Reduction in Standard Fund Threshold (SFT) 

in Budget and Finance Act 2011

PROFESSIONAL ADDED YEARS AND PURCHASE OF NOTIONAL SERVICE

1.
PROFESSIONAL ADDED YEARS
The issue of the inclusion of professional added years in the calculation of and application for a Personal Fund Threshold (PFT) has been considered again by the Revenue Commissioners following issues raised with them by this Department.  The arrangements in respect of the treatment of professional added years for PFT purposes, as agreed, are set out below.  

It has now been agreed with the Revenue Commissioners that a figure in respect of professional added years should not be included in PFT calculations and applications at this time. Instead, a “look-back” arrangement will apply at the point of an individual’s retirement whereby an individual awarded professional added years on retirement will have his or her service as at 7 December 2010 enhanced by the number of professional added years awarded which could result in such an individual obtaining either an increased PFT (where they already have one) or qualifying for a PFT by way of a late application (where they had not qualified as at 7 December 2010).

It may be that individuals who qualify for a PFT as at 7 December 2010 and who are awarded professional added years on retirement or who may qualify for a PFT on foot of such an award on retirement but who are some years from that position may not recall the above arrangement in the future.  It would be appropriate, therefore, for you to make arrangements for the person to be informed that a PFT or a revised PFT may be available in these circumstances.  This could be done by the inclusion in the Pension Declaration Form, which has to be signed by the pension beneficiary, of an appropriate note to that effect. The following wording is suggested:

 

“It has been agreed with the Revenue Commissioners that, where professional added years have been awarded as part of your pension benefits on retirement, they will be used to enhance your Personal Fund Threshold, if you already have one, or will render you eligible to make a late application for a PFT at that stage.  In either case, your public sector pension fund administrator can advise you of what the capital value of your public sector pension would have been at 7 December 2010 at your salary and service levels at that date, when revised to take account of your actual professional added years award. You can then apply to Revenue for a PFT, if the additional service on foot of professional added years awarded brings the capital value of your overall pension benefits at 7 December 2010 above €2.3m, or for a revised PFT to reflect the increased service.  

2.
PURCHASE OF NOTIONAL SERVICE

The following deals with the treatment of the purchase of notional service in the context of the PFT.

The formula to be used for the purpose of including notional service which is being purchased under a periodic purchase agreement is set out immediately below.  It is based on the formula contained in the purchase of notional service scheme.

The formula is A x B / C, where -

A is the number of years of service which the officer opted to purchase; 

B is the period from the date of commencement of the purchase agreement up to 7 December 2010; and

C is the period during which periodic contributions would have been paid if the officer had continued to pay such contributions up to the relevant retirement age.

Where notional service has been purchased by lump sum prior to 7 December 2010, the full amount of that service purchased should be included in the PFT.  Service purchased by lump sum after that date should not be included.

Queries relating to this additional information for PFT purposes should be addressed to the relevant Personnel Officer in the first instance.

16th November 2011

EXAMPLE
Reduction in Standard Fund Threshold (SFT) in Budget and Finance Act 2011

Example of impact on hospital and academic consultants with claim for professional added years

1. Consultant A is aged 57 with 27 years service on 7 December 2010. He has Type B contract and an annual salary at 7 December 2010 of €176,000. He has a claim  to professional added years of one-third of service up to a maximum of 10 years and a contract permitting retirement at age 60. Apart from his membership of the public service pension scheme, he has separate private pension savings with a market value of €500,000 to which he has now ceased contributing. He has no crystallised pension rights since 7 December 2005.  The capital value of his uncrystallised pension rights as on 7 December 2010 is calculated as follows:

Pensionable remuneration: €176,000

Annual Pension entitlement: €59,400 (€176,000 * 27
 /80)

Capital value of pension entitlement: €1,188,000 (€59,400* 20)

+  Retirement Lump Sum:                 €178,200  (€59,400*3)

+ market value of personal pension savings:                   €500,000

       Capital value of pension rights at 7/12/10: €1,866,200

2. Since the capital value of A’s pension rights as at 7 December 2010 is below the level of the reduced SFT of €2.3 million, the maximum lifetime pension benefit available to him for tax purposes (in the absence of an actual award of professional added years) is €2.3million. There are no grounds on which A needs to apply to Revenue for a PFT at this point.
3. A is due to retire at age 60 on 7 December 2013. Just prior to retirement he is awarded 10 years professional added years by his employer. Together with actual years’ service, this would bring total service at retirement for pension purposes to 40 years. Under the “look back” arrangement agreed with Revenue, A should at that time obtain from his public sector pension fund administrator details of the capital value of his public service pension as at 7 December 2010 based on his salary and service at that date and taking account of the actual professional added years awarded at retirement. If the capital value of A’s public service pension when added to his/her personal pension savings (of €500,000) at 7 December 2010 exceeds €2.3m, A can then apply to Revenue for a PFT.  In this example, the number of years’ service for pension purposes would increase to 37 as at 7 December 2010. All other things being equal, the capital value of A’s overall retirement benefits at that date with the inclusion of the professional added years would amount to €2,372,200 
 and A should apply to Revenue for a PFT of this amount.

4. Assuming no increase in pensionable remuneration in the period from 7 December 2010, no change in the market value of the personal pension savings and no indexation in the level of the SFT or PFT (which indexation is at the Minister’s discretion), the capital value of A’s crystallised pension rights at the point of retirement would be as follows:

Pensionable remuneration: €176,000

Annual Pension entitlement: €88,000 ( €176,000* 40/80)

Capital value of pension entitlement: € 1,760,000 (€88,000 * 20)

+  Retirement Lump Sum :                €264,000
  ( €88,000* 3)

+ market value of personal pension savings:                   €500,000

       Capital value of pension rights on retirement at 7/12/2013: €2,524,000

5. Since the capital value of A’s pension rights on retirement (€2,524,000) exceeds the value of his PFT (€2,372,200) as at 7 December 2010, a “chargeable excess” amounting to the difference (€151,800) will be subject to an immediate tax charge at 41%.  The chargeable excess in this instance arises largely as a result of the capital value of the 3 years additional actual service and pension benefit accrued beyond 7 December 2010. 

16th November 2011

� No figure in respect of professional added years should  be included in PFT calculations and applications at this time. Instead, a “look-back” arrangement will apply at the point of an individual’s retirement whereby an individual awarded professional added years on retirement will have his or her service as at 7 December 2010 enhanced by the number of years awarded which could result in such an individual obtaining either an increased PFT (where they already have one) or qualifying for a PFT by way of a late application (where they had not qualified as at 7 December 2010).





� Capital value of pension (€176,000*37/80)(*20) + Retirement lump sum (€176,000* 37/80 *3) + personal pension savings(€500,000)





� Assuming no other retirement lump sum has been or will be paid, the excess of this retirement lump sum over €200,000 will be taxed at the standard income tax rate. In addition, in the normal course, the tax charge at 41% on any “chargeable excess” arising over the value of the SFT or a PFT will also be deducted by the pension administrator from the remaining lump sum.








