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PRACTICE FINANCE

Is the purchase of added years worthwhile?

At long last the new and permanent facility is available for the purchase of Added Years and/or an Additional
Lump Sum Retiring Allowance under the NHS Superannuation Scheme. In this, the first of a series of occasional
articles on practice finance, we have asked Mr D. J. Shields of the Medical Insurance Agency to consider whether
or not these are worthwhile investments and if there are other alternatives.

FIRST of all what are Added Years? The Inland Revenue
permits a maximum of 40 years pensionable service by

the age of 60 years. Most doctors qualify at the age of 23 or

24 years and hence cannot have more than 37 or 36 years
superannuable service by the age of 60 years. The chance to
buy Added Years enables total service to the age of 60 years
to be brought up to 40 years. It is of course possible to have
more than 40 years service by working beyond the age of 60
years but those further years have to be worked .they
cannot be purchased.
There are many practitioners still paying for the Added

Years that were available at such attractive terms for a

limited period in the mid 1970s. They are delighted that they
took advantage of such an excellent opportunity, the bene¬
fits of which become increasingly apparent as the years go
by. Equally, there are those who did not buy Added Years
then and who have been regretting the fact ever since.

The New Scheme
The new scheme is very different from its predecessor, and is
not another chance for those who previously missed out to
have a second chance to buy on the terms available then.
The new scheme is considerably more expensive.
Two methods of purchase are available.by a capital sum

or by regular instalments. However, the single payment
option is open only to those who are within 12 months of
joining the NHS or, if having left it and rejoined, are within
12 months of their second entry. The instalment method
known as "payment by extra percentage contributions" will
be the most usual. Indeed even where a doctor is able to

purchase by means of a single payment he or she would be
well advised to consider the alternative method. The reason

for this is that under the single payment purchase the
benefit payable at retirement will be related directly to the
superannuable income in the year in which the purchase
was made; under the other method the doctor will be
credited with the annual average of his uprated superannua¬
ble income over the entire paying period of the extra
percentage contributions.
Of the three repayment terms only two, those terminating

at age 60 years or age 65 years will be of general interest to
doctors. Clearly the annual cost of buying any given number
of Added Years will be less if payments are continued to 65
years rather than to 60 years, and therefore automatic
selection of the age 65 scale would seem obvious. Unfortu¬
nately it is not as easy as that. Anyone purchasing on the age
65 scale and then retiring after 60 but before 65 has his
benefits reduced twice. First there is a pro rata reduction
based on payments made as against total payments original¬
ly envisaged and then a further actuarial reduction to take

account of the fact that the pension is payable earlier and
potentially for a longer period. For example, a doctor having
made 16 payments and retiring four years early under the
age 65 scale would receive only 65 per cent of the originally
anticipated benefits which, being payable early, are based
on a lower overall income figure.
On the other hand previous selection of the age 60 scale

with retirement after this age does not result in such a

double reduction since benefits have been paid for already.
Therefore the age 60 scale, even with its higher annual cost,
has much to commend it and should be considered where
possible.

Unfortunately, there will be cases where this scale cannot
be selected either because of the doctor's age at outset or

for some other reason. The maximum extra percentage
contribution permitted by the Inland Revenue is 9 per cent
of superannuation income (that is 1^ times the basic contri¬
bution.this must include any instalments still being paid
for Additional Benefits under the earlier facility). The cost of
an added year for the doctor of more senior years could well
mean that on the age 60 scale he will be unable to buy his
full entitlement within the 9 per cent permitted contribu¬
tion. Hence the scale to 65 years would seem attractive,
since the 9 per cent would secure more benefits under this
scale than under the one that terminates earlier. However,
the potential double deduction in the event of earlier
retirement must be remembered. Unlike the earlier scheme,
the 9 per cent contribution relates to the relevant superan¬
nuable income in each year of the repayment period. Hence
it will be a varying expenditure (probably rising each year).

Is it Worthwhile?
The regular payments rank for relief of tax at basic and
higher rates. Hence the net cost each year will be less than
may at first sight seem apparent and it may be a worthwhile
expenditure. The scheme provides additional pension and
ancillary benefits which will reflect future income changes.
The extra pension, which is taxed as earned (that is non-

investment) income, is protected against inflation. Further¬
more the lump sum retiring allowance element for each year
purchased helps to offset the net cost of the purchase of the
Added Years.
A number of doctors choose to forgo the permitted tax

relief on their superannuation contributions and arrange
retirement annuities and claim tax relief on the relevant
premiums. What is not always realized is that such election
means that there will be no tax relief on any payments for
Additional Benefits either. For such a person a decision to

purchase Additional Benefits can lead to a considerable
increase in total net (that is after tax relief) contributions for
pension provision.
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Alternatives
This leads directly to consideration of the alternatives. Such
comparison must be based on a "like for like" basis. The
only real way is to look at alternatives based on a similar net
(that is after tax relief) annual expenditure. A comparison
based on gross annual outlay can easily produce a wrong
answer. Also, it is essential to look at how the benefits under
an alternative scheme are produced. They may well involve
assumptions based on growth and/or bonus rates and inter-
est yields. These are additional variables that can affect the
projected results of the alternatives either favourably or
adversely. The future benefits from additional involvement
in the NHS Superannuation Scheme involve no variables
other than those already existing, which influence basic
pension benefits anyway.
There is a mistakenly held opinion that a doctor can either

buy Added Years or effect a retirement annuity. In fact he

can do both-the only limitation on his participation in the
two arrangements is the amount that he can afford to pay. A
doctor can contribute to both, and to a pension policy for
his wife if she is employed. So, if a comparison is to be
made, a doctor must decide how much, after the appropri-
ate tax relief, he can afford to spend on Added Years, and
must see what benefits that expenditure will produce. He
should then examine the alternatives so that the after-tax
expenditure on them equates to the net payment for Added
Years. Consideration of the benefits under the alternatives
must take account of the additional variables that are
incorporated within them.

For a doctor forgoing tax relief on his basic NHS superan-
nuation contributions, his equivalent net annual expendi-
ture means that the maximum amount he can spend on a
retirement annuity is considerably less than may at first be
envisaged.

CONTROVERSY

judging general practice by numbers: another educational fad?

D. R. McNAMARA
Lecturer, Department of Educational Research, Lancaster University

H. 1. McNAMARA
General Practitioner, Inverness

Some years ago, there was a movement among educationalists to make use of rating scales to evaluate teachers'
competence.' It was eventually recognized that appraising a professional performance using this method is
highly suspect and unreliable, and leading authorities in the field have recommended that it is best to ignore
evidence based on rating scales.2 Given the known limitations of rating scales, it is disturbing that the medical
profession is advocating their use in evaluating a trainee's or a principal's performance, particularly during
consultations.

THE following examples illustrate the type of rating scales
that are becoming fashionable; they are obtained from

contemporary literature on vocational training:

Example 1. Criterion I: Information gathering. (Freeman
and Byrne, 1976)

Skills
Does the general practitioner put his patient at ease
-physically?

Very well Not very well
1 2 3 4 5 6 7

-emotionally?
Very well Not very well
1 2 3 4 5 6 7

In history taking:
Does he obtain essential information?

Very adequately Not very adequately
1 2 3 4 5 6 7

Do he and his patient comprehend one another?
Very well Not very well
1 2 3 4 5 6 7

Example 2. Consultation Rating Scale. (Pendleton, 1982)

Please evaluate the consultation you have just seen by
rating it on the following scales. Place a tick in such a
position along each line as to show how much you agree
with each statement.

1. Nature and history .............. Nature and history
of problems of problems
adequately defined
defined inadequately

2.Aetiology of .............................. Aetiology defined
problems inadequately
adequately
defined

3. Patient's ideas, .............................. Ideas, concerns
concerns and and expectations
expectations explored
explored inadequately or
adequately and inappropriately
appropriately

4. Effects of .............................. Effects of
problems explored problems explored
adequately and inadequately or
appropriately inappropriately
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