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PUBLIC SECTOR REVIEW OF PENSIONS 

GUIDE TO THE CONSULTATION QUESTIONNAIRE

A copy of the questionnaire can be accessed on the internet via this link - http://www.gov.im/lib/docs/cso/pensions/090204finalconsultationresponsef.doc
A short version of this form can be accessed on the internet via this link

http://www.gov.im/lib/docs/cso/pensions/shortconsultationresponseformpdf.pdf
BACKGROUND
The Isle of Man Government has issued a consultation document on its proposals for a single pension scheme for public sector workers.

This memo is Prospect’s guide to that consultation document and has been prepared by our Pensions Officer to help you. Please note that this is not a ‘model’ response to the consultation, it is simply intended to explain the issues that members may want to consider in responding to the consultation.

It is important to state that Prospect has significant issues with the consultation process currently underway. We feel strongly that it is inappropriate and counter productive for significant changes to members’ pensions to be handled in this way. Pensions are a fundamental part of members’ remuneration packages and changes to members’ pensions should be negotiated with their representatives and subject to members’ final approval. 
Presenting members with a series of technical questions about a proposed pension scheme that has the appearance of a fait accompli but for some minor technical issues, is not an acceptable alternative to securing member agreement to the principle of reform. These objections to this form of consultation are not about matters of process; we strongly feel that a better outcome for all parties is more likely to be achieved through proper negotiation. 
Even at this stage we hope to be able to meet with the government directly to have meaningful discussions about pension reform with a view to arriving at proposals that meet the government’s objectives and are also acceptable to our members. This is the approach Prospect has taken to pension reform in the UK civil service and throughout the private sector.  

However, as an opportunity to make your views known through this consultation process exists, we would encourage members to avail of it and have provided this memo to help members do that. Engaging with the consultation process should not be interpreted as acceptance of this as an alternative to proper negotiation over proposed changes to your pension scheme. 

IMPORTANT!  THE QUICK WAY TO RESPOND!
The more responses that members submit to this consultation the better aware the government will be of members’ views about its proposals. While there is no guarantee that members’ views will be taken on board through the consultation there may well be greater reluctance to impose changes that large numbers of members have expressed opposition to. 

You may find the consultation document confusing, biased, over-complicated or otherwise unsuited to recording your response to these proposals. If this is the case then simply write your views about the proposals in any written form and submit that to the consultants. 
Your response does not have to be in the form of answers to the questions in the consultation document.  Indeed even if you submit answers to these questions you may wish to preface these with your overall views on the nature of the consultation so far and the proposals in general. Responses that are individual and relate directly to your own circumstances as much as possible are likely to be more powerful.  Please copy your responses to us using the email or freepost address above.
You do not have to submit answers to all the questions in the document. If you have already responded to the consultants you are free to follow that up with further comments if you wish.

DETAILED QUESTIONS – HOW TO RESPOND
Please note, as stated above, the following are not meant to be model answers for members to copy and paste and submit to the consultation but a guide to some of the issues members may want to consider in responding. In all cases replies will certainly be stronger if they refer to your own views and circumstances.
Q1. Do you agree that the pension scheme, should, in so far as is practical, endeavour to offer fair value to all groups?

It is impossible to reasonably object to this aspiration. However there is likely to be an extremely wide variation in interpretations of the word “fair” between the government, its consultants and scheme members. If you agree that the pension scheme should be fair to all groups you may want to expand on what you mean by fair. Is it fair to unilaterally change the terms of your pension? Is it fair to expect small groups of the population to bear a disproportionate share of the burden of dealing with the demographic pressures facing the island? Is it fair for the government to say that they are focussing on total remuneration and then adopt a single scheme that does not take pay or other differences into account? Is it fair to exclude MHKs? What aspects of the proposals seem unfair to you? What do you think would be fair?

Q2. Are there other equality issues that should be addressed?

Do the changes have a more significant impact on you because of your age, gender, marriage status, religious beliefs, sexual orientation, caring responsibilities or any other such factor?

Q3. Do you agree with the proposal that there should be greater commonality of pension provision across different groups of public servants?

Greater commonality of pension provision across the public sector is not one of the overarching principles of reform guiding this process. Where greater simplicity and administrative savings can be achieved by rationalisation of the number of schemes on the island that would seem like a good idea.  However, putting everyone into the same pension scheme regardless of differences in pay and other terms and conditions directly contravenes one of the government’s overarching principles of considering “total remuneration” so on those grounds greater commonality of pension provision, for its own sake, does not seem like a good idea.

Q4. If not, which group do you believe should have better (or worse) provision and why?

Clearly this is a very loaded question; the consultants almost seem to be seeking to drive a wedge between different groups of public sector scheme members. It is important that members do not allow this tactic to succeed. The government’s own principles include focussing on “total remuneration” and therefore it directly follows that if pay is lower is one sector then it is acceptable for the pension provision to be better to compensate for this. You may also be aware of different work groups (eg fire fighters, prison workers, air traffic controllers etc.) who have different working patterns and therefore different pensions needs and you may want to elaborate on this here.

Q5. Is it appropriate for the public sector to adopt a different approach to pensions from the private sector?

There is no monolithic private sector approach to pensions so this question is difficult to answer. However it would seem entirely appropriate for each employer to have individual pension arrangements that suited its needs and its employees’ circumstances. As an employer in its own right, there would not seem to be any problems with the government adopting an approach different from other employers if this was appropriate. If one of the key objectives of the overall review is to focus on total remuneration then this is not at all inconsistent with adopting public sector specific approach to pensions.

Q6. Does the provision of different forms of pensions in the public sector and private sector cause any concerns if the value for money aspects can be explained and justifies as fair by using transparent total reward principles?

Again this question seems to presuppose the existence of a common private sector approach to pensions that is unsupported by evidence. It is difficult to see why differences in provision should be a concern in themselves. If some industries, companies or sectors have poor levels of pension provision then this is clearly a concern.

Q7. Are there any particular issues about any occupational groups for whom these principles will be difficult to apply?

This question offers an opportunity to members to expand on issues relating to their own occupational group that the consultation process may not have dealt with adequately to date.

Q8. Are there any concerns about the development of a two-tier workforce within the public services?

Most members would prefer to avoid the development of a two-tier workforce within the public sector. However what do the consultants mean by two-tier workforce here? The government has already instituted a two-tier workforce by putting new entrants to the public services in pension schemes with normal pension ages of 65, is this what the consultants are referring to? Can this be reversed without disproportionately affecting existing members? Also, by applying reforms to some groups and not others, and by advocating changes that impact some groups significantly more than others, this reform process is going to result in a multi-tier workforce in the public services.

Q9. The new scheme proposes that pensions should continue to be increased annually by reference to the UK’s RPI. Do you think this is appropriate?

This is a technical question that many members may not feel able to express an informed opinion on. The reports issued to date do not seem to have made a compelling case for changing the index used to increase pensions.

Q10. Would you support a cap on guaranteed pension increases of 2.5% for future service as a way of slowly building up more financial protection for the Isle of Man against high inflation?

This is another fairly complex, technical question. It is important to note the obvious point that such a proposal would reduce the value of pension provision and not just protect against high inflation. Even if the cost reduction was otherwise compensated for and the transfer of inflation risk was looked at in isolation the question of whether this was appropriate in itself would have to be asked. While the measure would protect the Isle of Man against high inflation the risk would still exist and instead just be passed to pensioners. Whether this is an appropriate risk to pass to pensioners must be asked. How are pensioners meant to mitigate this risk? In times of high inflation what can pensioners do if their income falls significantly in real terms? Return to work? Put up with reduction in income? While pensioners have limited options for coping with high inflation is this, in fact, such a problem for the Isle of Man as a whole? In high inflation periods the Isle of Man should find that tax and other receipts are buoyant in nominal terms and hence the higher pension payments are not so unaffordable. That is, the Isle of Man seems better placed to cope with high inflation than public sector pensioners.

Q11. And if so, would you also prefer a more radical approach involving capping future increases to pensions already earned?

The same points made for Q10 also apply here with the additional comment that any proposal to reduce the value of pensions already earned would set a very alarming precedent.

Q12. Do you agree that members should be given the choice of whether to work longer or draw a smaller pension to take account of longer life expectancy?

This question is not just asking members whether they support flexibility in the provision of pension benefits and an increased range of choices around the type of benefits taken. It is also clearly presupposing that members must bear some or all of the impact of longer life expectancy. Members may want to express their opinions about the advantages or otherwise of flexibility but, at the same time, also comment on the appropriateness or otherwise of the assumption that members must bear costs in this way.

Q13. Do you agree that there should not be a plan to build up a fund to meet all the existing pension liabilities?

This is an extremely technical question. It would seem that an issue like this, which does not directly impact on the benefits members receive, is for the government to decide on based on the best technical advice given.

Q14. Would you decline to join the Supplement section if it was financed on a pay-as-you-go basis?

As the government needs some information on the likely decisions of scheme members if they proceed with their proposals it would probably be better not to answer this question so as not to assist with planning for this.

Q15. Do you agree that the Isle of Man should control its own pension terms for its public servants?

While members will have their own views about the advisability or otherwise of greater local control over public sector pensions it is probably worthwhile emphasising the point that greater local control should not be simply in order to have greater cuts in pension benefits.

Q16. In the light of the 2008 banking crisis, and what increasingly looks like a deep global economic recession, are there any lessons that should be drawn for the design of the new pension scheme?

Members will have a variety of views on this subject though it is not clear that long-term pension provision should be overly influenced by current market conditions or recent market events.

Q17. Are any additional employee needs that should be addressed in the scheme design?

This is an opportunity for members to raise other issues that may not have been dealt with yet.

Q18. Is the level of pension provision too low, too high or about right?

As well as commenting on the overall level members may want to compare with the level of provision they currently enjoy.

Q19. Is the proposed new scheme attractive enough to attract talent?

Members who are not experts on recruitment may find this difficult to answer. Some may want to comment on the implications of leaving the ‘public sector transfer club’ on recruitment to the island.

Q20. Do you think that employees should be offered a choice over the level of benefits they contribute towards?

As well as offering opinions on the attractiveness or otherwise of choice over benefit provision, it may be worth pointing out that the existing schemes already allow for choice over benefit provision through the ability to make additional contributions.

Q21. Do you think that the proposed level of benefits and contributions for the Core and Supplement are too low, too high or about right? If you think they are too low or too high please give your reasons and suggest an alternative approach.

In giving their opinions on the proposed level of benefits and contributions in the new scheme, members may want to make particular reference to the level of benefits and contributions in their current scheme.

Q22. Should employees be offered the chance to join the Supplement at various stages in their career, or just given a single opportunity on recruitment?

The proposals envisage limiting the occasions that members can join the Supplement because it can be more beneficial for members to join the Supplement at certain times in their career and limiting the occasions they can do so can limit the risk that members optimise their benefits through the timing of joining the Supplement. However members who are not seeking to optimise their benefits can be disadvantaged if they cannot afford to join the Supplement at the point it is open to them but would subsequently like to do so.

Q23. Is the balance between the level of employee contributions between the Core and the Supplement appropriate? One alternative approach would be increase the cost of the Core and reduce the member cost of the Supplement at the same time.

In answering this members may like to reiterate their views on whether they consider moves to increase contributions to be appropriate in the first place.

Q24. Do you agree that the existing definitions of pensionable pay should remain unchanged? If you do not agree, please give your reasons and suggest an alternative approach.

This is an opportunity for members to argue for elements of their pay that are not currently pensionable to be made pensionable. It is generally possible to tell if an element of pay is pensionable by looking at a pay slip and calculating whether pension contributions have been paid on that element of pay. 

Q25. Should all members pay the same contribution rate, irrespective of their level of pay or seniority?

Members currently pay contributions based solely on the section of the scheme they are in. Alternatives include having a banded structure where the contribution rate is related to pay or some other factor.

Q26. Do you believe that the lump sum commutation terms are about right, too generous or not generous enough? If you think they are too generous or not generous enough please state your reasons and suggest an alternative approach.

It may be useful to note that the current commutation rate is 12:1 and that the proposals envisage improving this to 18:1. An alternative approach could be to have an actuarially fair rate as advised by the scheme actuary from time to time and perhaps related to the members’ age / gender.

Q27. Do you agree with the proposal to allow money purchase AVCs to be drawn in their entirety as a lump sum?

The alternative would be to require members to use some of their AVC to buy an annuity (pension income). As this would be more restrictive then members would presumably support the greater flexibility offered by the option of drawing as much of the AVC pot as tax-free cash as desired.

Q28. Comments are invited on the proposed changes to benefits payable in the even of a member’s death.

This is one of a series of proposals that affect related benefits payable from the scheme. To summarise the proposals in this area: spouses will inherit a pension of 1/160th of final pensionable earnings for each year of service after death in retirement; up to 3 years pay is payable on death in service; benefits will be extended to cover nominated partners and not just legal spouses; pension payments will be guaranteed up to the age of 75; enhanced pensions paid for a short period after the members’ death will end.

Q29. Comments are invited on whether there is scope for further simplification of added years or additional pension contracts without adversely affecting members.

It is not clear what scope there could be for simplifying these contractual arrangements.

Q30. Do you believe that the proposed arrangements for voluntary early and late retirement are too generous, about right, or not generous enough? If you think they are too generous or not generous enough please state your reasons and suggest an alternative approach.

This question is referring to the reduction in benefits that will on taking pension before normal pension age (65) and the increase that will apply on taking pension after this age. As there is no detail on the actual reduction or increase in reply this question is presumably concerned with the concept of decreases (which already apply) or increases (which do not currently).

Q31. Suggestions are invited on how to facilitate movement of public sector workers between the UK and the Isle of Man in a way that does not put a strain on Island’s economy.

This question is in response to the point that leaving the public sector transfer club will make the Isle of Man a less popular destination for professionals working in the UK public sector. The use of the phrase “put a strain” is leading.

Q32. Do you believe that the proposed benefit design for firefighters within the unified scheme is about right, too generous or not generous enough? If you think it is too generous or not generous enough please state your reasons and suggest an alternative approach.

The pension arrangements for firefighters are just one aspect of their overall remuneration. It is difficult to comment on their pension arrangements in isolation. It would probably be most helpful for non-firefighters to skip this question and leave to firefighters to make relevant points based on their overall remuneration and their particular job.

Q33. Do you believe that the proposed benefit design for family doctors and dentists within the unified scheme is about right, too generous or not generous enough? If you think it is too generous or not generous enough please state your reasons and suggest an alternative approach.

The pension arrangements for family doctors and dentists are just one aspect of their overall remuneration. It is difficult to comment on their pension arrangements in isolation. It would probably be most helpful for those who are not family doctors and dentists to skip this question and leave it to the professionals concerned to make relevant points based on their overall remuneration and their particular job.    

Q34. Comments are invited on whether greater harmonisation can be achieved by altering the definition of pensionable pay for National Transport employees so that they can be contracted out of the state scheme.

As this is a rather technical question on an esoteric point of scheme design it does not seem like an appropriate topic for general members to be canvassed for opinions on.

Q35. Are there any other categories for which special arrangement should be considered? If so please describe why their needs are materially different to those of other public servants.
This is an opportunity for different job groups to make a case for differential treatment in pension schemes. Would increasing normal pension age have more impact on some groups rather others? Are there some jobs that are incompatible with working to age 65 or benefiting from the flexibility to work even longer? Are there other aspects to your job that make the proposed pension design unsuitable?

Q36. In respect of future liabilities with the proposed unified scheme, do you agree that the proposed method of funding in relation to the core and / or supplement and the relative contribution from employer and employee are about right? If not, please state your reasons.
This is quite a complicated question. Members may simply want to focus on the impact of higher member contributions and potentially lower benefits on them.

Q37. Your views are sought on whether and to what extent existing members’ contributions should change under the proposed scheme, including whether transitional arrangements should apply. This is an extremely important area of consultation and you are encouraged to share your views.
This is the only main area that the government is consulting members on. As such answers to this question are likely to have more weight than answers to other questions. It is worthwhile answering this question as fully as possible. Most members would probably like to argue for transitional protection for their current level of contribution until they retire. Note that benefits will still be affected under the proposals even if the level of contribution is protected.

Q38. Comments are invited on the proposal that the new scheme should make provision for sharing future cost increases between scheme members and the Government to ensure the cost to the tax payer can be managed and the scheme remains sustainable in the long term.
It is worth noting that such an arrangement is already in place for public sector schemes on the Isle of Man where these schemes follow developments in UK schemes that already allow for cost sharing.

Q39. Your comments are invited on the proposed combination of measures to be taken to meet the increasing cost of pensions and whether there are any other measures that should be considered.
This is an opportunity to comment on the main aspects of the proposals as they impact on you. Before giving your reaction to the proposals overall it might be worth pointing out that the proposals only affect some groups and that even then some groups are affected more than others. It might also be worth pointing out that measures, such as future cost sharing and pension age 65 schemes for new entrants, are already in place to meet the increasing cost of pensions.

Q40. Do you believe that the proposals to simplify the Isle of Man public service pension schemes are about right, go too far or not far enough? If you believe that they go too far or not far enough, please state your reasons and suggest an alternative.

It is difficult to judge whether the potential benefits of simplification have been maximised by these proposals.

Q41. Do you agree with the proposal to adopt a total remuneration approach to public servants’ pay and benefits in the design proposals for the new scheme? If not please state your reasons and suggest an alternative approach.
There is simply no evidence that a total remuneration approach has been used in practice. The fact that total remuneration in the public sector is in line with the private sector would seem to make a case for not reducing public sector pension benefits but this is what is proposed. A single, unified scheme would also seem to be out of line with total remuneration principles.

Q42. Do you believe that the proposals aimed at achieving a total remuneration approach are about right, go too far, or not far enough? If not please state your reasons and suggest an alternative approach.

Comments similar to those for Q.41 are also appropriate here.

Q43. Are there any additional measures that you would like to have included to help support the understanding of the true value of pensions?
A calculator showing the increase in cost and potential decrease in benefits arising from these proposals would have been useful.

Q44. Your views are sought on the proposal to create a new body to govern the scheme.
Currently the scheme is a statutory scheme with legislation or orders required to make scheme changes. The proposal is to create a new statutory authority to run the scheme and make some delegated changes.

Q45. Comments are invited on the proposed structure and membership, legislative authority, powers and functions and financial management framework of the new governance body.  

The proposal is for a new statutory authority reporting to the Council of Ministers and ultimately responsible to Tynwald. Member representatives will be a minority on the body. The body would be responsible for managing the scheme and recommending changes. The proposed body would have the power to make changes such as increasing member contributions.

Q46. Do you believe that the proposed transitional arrangements for existing scheme members are about right, too generous or not generous enough? If you think it is too generous or not generous enough please state your reasons and suggest an alternative approach.
There does not seem to be enough detail at present for any member to answer this question in an informed manner. Members may like to focus on the principals they would like to see adopted and protection of pension built up is likely to be one of the most important.

Q47. Do you believe that the proposed transitional arrangements for current and deferred pensioners are about right, too generous or not generous enough? If you think it is too generous or not generous enough please state your reasons and suggest an alternative approach.   

Most members will be unaffected by these arrangements but again would be keen to see protection for accrued pension rights.  
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