GAD Guidance on use of AVC Monies
1.  There is probably no black and white answer when dealing with actuarial guidance. Ultimately factors produced provide actuarial equivalence and it is for Scheme managers to decide the timing of introduction of changes and the degree to which change could and should be considered.

2.  Since last year, and before the revised factors to use from 1 October 2008, were made available, it has been the intention to move toward factors built around the scheme now confirmed normal retirement age of 65. The most recent set of factors, produced in connection with the use of AVC monies, flag up the imminent move to such an arrangement. At some point in time the decision to move in a certain direction has to be made, and this now seems to be the most appropriate moment – starting with the approach to be followed with AVC monies. If this is the actual direction of travel in terms of actuarial factors, then a first step with this particular set of guidance does appear to be the right approach to adopt. If this was not done GAD would have been producing a time limited guidance note which we would have superseded in a few months.

3.  Some concerns have been expressed about the side effects of using this guidance material. These, and their explanations, are outlined below.

3.1 – It is not clear whether the comparison between protected reg 66(8) and reg 66(5) should be calculated using the annuity factors in existence in March 2004 or the latest factors. If using the new annuity factors then these only refer to reg 26(4) of the admin regs, there is no reference to reg 66(5). (This is done on the assumption that cases being handled are now post 1 April 2008, and hence covered by new rather than old provisions.)
3.2 – It is also not clear if [old] reg 66(5) has actually been “saved”?  The transitional regs only refer to reg 66(8) but can one interpret 66(8) (when you read it) as referencing the whole of reg 66 and therefore meaning that 66(5) still applies. (The saving of [old] 66(8) as in place at 31/3/2008, in effect saved the whole og regulation 66 as it stood PRE-NOVEMBER 2001.)
3.3 – Is the resultant pension reduced if the member decides to take it before age 65 – regardless of whether they qualify for unreduced benefits at an earlier age?  Yes Whereas under the old method the service credit would have counted towards qualifying for unreduced benefits (possibly) at an age earlier than 65 (but in such cases under the old method the service credit would have been lower.) and would not therefore have been subject to an early payment reduction (and the reason for this is that in effect such a reduction was already factored into the old methodology). 
3.4 – Should the resultant service purchase from an AVC transfer in provide Part A membership and therefore not be subject to a reduction (similar to an added years contract period that commenced pre October 2006.  In the case of natural retirement before age 65 the pension provided by the AVC transfer in is reduced but it is not clear whether something similar should be done in a case of redundancy/efficiency? (They should both be reduced. The calculation around NPA65 can be looked at as a matter of convenience. If no reduction applied the comparison with the “CONVERSION TO PENSION” method will be distorted.).

4.  The big change to assumptions used is that such calculations would always be based on the new non-Club incoming NPA65 tables, hence no use of earlier variable CRA tables, no iterative process etc. As set out above this flags moves to such an approach for all non-Club incoming cases.

5.  It has been assumed, as a subsidiary point that the service credits calculated would continue to be in 80ths/160ths form (remembering there is no lump sum), and, to provide the required references, version 1.3 of the transfer factor suite now contains the 80ths incoming tables.

6.  It has been further assumed that if 

1) the credit is awarded before age 65, it will attract LRFs if subsequently paid after 65; and 

2) if awarded after 65, it will not 

7.  On the assumption to now move away from the need for multiple CRAs, it is proposed to do away with the “stripping-out-the-lump-sum” factors and replace them with an adjustment to the transfer-in methodology which achieves the same result.
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