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PENSION PROPOSALS
YOUR QUESTIONS ANSWERED
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This notice has been prepared by Neil Walsh, Prospect Pensions Advisor as a follow up to the recent notice highlighting the publication of the Hymans Robertson review of public servants’ pensions in the Isle of Man. The notice also gave a high-level summary of the review’s proposals and their potential implications for members. We are issuing this note to give members more details about the review’s proposals and to answer some of the questions that have been raised so far.
This note covers the content of the report rather than the process of negotiating or implementing any proposals arising from it. Our immediate aims are to raise awareness of the report and its potential implications and to canvass members’ opinions on the issues raised. As well as this note we will be holding member meetings on pensions on July 10 and 11. All feedback will help inform our response to any proposals presented to us.

It should be noted that the review only contains the consultants’ recommendations about future changes to your pension arrangements. Nothing has been decided to date and no firm proposals have been presented to the unions and there have been no negotiations. It is possible that any future proposals will be very different to those presented in the review document. Nevertheless it is very important for members to be aware of the type of changes being discussed and to feed their responses back to Government Officers’ Association/Prospect.

Detail on Changes

The previous notice gave a brief outline of the review’s recommendations and what they mean for members. Many members are keen to know more about the recommendations and their potential consequences and this note is intended to give more details about this.

1. New scheme

Undoubtedly the most important proposal in the review is for a new pension scheme design for all public sector workers in the Isle of Man.

The consultants analysed a number of scheme designs against various criteria, including cost. The conclusion was that a single final salary scheme for all public sector workers (with the exception of certain groups) was the most appropriate. However the consultants’ initial proposal was for a lower cost scheme that offered lower benefits to members.

While Hymans Robertson only presented an indication of a possible structure of benefits, the scheme featured in the review has a normal pension age of 65, a member contribution rate of 5% and limited inflation protection of pensions in retirement. The suggested rate that pension is earned at is 1/60th of final salary for every year in the scheme which is an improvement over the current rate of 1/80th however this is partially offset by the removal of the automatic lump sum (though members would be able to give up some pension in return for a lump sum).

It is difficult to compare the proposed design above with the current scheme enjoyed by members. However the consultants estimate that it would reduce the contribution rate the government would have to pay to provide the benefits by 4.4%.  So one way of looking at the proposals is as if it was a proposed pay cut of about 4% for an average member.

However Hymans Robertson suggest that even this lower cost pension scheme may still be too costly and that an 80th scheme might be more appropriate. This would be equivalent to a pay cut of about 9.75% for an average member.

2. Implementation

Clearly the review has produced quite radical proposals and even if accepted by the government they would take some time to implement. An indicative timeline in the review shows that the consultants expect it would take about 3 years for the new scheme to start. The timeline may or may not be ambitious. This means that anyone expecting to retire within 3 years is likely to be completely unaffected by these proposals. 

There should also be a policy that all pension earned before the changes are introduced is protected so that the lower benefits only apply from the time any new scheme is operational. Therefore those with 4 and 5 years left in the scheme, for example, would only expect minimal changes in their pension as a result of the proposals. The more service members have on the current rules the less effect any changes will have on their total pension entitlement.

A method for achieving the principle of protecting past service was suggested in the report but it remains to be seen how this will happen in practice.    

3. Risk sharing between employees and employers

The principle of risk sharing between employees and employers was mentioned in places in the report but no detail was provided whatsoever so it is not possible yet to say what proposals, if any, might emerge on this.

4. Funding and governance

Currently the Isle of Man public sector pension schemes are unfunded and paid on the pay-as-you-go principle. Quite simply this means that the pensions of one generation are paid for by the taxes of the next generation and there is no separate fund of pension contributions set aside to pay for members’ future pensions. The review proposes moving to a “fully funded” model that involves building up a fund of assets which, with investment returns, meet the future expenditure of the schemes. This would require substantial cash injections from the government to cover past pension liabilities already built up.

Currently the Isle of Man public sector pension schemes are statutory schemes meaning they are governed by legislation and can only be amended by the Tynwald. The review proposes a trust-based structure to run any schemes. The trust would be operated by trustees charged with running the scheme in the interests of members. The consultants recommend a government majority on the trust board though there would be elected members’ representatives as well. There is a wide range of possible models that can be adopted for a trust-run scheme.

5. Link with UK schemes

Isle of Man public sector schemes currently have links to analogous UK schemes which means Isle of Man schemes change whenever changes are implemented in the UK schemes. As the review proposes a single, new scheme for the Isle of Man public sector this would obviously break these links to the UK Schemes.

The review also proposes leaving the UK public sector transfer club. This would introduce pension penalties for members moving between the UK and Isle of Man public services.

Questions and Answers
1. I am retiring soon; does this affect me?
No changes are likely to be implemented for at least 3 years. Even if you retire after any changes are introduced your past service to the date of implementation should be protected and so there will be minimal impact on your pension if you retire even in 4 or 5 years’ time. The longer members are in the scheme after any changes are implemented the more they will be affected.
2. Will I lose my lump sum?

The lump sum earned up until any rule changes are introduced will be protected. Even under the new scheme members will be able to convert pension into a lump sum if they wish.

3. Will I be worse off if these proposals are introduced?

The effect of the proposals would be to increase your contributions to the scheme (decrease net pay) and to reduce the value of the pension benefits you earn at the same time. Overall the proposed design would have a similar effect to reducing pay by over 4%. Alternative proposals discussed in the report would have an even bigger effect. 

4. Can I still retire at 60?

Yes, retirement is separate from the normal pension age of the scheme. If you have service with a normal pension age of 65 this will be reduced if you draw it before 65 however. Therefore your ability to afford to retire at 60 may be reduced especially if most of your service is under any new scheme and you only have a few years in the current scheme.

5. Will this impact on my ‘added years’ contract?

No, your ‘added years’ is a contractual agreement between you and the scheme and cannot be unilaterally changed by your employer. The review proposes removing the option to buy ‘added years’ in the future however.

6. Will this restrict my ability to return to the UK or my department’s ability to recruit from the UK?

Staff will still be able to transfer between the Isle of Man and the UK. The pension schemes will be different however and if the Isle of Man leaves the public sector transfer club there may be negative impacts on members pension rights.

Summary
The Hymans Robertson report (available here) is a complex document covering many aspects of public sector pension provision on the Isle of Man. We hope this note, together with the future members’ meetings, helps explain the issues and raise awareness of these important matters amongst members. We will continue to try to answer members’ questions as best we can, though in the absence of any firm proposals or detailed government response to the document there will always be areas of uncertainty. 
It is important that members register their views on the report with Government Officers’ Association/Prospect. 
Non Members

It is also important to ensure that colleagues are aware of the proposals and their implications – if any colleagues are not members of Government Officers’ Association/Prospect (or another union) you may want to make them aware of the report and the need for a united response to any proposals arising from it.  They may want to consider joining our union.

Non members unfortunately cannot attend our briefings, but applications for membership if received by 8 July 2008, will constitute membership.

Details of how to join can be found via the websites

www.iomgoa.co.uk (downloadable forms available)

www.prospect.org.uk (where you can join online)

We are currently offering 3 months free membership to all new members recruited between 1 and 31 July 2008, if they have not previously been a member within the last 12 months.  Current members recruiting a new member will receive a £10 M&S voucher for each member recruited up to a maximum of £50.
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