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This note has been prepared by Neil Walsh, Prospect Pensions Officer, on the recent developments on the public sector pensions review for our members in the Government Officers’ Association, MEA and IOM General branches.
The public sector unions were briefed by the government on the latest report on the review of public sector pensions on Wednesday 14 January. The report is available here . This report has far-reaching consequences that every Prospect member in the public sector needs to be aware of.

The main implications of the report are outlined below. It is important to note that nothing has been finalised and that, following the unprecedented response of Prospect members and other unions to developments on this issue last summer, the government has accepted the need to consult with scheme members and their representatives before drawing up final proposals.

Prospect does not dispute that there is a compelling case for reviewing public sector pension arrangements in the Isle of Man. Public sector pensions are a significant liability that need to be managed properly. Simplification and other steps offer potential savings without impacting on members and the current policy of automatically following all developments in the UK may not be appropriate for the situation in the Isle of Man. There are many proposals in the latest report that Prospect can support.

However the main thrust of the proposals involves a significant attack on the pension provision of public sector workers. Prospect cannot support this and must seek to prevent unacceptable changes being implemented. It is Prospect members that will give the campaign to resist these proposals its strength. We cannot emphasise enough that the more members that are in Prospect, the stronger all our voices will be on this issue. This is particularly important for civil servants as the effect of these proposals is far more detrimental to civil service members than members of any other scheme. Please share this note with any colleagues who are not members and, if possible, impress on them the urgency of joining Prospect at this time.

This note is the first in a series of steps Prospect will be taking on this issue. You will hear further details on the next steps in due course. Please contact your local rep with any concerns or queries you may have.      

Background

Members will remember that the issue of public sector pension reform on the Isle of Man first gained widespread prominence after the publication of an initial review of the pension arrangements by Hymans Robertson in May 2008.

After the publication of that review Prospect sought to highlight the potential impact on members in a series of briefings, q+a’s and seminars. These communications from Prospect correctly anticipated the level of unacceptable changes to pension provision being proposed now. The clear passion and commitment shown by Prospect members at that time has convinced the government of the need to engage in proper consultation before putting proposals to Tynwald.

A consultation exercise on these proposals will be launched after the January sitting of Tynwald. Members will receive information from the government and from Prospect. The issues are complex but Prospect will endeavour to explain the implications in the clearest possible terms and to answer all questions members put to us. 

Detail on Changes

The details on the proposed changes are very complicated and inevitably there will also be many areas of uncertainty where the precise approach to different issues has not been specified. In this section we have sought to outline the main proposals without getting too bogged down in technical detail. Further information and answers to specific questions will be available later.  

The report proposes far-reaching changes to pension arrangements for public sector workers. The changes are proposed to affect all members, both new entrants and existing members (though there are mechanisms to protect the value of any pension earned before any changes come into effect).

The proposal is for a single pension scheme to cover all public sector workers under the remit of the review. All members will accrue benefits under the scheme from its introduction as well as having their past service in their previous scheme converted (on terms which protect the value of the past service) to the new scheme.

There will be two sections to the proposed scheme:

· a common core offering lower benefits at a low contribution rate

· an optional supplementary section offering top-up benefits at a higher contribution rate

A very high-level summary of the main benefits offered by the new scheme is given below:

	
	Common Core
	Optional Supplement

	Contribution Rate
	1.5%
	7.5% (in total, including “core” contribution)

	Pension Age
	65

(can be drawn earlier / later with actuarial reduction / increase)
	65

(can be drawn earlier / later with actuarial reduction / increase)

	Pension
	1/80th final salary
	1/55th final salary (in total, including “core” pension)

	Lump Sum
	No automatic lump sum but can be taken by reducing pension
	No automatic lump sum but can be taken by reducing pension

	Pension Increases
	In line with RPI
	In line with RPI

	Death in Service
	Lump sum: 2 years’ pensionable pay

Pension: 1/160th final salary (with enhanced service)
	Lump sum: 3 years’ pensionable pay

Pension: 1/160th final salary (with enhanced service)

	Death after Retirement
	Lump sum: balance of pension payable to age 75

Pension: 1/160th final salary
	Lump sum: balance of pension payable to age 75

Pension: 1/160th final salary


The above can only be a very brief outline of the main proposals. The report discusses the possibility of phasing the impact of the reforms on members though no details are given. There are also many beneficial changes proposed in the report which Prospect would support. Prospect will issue further briefings with more details on the proposals and related issues later. Members who want to know more about the proposed changes are encouraged to read the consultants’ report.

In terms of overall impact however it is important to bear in mind that, for example, for Prospect members in the Classic section of the civil service scheme who intend to retire at 60, the proposals ultimately result in a choice between:

· paying the same rate of contribution for drastically lower benefits

· paying significantly higher contributions for slightly lower benefits

As civil service members currently have the lowest contribution rate of all public sector schemes the negative impact of moving all groups to a single scheme is greatest for them. 

Prospect’s Position

Prospect’s position on these (or indeed any) proposals is based on the views of its members.

While members are aware that a review of public sector pensions is a sensible course for the government to take, the proposed impact of the final reforms are such that they are completely unacceptable to members.

Not only are the reductions in pension entitlement unacceptable in scale; they are also not justified by the available evidence and unfair.

The report itself states that, “perceived private sector envy of public sector pensions was not justified” and that “overall remuneration is actually on a par with private sector comparators”. This supports the case that higher public sector pensions compensate for other, lower forms of remuneration in the public sector and that to attack public sector pensions without addressing these other aspects of remuneration would be unfair and counterproductive.

Prospect will canvas the views of members in a number of ways over the coming weeks with a view to establishing the prevailing members’ view on these proposals and public sector pensions generally.

Next Steps

Prospect will continue to brief members and answer questions on this issue. There will also be a recruitment drive in affected areas in order to maximise our influence with the government. 

We will seek to use the consultation period to positively engage with the government on the issue of public sector pensions. As mentioned previously we acknowledge that this is an area of pressing concern for the Isle of Man and that it is correct to consider how it is managed. There are also many aspects of the proposals that we could support.

However Prospect is keenly aware that the detrimental effect of the final proposals will have to be significantly reduced if they are to receive the support of a significant majority of members through the union’s democratic procedures. We will seek to come to an acceptable solution that is fair, meets the government’s concerns and is acceptable to members.

Summary

While final proposals have not been presented, members should be in no doubt that this review represents a significant threat to their pension provision. This is probably the most serious issue to impact public sector workers in a generation. More than ever, public sector workers need a strong, collective voice to resist the imposition of unacceptable changes to pensions. A key step that every member can take at this early stage is to recruit non-members in your area, the more members Prospect represents the stronger all our voices will be during the consultation process.

Prospect will be in touch with further information shortly.
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