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Is Corporate Pension
System Flexible Enough?
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leeabahity 1= bemg pitched by
the zovermment 3= one of the
key sellins pomts for the new

corporate pension system — but

what does “fleahbty” mean and are

we malang the most of 17

At the ighest level, flexibility
seems to mean cheice over the stue-
ture of the pension plan. One of the
key feahmes of the new lemslabon 15
the miroduction of Defined Contr-
bution plans, whech has brought a
whaole new range of plan souctmes
to the market. This 15 the area of
flexabahity where compames have
been most active with many look-
ing to replace ther old Severance
Pay plans with Defined Contmbu-
tion plans.

Then looking one level down, the
new legislation has also brought
more fleaibty over the desipn of
benefits. We still have the manda-
tory minimum rules but many
companies are now looking at
interesting and irmevatve desizns
that go bevond the minmmum rules.
Agam this has been particularly
true for those compames looking
to mmplement Defined Contribu-
tion plans.

But what about bevond ths? Is
there more flembility within the
legizlation and are companies
mzking use of 17 The answers to
these questions are probably; ves,
there 1= more flexbility withm the
lemzlation but no, companias are
not really making the most of it
vet.

One kev area where there 15
unused flexibility 15 around
employes conmbutions. Under the
new legizlation, employees are
allowred to contnbute to the corpo-
rate pension system and (up to cer-
tam limts) the contmibutions are
made before the pavment of
income tax — which makes this a
tax efficient velucle for emplovess
to save mio.

Emplovee conmbutions to pen-
sion plans are commen around the
world and there are a number of
good reasons for thes; it shares the
cost of the plan with the employ-
ees, 1t encourages emplovess to
take responsibibityv/ownershup for
thewr retivernent and quate offen (as
in Korea) 1t 15 tax efficient for
employess to contribute to the pen-
sion plan.

There 15 also flesability over how
employees can confribute.
Emmlovers can force the workforce
to contribute or they can give
employess the ophon to parbcipate
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in the plan. There are pros and
cons of erther approach but as
emploves conmbutions are a new
concept in Korea 1t's hkely that an
optional system wall work best for

now.

One system for emploves contn-
bufions that 15 commonly used m
the United States and Furope 1= the
1dea of a “matching” plan.
Employees are given the ophon to
conmbute to the pension plan and
if they do so then the emplover
will match these contmbutions (up

The kev advantage of this match-
ing system 15 that an employes
gets a clear benefit for contribubng
to the pension plan — for every
dollar he puts m, kus company also
puts 1o a dollar. up to the hmts set
out m the plan rules.

The Eorean legizlation 1s cleardy
set up to allow employes contribu-
fions and we are Dow sesing com-
pamies start to show some miberest
m ths tvpe of ananzement. As the
seemns hkely that employes conin-
butions — potentially via match-
Img arangements — emMerge as a
common feature of the plan
desizn.

The sacond key area of untapped
flexabulity 15 arcund the format of
the retvement benefits. Under the
Severance Pav system benefits can
only be pad out as a cash “lump
sum” but the new legslation also
allows emplovees the optien te
recarve the benefits as a series of
payments. Thiz type of format
allows emploveses to spread the
receipt of the benefit over their
retrement and 15 referred to as an

“armuty” format.

Paving retirement benefits in
annuity format is consistent with
bow an emploves recerves zalary
payments up to refrement and can
make the benefit easier for an
emploves to maEnage INcome assets
effectrvely. For this reasen, legs-
lation in some countries forces
emplovees to take at least some of
their retirement benefit m anmuty
format.

However, this option has not
been popular in Korea so far and
there are a couple of reasons for
this. The first one 15 culture or
habit. Employees are used to
recerving thew Severance Pay ben-
efits in lump sum format and do
not hike the 1dea of changmg this
svstem — even 1f there are clear
tax (and other) advantapes to domg
so. This 15 almost human nature;
indmaduals den’t often ke change
and they tend also to place a lugher
value on cash now rather than pay-
ments in the firhwe.

The second reasen is that it 1s
actually quite difficult — and
sxpensive — for employess to
convert their lump sum into an
annmty in Korea. Tvpically hife
INSUrance cCOMpPanies operate in
this market and wall offer “conver-
sion terms’ for emplovees to
exchange ther lump sum benefit
for the equivalent annwmty pay-
ment. At the moment there are
very few hife insmrance {or other)
companies n Korea offering this
service and even if thev are, the
terms are very uncompettve and
=0 few emplovess are considermg

It's hkely that this anmoty market
will grow as the new corporate
pension system matwes. The gov-
ermnment 15 clearly encouraging
emplovess to consider the ammmuty
opilon — via generous tax freat-
ment — and 1t 15 bkely to only be a
matter of time before hfe mewance
companies see the opporhmites
this area.

A= the new pension market
moves towards matunty 1t seems
likely that the government’s pre-
dictions of flexibility wrill be bome
out. We are already seeing diversi-
ty m the types of pension plans on
offer and there are clear opportumi-
ties for the system to develop fin-
ther. Emploves contmbutions and
the use of the anmuty option will
both be welcome additions to
Eorea’s pension system and will
bz 1t even closer to the compre-
bensrve svstems adopted by other
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