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1 Introduction

Technical Guidance Ltd has been requested to independently and objectively compare, for the trustees of public service AVC schemes, the AVC and Purchase of Notional Service (PNS) as options for public service employees to enhance their Superannuation benefits.
This Report contains our findings in this regard.
Technical Guidance Ltd has been requested to independently and objectively compare, for the trustees of public service AVC schemes, the ARF and Purchase of Notional Service retirement benefit options open to public service employees at the point of retirement in relation to the use of their accumulated AVC fund, with a view to identifying factors which might indicate where:

· The ARF may be the most suitable option for a retiree.

· The Purchase of Notional Service may be the most suitable option for a retiree.
Our findings in relation to those options are set out in a separate Report entitled ‘ARF & Purchase of Notional Service (PNS) options for use of AVC funds at retirement.’
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2 Summary

1. The Purchase of Notional Service (PNS) and Additional Voluntary Contributions (AVCs) represent two very different options for a public sector employee who wish to enhance their Superannuation benefits.

2. There are a number of circumstances where the PNS option is not available to a public service employee, but the AVC option is, including in particular where an employee wishes to :
· Pension earnings which do not count for Superannuation benefit purposes.
· Make up a shortfall on the maximum Revenue retirement benefits which could be taken at retirement.
3. There are a number of circumstances in which the PNS option can only partially fund an anticipated shortfall in Superannuation benefits, where the AVC can target full replacement of the shortfall.
4. Each option (PNS and AVC) has its own particular advantages and disadvantages and these must be weighed up in an individual case (taking account of that individual’s circumstances, financial objectives, preferences, etc.) to determine which option is likely, on balance, to represent the most suitable option for that particular individual.

It is therefore unsafe and unwise to suggest that either option can be ‘the best’ option for the broad group of public service employees in all cases.

5. A comparison of the relative advantages and disadvantages of the PNS and AVC options is set out overleaf.

6. Five specific scenarios were examined to determine which option would be likely to represent the most appropriate option for a public service employee wishing to enhance their Superannuation benefits :

	Scenario
	Most appropriate option
	Comment

	1. Increase Superannuation pension
	PNS
	PNS provides guaranteed pension income in retirement, increasing in line with pay parity. 

Contributor is insured against pre and post retirement investment, salary inflation and longevity risks.



	2. Enhance early retirement benefits
	AVC
	AVC able to fund for additional early retirement benefits in circumstances where the PNS option is not available to the individual e.g. for those hoping to retire before age 60.
AVC provides a potentially higher level of tax free gratuity on early retirement, than could be provided by PNS.

	3. Maximise tax free gratuity at minimum retirement age
	AVC
	AVCs can target to fund shortfall at retirement in level of tax free gratuity only.

In certain circumstances 100% of accumulated AVC fund can be taken as tax free gratuity.
With PNS only about 15% of additional benefits can be taken as tax free gratuity.



	4. Make financial provision for dependants
	AVC
	The full accumulated value of AVCs is payable to the deceased’s next of kin as a lump sum on death in service.
The AVC can also provide additional death gratuity cover of up to 250% x pensionable remuneration.

At retirement that part of the accumulated AVC fund not taken as a tax free gratuity can be transferred to an ARF; any balance in the ARF on death in retirement is preserved for dependants.
In certain circumstances notional service purchased under PNS does not increase death in service benefits over what they would otherwise have been and hence value of PNS contributions paid to date of death can be lost. Limited impact in increasing death gratuity.



	5. Changing from full time to part time working
	AVC
	AVCs can be set as a % of the individual’s actual part time salary and hence the AVC contribution will fall or rise in line with the level of the individual’s earnings from time to time. 

The individual will not therefore be required to pay AVCs during part time working as a % of their equivalent full time salary, as required for PNS periodic contributions. However in relation to PNS periodic contributions, full service credit accrues as full time equivalent service is being bought.
On return to full time work after a period of part time working, the individual has no arrears of AVCs to be paid off. However AVC benefits secured will be lower than if AVCs continued to be paid at the full rate during periods of part time working.


	
	Purchase of Notional Service
	Payment of AVCs

	
	
Advantages
	
Disadvantages
	
Advantages
	
Disadvantages

	Provision of pension income in retirement
	· Provides guaranteed pension income in retirement, increasing in line with pay parity.

· Contributor is insured against pre and post retirement investment, salary inflation and longevity risks.
	· No option to take PNS benefit as capital instead of income (apart from circa 15% which can be taken as additional retirement gratuity), for those with no need of additional income in retirement.


	· Range of options at retirement (transfer funds to ARF, purchase of annuity, lump sum contribution to PNS) to generate additional income in retirement.

· If AVC fund invested at retirement in lump sum PNS purchase, contributor is insured against post retirement investment, salary inflation and longevity risks.

· Provides an option to not take income
 or defer taking income in retirement.


	· Does not guarantee pre retirement to provide any specific level of pension income in retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the retirement income the AVC fund may provide in retirement.



	Preservation of capital in retirement for retiree and dependants
	· PNS will provide an additional spouse’s death in retirement pension, if the individual is a member of the Spouse & Children scheme and the individual’s spouse survives them.

	· Approx 85% of benefit provided by PNS must be taken as taxable Superannuation pension payable to the contributor, which dies with the retiree.

· If the individual is not a member of the Spouses & Children scheme, although a lower PNS contribution rate will apply, any additional Superannuation pension bought through PNS will not carry any spouse’s death in retirement pension.
· If the individual is a member of the Spouses & Children scheme, the additional spouse’s death in retirement pension secured by PNS is currently only payable to a surviving legal spouse of the deceased and is not payable to a non marital partner.

	· Accumulated value of AVCs is fully preserved on death in service as a lump sum payment to dependants.

· Accumulated value of AVCs is fully preserved for retiree and his/her dependants in retirement through tax free gratuity and transfer of balance to an ARF.
	

	Flexibility in taking retirement benefits
	
	· No flexibility. As PNS benefits must be taken in line with Superannuation Scheme benefits, which themselves are predetermined, PNS benefits come in a fixed package circa 15% as tax free gratuity and 85% as taxable pension. This mix can not be varied in any individual case,  in line with individual preference at retirement.
	· Wide range of options at retirement in relation to how AVC fund can be taken: tax free gratuity, transfer to an ARF, taxable cash, buy back of employer benefits, and lump sum PNS purchase. 

· In certain circumstances, 100% of accumulated AVC fund can be taken as additional tax free gratuity.


	

	Early retirement
	· Provides guaranteed pension income in retirement, increasing in line with pay parity.

· The contributor is insured against post retirement investment, salary inflation and longevity risks in respect of additional Superannuation pension purchased.


	· Additional benefits provided on early retirement will be subject to a pro rata reduction and imposition of actuarial cost neutral early retirement reductions. 

This will reduce the tax free gratuity provided below the Revenue maximum approvable which could be provided at that time.
· As actuarial early retirement reduction factors to apply in the future are not guaranteed in advance, the contributor is not insured against pre retirement investment and salary inflation risks.
	· AVC fund can be taken on early retirement, to the maximum extent allowed, as tax free gratuity, with any balance then transferable to an ARF or taken as taxable lump sum. 

In certain circumstances 100% of accumulated AVC fund could be taken as additional tax free gratuity.

· If AVC fund invested on early retirement in lump sum PNS purchase, contributor is insured post retirement against future investment, salary inflation and longevity risks.


	· Does not guarantee pre retirement to provide any specific level of retirement benefits on early retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the retirement income the AVC fund may provide in retirement.



	Death in service provision for dependants
	· Notional service bought will for members of the Spouses & Children scheme, increase the Spouse’s death in service pensions by 50% x 1/80th x pensionable remuneration, for each additional year bought, but only for individuals with a shortfall on 40 years actual reckonable service by age 65.
· Notional service bought will increase the death gratuity by 3/80ths x pensionable remuneration, for each additional year bought, but some individuals with less than 20 years actual completed service at the date of death may not get any additional death gratuity benefits from PNS.


	· Most of the value of PNS contributions paid is used to provide retirement benefits for the contributor, not survivor benefits for dependants.
· If the individual is not a member of the Spouses & Children scheme, additional Superannuation pension bought by PNS will not carry any Spouses death in service pension.
· If the individual is not a member of the Spouses & Children scheme and dies in service, there could be a significant loss as the additional death gratuity, if any, provided by PNS purchase could be substantially lower than the value of PNS contributions paid to date.
· If the individual dies with less than 20 years completed reckonable service, the death gratuity payable may not necessarily be increased by PNS purchase, over what it would have been without PNS purchase.

· If the individual dies with no potential shortfall below 40 years in actual reckonable service by age 65, the Spouse’s death in service pension is not increased by PNS purchase, over what it would otherwise have been.

· If the individual is a member of the Spouses & Children scheme, any additional spouse’s death in service pension secured by PNS purchase is payable only to the contributor’s surviving legal spouse. It is not payable to a non marital partner.

	· The AVC can be geared primarily to provide death in service benefits, if desired, (e.g. a lump sum benefit payable on death in service) or to provide a combination of additional retirement and death benefits in a mix of the individual’s choosing.

· The full accumulated value of AVCs paid is payable to the deceased’s next of kin as a lump sum on death in service. A non marital partner can benefit from this benefit.

· The AVC can provide additional death gratuity cover of up to 250% x pensionable remuneration. A non marital partner can benefit from this benefit.

	· Does not guarantee to provide any specific level of spouse’s pension on death in service.

	Worksharing/ part time  working
	
	· Limitations on ability to purchase notional service and on the amount of service which can be purchased.

· Contributions must be paid by reference to the full time equivalent rate of salary.

	· Contributions can be paid by reference to the individual actual part time reduced salary.

· Contributions can be varied, suspended, or recommenced, usually without any penalty.
	· However AVC benefits secured will be lower than if AVCs continued to be paid at the full rate during periods of part time working.

	Unpaid leave, following payment of contributions
	
	· On return to full time work, contributor will have arrears of PNS contributions to be paid off in a number of different ways.  If these arrears aren’t paid, a pro rata reduction in PNS benefits will result.
	· On return to full time work, contributor has no arrears of AVCs to be paid off.

· Contributor can, on return to work, opt to make a lump sum AVC and/or increase the level of AVC being paid, or vary the level of AVCs being paid, as the individual chooses.
	· However AVC benefits secured will be lower than anticipated if less AVCs are paid than anticipated at the outset.


3 purchase OF NOTIONAL SERVICE SCHEME
3.1 Outline of scheme
Most public sector employees can avail of the Purchase of Notional Service (PNS
) scheme under which in return for a periodic or lump sum contribution (expressed as a % of gross annual rate of salary
, the employee can, subject to certain restrictions and conditions, buy additional notional service
 (within certain limits and restrictions) for the purposes of determining their Superannuation benefit entitlements.

In broad terms a public sector employee appointed before 1st April 2004 can, subject to certain restrictions, buy any projected shortfall in reckonable service below 40 years by reference to minimum retirement age 60 or 65. 
Public sector employees appointed after that date (sometimes referred to as ‘New Entrants’) can generally only buy notional service by reference to a minimum retirement age 65, assuming they will be short of 40 years reckonable service by that age.
There are separate schemes under which certain public service employees can purchase, for Superannuation benefit purposes, service completed which, for various reasons, does not otherwise count for Superannuation benefit entitlement. Theses are separate from the PNS scheme and are not considered directly in this Report.
Under the PNS scheme, each notional year purchased buys at the relevant retirement age additional Superannuation retirement benefit entitlement as follows:
· a retirement gratuity of 3/80ths x pensionable remuneration at retirement, and

· a Superannuation pension of 1/80th of pensionable remuneration at retirement, for individuals paying the modified PRSI rate (i.e. pre 6th April 1995 entrants, and referred to in this Report as non integrated), or

· a Superannuation pension of [1/200th x pensionable remuneration below 3 1/3rd State Pension (Contributory) + 1/80th of pensionable remuneration above 3 1/3rd State Pension (Contributory)], for individual paying the full PRSI rate (i.e. post 6th April 1995 entrants and referred to in this Report as integrated)
If the public sector employee is a member of the Spouse & Children’s scheme, then the pension secured by the PNS purchase also carries with it equivalent Spouse’s & Children’s pension benefits.
The notional service purchased by PNS also counts towards the calculation of an individual’s death in service gratuity, although in many cases it will not increase the death gratuity beyond the amount that would have been payable if no notional service was purchased (See Chapter 3.x following).
A limit applies to the maximum notional service which can be purchased under the PNS scheme. In particular no notional service can be purchased if the individual does not have the prospect of completing 9 full year’s reckonable service (including transferred service) by the relevant minimum retirement age.
3.2 PNS contribution rates

The PNS contribution rates are designed to be ‘self financing’
 on an actuarial basis. So it is clearly intended that the PNS scheme should not be a ‘free lunch’ or a subsidised way of helping public sector employees to fund additional Superannuation benefits.

The PNS contribution rates have been increased a number of times, with the most recent rates applying to lump sum contributions paid on or after 3rd May 2005 and periodic contributions commencing on or after 24th July 2006. 
Periodic purchase rates for existing contributors are not changed when revised purchase rates are issued; the revised rates only apply to new contributors commenced after a specified date.

It was stated by the Civil Service Conciliation and Arbitration Scheme Report 1469 in relation to the 2006 revised rates for the purchase of notional service that ‘the purchase rates would be reviewed in the second half of 2007 and every two years thereafter’. At the time of this Report, no revised terms have been published and the rate set out in Circular 4/2006 still stand.
Separate lump sum and periodic contribution rate Tables apply to the following categories:
· Purchase by reference to age 65 

· Member of the Spouses & Children’s Scheme

· Not Member of the Spouses & Children’s Scheme

· Purchase by reference to age 60 

· Member of the Spouses & Children’s Scheme

· Not member of the Spouses & Children’s Scheme

Within each group, separate rates apply to integrated and non integrated staff. Purchase rates increase with age at commencement, but not by the sex of the contributor.
The lump sum contribution rates for integrated and non integrated employees apply to the gross annual rate of salary, as does the periodic contribution rate for non integrated employees.

The periodic contribution rate for integrated employees is split, with one rate applying to ‘Net Pay’ (i.e. gross basic salary less twice the Contributory State Pension
) and another rate applying to gross basic salary.
Example #1 – Non integrated (Class D1 PRSI)
Mr A is assumed to be a public sector employee who entered service before 6th April 1995 (i.e. non integrated) and is a member of the Spouse’s & Children scheme.

Mr A is projected to have 37 years reckonable service for Superannuation benefit purposes by age 60, and so is 3 years short of the 40 required to qualify for maximum Superannuation benefits. He now opts to buy the missing 3 years reckonable service by making a periodic contribution to the PNS scheme.

Mr A is now aged 43 next birthday. The current periodic contribution to buy one missing year is 1.57% of gross salary. Therefore to buy the missing 3 years service would cost Mr A 3 x 1.57%, i.e. 4.71% pa of gross salary.

Assuming Mr A makes all the periodic contributions up to retirement at age 60, he will have 40 years reckonable service for Superannuation benefit purposes at that stage, even though he will only have completed 37 years actual reckonable service.

Example #2 – Integrated (Class A1 PRSI)
Mr B is assumed to be a public sector employee who entered service after 6th April 1995 (i.e. integrated) and is a member of the Spouse’s & Children scheme.

Mr A will have 37 years reckonable service for Superannuation benefit purposes by age 65, and so is 3 years reckonable short of the 40 required to qualify for maximum benefits. He now opts to buy the missing 3 years service by making a periodic contribution to the PNS scheme.

Mr A is now aged 43 next birthday. The current periodic contribution to buy one missing year is 1.07% pa of Net Pay
 and 0.15% pa of gross salary. Mr A’s current salary is assumed to be €55,000 pa. The current
 annual date of State Pension (Contributory) is €11,652 pa.

Therefore to buy the missing 3 years service would cost Mr A in the first year:
· 3 x 1.07% x (€55,000 – 2 x €11,652) pa, plus
· 3 x 0.15% x €55,000.

Assuming Mr A makes all the periodic contributions up to retirement at age 65, he will have 40 years reckonable service for Superannuation benefit purposes at that stage, even though he will only have completed 37 years actual service.

Once started
, PNS periodic contribution rates are fixed (as a % of gross basic salary or net pay, as appropriate) but the cash payment will typically
 increase as the individual’s earnings increase. 
Lump sum contributions can be made at any time subject to:
· Only one lump sum contribution being made in any calendar year

· A minimum lump sum contribution of 10% of gross annual salary (or the lump sum required to purchase shortfall of service below 40 reckonable years, if less) 

PNS contributions (both periodic and lump-sum) are levied on basic salary only (i.e. excluding allowances, etc.). 
Where, at retirement, an individual’s final pensionable remuneration includes an amount in addition to basic salary (e.g. a pensionable allowance), an extra lump sum purchase contribution is payable at retirement by way of a deduction from the individual’s retirement gratuity. 

3.3 Restrictions on purchase of service

There are various restrictions on the purchase of notional service under the PNS scheme which may limit eligibility to purchase service and/or the amount of service which can be purchased :

· An individual must have the potential to complete at least 9 years actual full time reckonable service (including transferred service) by the relevant retirement age 60 or 65, as appropriate.
· Individuals on fixed term contracts which do not extend beyond a 9 year period, may not be entitled to purchase notional service unless they have sufficient prior reckonable service (including transferred service).

· Individuals who make periodic contribution but leave the public service before the completion of 9 years actual reckonable service (including transferred service) must be provided with a full refund of PNS contributions paid, without interest and less tax, and lose entitlement to the notional service being purchased.
· The maximum period of notional service which can be purchased is related to the anticipated actual reckonable service projected to be completed by the relevant retirement age 60 or 65, as appropriate.
	Actual reckonable service (including transferred service but excluding notional added service) which the individual would have if he or she remains in service until age 60 or 65 as appropriate)
	Maximum notional service which can be purchased under PNS scheme

	Years
	Years

	20 or more
	40 years less reckonable service at age 60 or 65 (as appropriate)

	19
	17

	18
	15

	17
	13

	16
	11

	15
	9

	14
	7

	13
	5

	12
	4

	11
	3

	10
	2

	9
	1


· The maximum period of notional service which can be purchased together with service otherwise reckonable by retirement age 60 or 65, as appropriate, can not exceed 40 years

· If the individual has retained benefits in another occupational pension scheme, the period of notional service which can be purchased is reduced further.

· Where the period to be purchased is less than 1 year, it must be purchased by lump sum contribution.

· Worksharing/part time public sector employees can only purchase notional service after they have been worksharing or working part time for at least 2 consecutive years and have an established worksharing or part time work pattern as a proportion of full time attendance.

3.4 Package of retirement benefits

As indicated already, the purchase of one year’s notional service increases the individual’s Superannuation benefits at retirement by:
· Tax free retirement gratuity : 3/80ths x pensionable remuneration

+
· Taxable pension : 1/80th x pensionable remuneration (assuming non integrated)

In value terms
, the package of benefits secured by the purchase of one year’s notional service is as follows:
	
	Retirement Age 60
	Retirement Age 65

	
	Member of S & C scheme
	Not member of S & C scheme
	Member of S & C scheme
	Not member of S & C scheme

	Tax free gratuity
	12.8%
	13.8%
	14.5%
	15.8%

	Taxable pension
	87.2%
	86.2%
	85.5%
	84.2%


So circa 85% of benefits purchased by PNS come at retirement in taxable pension format, with the 15% balance in the form of tax free retirement gratuity. It is not possible to vary this package in any individual case.

3.5 Tax relief on contributions
PNS contributions (be they periodic or lump sum) qualify for income tax relief, within the normal statutory limits applying to employee contributions to Revenue approved retirement benefit schemes.
 Tax relief on lump sum PNS contributions may be spread forward over a period of years, depending on the size of the contribution and may not be fully relieved in some circumstances.
Where periodic contributions are deducted from pay by the employer, income tax relief (and PRSI & Health Levy relief) is effectively granted at source. Where periodic contributions are not deducted from pay and where large lump sum contributions are paid, the employee must claim tax relief direct from the Revenue Commissioners either through adjustment of tax credits or a tax refund.

3.6 Worksharing/part time working
PNS contributions for those worksharing or involved in part time work are based on the equivalent full time rate of salary, and not on the reduced part time salary being earned.  However, full service credit accrues as full time equivalent service is being bought.
If the employee increases their proportion of full time attendance or returns to work full time, the period of service being purchased may have to reduced (with a reduction in future contributions and/or a refund) if the individual’s total potential reckonable service (including the notional service being purchased) by 60 or 65, as appropriate, exceeds 40 years.

3.7 Unpaid leave
Periodic PNS contributions are not paid during any period of absence without pay. The periodic contributions recommence on return to work, at the same % rate which applied before the period of leave began. The resulting arrears in PNS contributions (i.e. the contributions not paid during the period of absence) can be dealt with in one of a number of different ways :
· At retirement, there is a pro rata reduction in the period of notional service being purchased, OR

· The individual can make a special lump sum contribution, within 6 months of return to work, OR
· The periodic contribution rate is doubled up on a return to work for a period equivalent to the period of leave without pay during which contributions had been suspended.

3.8 Death in service

If a PNS contributor dies in service, i.e. before drawing on their Superannuation benefits, the service purchased or being purchased reckons in full for death gratuity and Spouses’ and Children’s pension purposes (if a member of that Scheme). 
However for some contributors the notional service purchased may not increase the death gratuity or the Spouse’s pension over the level which would otherwise have been payable.
The Superannuation death gratuity payable on death in service is the greater of :

· 100% x  the individual’s pensionable remuneration at the date of death; and
· the amount of the retirement lump sum which the individual would have received if he/she had retired on grounds of ill-health on the date of his/her death. The maximum value of this ill health retirement lump sum is 150% x pensionable remuneration at the date of death.

In calculating the retirement lump sum which the individual would have received if he/she had retired on grounds of ill-health on the date of his/her death, certain years may be credited to actual completed reckonable service:
	Actual reckonable service completed at the date of ill health/death
	Credited Years for calculation of ill health/death gratuity

	< 5 years
	Nil

	 5 to 10 years
	Reckonable service completed


	10 to 20 years
	The greater of :

· 20 years less actual completed reckonable service
, and

· 6 2/3rds years


	More than 20 years
	6 2/3rds years



Where completed reckonable service at the date of death is less than 20 years, depending on the person’s potential future service and how much service they are purchasing with PNS, PNS purchase may not necessarily increase the death gratuity payable over the amount it would have been without PNS purchase.

Taking an example of a PNS contributor who is purchasing 3 years notional service:
	Actual reckonable service completed to the date of death
	Credited service
 yrs at date of death
	PNS Service yrs
	Ill Health Retirement gratuity (with PNS purchase) 
	Death gratuity 
(with PNS purchase)
% of pensionable remuneration
	Death gratuity 
(without PNS purchase)
% of pensionable remuneration

	5
	0
	3
	30.0%
	100.0%
	100.0%

	10
	10
	3
	86.3%
	100.0%
	100.0%

	15
	6.66
	3
	92.5%
	100.0%
	100.0%

	20
	6.66
	3
	111.2%
	111.2%
	100.0%

	25
	6.66
	3
	130.0%
	130.0%
	118.7%

	30
	6.66
	3
	148.7%
	148.7%
	137.5%


In this example, PNS years purchased only increases the death gratuity payable when the individual’s actual completed reckonable service at the date of death exceeds 17 years.
The Spouse’s pension payable on death in service is calculated as 50% of the ‘deceased’s pension’, which in turn is calculated as the Superannuation pension the individual would have received had they continued in service until age 65. 

Therefore in the case of a deceased PNS contributor who had been funding for a shortfall in service to age 60 (but who would have no potential shortfall in actual reckonable service to age 65), the Spouse’s death in service pension would not be increased by any notional service purchased.
Notional service purchased increases the Spouse’s death in service pension by 0.625%  (i.e. 50% x 1/80th) of pensionable remuneration for each year purchased when the individual has a shortfall on actual reckonable service below 40 years by age 65. 

3.9 Early retirement
The notional service purchased by periodic contributions provides additional Superannuation retirement benefits payable at the relevant retirement age of 60 or 65, as the case may be, to which contributions are being paid.
If the contributor retires early (i.e. before the relevant retirement age to which the periodic contributions are payable) then there is a pro rata reduction to the period of notional service being purchased to reflect the reduced period for which PNS periodic contributions were paid, as compared with the projected period for which they were payable.
Additional Superannuation benefits provided by PNS purchase are also subject on early retirement to the cost neutral early retirement reduction factors, as shown in the examples below. 

Example #3 – Non integrated – Non teacher
Mr A is assumed to be a public sector employee who entered service before 6th April 1995 (i.e. non integrated) and is a member of the Spouse’s & Children scheme.

Mr A will have 37 years reckonable service for Superannuation benefit purposes by age 60, and so is 3 years short of the 40 required to qualify for maximum Superannuation benefits at that age. He now opts to buy the missing 3 years reckonable service by making a periodic contribution to the PNS scheme.

At 43, Mr A decides to purchase 3 years notional service. The current periodic contribution to buy one missing year is 1.57% of gross salary. Therefore to buy the missing 3 years service would cost Mr A 3 x 1.57%, i.e. 4.71% pa of gross salary.

At age 57, Mr A decides to go on early retirement. At that stage he has paid the PNS periodic contributions for 14 years (from 43 to 57), while if he had remained in service to age 60 he would have paid the contributions for 17 years (i.e. from 43 to 60).

The 3 years notional service being purchased are therefore, on early retirement, reduced in this case to :

3 x 14/17 = 2.4706 years

Mr A’s reckonable service on early retirement at 57 is therefore 34 (actual) + 2.4706 (purchased), given a total of 36.4706 years.

As retirement benefits are being taken early at 57 (3 years early), actuarial reduction factors are applied to his Superannuation benefits as follows:
Gratuity: 
36.4706 x 3/80ths x pensionable remuneration x 94.3% 
Pension: 
36.4706 x 1/80th x pensionable remuneration x 85.7% 

(Current actuarial reduction factors have been assumed above)

In the case of  pre 2004 teachers, the actuarial reduction factors would only be applied to the PNS benefits and not to the individual’s employer Superannuation benefits where the teacher retires after age 55 with at least 35 years completed reckonable service (including credited pre-service training service).

The current levels of actuarial reduction factors to be applied to PNS benefits on early retirement apply to those retiring now. However there is the possibility that these rates may be revised in the future
.  This means that the PNS contributor is not fully insured pre retirement against investment, salary inflation and longevity risks in respect of PNS benefits; in effect he is not guaranteed that the additional Superannuation benefits provided by PNS purchase on early retirement will represent any particular % of pensionable remuneration at that date. 
3.10 Cessation of payment of periodic contributions
If an individual making PNS periodic contributions decides to stop making such contributions, then the notional service being purchased is reduced pro rata to reflect the reduced period for which periodic contributions were paid, as compared with the projected period for which they were payable.
3.11 Risks

The PNS scheme, as a financial service, provides employees with additional benefits (mainly pension) at their minimum retirement age and insures contributors against the following risks :
· The investment risk. 

PNS contribution rates and the notional service it provides are not subject to or dictated by returns from investment markets.

Periodic contributions once started are fixed as a % of the individual’s earrings and are not subject to variation (as a % of earnings), thereafter. Lump sum contributions secure a fixed period of notional service at the relevant retirement age 60 or 65, as the case may be. 

· The salary inflation risk.

The additional retirement benefits the PNS scheme undertakes to provide are related to the individual’s salary at retirement.

The additional Superannuation pension provided will increase in retirement in line with pay parity.

· The longevity risk

The additional Superannuation pension provided is guaranteed to be paid for as long as the individual lives in retirement, and any spouse’s death in retirement pension is also guaranteed to be paid for the lifetime of the surviving spouse.
As outlined in the previous section, these guarantees do not apply where PNS benefits are taken on early retirement, as such benefits are then subject to actuarial reduction factors which are not guaranteed in advance.

The insurance against longevity provided by the PNS scheme is counterbalanced by the risk to the contributor’s next of kin of losing the value of most or all of PNS contributions paid by the contributor during his or her lifetime :
· The contributor could die in service before drawing on their Superannuation retirement benefits in circumstances where :

· the death gratuity is not increased at by PNS purchase or is increased by less than the accumulated value of PNS contributions paid to the date of death, or
· the Spouse’s death in service pension is not increased by PNS purchase, or
· the deceased was a member of Spouses & Children scheme but leaves no surviving spouse

· The contributor might live in retirement for a shorter period than the average typical lifespan for someone of that age. On early death there may be no benefit payable for dependants, e.g. individual was not a member of Spouse & Children scheme or was a member but their spouse predeceased them.
4 AVCs
4.1 Outline

Some public sector employees, e.g. teachers and workers in the Health Service, have an option to make periodic contributions by deduction from salary to private AVC
 arrangements, with a view to accumulating a capital sum by retirement age to provide additional retirement benefits (i.e. additional to their Superannuation benefits).
Some AVCs also offer the facility to add additional death in service life cover.
4.2 Contribution rates

The individual can contribute at a periodic contribution rate of their choosing, subject possibly to a minimum monetary contribution specified by the AVC provider, and a maximum rate determined by Revenue limits.
Frequently the employee will be advised by the AVC provider of the estimated maximum level of AVC which can be paid, based on future estimates of salary growth, investment return, etc.
4.3 Legal structures

There are two different legal structures used for such AVC arrangements :

· Defined contribution occupational pension schemes, where the public sector employee contributes to a group arrangement which is arranged as an additional pension scheme (i.e. additional to employer Superannuation scheme), or

· Defined contribution Personal Retirement Savings Accounts (PRSAs), which are individually owned retirement savings vehicles.
In both cases the arrangements are managed and run by a life assurance company, with an intermediary marketing, providing advice on and selling the AVCs to the relevant public sector employees.

The same tax relief limits, benefits options and various restrictions apply to AVCs paid to either of these two vehicles above; therefore for the rest of the Report reference to  ‘AVCs’ can be taken as meaning either of these vehicles (unless indicated to the contrary).

4.4 Restrictions on payment of AVCs

There are some restrictions on who can pay AVCs and the amount they can pay as AVCs :

· An employee’s projected Superannuation benefit entitlement at their minimum retirement age must be less that the maximum Revenue approvable level of retirement benefits which could potentially be provided for that employee at that time. 
All public sector employees will have some shortfall in their Superannuation benefits against the Revenue maximum approvable level of benefits, and hence be eligible to contribute AVCs.
A shortfall in Revenue maximum approvable benefits can arise in a number of different ways :
· The employee’s Superannuation retirement benefits may be integrated, i.e. partly based on salary less an offset for the State (Contributory) Pension.
· The employee may not have the full 40 years reckonable service for Superannuation benefit purposes by their relevant minimum retirement age of 60 or 65, as the case may be. 
This could arise from part time working, career breaks, joining the public service at an older age, service lost by resignation due to marriage, etc.

· Even where an employee has potentially 40 years reckonable service by their minimum retirement age, the value of their Superannuation retirement gratuity of 150% x pensionable remuneration and a pension of 50% of pensionable remuneration is accepted by Revenue as being less in value than the value of the Revenue maximum approvable pension
 of 2/3rds of pensionable remuneration.

· The application of cost neutral early retirement reductions in Superannuation retirement benefits will reduce the benefits payable on early retirement below the Revenue maximum approvable level of benefit which could be provided on early retirement.

· The employee may have various allowances (e.g. overtime, etc.) that are not taken into account for Superannuation benefit purposes.
· Where the employee has fluctuating earnings (e.g. overtime payments, etc.) the current definition of ‘pensionable remuneration’ used for Superannuation benefit purposes can come up with a lower figure than the maximum allowed by Revenue.
· Part time employees may need a prospective minimum period of 6 years full time service in order to be able to make the maximum allowable AVC contribution, in certain circumstances.

· There is a maximum level of AVC allowable for an employee.
The projected value of AVC benefits provided at an employee’s minimum retirement age, added to the employee’s projected Superannuation benefits and any retained benefits from other pension arrangements, can not exceed the maximum Revenue approvable level of retirement benefits that could be provided for that employee at their minimum retirement age. Further detail and examples on the shortfall in Revenue maximum approvable retirement benefits which can arise for an employee is set out in the following section.

4.5 Shortfall on Revenue maximum benefits

Some examples are shown below.

Example #4 – Integrated employee
A public sector employee joined the public service after April 1995. Assuming she stays in the public service until her minimum retirement age 60, she will have completed 40 years reckonable service at that stage. As such, she is therefore precluded from buying any notional service under the PNS scheme.
Her current gross salary is €50,000 pa, while the Contributory State Pension at the time is €223.30 pw
 (or €11,652 pa). Her current Superannuation pension expectation at age 60 is calculated as :

40/200ths x [€11,652 x 3 1/3rd] + 40/80ths x [€50,000 - €11,652 x 3 1/3rd] =
40/200ths x €38,840 + 40/80ths x [€50,000 - €38,840] = €13,348 pa

Her projected Superannuation gratuity is calculated as:
40 x 3/80ths x €50,000 = €75,000

The Revenue maximum approvable level of pension (including the pension equivalent of any lump sum retirement benefit) which could be provided for the same individual at retirement age 60 is:


2/3rds x €50,000 = €33,333 pa

Deducting the assumed pension equivalent of the €75,000 gratuity leave a potential Revenue maximum approvable pension of circa €31,190 pa, compared with her projected Superannuation pension of just €13,348 pa, i.e. some €17,842 pa lower.
Therefore this employee has considerable scope to pay AVCs to provide additional retirement benefits (an ARF fund or a taxable lump sum or a taxable annuity) even though she can not buy notional service under the PNS scheme.
Example #5 – non integrated early retirement
A public sector employee joined the public service before April 1995. Assuming she stays in the public service until her minimum retirement age 60, she will have completed 40 years reckonable service at that stage. As such, she is therefore precluded from buying any notional service under the PNS scheme.

Assuming her salary at retirement is €70,000 pa., her Superannuation benefits at 60 are calculated as follows:
Gratuity: 
40 x 3/80 x €70,000 = €105,000
Pension: 
40 x 1/80 x €70,000 = €35,000 pa

However the Revenue maximum approvable level of benefits which could be provided for her at age 60 are:
Gratuity: 
1.5 x €70,000 = €105,000
Pension: 
2/3 x €70,000 less €105,000/35
 = €43,666 pa

Therefore the shortfall on Revenue maximum benefits in this example is:





Gratuity

Pension

Revenue max


€105,000

€43,666 pa

Superannuation scheme
€105,000

€35,000 pa
Shortfall on Revenue max
€0


€  8,666 pa
Therefore this employee has considerable scope to pay AVCs to provide additional retirement benefits (in the form of an ARF fund or a taxable lump sum or a taxable annuity) even though she cannot buy notional service under the PNS scheme.

The above two examples illustrate the potential shortfall on Revenue maximum approvable benefits, and hence scope for AVC funding, even where the employee will have 40 years reckonable service (actual or actual + purchased) by their minimum retirement age.
So an employee may have two types of potential shortfall on their retirement benefits:
· A shortfall against the maximum level of Superannuation benefits provided by their employer’s scheme, caused by a shortage of reckonable service by their minimum retirement age. This can generally be funded by either PNS purchase or AVCs.
· A shortfall in the maximum level of Superannuation benefits provided by their employer’s scheme against the Revenue maximum approvable level of benefits which could be provided for that employee at retirement, be it early or normal. This shortfall can only be funded by AVCs.
This can be graphically represented as :
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The scale in the shortfall of the maximum level of Superannuation benefits against the Revenue maximum approvable level of benefits will vary from case to case and depend on such factors as integrated or non integrated, early or late retirement, reckonable service completed to the date of retirement, etc.

4.6 Investment

AVCs are defined contribution, which means that retirement benefits ultimately provided for a contributor are determined solely by the accumulated value of AVCs paid in by that individual. No guarantees are provided in advance as to what level of AVC fund will be accumulated by retirement age.
AVCs frequently offer a choice of investment funds, with a default fund choice applying to contributors who do not want to make their own specific choice; this default option usually involves a gradual switching to a more conservative and less volatile fund in the run up to anticipated retirement age. 

AVCs typically invest the contributor’s funds in unit linked managed funds, which invest typically in a mix of equities, bonds, property and deposits. These funds are managed by professional investment managers.

The value of the contributor’s AVC fund is not guaranteed when invested in investment funds where the unit price is not guaranteed, as the value of such units can fall as well as rise in line with fluctuating investment markets.

4.7 Death in service benefits

The full accumulated value of an AVC fund is payable on death in service to the deceased’s next of kin; the accumulated value of AVCs paid is therefore preserved for dependants.

Additional death in service benefits (typically a lump sum payable on death in service) can be added to an AVC arrangement, with the ongoing cost of the death cover provided being taken from the individual’s AVC account each month.

4.8 Package of retirement benefits
The options open to a public sector employee at retirement with regard to the use of their accumulated AVC fund vary by their personal circumstances and Revenue limits and restrictions, but include some or all of the following :
· Take as a tax free gratuity. This is the most attractive option as the AVC fund will have been accumulated usually by fully tax relieved contributions, but the accumulated fund is then taken back tax free. This optimises the return for the individual, if eligible for this option.
In some cases it may be possible for the full AVC fund to be taken as a tax free lump sum.

· Invest in an Approved Retirement Fund (ARF)
. The AVC fund in excess of that amount which can be taken as a tax free gratuity may, in certain circumstances, be invested in an Approved Retirement Fund (ARF) to be held in the individual’s own name. 

An ARF is a personal investment fund which grows tax free in retirement. It is often structured as a life assurance investment policy. The individual can make taxable withdrawals from it at any time in retirement, and is effectively required from 2009 onwards to take a minimum 3% pa withdrawal.
· Take as a taxable lump sum. The AVC fund in excess of that amount which can be taken as a tax free gratuity may be taken, in certain circumstances, as a lump sum subject to PAYE at source. 

· Use to buy a taxable annuity. The AVC fund in excess of that amount which can be taken as a tax free gratuity may be used to buy a taxable annuity from a life assurance company to provide an additional pension for that individual in retirement (subject to Revenue limits).

As this annuity is being provided by a life assurance company, it is likely to provide a lower level of pension than could be provided by lump sum purchase under the PNS scheme at retirement for the same fund, and the annuity will not increase in line with salaries in retirement as the public service Superannuation pensions do.
This annuity can also carry a dependent’s pension, payable on death in retirement.

· Buy back employer Superannuation benefits, such as repayment of marriage gratuity or other refunds, Superannuation credit under PCW Buy Back scheme (teachers), and Superannuation credit for years spent in part time/temporary posts or in training.

· Use to purchase notional service under the PNS scheme. I understand that some public sector employers have recently agreed that part or all of an employee’s AVC fund can, at retirement, be applied as a lump sum purchase of notional service based on the PNS lump sum contribution rates ruling at retirement.
I also understand that in some cases the AVC fund can, during service, be applied as a lump sum purchase of notional service, by agreement with the Revenue.
However some public sector employers require such a transferred lump sum from an AVC to be used firstly to purchase employer Superannuation benefits (e.g. repayment of marriage gratuity) and only any balance of the AVC fund can then be used to purchase notional service, within the relevant limits and restrictions of the PNS arrangement.
The range of options open to a retiring employee with regard to the use of their accumulated AVC capital is explored in detail in a separate Report entitled ‘ARF & Purchase of Notional Service options for use of AVC funds at retirement’ prepared by Technical Guidance Ltd.

In essence the ARF option allows the retiree to preserve the accumulated value of AVC capital into retirement, for the benefit of the retiree and his or her dependants, whereas using AVC capital at retirement to purchase additional Superannuation pension (through lump sum PNS purchase) involves loss of access to the capital as it is turned into guaranteed pension income which dies with the retiree.

4.9 Tax relief on contributions

AVCs (be they periodic or lump sum) qualify for income tax relief, within the normal statutory limits applying to employee contributions to Revenue approved retirement benefit schemes.
 Tax relief on lump sum AVCs may be spread forward over a period of years, depending on the size of the AVC and may not be fully relieved in some circumstances.

Where AVCs are deducted from pay by the employer (which they usually are), income tax relief (and PRSI & Health Levy relief) is effectively granted at source. Where AVCs are not deducted from pay and where large lump sum AVCs are paid, the employee must claim tax relief direct from the Revenue Commissioners either through adjustment or tax credits or a tax refund.

4.10 Worksharing/part time working

The payment of Additional Voluntary Contributions is, as the name implies, voluntary. 

Regular AVCs payable by public sector employees are usually set by the employee either:
· As a % of their earnings, from time to time, so that if earnings fall so does the monetary level of AVC being paid, subject to a minimum monetary contribution the AVC provider may require (e.g. €20 pm)

· As a fixed monetary amount. However AVC providers will usually allow the monetary amount to be varied up or down within limits, so that it could be reduced during a period of reduced earnings.

PRSAs by law
 can not make any charge on suspension, variation or recommencement of contributions.

AVCs are therefore very flexible for work sharers and part time workers, as contributions can be related to their part time earnings, can be reduced, suspended or increased as may suit the individual from time to time without creating any ‘arrears’ of contributions to be made up in the future. This is, of course, subject to whatever rules the AVC provider may have with regard to suspension, variation etc. of contributions. 
4.11 Unpaid leave

AVCs are not payable during any period of absence without pay.

On return to work, payment of AVCs can recommence at their previous level or at a revised level, as the employee wishes. This is, of course, subject to whatever rules the AVC provider may have with regard to suspension, variation etc. of contributions. 
There are no arrears of AVCs to be made up, on return to work.
4.12 Early retirement

The accumulated value of the AVC fund at that time is available on early retirement to provide additional retirement benefits, within the same choice as outlined in 4.8 above and subject to the employee’s Superannuation benefits and AVC benefits combined not exceeding the relevant Revenue maximum approvable level of benefits that can be provided for that individual on early retirement.
In particular AVCs can, indirectly, fund the reduction in Superannuation benefits caused by the imposition of actuarial reduction factors on early retirement.
4.13 Suspension of AVCs

As outlined in 4.10 above in relation to part time employees, the payment of AVCs is voluntary and so the employee can suspend their AVCs at any time (and recommence later, if desired) without creating any ‘arrears’ of contributions to be made up in the future.
This is, of course, subject to whatever rules the AVC provider may have with regard to suspension, variation etc. of contributions. 
4.14 Risks

As AVCs are a defined contribution arrangement the contributor is therefore subject to the following risks in relation to the provision of additional retirement benefits:
· The investment risk. 

No guarantees are provided in advance as to the level of AVC fund which will be accumulated by retirement age in return for any given level of AVCs. 

· The salary inflation risk.

No guarantees are provided in advance as to the level of AVC fund relative to the contributor’s salary level at retirement, which will be accumulated by retirement age in return for any given level of AVCs. 

· The longevity risk

If AVC funds at retirement are not used to purchase additional Superannuation pension or annuity income, there is no guarantee that the invested funds (e.g. in an ARF) can provide any given level of income for life in retirement. 
The trade off for accepting these risks is the ability to preserve the AVC fund for:

· the contributor’s in retirement, through the additional tax free gratuity provided and the transfer of the balance of the AVC fund to an ARF at retirement

· dependants, on both on death in service
 or in retirement
.
5 comparing pns and avc options

5.1 Different options
The purchase of notional service under the PNS scheme and the payment of AVCs represent two very different options for a public sector employee who wishes to make additional retirement provision through the payment of regular contributions.

Each option has its own particular advantages and disadvantages and these must be weighed up in an individual case (taking account of that individual’s circumstances, financial objectives, preferences, etc.) to determine which option is likely, on the balance of advantages and disadvantages, to represent the most suitable option for that particular individual.

It is therefore unsafe and unwise to suggest that either option is ‘the best’ option for the broad group of public service employees; it is ultimately an individual decision based on individual circumstances.

5.2 Where PNS is not an option

There are a number of situations where purchase of notional service under the PNS scheme is not an option to fund an anticipated shortfall in retirement benefits at retirement  :
· Where the employee has less than 9 years of prospective reckonable service, by their minimum retirement age. 

Such employees are not eligible to contribute to PNS.
· Where the employee is worksharing/part time working for less than 2 years and/or has not yet established a consistent worksharing/part time working pattern, as a proportion of full time attendance. 
Such employees are not eligible to contribute to PNS until they establish a working pattern, as a proportion of full time attendance over at least 2 years.
· Where the employee will have 40 years reckonable service by their minimum retirement age but anticipates taking early retirement and wishes to fund for the reduction in their Superannuation benefits caused by the imposition of actuarial reduction factors. 

Such employees are not eligible to contribute to PNS.
· Where the employee wishes to fund for a shortfall in the Revenue maximum approvable level of benefits which could be provided for them, as compared with the maximum Superannuation benefits which can be obtained. 

This shortfall can not be made up by contributing to PNS.
· Where the employee wishes to fund only for a shortfall in tax free gratuity entitlement at retirement.

The PNS scheme provides a fixed packaged of benefits; circa 15% tax free gratuity and 85% taxable Superannuation pension. Purchased notional service can not be used to provide gratuity only.

· Where the employee anticipates leaving the public service before completion of at least 9 years actual reckonable service.

Such employees on leaving service must be provided with a refund of PNS contributions made (without interest and less tax) and so lose entitlement to the notional service being purchased. This provision may effectively eliminate the PNS option for some employees on worksharing/part time working or on fixed term contracts, unless they have adequate prior reckonable service to meet the minimum 9 year reckonable service completion requirement on leaving service.

In all of these cases, the AVC is an option.
5.3 Where PNS is only a partial option
There are a number of other circumstances in which the PNS option represents a partial, but not full, option with regard to funding an anticipated shortfall in Superannuation benefits :

· Where the employee has less than 20 years prospective reckonable service by their anticipated minimum retirement age.

Such employees can not purchase the full notional service to bring their reckonable service to the maximum 40 years. E.g. an employee with 18 years prospective reckonable service by their minimum retirement age are allowed to buy a maximum of 15 years notional service
, potentially bringing total reckonable service to 35 years or some 5 years short of the 40 years maximum.

· Where the employee anticipates leaving the public service before completion of sufficient actual reckonable service to qualify for the period of notional service being purchased.
For example, an individual with 14 years prospective reckonable service is entitled to buy up to 7 years notional service. If this individual opts to buy 4 years notional service but leaves the public service after having completed, say, 10 years reckonable service, a partial refund of PNS contributions must be made to the individual. In effect as the individual has only completed 10 years reckonable service, their entitlement to purchase notional service is reduced to 2 years; in this example the individual would receive a refund of 50% of their PNS contributions (without interest and less tax).
· Where the employee wishes to provide additional death in service cover, over and above the Superannuation death gratuity.

Some individuals with less than 20 years actual completed reckonable service at the date of death may not get any additional death gratuity from PNS (see page 21 for more details)."

In each case above, the AVC represents an option.

5.4 Comparison

For other employees the relative advantages and disadvantages are set out overleaf under a number of broad headings:
	
	Purchase of Notional Service
	Payment of AVCs

	
	
Advantages
	
Disadvantages
	
Advantages
	
Disadvantages

	Provision of pension income in retirement
	· Provides guaranteed pension income in retirement, increasing in line with pay parity.

· Contributor is insured against pre and post retirement investment, salary inflation and longevity risks.
	· No option to take PNS benefit as capital instead of income (apart from circa 15% which can be taken as additional retirement gratuity), for those with no need of additional income in retirement.


	· Range of options at retirement (transfer funds to ARF, purchase of annuity, lump sum contribution to PNS) to generate additional income in retirement.

· If AVC fund invested at retirement in lump sum PNS purchase, contributor is insured against post retirement investment, salary inflation and longevity risks.

· Provides an option to not take income
 or defer taking income in retirement.


	· Does not guarantee pre retirement to provide any specific level of pension income in retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the retirement income the AVC fund may provide in retirement.



	Preservation of capital in retirement for retiree and dependants
	· PNS will provide an additional spouse’s death in retirement pension, if the individual is a member of the Spouse & Children scheme and the individual’s spouse survives them.

	· Approx 85% of benefit provided by PNS must be taken as taxable Superannuation pension payable to the contributor, which dies with the retiree.

· If the individual is not a member of the Spouses & Children scheme, although a lower PNS contribution rate will apply, any additional Superannuation pension bought through PNS will not carry any spouse’s death in retirement pension.
· If the individual is a member of the Spouses & Children scheme, the additional spouse’s death in retirement pension secured by PNS is currently only payable to a surviving legal spouse of the deceased and is not payable to a non marital partner.

	· Accumulated value of AVCs is fully preserved on death in service as a lump sum payment to dependants.

· Accumulated value of AVCs is fully preserved for retiree and his/her dependants in retirement through tax free gratuity and transfer of balance to an ARF.
	

	Flexibility in taking retirement benefits
	
	· No flexibility. As PNS benefits must be taken in line with Superannuation Scheme benefits, which themselves are predetermined, PNS benefits come in a fixed package circa 15% as tax free gratuity and 85% as taxable pension. This mix can not be varied in any individual case, in line with individual preference at retirement.
	· Wide range of options at retirement in relation to how AVC fund can be taken: tax free gratuity, transfer to an ARF, taxable cash, buy back of employer benefits, and lump sum PNS purchase. 

· In certain circumstances, 100% of accumulated AVC fund can be taken as additional tax free gratuity.


	

	Early retirement
	· Provides guaranteed pension income in retirement, increasing in line with pay parity.

· The contributor is insured against post retirement investment, salary inflation and longevity risks in respect of additional Superannuation pension purchased.


	· Additional benefits provided on early retirement will be subject to a pro rata reduction and imposition of actuarial cost neutral early retirement reductions. 

This will reduce the tax free gratuity provided below the Revenue maximum approvable which could be provided at that time.
· As actuarial early retirement reduction factors to apply in the future are not guaranteed in advance, the contributor is not insured against pre retirement investment and salary inflation risks.
	· AVC fund can be taken on early retirement, to the maximum extent allowed, as tax free gratuity, with any balance then transferable to an ARF or taken as taxable lump sum. 

In certain circumstances 100% of accumulated AVC fund could be taken as additional tax free gratuity.

· If AVC fund invested on early retirement in lump sum PNS purchase, contributor is insured post retirement against future investment, salary inflation and longevity risks.


	· Does not guarantee pre retirement to provide any specific level of retirement benefits on early retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the retirement income the AVC fund may provide in retirement.



	Death in service provision for dependants
	· Notional service bought will , for members of the Spouses & Children scheme, increase the Spouse’s death in service pensions by 50% x 1/80th x pensionable remuneration, for each additional year bought, but only for individuals with a shortfall on 40 years actual reckonable service by age 65.
· Notional service bought will increase the death gratuity by 3/80ths x pensionable remuneration, for each additional year bought, but some individuals with less than 20 years actual completed reckonable service at the date of death may not get any additional death gratuity from PNS.


	· Most of the value of PNS contributions paid is used to provide retirement benefits for the contributor, not survivor benefits for dependants.
· If the individual is not a member of the Spouses & Children scheme, additional Superannuation pension bought by PNS will not carry any Spouses death in service pension.
· If the individual is not a member of the Spouses & Children scheme and dies in service, there could be a significant loss as the additional death gratuity, if any, provided by PNS purchase could be substantially lower than the value of PNS contributions paid to date.
· If the individual dies with less than 20 years completed reckonable service, the death gratuity payable is not increased by PNS purchase, over what it would other wise have been.

· If the individual dies with no potential shortfall below 40 years in actual reckonable service by age 65, the Spouse’s death in service pension is not increased by PNS purchase, over what it would otherwise have been.

· If the individual is a member of the Spouses & Children scheme, any additional spouse’s death in service pension secured by PNS purchase is payable only to the contributor’s surviving legal spouse. It is not payable to a non marital partner.


	· The AVC can be geared primarily to provide death in service benefits, if desired, (e.g. a lump sum benefit payable on death in service) or to provide a combination of additional retirement and death benefits in a mix of the individual’s choosing.

· The full accumulated value of AVCs paid is payable to the deceased’s next of kin as a lump sum on death in service. A non marital partner can benefit from this benefit.

· The AVC can provide additional death gratuity cover of up to 250% x pensionable remuneration. A non marital partner can benefit from this benefit.

	· Does not guarantee to provide any specific level of spouse’s pension on death in service.

	Worksharing/ part time  working
	
	· Limitations on ability to purchase notional service and on the amount of service which can be purchased.

· Contributions must be paid by reference to the full time equivalent rate of salary.


	· Contributions can be paid by reference to the individual actual part time reduced salary.

· Contributions can be varied, suspended, or recommenced, usually without any penalty.
	· However AVC benefits secured will be lower than if AVCs continued to be paid at the full rate during periods of part time working.

	Unpaid leave, following payment of contributions
	
	· On return to full time work, contributor will have arrears of PNS contributions to be paid off in a number of different ways.  If these arrears aren’t paid, a pro rata reduction in PNS benefits will result.
	· On return to full time work, contributor has no arrears of AVCs to be paid off.

· Contributor can, on return to work, opt to make a lump sum AVC and/or increase the level of AVC being paid, or vary the level of AVCs being paid, as the individual chooses.
	· However AVC benefits secured will be lower than anticipated if less AVCs are paid than anticipated at the outset.


5.5 Scenarios
A number of potential scenarios are examined in Appendices 1 to 4, where both PNS and AVC are options.

A public sector employee has a minimum retirement age of 60 or 65, as the case may be, but will be short of the 40 years reckonable service by that age, to qualify for the maximum Superannuation pension. The employee will have completed at least 9 years reckonable service by minimum retirement age.

Their financial objective is to increase their Superannuation pension at their minimum retirement age to the maximum allowed.

The individual is likely to remain in full time public service employment until their minimum retirement age or 60 or 65, as the case may be.


Summary of comparison

The PNS option, albeit less flexible than the AVC, is likely to represent the most appropriate option for such an individual as :

· If the individual pays all the PNS contributions due, the individual knows with certainty the additional Superannuation pension (in terms of pensionable remuneration) that will be provided in return at 60 or 65, as the case may be;

· The individual is not exposed to any investment, longevity or salary inflation risks.
The AVC option, on the other hand, would not guarantee to make up the shortfall in Superannuation benefits at the minimum retirement age, although it does offer greater flexibility in relation to payment of contributions and options regarding use of the AVC fund at retirement.
Detailed comparison

	PNS Option
	AVC Option

	· The precise shortfall can be made up by buying the period of missing reckonable years service. 
· About 85% of the value of PNS benefit is a guaranteed pension income in retirement, increasing in line with pay parity.

· Contributor is insured against pre and post retirement investment, salary inflation and longevity risks.
· There is limited flexibility to vary the level of regular PNS contribution being paid to secure the notional service being purchased. 

· The individual either pays the full rate of regular PNS contribution or permanently ceases to pay future contribution, with a consequent reduction in the level of notional service being bought. (of course an employee could set up a new PNS arrangement at a later date paying the appropriate level of PNS contributions given their age at the time and whatever PNS rates may be current at that time ).
· Unpaid contributions during a period of absence without pay causes a reduction in the period of notional service being purchased, unless an increased regular contribution or a lump sum contribution is paid on return to work.

· If the individual moves to a period of worksharing or part time working, their periodic contribution continues to be payable by reference to their full time rate of salary and not their reduced rate of salary.

	· Does not guarantee pre retirement to provide any specific level of pension income in retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the retirement income the AVC fund may provide in retirement.

· Range of options at retirement (transfer to an ARF, purchase of annuity, lump sum contribution to PNS) to generate additional income in retirement.

· If AVC fund invested at retirement in lump sum PNS purchase, contributor is insured against post retirement investment, salary inflation and longevity risks.

· The level of AVC being paid can be varied up and down, within certain restrictions, to suit the individual’s budget and circumstances, from time to time. E.g. can be reduced during a period of worksharing or part time work.



A public service employee has a minimum retirement age of 60 or 65, as the case may be, but plans to retire before reaching their minimum retirement age. 

The individual wants to save regularly now to boost their early retirement benefits, in particular their tax free gratuity.

Summary of comparison

The AVC option is likely to offer more flexibility than the PNS option as a means of funding for enhanced early retirement benefits because of:
· Being able to fund for additional early retirement benefits; in certain circumstances the PNS option may not be available to some individuals to fund for early retirement or only to a limited extent;
· More flexibility in the level of regular contribution the individual can put aside from time to time;

· Being able to take a potentially higher level of tax free gratuity on early retirement, than could be provided by PNS

· Offering the option to preserve AVC capital into retirement by investing in an Approved Retirement Fund (ARF); in comparison about 85% of the value of PNS benefits must be taken in pension format which dies with the individual.
Detailed comparison

	PNS Option
	AVC Option

	· The individual can only buy notional service by reference to a shortfall in 40 years reckonable service at their minimum retirement age, 60 or 65 as the case may be, and not by reference to their anticipated earlier retirement age. In some cases, therefore, the individual may not be able to avail of the PNS option to boost early retirement benefits.

· Effectively circa only 15% of PNS contribution paid will provide additional tax free gratuity as circa 85% of PNS benefits provided on retirement will be Superannuation pension and only 15% tax free gratuity.

· Additional benefits provided with PNS will be subject on early retirement to a pro rata reduction and imposition of actuarial early retirement reductions. This will reduce the additional tax free gratuity provided by PNS to below the maximum that could be provided on early retirement.
· As actuarial early retirement reduction factors to apply in the future are not guaranteed, the employee is not insured under PNS against pre retirement investment and salary inflation risks.
· There is limited flexibility to vary the level of regular PNS contribution being :  

· The individual either pays the full rate of regular PNS contribution or permanently ceases to pay future contribution, with a consequent reduction in the level of notional service being bought (of course an employee could set up a new PNS arrangement at a later date paying the appropriate level of PNS contributions given their age at the time and whatever PNS rates may be current at that time).
· Unpaid contributions during a period of absence without pay causes a reduction in the period of notional service being purchased, unless an increased regular contribution or a lump sum contribution is paid on return to work.

· If the individual moves to a period of worksharing or part time working, their periodic contribution continues to be payable by reference to their full time rate of salary and not their reduced rate of salary.
	· AVCs can be made in relation to a projected shortfall on Revenue maximum approvable benefits at their minimum retirement age, 60 or 65 as the case may be; therefore even individuals who do not have a shortfall in 40 years reckonable service at their minimum retirement age, 60 or 65 as the case may still be able to pay AVCs with a view to enhancing early retirement benefits.
· AVC fund can be taken on early retirement, to the maximum extent allowed, as tax free gratuity, with any balance then transferable to an ARF or take as taxable lump sum. 

In certain circumstances 100% of accumulated AVC fund could be taken as additional tax free gratuity.

· Does not guarantee to provide any specific level of additional tax free gratuity on early retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the level of gratuity the AVC fund may provide on early retirement.

· If AVC fund invested on early retirement in lump sum PNS purchase, contributor is insured against post retirement investment, salary inflation and longevity risks.

· The level of AVC being paid can be varied up and down, within certain restrictions, to suit the individual’s budget and circumstances, from time to time. E.g. can be reduced during a period of worksharing or part time work.



Example #1 – pre 1995 Teacher
John joined the public service at age 28 and has a minimum retirement age of 60. He started paying periodic contributions to the PNS scheme at age 37 to buy 4 years notional service by reference to retirement age 60.

At age 55 he decided to take advantage of the cost neutral early retirement facility. PNS contributions were originally payable for 23 years, but by age 55 he had in fact only paid contributions for 18 years.

The four year notional service for Superannuation pension is reduced as follows :

4 x 18/23 x 77.8%* = 2.435 years

The four year notional service for Superannuation retirement gratuity is reduced as follows :

4 x 18/23 x 90.7%* = 2.839 years
John’s total tax free retirement gratuity on early retirement at age 55 would be :

27 x 3/80 x 90.7% x pensionable remuneration (in respect of 27 years completed service) + 

4 x 18/23 x 3/80 x 90.7% x pensionable remuneration (in respect of 4 years notional service purchased under PNS scheme)

= 102.5% x pensionable remuneration

At age 55 John’s pensionable remuneration for Superannuation purposes is assumed to be €55,000.
John’s Superannuation tax free gratuity will be:
· 27 x 3/80ths  x €55,000 x 90.7% = €50,508 (in respect of 27 years completed service), + 

· 4 x 18/23 x 3/80ths x €55,000 x 90.7%  (in respect of 4 years notional service being purchased under PNS) = €5,856
= total of €56,364

However the maximum Revenue approvable tax free lump sum which could be provided on early retirement at age 55 for John would be:
27/32 x 150% x €55,000 = €69,609

Under an AVC, some (€69,609 - €50,508), i.e. €19,101 could be taken as a tax free gratuity on early retirement, while under PNS the additional tax free gratuity provided on early retirement is estimated, in this example, at €5,856, or some €13,000 less.
* Note that the 77.8% (for pension) and 90.7% (for gratuity) reduction factors are based on Actuarial Reduction Factors currently being used in the public service. These factors are not guaranteed in advance and may change before John actually takes early retirement.

A public service employee has a minimum retirement age of 60 or 65, as the case may be, but will be short of the 40 years reckonable service by that age, to qualify for the maximum Superannuation retirement gratuity.
The individual wants to save regularly now to maximise their tax free gratuity at retirement.


Summary of comparison

The AVC option is likely to represent a more appropriate option for this individual than purchasing notional service under PNS due to:
· Being able to fund under the AVC only for additional tax free gratuity at retirement. With PNS only 15% approximately of PNS contributions paid will provide additional tax free gratuity at retirement, with the balance providing additional Superannuation pension;
· More flexibility in the level of regular contribution the individual can put aside from time to time.
Detailed comparison

	PNS Option
	AVC Option

	· Effectively circa only 15% of PNS contributions paid will provide additional tax free gratuity at retirement as circa 85% of PNS benefits provided will be Superannuation pension and only 15% as tax free gratuity.

· There is limited flexibility to vary the level of regular PNS contribution being :  

· The individual either pays the full rate of regular PNS contribution or permanently ceases to pay future contribution, with a consequent reduction in the level of notional service being bought.

· Unpaid contributions during a period of absence without pay causes a reduction in the period of notional service being purchased, unless an increased regular contribution or a lump sum contribution is paid on return to work.

· If the individual moves to a period of worksharing or part time working, their periodic contribution continues to be payable by reference to their full time rate of salary and not their reduced rate of salary.
	· AVCs can target to fund shortfall at retirement in level of tax free gratuity only.
In certain circumstances 100% of accumulated AVC fund can therefore be taken as additional tax free gratuity.

· Does not guarantee to provide any specific level of additional tax free gratuity on retirement.

Contributor is therefore subject pre retirement to investment and salary inflation risks in terms of the level of additional tax free gratuity the AVC fund may provide on retirement.

· The level of AVC being paid can be varied up and down, within certain restrictions, to suit the individual’s budget and circumstances, from time to time. E.g. can be reduced during a period of worksharing or part time work.



A public service employee has a non spouse dependant(s) for whom he or she wishes to make additional financial provision in the event of death, either before or after retirement.


Summary of comparison

The AVC option is likely to represent the most appropriate option for such an individual as it offers much greater scope and a more effective way to make financial provision for dependants in the event of the individual’s death, than the PNS scheme.
The PNS scheme offers limited opportunity to make additional death in service provision for dependants and no facility to make additional provision for dependants on death in retirement.
Detailed comparison

	PNS Option
	AVC Option

	· Most of the value of PNS contributions is used to provide retirement benefits for the contributor, not survivor’s benefits.
· If the individual is a member of the Spouses & Children scheme, additional Spouse’s death in service and retirement pension may be provided.

· If the individual is not a member of the Spouses & Children scheme, any additional Superannuation pension bought through PNS will not carry Spouses death in service or retirement pension.
· If the individual is a member of the Spouses & Children scheme, the additional spouse’s death in service or retirement pension secured by PNS purchase is currently only payable to a surviving legal spouse of the deceased and is not payable to a non marital partner or other dependant.
· Where completed reckonable service at the date of death is less than 20 years, depending on the person’s potential future service and how much service they are purchasing with PNS, PNS purchase may not necessarily increase the death gratuity payable over the amount it would have been without PNS purchase.
· If the individual dies with no potential shortfall below 40 years in actual reckonable service by age 65, the Spouse’s death in service pension is not increased by PNS purchase, over what it would otherwise have been.

· If the individual is not a member of the Spouses & Children scheme and dies before reaching their minimum retirement age, there could be a significant loss for their estate as the additional death gratuity provided by the PNS purchase could be substantially lower than the value of PNS contributions paid to date.
 (See Examples following)

	· The AVC can be geared primarily to provide death in service benefits, if desired, (e.g. a lump sum benefit payable on death in service) or to provide a combination of additional retirement and death benefits in a mix of the individual’s choosing.

· If the individual dies before reaching their minimum retirement age, the full accumulated value of AVCs paid is payable to the deceased’s next of kin as a lump sum. A non marital partner or other dependant can benefit from this benefit.
· The AVC can also provide additional death gratuity cover of up to 250% x pensionable remuneration. A non marital partner or other dependant can benefit from this benefit.
· The AVC can make provision for dependants post retirement by investing at retirement that part of the accumulated AVC fund not taken as a tax free gratuity in an Approved Retirement Fund (ARF); any balance in the ARF on death in retirement is preserved for dependants.




Example #1

Mary joined the public service when she was aged 29 and has a minimum retirement age of 65. She has a prospective shortfall in 40 year’s reckonable service at 65 of 4 years.

Mary is now aged 37, i.e. has 8 years actual completed reckonable service.
Assuming Mary is non integrated (and not a member of the Spouse’s & Children scheme), the PNS periodic contribution required to buy 4 years notional service is currently 4 x 0.81% pa of gross salary, i.e. 3.24% pa of gross salary.

Her current gross salary is €50,000 pa, and this is assumed to increase at 5% pa.

The Table overleaf shows the comparison between the estimated accumulated value of PNS contributions she will have paid, and the additional death gratuity provided by the 4 year’s notional service purchased:
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PNS contributions 

paid in year

Accumulated 

value of PNS 

contributions 

paid to date

Additional death 

gratuity in year 

provided by PNS

Gain/Loss 

from PNS on 

death in year

37 50,000 1,620 1,620 0 -1,620

38 52,500 1,701 3,402 0 -3,402

39 55,125 1,786 5,358 0 -5,358

40 57,881 1,875 7,501 0 -7,501

41 60,775 1,969 9,846 0 -9,846

42 63,814 2,068 12,405 0 -12,405

43 67,005 2,171 15,197 0 -15,197

44 70,355 2,280 18,236 0 -18,236

45 73,873 2,393 21,541 0 -21,541

46 77,566 2,513 25,132 11,635 -13,497

47 81,445 2,639 29,027 12,217 -16,810

48 85,517 2,771 33,249 12,828 -20,421

49 89,793 2,909 37,821 13,469 -24,352

50 94,282 3,055 42,767 14,142 -28,624

51 98,997 3,207 48,112 14,849 -33,263

52 103,946 3,368 53,886 15,592 -38,294

53 109,144 3,536 60,116 16,372 -43,745

54 114,601 3,713 66,835 17,190 -49,645

55 120,331 3,899 74,076 18,050 -56,026

56 126,348 4,094 81,873 18,952 -62,921

57 132,665 4,298 90,265 19,900 -70,365

58 139,298 4,513 99,292 20,895 -78,397

59 146,263 4,739 108,995 21,939 -87,056

60 153,576 4,976 119,421 23,036 -96,384

61 161,255 5,225 130,617 24,188 -106,428

62 169,318 5,486 142,633 25,398 -117,236

63 177,784 5,760 155,525 26,668 -128,858

64 186,673 6,048 169,350 28,001 -141,349


Note : PNS contributions paid to date have been accumulated at an assumed interest rate of 5% pa.  Additional death gratuity provided by PNS only kicks in where (actual + ill health credited service + PNS service) first exceeds 26.67 years.
Therefore if Mary were to die before reaching retirement age, there could be a significant loss for her estate as the additional death benefit gratuity payable at that time (if any) could be significantly less than the total accumulated value of PNS contributions paid by Mary up to the date of her death.

Example #2

Let’s take the same example #1 of Mary who joined the public service when she was aged 29 and has a minimum retirement age of 65. She has a prospective shortfall in 40 year’s reckonable service at 65 of 4 years.

Mary is now aged 37 i.e. has 8 years actual completed reckonable service.
Assuming Mary is non integrated (and not a member of the Spouse’s & Children scheme); she decides to pay AVCs at a rate of 4 x 0.81% pa of gross salary, i.e. the same rate required under PNS to purchase 4 notional years service.

Her current gross salary is €50,000 pa, and this is assumed to increase at 5% pa.

This Table shows the comparison between the projected value of the AVC account, and the projected additional death gratuity provided by the PNS purchase of 4 year’s notional service:
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AVCs paid in 

year

Accumulated 

value of AVC 

contributions 

paid to date

Additional death 

gratuity in year 

provided by PNS

37 50,000 1,620 1,620 0

38 52,500 1,701 3,386 0

39 55,125 1,786 5,307 0

40 57,881 1,875 7,395 0

41 60,775 1,969 9,660 0

42 63,814 2,068 12,114 0

43 67,005 2,171 14,769 0

44 70,355 2,280 17,640 0

45 73,873 2,393 20,739 0

46 77,566 2,513 24,081 11,635

47 81,445 2,639 27,683 12,217

48 85,517 2,771 31,562 12,828

49 89,793 2,909 35,733 13,469

50 94,282 3,055 40,217 14,142

51 98,997 3,207 45,034 14,849

52 103,946 3,368 50,203 15,592

53 109,144 3,536 55,747 16,372

54 114,601 3,713 61,690 17,190

55 120,331 3,899 68,056 18,050

56 126,348 4,094 74,872 18,952

57 132,665 4,298 82,166 19,900

58 139,298 4,513 89,965 20,895

59 146,263 4,739 98,303 21,939

60 153,576 4,976 107,211 23,036

61 161,255 5,225 116,724 24,188

62 169,318 5,486 126,879 25,398

63 177,784 5,760 137,714 26,668

64 186,673 6,048 149,271 28,001


Note : AVCs paid to date have been accumulated at an assumed investment return rate of 4% pa.  This is purely a projection; the accumulated value could be lower or higher than this, depending on the investment return earned by the AVC investment fund(s). The additional death gratuity under PNS purchase is 4 x 3/80 x projected salary in the year in question.

In the example above, the full value of the AVC account could be paid out as a death benefit to Mary’s estate, and is at all durations significantly greater than the additional death benefit provided by the PNS in respect of 4 notional years service being purchased.

A public service employee is currently working full time in the public service (with an expectation of completing 40 years reckonable service by their minimum retirement age), but envisages changing in the near future to part time (50%) working, for an undetermined period. 

Part time working will reduce their potential reckonable service that will be completed by their minimum retirement age below 40 years.

Their objective is to make up some of this shortfall in the most flexible way possible, by making regular contributions.



Summary of comparison

The AVC is likely to be the most appropriate option for this individual as it offers greater flexibility in relation to the following:

· Entitlement to make contributions

· The level of contributions that can be paid from time to time; in particular AVCs can be reduced during part time work in line with reduced earnings, whereas PNS periodic contributions are charged during part time working on the equivalent full time rate of salary.

· Varying contributions to handle fluctuating working and salary patterns.

· No arrears of contributions to be paid off on return to full time work, after a period of part time working.

Detailed comparison

	PNS Option
	AVC Option

	· An individual on part time working can only purchase notional service under PNS (on the assumption of continuing to work part time to minimum retirement age) once they completed at least 2 years consecutive part time working service.

· If the individual will have less than 20 years prospective reckonable service completed by their minimum retirement age, they are restricted in the maximum number of notional years service they can buy.

· PNS contribution rates will be charged during part time working on the individual’s equivalent full time rate of salary (i.e. twice their anticipated 50% part time salary level), and not on their reduced part time salary

· If the individual returns to full time working after a period of part time working, their future PNS periodic contributions may need to be reduced or cancelled altogether, if their then prospective reckonable service to their minimum retirement age exceeds 40 years.
· On return to full time work after a period of part time working, contributor will have an arrears of PNS contributions to be paid off in a number of different ways.  If these arrears aren’t paid, a pro rata reduction in PNS benefits will result.
	· AVCs can be set as a % of the individual’s actual part time salary from time to time and hence the AVC amount will fall or rise in line with the level of the individual’s salary from time to time. 

The individual will not therefore be required to pay AVCs during part time working as a % of their equivalent full time salary, as required for PNS periodic contributions.

· On return to full time work after a period of part time working, the individual has no arrears of AVCs to be paid off. However AVC benefits secured will be lower than if AVCs continued to be paid at the full rate during part time working.
· The individual can, on return to full time work after a period of part time working, opt to make a lump sum AVC and/or increase the level of AVC being paid, or vary the level of AVCs being paid, as the individual chooses.























































































Can only be funded by AVCs 





Can be funded by AVCs or PNS








� Other than minimum 3% pa withdrawal required from ARFs.


� Also referred to as the Notional Service Purchase (NSP) scheme


� Except for those paying by periodic contributions who are subject to the Class A PRSI rate, who pay a % of gross and a separate % of net salary


� Notional service is service that has not been and can not be served in the public service by expected minimum retirement age.


� See Paragraph 7.1, Circular 1/90 Revised Scheme for Purchase of Notional Service


� Assuming the maximum rate of pension, with no adult dependant or qualified children.


� Gross salary less 2 x maximum rate of State Pension (Contributory)


� 2008


� Periodic contributions deduction from salary commences on the individual’s next birthday, following exercise of the PNS option.


� There are circumstances in which PNS contributions payable by an integrated (i.e. Class A1 PRSI) contributor could decrease, where their gross salary increases at a slower rate than the State Pension (Contributory). 


� With associated spouse’s death in retirement pension, if a member of Spouse’s & Children scheme.


� Based on current PNS lump sum contribution rates at age 60 and 65, for non integrated.


� As set out In Section 774 & 776, Taxes Consolidation Act, 1997


� subject to credited service not exceeding the additional reckonable service which would have accrued if the individual had remained in service up to age 65;


� subject to credited service not exceeding the additional reckonable service which would have accrued if the individual had remained in service up to age 65;


� Subject to not exceeding the additional reckonable service the individual would have completed had they remained in service to age 60.


� Subject to not exceeding the additional reckonable service the individual would have completed had they remained in service to age 60.


� Assuming the individual has at the date of death more than 6 2/3rds years potential future service to age 60.


� PNS purchase rates have been increased in the past a number of times, for new contributors.


� Additional Voluntary Contribution


� Assuming employee has completed at least 10 years service by their minimum retirement age. Based on current open market terms, a package at age 60 of a gratuity of 150% x pensionable remuneration + pension of 50% x pensionable remuneration would be equivalent to a pension of about 54% x pensionable remuneration, compared to the Revenue maximum approvable of 66.6% x pensionable remuneration. The gap can be funded through an AVC, with funds on retirement being transferred to an ARF.


� The Revenue maximum approvable pension at normal retirement age is 2/3rds x final remuneration for an employee who has completed at least 10 years service by that date.


� Current 2008 level


� Assumed open market commutation rate.


� The ARF option is also subject to a requirement that the individual is, at the time of exercising the option, in receipt of guaranteed pension income payable for their lifetime of at least €12,700 pa.  If this condition is not satisfied, the first €63,500 of the residual AVC fund (after taking the maximum tax free gratuity allowed) must be invested in the purchase of a taxable annuity or be invested in an Approved Minimum Retirement Fund (AMRF), before the balance can be invested in an ARF


� If the retiree is a member of the Spouses & Children scheme there may be a 50% spouses pension payable on the retiree’s death in retirement.


� Section 774 & 776, Taxes Consolidation Act, 1997


� Section 105, Pensions Act, 1990


� The value of the AVC fund at that time, i.e. on death in service, is fully returnable to the contributor’s dependants.


� The residual value of an ARF on death in retirement is fully returnable to the contributor’s dependants.


� See Table on page XX.


� Other than minimum 3% pa withdrawal required from ARFs.





