Pensions and Staff with Short Service

It has come to the attention of the Executive Committee that there appears to be a continuing degree of confusion amongst members about pension entitlements.

In the case of the Public Service “Occupational” Pension Schemes which are “Defined Benefit” schemes the pension is determined by reference to a combination of final pay and service. In that context, “service” is actual service, not periods of non-service on career breaks, job-sharing, term-time etc. irrespective of the purpose of same. In the case of the increasingly common “Defined Contribution” pension schemes in the private sector, the value of the pension is determined by reference to the amount of money available to buy a pension at the time of retirement and has no direct connection with either final pay or service. 

So far as social insurance and pensions are concerned, there is a significant difference between the method of calculation of Superannuation Benefits for staff recruited before April, 1995 and those recruited subsequently and the way in which short-service impacts on overall pension entitlements varies with the two categories of staff.
Up to 1995, Civil Servants (and most other “white collar” public servants) were covered for only limited Social Insurance Benefits. In particular, they were not covered for Old Age or Retirement Pensions. Thus, their Superannuation Benefits were purely “occupational” benefits, i.e. their pensions were wholly provided by the Civil Service Superannuation Scheme.

By contrast, staff recruited after that date were covered for full Social Insurance purposes and this included entitlement to a Social Insurance Old Age Pension and Retirement Pension. Their Civil Service Superannuation Benefits are adjusted to take account of their Social Insurance Benefits. This system of adjustment is called “Integration”. In essence, the effect is that, in the case of a person with full service (40 years maximum) gets a combination of Civil Service Superannuation Benefits (“Occupational” Benefits) and Social Insurance Benefits which, together, give them the same overall pension entitlement which a person recruited before 1995 would have had under the Occupational Benefits alone.

Civil Servants employed before 1995 did not pay a personal Superannuation Contribution but those employed after that date do pay such a contribution with the result that the salary of the post-1995 staff was adjusted upwards to take account of that contribution. The amount of the adjustment was to increase the pre-1995 salary by 1/19th. The effect was that the post-1995 salary, when reduced by a 5% contribution, was the same as the pre-1995 salary..
In the case of Pre-1995 Staff, Pension and lump sum were calculated was as follows.
(a) Everything was based on actual pay on the date a person retired (unless they got promoted within 3 years of retirement when an averaging arrangement with the former grade applied).

(b) The Annual Pension was calculated at 1/80th of the final pay for each year of service.

(c) The retirement Lump Sum was calculated at 3/80th of the final pay for each year of service;

(d) Spouse’s Pension is one-half of the Member’s Potential Pension at age 65;

(e) Children’s Pensions are one-third of the Spouse’s Pension per child to a maximum of 3 children;

(f) As a result, combined Maximum Spouse’s and Children’s Pensions (3) is the same as the Pension of the member with 40 years’ service.

Staff who have been recruited since 1995 have a different set of Superannuation arrangements:
(a) they pay a personal superannuation contribution of 5% of “pensionable pay”;

(b) their pay is higher than the pay of pre-1995 staff to reflect this personal contribution of 5% - their pay is such that when 5% is deducted from it, it equates to the pay of pre-1995 staff;

(c) they pay a full (Class “A”) Social Insurance Contribution which entitles them to benefit from Retirement Pension and Old Age Contributory Pension (OACP), provided they meet the general conditions (including contribution conditions) for entitlement to same;

(d) their “pensionable pay” is actual pay less an amount equal to twice the amount of Old Age Contributory Pension for a single person;

(e) their Retirement Lump Sum is calculated, as before, at 3/80th of Actual Pay (not “pensionable Pay”) at the time of retirement;

(f) Spouse’s Pension is one-half of an amount which is calculated by reducing the member’s actual pay by once the Old Age Contributory Pension and calculating what the Member’s Potential Pension at age 65 would be on that amount if integration had not been introduced;

(g) Children’s Pensions are one-third of the Spouse’s Pension per child to a maximum of 3 children.

There is provision for the payment of a supplementary pension to pensioners in respect of periods during which the pensioner is not employed in any capacity which involves a social insurance contribution and fails to qualify for social insurance benefit or qualifies for such benefit at less than the maximum personal rate (in both cases due to causes outside his/her own control). The supplementary pension which is payable is equal to the difference between (i) the occupational pension which would have been payable had it not been co-ordinated and (ii) the aggregate of the actual occupational pension payable and actual rate of social insurance benefit.
If a person with an entitlement to a pension at age 60 retires at that age, he/she can have no entitlement to a Social Insurance Retirement Pension or an Old Age Contributory Pension since he/she would have to be aged 65 or 66, respectively, to be entitled to them – aside from the issue of contribution conditions.
From Age 60 until he/she would be entitled to draw a Social Insurance Retirement Pension or the OACP (if he/she has an entitlements to same), he/she would be entitled to a Supplementary Occupational Pension of an amount equal to the difference between the pension a person whose pension is not integrated (i.e. a pre-1995 person) and whatever actual pension he/she actually has.
It is probably simplest to explain the situation by reference to an example. The example taken [in Example A] is a person who retires at Age 65 on a salary of €50,000 (post 1995 pay) or €47,500 (pre-1995 pay, i.e. €50,000 less 5%). It is assumed that the service is 40 years. This is shown below.
As regards Example A (40 years’ service) there are a number of things which may be noted about the outcome shown in the table:

(a) Annual Pension as a proportion of pay is 50% in both cases;

(b) Retirement Lump as a proportion of pay is 150% in both cases;

(c) Actual Pension and Actual Retirement Lump Sum are different amounts of money because the pay rates on which they are based are different (the pay of the pre-1995 person is 95% of the post-1995 person – see above);
(d) The contributions of the post-1995 person (€4,124) are much higher than that of the pre-1995 person (€1,121);

(e) The Net Pay of the post-1995 person is lower than the Net Pay of the pre-1995 person because, even though the gross pay is higher by €2,500, the amount of the contributions of the post-1995 person is higher by €3,893;

(f) The arrangements for Survivors’ Pensions are more favourable for pre-1995 staff

Example B in the Appendix is identical with the other example except for the fact that the total pensionable service is 20 years, whether caused by starting work at a later age or by virtue of losing periods of service due to career breaks, work-sharing or term-time etc.
As regards Example B (20 years’ service) there are a number of things which may be noted about the outcome shown in the table:

(a) Annual Pension as a proportion of pay is 35.8% in the case of the post-1995 person and 25% in the case of the pre-1995 person;

(b) Retirement Lump as a proportion of pay is 75% in both cases;

(c) Actual Retirement Lump Sums are different amounts of money because the pay rates on which they are based are different (the pay of the pre-1995 person is 95% of the post-1995 person – see 16 above)
(d) The contributions of the post-1995 person (€4,124) are much higher than that of the pre-1995 person (€1,121);

(e) The Net Pay of the post-1995 person is lower than the Net Pay of the pre-1995 person because, even though the gross pay is higher by €2,500, the amount of the contributions of the post-1995 person is higher by €3,893;

(f) The arrangements for Survivors’ Pensions are more favourable for pre-1995 staff.

The reason for the difference in Annual Pension is very simple. 

The pre-1995 pension, being made up entirely of Occupational Pension, is related directly proportionately to both service and retirement pay - the higher the pay and longer the service, the higher the pension. This can be seen in the outcomes of the pre-1995 person in Example A with 40 years’ service and the pre-1995 person in Example B with 20 years’ service. The retiring pay is the same in both cases so that the only variation is the service. 40 years’ service produces a pension of 50% of pay and 20 years’ service produces a pension of 25% of pay. In other words, the person with 20 years’ service has a pension which is equal to one-half of that of the person with 40 years’ service because 20 years is one half of 40 years.

In the case of the post-1995 pension, the total pension is made up of two elements:

(a) an occupational amount which is proportionate to retiring pensionable pay and service; and 

(b) a social insurance pension which is a flat amount unrelated to pay and, effectively, unrelated to actual service or pay.
The result is that the total pension of the post-1995 person is, unlike the total pension of the pre-1995 person not directly proportional to pay and service. In fact, the lower the retiring pay and the shorter the service, the more the difference between the pre and post 1995 pension becomes.

It may be noted that this does not happen with the retirement lump sum which is not affected by integration with the social insurance system and remains directly proportional to pay and service and, as can be seen from Example B, produces the same proportion of pay for the pre and post 1995 people.

Members who are affected by short service, however this arises, should examine their position carefully.

If they wish to increase their service for pension purposes, the simplest way of doing so is to purchase added years under the added years scheme.

Details of this scheme and other pension issues are contained in the Civil Service Pensions web-site at www.cspensions.gov.ie
A recent circular issued to all staff in the Civil Service (Pensions Be Aware – Circular 33/2007) is also very helpful in drawing attention to Pension Issues.
Dan Murphy

dmurphy@pseu.ie
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	Example “A” – 40 Years’ Service

	Calculation of Pensions for Post-1995 and Pre-1995 Staff

	 
	 
	Post
	Pre

	 
	 
	1995
	1995

	1
	Gross Pay on Retirement
	€50,000
	€47,500

	2
	Old-Age Contributory Pension - Single Person Under 80 - Per Week
	€209.30
	€0.00

	2
	Old-Age Contributory Pension - Single Person Under 80 - Per Annum
	€10,884
	€0

	3
	Twice Old-Age Contributory Pension [(2) X 2]
	€21,767
	€0

	4
	Pensionable Pay [(1) less (3)]
	€28,233
	€47,500

	5
	Years of Service on Retirement
	40.0
	40.0

	6
	Contributions:
	 
	 

	7
	Personal Superannuation
	 
	 

	8
	Annual Pension
	 
	 

	9
	Contribution Base:
	 
	 

	10
	Pensionable Pay (4)
	€28,233
	€47,500

	11
	Rate
	3.50%
	0.00%

	12
	Amount 
	€988
	€0

	13
	Retirement Lump Sum
	 
	 

	14
	Contribution Base
	 
	 

	15
	Gross Pay (1)
	€50,000
	€47,500

	16
	Rate
	1.50%
	0.00%

	17
	Amount
	€750
	€0

	18
	Survivors Pension
	 
	 

	19
	Contribution Base
	 
	 

	20
	Gross Pay (1)
	€50,000
	€47,500

	21
	Rate
	1.50%
	1.50%

	22
	Amount
	€750
	€713

	 
	 
	 
	 

	23
	Total Occupational Contributions
	€2,488
	€713

	 
	 
	 
	 

	 
	Social Insurance Contributions
	 
	 

	24
	Gross Pay
	€50,000
	€47,500

	25
	Less Superannuation Contributions
	(-€2,488)
	(-€713)

	26
	Pay Net of Superannuation Contributions (24 less 25)
	€47,512
	€46,788

	27
	PRSI Free Allowance Per Week
	€127
	€26

	28
	PRSI Free Allowance Per Annum 
	€6,604
	€1,352

	29
	Income subject to PRSI (26 less 28)
	€40,908
	€45,436

	30
	Rate of PRSI Contribution
	4.00%
	0.90%

	31
	Amount of PRSI Contributions (29 X 30)
	€1,636
	€409

	 
	 
	 
	 

	 
	Total All Contributions (23 plus 31)
	€4,124
	€1,121

	 
	Net Pay
	€45,876
	€46,379

	 
	Benefits
	 
	 

	32
	Personal Superannuation
	 
	 

	33
	Annual Pension
	 
	 

	34
	Occupational Annual Pension
	 
	 

	35
	Pension Base:
	 
	 

	36
	Pensionable Pay (4)
	€28,233
	€47,500

	37
	Years of Service on Retirement (5) 
	40.0
	40.0

	38
	Annual Occupational Pension [(36) X (37) X 1/80]
	€14,116
	€23,750

	39
	Social Insurance Pension
	€10,884
	€0

	40
	Total Annual Pension
	€25,000
	€23,750

	 
	 
	 
	 

	41
	Retirement Lump Sum
	 
	 

	42
	Pension Base
	 
	 

	43
	Gross Pay (1)
	€50,000
	€47,500

	44
	Years of Service on Retirement
	40.0
	40.0

	45
	Retirement Lump Sum [(43) X (44) X 3/80]
	€75,000
	€71,250

	 
	 
	 
	 

	46
	Survivors' Pensions
	 
	 

	47
	Spouse's Occupational Pension
	 
	 

	48
	Pension Base:
	 
	 

	49
	Theoretical Officer's Pensionable Pay of Gross Less Once OACP:
	 
	 

	50
	Officer's Gross Pay
	€50,000
	€47,500

	51
	Less Once Old Age Contributory Pension
	(€10,884)
	€0

	52
	Theoretical Officer's Pensionable Pay for this purpose
	€39,116
	€47,500

	53
	Age of Starting Service
	
	

	54
	Potential Years of Service to Age 65 (Maximum of 40)
	40.0
	40.0

	55
	Theoretical Maximum Retirement Pension [(52) X (54) X 1/80]
	€19,558
	€23,750

	56
	Spouse's Pension Half of this [i.e. half of (55) above]
	€9,779
	€11,875

	 
	 
	 
	 

	57
	Child's Occupational Pension
	 
	 

	58
	Pension Base
	 
	 

	59
	Spouse's Pension (56)
	€9,779
	€11,875

	60
	Amount Per Child = One-Third of Spouse's Pension [one-third of (56)]
	€3,260
	€3,958

	61
	Maximum No. of Child Pensions is three
	3
	3

	62
	Maximum Children's Pensions [(60) X 3]
	€9,779
	€11,875

	 
	 
	 
	 

	63
	Maximum Occupational Spouse's & Children's Benefit [(56) + (62)]
	€19,558
	€23,750

	 
	 
	 
	 

	 
	Survivors' Social Welfare Pension:
	 
	 

	64
	Widow/Widower Pension (Under 66) Per Week
	€191.30
	€191.30

	65
	Widow/Widower Pension (Under 66) Per Annum
	€9,948
	€9,948

	66
	Dependant Child Allowance (Per Child) Per Week
	€22.00
	€22.00

	67
	Dependant Child Allowance (Per Child) Per Annum
	€1,144
	€1,144

	 
	 
	 
	 

	68
	Total Occupational & Social Insurance Survivor's Pensions
	 
	 

	69
	Spouse [(56) + (65)]
	€19,727
	€21,823

	70
	Dependant Child Allowance (Per Child to a max of 3) [(60) + (67)]
	€4,404
	€5,102

	71
	Spouse & 3 Dependant Children [(69) + (70 X 3)]
	€32,938
	€37,130


	Example “B” – 20 Years’ Service

	Calculation of Pensions for Post-1995 and Pre-1995 Staff

	 
	 
	Post
	Pre

	 
	 
	1995
	1995

	1
	Gross Pay on Retirement
	€50,000
	€47,500

	2
	Old-Age Contributory Pension - Single Person Under 80 - Per Week
	€209.30
	€0.00

	2
	Old-Age Contributory Pension - Single Person Under 80 - Per Annum
	€10,884
	€0

	3
	Twice Old-Age Contributory Pension [(2) X 2]
	€21,767
	€0

	4
	Pensionable Pay [(1) less (3)]
	€28,233
	€47,500

	5
	Years of Service on Retirement
	20.0
	20.0

	6
	Contributions:
	 
	 

	7
	Personal Superannuation
	 
	 

	8
	Annual Pension
	 
	 

	9
	Contribution Base:
	 
	 

	10
	Pensionable Pay (4)
	€28,233
	€47,500

	11
	Rate
	3.50%
	0.00%

	12
	Amount 
	€988
	€0

	 
	 
	 
	 

	13
	Retirement Lump Sum
	 
	 

	14
	Contribution Base
	 
	 

	15
	Gross Pay (1)
	€50,000
	€47,500

	16
	Rate
	1.50%
	0.00%

	17
	Amount
	€750
	€0

	18
	Survivors Pension
	 
	 

	19
	Contribution Base
	 
	 

	20
	Gross Pay (1)
	€50,000
	€47,500

	21
	Rate
	1.50%
	1.50%

	22
	Amount
	€750
	€713

	23
	Total Occupational Contributions
	€2,488
	€713

	 
	 
	 
	 

	 
	Social Insurance Contributions
	 
	 

	24
	Gross Pay
	€50,000
	€47,500

	25
	Less Superannuation Contributions
	(-€2,488)
	(-€713)

	26
	Pay Net of Superannuation Contributions (24 less 25)
	€47,512
	€46,788

	27
	PRSI Free Allowance Per Week
	€127
	€26

	28
	PRSI Free Allowance Per Annum 
	€6,604
	€1,352

	29
	Income subject to PRSI (26 less 28)
	€40,908
	€45,436

	30
	Rate of PRSI Contribution
	4.00%
	0.90%

	31
	Amount of PRSI Contributions (29 X 30)
	€1,636
	€409

	 
	 
	 
	 

	 
	Total All Contributions (23 plus 31)
	€4,124
	€1,121

	 
	Net Pay
	€45,876
	€46,379

	 
	 
	 
	 

	 
	Benefits
	 
	 

	32
	Personal Superannuation
	 
	 

	33
	Annual Pension
	 
	 

	34
	Occupational Annual Pension
	 
	 

	35
	Pension Base:
	 
	 

	36
	Pensionable Pay (4)
	€28,233
	€47,500

	37
	Years of Service on Retirement (5) 
	20.0
	20.0

	38
	Annual Occupational Pension [(36) X (37) X 1/80]
	€7,058
	€11,875

	39
	Social Insurance Pension
	€10,884
	€0

	40
	Total Annual Pension
	€17,942
	€11,875

	 
	 
	 
	 

	41
	Retirement Lump Sum
	 
	 

	42
	Pension Base
	 
	 

	43
	Gross Pay (1)
	€50,000
	€47,500

	44
	Years of Service on Retirement
	20.0
	20.0

	45
	Retirement Lump Sum [(43) X (44) X 3/80]
	€37,500
	€35,625

	 
	 
	 
	 

	46
	Survivors' Pensions
	 
	 

	47
	Spouse's Occupational Pension
	 
	 

	48
	Pension Base:
	 
	 

	49
	Theoretical Officer's Pensionable Pay of Gross Less Once OACP:
	 
	 

	50
	Officer's Gross Pay
	€50,000
	€47,500

	51
	Less Once Old Age Contributory Pension
	(€10,884)
	€0

	52
	Theoretical Officer's Pensionable Pay for this purpose
	€39,116
	€47,500

	53
	Age of Starting Service
	23
	23

	54
	Potential Years of Service to Age 65 (Maximum of 40)
	20.0
	20.0

	55
	Theoretical Maximum Retirement Pension [(52) X (54) X 1/80]
	€9,779
	€11,875

	56
	Spouse's Pension Half of this [i.e. half of (55) above]
	€4,890
	€5,938

	 
	 
	 
	 

	57
	Child's Occupational Pension
	 
	 

	58
	Pension Base
	 
	 

	59
	Spouse's Pension (56)
	€4,890
	€5,938

	60
	Amount Per Child = One-Third of Spouse's Pension [one-third of (56)]
	€1,630
	€1,979

	61
	Maximum No. of Child Pensions is three
	3
	3

	62
	Maximum Children's Pensions [(60) X 3]
	€4,890
	€5,938

	 
	 
	 
	 

	63
	Maximum Occupational Spouse's & Children's Benefit [(56) + (62)]
	€9,779
	€11,875

	 
	 
	 
	 

	 
	Survivors' Social Welfare Pension:
	 
	 

	64
	Widow/Widower Pension (Under 66) Per Week
	€191.30
	€191.30

	65
	Widow/Widower Pension (Under 66) Per Annum
	€9,948
	€9,948

	66
	Dependant Child Allowance (Per Child) Per Week
	€22.00
	€22.00

	67
	Dependant Child Allowance (Per Child) Per Annum
	€1,144
	€1,144

	 
	 
	 
	 

	68
	Total Occupational & Social Insurance Survivor's Pensions
	 
	 

	69
	Spouse [(56) + (65)]
	€14,837
	€15,885

	70
	Dependant Child Allowance (Per Child to a max of 3) [(60) + (67)]
	€2,774
	€3,123

	71
	Spouse & 3 Dependant Children [(69) + (70 X 3)]
	€23,159
	€25,255
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