S1

Option B

Abolish Health Contribution


A2, A5, B2, C2, D2, H2, J2, S2

Exemption

Option C

Increase PRSI Free Allowance to

A0, A8, A6, C0, D0, B0, H0, E0

£226 p.w. (from £100)

Option D

Abolition of EE and 



none

ER ceilings

Option E

Increase PRSI Exemption 


A0, A8, A6, C0, D0, B0, H0, E0

from £226 to £280 per week

Option F
Abolish CE Employer 


A8, A9

PRSI Rate

Option G
Abolition of Employer PRSI 


A6, A7, A4, A5

Exemption Scheme


Appendix 4
Various computer payroll companies and organisations representing employers were contacted.  Of these, 2 payroll software companies and two organisations, IBEC and ISME representing employers’ interests responded.  In addition, a submission was received from The National Federation of Pensioners’ Associations.  The comments that were raised in the correspondence were addressed in the paper and a brief summarisation of their proposals are given below.  

	Company
	Comments
	Section in Paper

	Core Computer Consultants
	Change PRSI system to a cumulative basis similar to PAYE
	Option H

	
	
	

	Ardbrook Ltd
	(i) Merge PRSI / PAYE calculation into one statutory deduction 
	Option H

	
	(ii) Have a single PRSI class for all types of employees
	Options A, D & H

	
	(iii) Have three separate PRSI classes (as above, but three PRSI classes for private, public and self employed)
	Options A, D & H

	
	
	

	ISME
	(i) Removal of the lower paid from the system
	All ready exists

	
	(ii) CAP employer PRSI at the same level as that for employees
	Does not remove complexity. 

	
	
	

	IBEC
	(i) Abolition of the Health Contribution
	Option A

	
	(ii) Aligning the PRSI and Weekly Income Tax Allowance
	Option H

	
	
	

	National Federation of Pensioners’ Associations
	Abolition of the Health Contribution for old age pensioners
	Option B


�Statistical Report on Social Welfare Services 1999


�See Appendix 3 for summary of options


�One Parent Family Payment is not payable where annual income is in excess of £12,000 per annum except in the first year after commencement of a job with an annual wage in excess of £12,000.  Accordingly, a relatively small number of recipients of OPFP benefit from the exemption (in any event, their income must be in excess of £14,560 to benefit from the exemption).


�It was estimated in 1996/1997 that abolition of the Health Contribution Exemption would yield approximately £2.5m per annum for class A to the Exchequer.





