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FERGUSON & ASSOCIATES
FREQUENTLY ASKED QUESTIONS ON BUY OUT BONDS
(1) What is a Buy Out Bond?
A Buy Out Bond is a lump sum pension contract specifically designed for those leaving employment or moving from one employment to another. It is an ideal way to secure your retirement fund, giving you total control over your fund right up until you retire.  A Buy Out Bond is sometimes also called a Personal Retirement Bond. It is a contract that is approved by the Revenue Commissioners and is subject to Revenue limits and conditions.
(2) What Are The Advantages?

· The policy is issued in your name and belongs to you. Your previous employer and the pension Trustees have no further involvement.
· You choose the fund in which your money is invested.

· You can choose when you take your benefits.  This can be any time from the earliest date retirement was allowed under your company pension (normally age 50) and you can still remain in your new employment.  You can choose to take the benefits as late as age 70 if you are still working to that age.

· Your Buy Out Bond is invested in a fund that is exempt from tax on its investment income, and capital gains tax, so that you gain from all the growth and income that your fund earns.

(3) What Are The Disadvantages?

· Your existing pension fund may be part of a scheme where the charges being levied to manage your fund within the scheme are lower than those that would apply if you choose to transfer to a Buy Out Bond.  In this situation, you need to decide if the advantages of having a Buy Out Bond warrant the additional charges.  
· Since you choose the investment funds, you also carry the investment risk.  Your pension fund may grow at a slower rate than if you left it within your previous employer’s pension scheme.  Indeed, it may fall in value from time to time.  
· It may take you longer to be eligible for full leaving service benefits in a new company pension if you do not transfer your fund into their pension.
· Your existing pension fund may be in what is known as a Defined Benefit Scheme.  This form of scheme often contains guarantees as to the level of pension you will receive at retirement age, regardless of how the pension fund performs.  The employer will underwrite these guarantees, topping up the fund if the investment returns don’t support the level of pension you have been guaranteed.  Such guarantees are very valuable and while every situation warrants investigation, as a rule of thumb we don’t recommend that clients opt out of Defined Benefit pension schemes in favour of Buy Out Bonds.  
(4) How is my buy out bond set up?

The bond is actually set up by the Trustees of your company pension. They apply for the bond in your name but once it is set up it belongs to you and the Trustees have no further involvement in it.

(5) Who chooses the buy out bond?

You do. Even though the Trustees have to sign the application form, you can generally choose any buy out bond you like.

(6) What Happens if I Die Before Retirement?

If you die before any benefits have been taken, the value of your Retirement Bond is available to provide benefits in the form of a lump sum or dependant’s pension, subject to Revenue limits.  We can advise you on the taxation rules applying in such circumstances.

(7) Can I Monitor Progress of my Buy Out Bond?

The value of your investment is calculated by multiplying the number of units you hold in your bond by the current price of the fund(s).  Every year you will receive an annual benefit statement outlining details of your fund holdings and their current value.  However, we can provide you with details of the value of your Personal Retirement Bond at any other time.

(8) Can I take my money out if I need it in the future?

No. Once you have put money into any pension plan you cannot withdraw it until you reach retirement.

(9) Can I use my Buy Out Bond as security for a loan?

Pensions are non-assignable. This means that they can only be used to provide benefits for you or your dependants and cannot be signed over to anyone else. Some lenders will allow you to repay the capital part of a mortgage from your pension funds when you retire (“pension-backed mortgages” or “pension mortgages”).  Any agreement to use part of your retirement fund in this way must be made between you and the lender and a separate contract may be required.

(10) Can I provide extra protection for my family?

Buy out bonds do not have the option of providing extra protection benefits. If you want life cover or income protection cover you can set them up separately from the buy out bond.

(11) Can I put more money into my buy out bond later?

No. You cannot pay either regular or single premiums from your salary into a buy out bond.

(12) When can I retire?

Normal Retirement

Your normal retirement age is set by your company pension and does not change when you transfer to a buy out bond. It can be between 60 and 70.

Early Retirement

From age 50 you can take early retirement.  You can also retire early if you are seriously ill.  The Revenue Commissioners may allow retirement at any age if you are permanently unable to work.

(13) What options do I have when I retire?

You will have a number of options to choose from when you retire. You don’t have to choose now but can decide when you reach retirement age which option suits you best.

Take a lump sum tax free

When you retire you have the choice of taking a tax free cash lump sum. While this is not mandatory, most people take the maximum tax free cash allowed and then consider the other options open to them for the balance of their fund.

The amount of tax free cash you can take at retirement varies depending on how long you have worked for the company and your salary when you left service increased to allow for inflation in the intervening period. The maximum tax free cash available if you have worked in the company for at least 20 years at normal retirement age is one and a half times your final salary.

If you were a director with more than a 5% shareholding in the company whose pension you left you have the option of taking a lump sum of 25% of the fund tax free. Choosing this method of calculating tax free cash opens up the retirement options described in Option 2.

Option 1:

Buying an annuity

After you take your tax free cash you must use the balance of your fund to buy an annuity unless you were a director with more than a 5% shareholding in your previous employer’s company. An annuity provides you with a guaranteed income for the rest of your life.

When you buy the annuity you have several additional options including guaranteeing the period of payment, automatic increases to allow for inflation and providing a pension for dependants.  The options you choose to include will affect the amount of pension your fund can provide. You may use your fund to buy an annuity with any company you choose.

Option 2:

Investing in an Approved Retirement Fund

If you were a director with more than a 5% shareholding in your previous employer’s company you do not have to buy an annuity. Instead you can invest or withdraw your money.  If you have made AVCs to your retirement fund, you will then have these additional options in respect of the fund built up by your AVCs.

Approved Retirement Funds (ARFs) and Approved Minimum Retirement Funds (AMRFs) are funds managed by qualifying fund managers in which you can invest the proceeds of your pension fund when it matures.

After you have taken your tax free lump sum, €63,500, or the remainder of the pension fund if less, must be transferred to an AMRF or used to buy an annuity payable to you.  Any balance over €63,500 can be invested in an ARF or withdrawn as cash. Any cash withdrawn at this stage will be taxed as income.

You do not have to invest in an AMRF if:

• You have a guaranteed pension or annuity of at least €12,700 a year for life (all of your pensions and annuities including Social Welfare Pension can be taken into account for this purpose).

Or

• You are over age 75.

The sum invested in an AMRF cannot be withdrawn until you reach age 75. However, income or growth in your investment in the AMRF may be withdrawn.
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