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Introduction

1. Prospect is a trade union that represents professional, managerial, technical and scientific staff across the private and public sectors. On the Isle of Man, Prospect’s membership is mainly concentrated in the Government Officer’s Association whose membership is drawn from the civil service and other related bodies but there are also significant numbers of Prospect members in other sectors such as the Manx Electricity Authority.

2. Prospect welcomes the government’s decision to review public sector pension arrangements on the Isle of Man. As scheme members and taxpayers Prospect members have the greatest possible interest in ensuring the long-term sustainability of public sector pension schemes on the island. We hope to be able to contribute positively to the government’s review in order to achieve an outcome that achieves the government’s aims and is supported by the membership of the schemes in question. We have always sought to present the review to our members in a balanced and fair way.

3. While Prospect is supportive of the decision to review public sector pensions we are disappointed with the way the review has been handled to date. We feel that a positive outcome is much more likely to be achieved through constructive dialogue between the government and their employees’ representatives. We feel this has been missing from the review to date but that even at this stage the process could benefit greatly from such a dialogue. While we acknowledge the high standard of work undertaken by the consultants engaged by the government we feel proper consultation has to involve direct contact between the main parties involved.

4. Notwithstanding our reservations regarding the consultation process Prospect has decided to make a submission on the public sector pension proposals at this time in order to help the government and their consultants in their further work on this issue. This is not a formal submission to the consultation on the design proposal for a unified pension scheme but a response to the issues raised by the review process to date. We hope this submission is constructive and helps all parties in our attempts to reach a workable solution to the challenges presented. In coming to the views presented here, Prospect has taken into account the strong response to this issue we have had from our members by email, post and at public meetings. We have also undertaken a survey of our membership to get an indication of their overall views on the main issues raised.

Summary Of Prospect’s Position

5. Our members have clearly indicated that they are not satisfied with the current proposals for a unified public sector pension scheme. They have expressed this at member meetings, in other communications with our reps and officers and by a very substantial margin in our survey of members on this issue. Plainly Prospect has to represent these views in any response to proposals in this area. There are, however, many aspects to the proposals that should be uncontroversial and of benefit to all concerned. Our hope is that by building on these and pursuing areas that our members are more comfortable reviewing we can arrive at proposals that meet the government’s aims and are acceptable to the vast majority of scheme members.  

Four Principles: Simplicity, Affordability, Total remuneration and Governance

6. Tynwald approved four overarching principles as the basis of development of future public sector pension policy in May 2008 and we have used these principles as the basis of our analysis of the emerging proposals.

· Simplicity

7. This principle calls for pension arrangements to be simple to understand and administer. In practice we believe this principle has mainly been interpreted as aiming for the most efficient delivery of public sector pensions possible. 

8. We are not convinced, and have seen no evidence, that the proposals for a unified public sector pension scheme will achieve significantly grater cost savings, or other efficiencies, than current arrangements. Moreover, the claimed benefits of a unified scheme under this heading could be achieved in other ways.

9. The consultants strongly suggest that the proposed unified scheme will deliver economies of scale. This is backed up with evidence showing that larger schemes have lower administration costs per member. However there are no concrete examples of where savings could be made in the administration of the Isle of Man’s schemes and there is certainly no attempt to quantify what these may be. Without identifiable cost savings there is no evidence that the unified scheme would cost less to administer.

10. Indeed the unified scheme will obviously involve expensive start-up costs that would dwarf any theoretical savings in running costs (even if these could be shown to exist) for many years. The new scheme would require new IT infrastructure, new literature, a huge communications exercise and a major project to covert accrued pension from the existing schemes to the new scheme.

11. Also, work done by UK scheme managers (eg producing scheme literature, negotiating scheme changes) would all have to be done on the Isle of Man for a new, unified scheme.

12. We agree with the consultants’ view that there are too many schemes on the Isle of Man for the number of public sector workers involved. We further agree that the implementation of risk-sharing in these schemes introduces further challenges for these schemes with even greater scope for fragmentation and greater bureaucracy. However we feel these real issues could be tackled by a rationalisation of the number of schemes operated on the island. Public sector pension schemes on the island share many characteristics and a gradual reform to reduce the number of schemes to a more manageable number would achieve the simplicity called for by Tynwald.

13. Together with a rationalisation of the number of schemes the Isle of Man could also introduce its own version of risk-sharing. While this would necessitate breaking the link with the UK pension schemes it would allow the island to respond to future challenges in a way that best suited its own needs as well as preventing further fragmentation of pension provision. It could also be argued that it would be extremely difficult to retain the link with the UK in the context of risk-sharing anyway.

14. The measures described above could achieve many of the simplifications claimed for the proposed unified scheme.

15. An aspect of the simplicity principle that has perhaps been overlooked is the desire to make the arrangements simple to understand. There is no doubt that the proposed unified scheme, with a choice over the level of benefits provided, will be more difficult for members to understand than current arrangements. Whereas currently members only have to decide whether to join the relevant scheme or not the proposed arrangements require members to assess the value for money of the different options presented to them.

· Affordability

16. This principle calls for affordable public sector pension arrangements.

17. One of the most unfortunate aspects of the debate generated by the review process to date has been the level of misunderstanding surrounding the affordability or otherwise of the Isle of Man’s public sector pension schemes.

18. One myth that has to be debunked is the idea that public sector pension reform will have any impact on the government’s fiscal position in the short-term. The government has consistently quoted figures such as the gross benefit expenditure on public sector pensions over the past few years as well as projections for the next few years. The growth in public sector pension outgo over these years is simply a consequence of the maturing of these schemes as more pensions are brought into payment. As the Isle of Man has not funded these past pension promises to any significant degree they will naturally result in higher calls on current spending. Some decision-makers may have been left with the impression that reforming public sector pensions will reduce this current spending in the short term and hence improve the island’s fiscal position. In fact the accrual of all public sector pensions could be scrapped from next year with only marginal impact on outgo over the next few years as the vast majority of public sector pensions that will be paid out in the short-term have already been accrued.

19. Perhaps the most significant problem with the reform process has been the definition of “affordability”. There has simply been no consistent and clear definition of what Tynwald intended when it set this criteria.

20. Certainly the definition adopted by the consultants appears to be very unlikely to be what Tynwald had in mind when setting the principles for reform. Instead of looking at the long-term sustainability of public sector pensions the criterion in relation to affordability appears to be to improve net cash-flow so that the current Public Sector Employees’ Pensions Reserve is never exhausted. This is quite an arbitrary definition of affordability. Depending on the size of reserve different options could appear affordable or not. In any case the adoption of this interpretation of the criteria leads to focussing on outcomes in the medium-term (when the reserve might otherwise be exhausted) rather than on a sustainable solution that works for the Isle of Man in the long-term.

21. A specific issue with the work the consultants have done in this area is the failure to take into account the measures already taken to improve the affordability of public sector pension schemes. The baseline projections do not seem to allow for either the new schemes new entrants to the public sector will have access to (generally pension age 65 scheme and, in the case of the civil service, career average) nor the risk-sharing mechanisms that will see cost increases due to improved longevity and other factors shared between members and the government. These are significant reforms that will greatly improve the affordability of public sector pensions.

22. There is no doubt that the major reason that Prospect members are opposed to the proposals as they currently stand is due to the requirement for them to contribute more in return for benefits that would be lower than they are currently accruing if drawn at their current pension age. Prospect members, and indeed public sector workers generally, view their pension scheme membership as part of their implied terms and conditions and do not welcome proposals that involve significant reductions in the value of these.

23. That is not to say that Prospect members or any other group of public sector workers would be opposed to any reform to these schemes to make them more affordable. Our survey shows that members are not unhappy with proposals for a new scheme to apply to new entrants. We have already indicated that a form of risk-sharing for the Isle of Man schemes could form part of future pension arrangements. We hope that there is scope for real negotiation between the government and employees’ representatives to arrive at a compromise to the proposals as they currently stand that meet the principle of affordability but also command support amongst members of these schemes.

· Total Remuneration

24. This principle calls for a total remuneration approach to pay and benefits.

25. Prospect supports this principle. It is important that employees and others understand all aspects of pay and benefits in the public sector.

26. It would be remiss not to note the government’s conclusion regarding total remuneration in its report of January 2009: “overall remuneration [in the public sector] is actually on a par with private sector companies”. This implies that the more generous public sector pension arrangements simply cancel out benefits offered in the private sector that are not available in the public sector. Of course draconian reductions in the value of public sector pensions as proposed by the consultants would only lead to the public sector falling behind the private sector in terms of total remuneration.

27. It is also interesting to note the logic for excluding certain groups from the proposed unified scheme. This was, in come cases, on the grounds that pay for these groups was set by reference to UK pay scales rather than determined locally. Again there is an implication here that it is ok to reduce the value of pensions earned by those who pay is set on the Isle of Man because there is the potential to offset this through the pay process. Though there are no suggestions that the government will take this step.

28. Prospect strongly believes that the proposals are not in line with Tynwald’s principle of total remuneration because they clearly ignore the impact they would have in this area. Again Prospect hopes that there is sufficient room to negotiate a compromise that takes more account of this principle while meeting the government’s aims and scheme members’ expectations.

· Governance   

29. This principle calls for public sector pensions to be administered according to best practice.

30. Prospect supports the aim of improving governance arrangements for public sector pension schemes on the Isle of Man.

31. Of the two main models considered for future governance arrangements the consultants have recommended that a statutory authority reporting to the Council of Ministers and ultimately responsible to Tynwald be set up. For the reasons outlined by the consultants, Prospect agrees that a statutory authority is likely to be the more workable solution.

32. However we strongly believe that there is a vital step missing in the proposed governance structure: the step where required changes are agreed by the government and its employees. Prospect believes that the current process of reform of public sector pensions has been greatly hampered by the inability of public sector employees’ representatives to sit down and discuss this issue with the government. The government and its employees share much common ground on public sector pensions and early discussions could have led to a more productive reform process. Ultimately the government must seek the agreement of its employees to changes it seeks to make to their pension schemes or indeed any terms or conditions of employment. Attempting to impose detrimental changes introduces the risk of industrial unrest. The proposed governance structures imbed a potential problem, as there is no scope for getting the agreement of scheme members to the future changes the authority may have to impose. While there will not necessarily be any problem in securing this agreement if the changes are judged to be a fair and proportionate response to the funding challenges facing the schemes there should, nonetheless, be a process whereby members are asked for their agreement to changes. This would simply be formalising what will happen in practice anyway (and indeed what will happen over the current reform process).

33. It may be difficult to encompass the full range of employees’ views on public sector pensions through the selection of just two employee nominees so the statutory authority may need to be enlarged slightly. 

34. As authority members should all be following a tight remit provided by Tynwald it is also difficult to see the rationale for the in-built government / employer majority on the body. Prospect would prefer a body with an independent chair and an equal number of government / employer and member representatives.

35. The framework for the financial management of public sector pensions in the future is obviously vitally important. Unfortunately few details on this are currently available so it is difficult to comment further. For any framework to have the confidence and support of scheme members it will need to be agreed in detail between the government and their representatives. In particular there would be little, if any, member confidence in a risk-sharing process that did not have significant member involvement in the assessment of baseline costs.

Other Issues

36. Our analysis of the main proposals according to the four principles agreed by Tynwald is given above. There are other criteria by which the proposed scheme could be assessed and other issues raised by the consultation.

· Fairness

37. While not one of the four criteria agreed by Tynwald it would be wrong not to analyse the proposals under the heading of fairness. The consultants have robustly defended their proposed scheme on these grounds but Prospect simply has to disagree with their analysis.

38. It is said that it is unfair to offer different pension arrangements to different generations of workers in the same employer as currently happens. However all employees know what the proposed pension arrangements are when they sign up to them. It could be argued that it is unfair to unilaterally change the terms of the pension schemes of members who are already close to retirement. Further, new generations of workers have far longer to respond appropriately to changes in pension benefits than those close to retirement. Finally if improved longevity is one of the main drivers for the increasing cost of these schemes there is an argument for younger workers to bear more of the cost of this, as they will benefit most from increasing life expectancy.

39. It is also said that it is unfair to have different rates of member contributions across the public sector. This ignores the total remuneration principle that Tynwald itself has agreed and where different contribution levels are associated with different pay levels this is surely appropriate.

40. Prospect would raise the question of whether it is fair to try to deal with long-term demographic pressures facing all of the Isle of Man by seeking to impose detrimental changes to the pension provision of a minority on the island. We believe it is particularly unfair to propose changes that are more severe for a minority of those covered by the overall proposals (ie civil servants).

41. We are unsure of the status of the proposal to cap pension increases for future service at 2.5%. While included in earlier documentation this was not mentioned in the report of January 2009 but is specifically being consulted on. Such a proposal would be completely unfair. It is unacceptable to pass such risks to members already in receipt of their pension, as there is little they can do at that stage to respond to the potentially large reductions in their real income that it would entail. It is particularly inappropriate seeing as high inflation is likely to be associated with large increases in current revenue meaning the government is much better placed to accept this risk. It obviously follows that any proposal to cap increases to pensions already earned would be completely unacceptable.          

42. Prospect would expect any pension reforms to be assessed on equality grounds for their impact on members by gender, sexual orientation etc.

· Flexibility

43. Many elements of the consultants’ proposals greatly increase the flexibility in the way benefits can be taken. Many of these flexibilities are to be welcomed as they can be of benefit to employers as well as scheme members and consideration should be given to incorporating some of these into any final proposals that emerge from this process.

44. In the future, more workers are likely to want to, or have to, retire later than has traditionally been the case. The proposal to offer fairer terms to scheme members working beyond normal pension age will improve the government’s cash-flow position by encouraging more members to retire later. It will also enable the public service to benefit from the skills, experience and expertise of those workers who decide to work for longer than they would have otherwise due to this change.

45. The proposal to increase the proportion of the pension pot that can be taken as a tax free lump sum would offer members more choice as well as reducing overall scheme liabilities and so is likely to benefit all concerned.

46.  Prospect also welcomes the proposed commutation rate of 18:1 and would support the adoption of this rate for all Isle of Man public sector pension schemes. The improved terms of 18:1 would not only be fairer to members opting to commute pension but would also encourage more to do so and hence help the government in reducing its overall pension liabilities. However it should be noted that the proposed rate could hardly be said to “reflect current life expectancy” as claimed, as a commutation rate that truly reflected current life expectancy would be higher than 18:1. It is important to keep this rate under review in the future and allow for any future improvements in life expectancy.

47. The proposal to abolish ‘added pension’ is not in members’ interests and is unlikely to achieve significant cost savings and therefore should not be adopted.

48. Allowing AVC accounts to be drawn as a lump sum against the tax-free cash limit for the main pension benefit is a welcome proposal. This will be of particular benefit to more financially literate scheme members and those with access to financial advice. Prospect does not believe that this is an adequate substitution for the ‘added pension’ facility however.

49. While the proposal to remove abatement is welcome it is likely that there will need to be further discussion around the impact of re-employment at or around pension age when more detail is known on plans in this area.

50. Prospect would strongly object to any proposal to remove the right for members to take partial retirement. Partial retirement has been shown to be hugely successful in many government departments in the UK in the short time that it has been available, It allows members to move more easily from full-time working to full-time retirement. It enables employers to hold on to important skills, knowledge and experience for longer than would otherwise be the case, We disagree with the consultant’s assertion that partial retirement is only attractive to “limited numbers of members” as our experience suggests otherwise. 

· Public Sector Transfer Club

51. It is proposed that the Isle of Man schemes leave the public sector transfer club arrangements. It has to be said that there are positive and negative aspects to this. On balance Prospect expects that this proposal is likely to have less impact on our members than other areas. However we think it is extremely important that any impact on the recruitment of vital public sector workers should be reviewed and necessary measures taken to ensure that there are no skills shortages as a result of this.

· Transition Arrangements

52. Prospect understands that a single, overall factor will be applied to all members’ past service in each scheme to calculate the service credit awarded in the proposed unified scheme. While this is more workable than a calculation done on an individual basis it may be that members seek to challenge whether such an approach can legally be applied to them. Prospect’s preferred approach would be to for members to retain existing benefits.

· Take-up of supplement / Level of benefits

53. Clearly it will be important for members to accrue a level of benefit that allows for them to enjoy a comfortable standard of living in retirement. There may well be concerns that the proposed structure will encourage too many members to opt for the lower level of benefits in the proposed unified scheme. This is because of the significant difference in contributions between the two levels. It could also be argued that the lower level of benefits is inadequate. This is not something that Prospect has canvassed members’ views on directly but might be worthy of further investigation. It may also be necessary to take into account the possible effects of risk sharing in the future when examining this issue.

· Consultation

54. Prospect welcomes the improvements made to the consultation process and particularly the willingness of the consultants to provide information and answer questions as helpfully as possible throughout. However we feel we must continue to make the point that consultation is not an adequate substitution for negotiation. Ultimately Prospect will have to ask its members for their views on any changes proposed by the government (whether agreed with Prospect and other trade unions or not). It is much more likely that a solution that has been subject to proper negotiation will be acceptable to members and hence avoid potential industrial relations problems.

Conclusions

55.  Prospect hopes that this submission is seen by the government and other interested parties as a serious attempt to engage constructively on the important issue of public sector pension reform.

56.  It is important for other stakeholders to realise that Prospect is simply reflecting the opinions of its members rather than leading on this issue. For any proposals on public sector pensions to be workable in practice they need the support of those affected by them. Currently Prospect members are strongly indicating to us that they are unhappy with the proposals as presented to date. This is why Prospect has attempted to highlight those areas that are likely to be supported by scheme members, those issues that are causing difficulty and where there are potential areas of compromise. Prospect hopes that it will be possible to work on these issues to produce a final proposal that achieves the governments aims and is acceptable to the majority of scheme members.

57. Prospect’s vision for future public sector pension arrangements includes:

· A simplification of the system through a radical reduction in the number of schemes offered to existing members.

· A statutory authority overseeing a risk-sharing process that allows the Isle of Man to respond to future demographic and other challenges in a way that suits its own needs.

· Good quality pension arrangements for new entrants that reflect many of the proposals developed by the consultants.

· Pension arrangements for existing members that result in proposals that are affordable overall while retaining the support of the majority of members they apply to.

58. Prospect hopes that the above can form the basis of serious discussion between all interested parties and looks forward to achieving progress on this issue.
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