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GLOSSARY 
ATLAS – Automatic Transfer to Local Authority System 

BCCT – Benefit Cap Calculation Team 

BIK – Benefit in Kind 

BL – Budgeting Loans 

BPS – Benefit Payment System 

BSP – Basic State Pension 

CPI – Consumer Price Index 

DEC – Department of Education and Children 

DED – Department for Economic Development 

DHP – Discretionary Housing Payments 

DHSC – Department of Health and Social Care 

DLA – Disability Living Allowance 

DMS – Document Management System 

DSC – Department of Social Care 

DWP – Department for Work and Pensions 

ENG – Exceptional Needs Grant 

EPA – Employed Person’s Allowance 

ESA – Employment Support Allowance 

FSM – Free School Meals 

GAD – Government Actuary’s Department 

GB – Great Britain 

GDP – Gross Domestic Product 

HB – Housing benefit 

HIECS – House Improvement and Energy Conservation Scheme 

HMRC – HM Revenue & Customs 

IAG – Information and Guidance 

IB – Incapacity Benefit 

IOM – Isle of Man 

IS – Income Support 

ITIP – Income Tax Instalment Payments 

JSA – Jobseeker’s Allowance 

LA – Legal Aid 

LEL – Lower Earnings Limit 

LPL – Lower Profits Limit 



The Treasury Isle of Man Government                               

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

8 

LTA – Lifetime Allowance 

LHA – Local Housing Allowance 

NCC – Nursing Care Contribution 

NI – National insurance 

NIC – National insurance contributions 

NMB – New Manx Benefit 

PAC – Personal Allowance Credit 

PCA – Personal Capability Assessment 

PT – Primary Threshold 

RPI – Retail Price Index 

S2P – State Second Pension 

SERPS – State Earnings Related Pension Scheme 

SPA – State Pension Age 

ST – Secondary Threshold 

UAP – Upper Accrual Point  

UEL – Upper Earnings Limit 

UPL – Upper Profits Limit 

UK – United Kingdom 

VTFSS – Vocational Training Financial Support Scheme 

WCA – Work Capability Assessment 
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 The UK Government Actuary’s Department (GAD) has projected that, based on 
existing IOM policies, the NI Fund will be exhausted by 2055 

 Actuarial projections, carried out as part of this Review, indicate that the Fund will 
run out earlier than this, in 2047, if reforms are not implemented 

The Social Security scheme is broken not just financially; it is failing those individuals 
who are able to do more but are supported and encouraged by the system to do less 

Improving sustainability by reducing support or increasing contributions from society to 
re-establish financial balance misses the point and puts the vulnerable at greater risk. 
Sustainability also requires future proofing policies as far as possible to ensure that the 
support available protects the vulnerable. Currently, decades of incremental reform have 
created a dysfunctional benefits scheme that risks failing the vulnerable.  

Example:  Unemployment support on the Island tends to consist of a single event rather than a 
systematic process which would provide motivation and continued encouragement for jobseekers 
to apply for work.  

Reduced personal responsibility contradicts the growth in individuals’ capabilities 

Personal responsibility has been taken away from the individual, creating an over 
reliance on the state. This is contradictory because the Island is healthier and wealthier 
than it was when Social Security was first introduced. Individuals are capable of more 
responsibility, but they are being given less.  

Example:  People can and want to work for longer, but there are no incentives or support to do 
so. The state pension is paid too early, too generously, and to too many people.  

The policies cannot respond to their challenges  

The fundamental challenges posed by the Island’s changing demographics and society 
mean Social Security cannot continue to operate as it is. 

 The welfare of the most vulnerable – the very people that Social Security policies 
were established to protect over 60 years ago – is now at risk through these same 
policies.  

 Citizens who are unable to support themselves due to ill health, unemployment or 
caring responsibilities are being held back by a benefits scheme that is complex 
and bureaucratic with weak incentives for individuals to take responsibility. 

 Citizens who are planning their retirement are being held back by a reliance on 
generous state support in retirement from a Fund that pays out too much to too 
many too early thus creating weak incentives to make private provision for 
retirement. 
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Only Bold Transformation Will Do 
Minor changes are not enough to modernise and fix the IOM Social Security system. 
Changes not only have to catch up with the evolving demography and address 
immediate challenges, they must also ensure the policies can adapt to the population’s 
future needs. They must therefore be as future proof as possible. Only bold 
transformation will do because in the policies’ current form: 

The Island only has limited control – The IOM Social Security is based on the UK’s with 
additional local initiatives overlaid, which makes the scheme overly complex to operate 
and understand. Changes have been introduced because the reciprocal agreement has 
required it, rather than because they benefit IOM citizens. The Island’s Social Security 
scheme is now based on another jurisdiction’s policies and is targeted at ‘fixing broken 
Britain’ rather than providing the IOM population with the protection it requires. 

Benefits are too complex - The benefits scheme has endured continual changes and 
incremental reforms to address the perceived political challenge or need of the time.  
This has led to a complex scheme that is difficult to understand by the population at 
large. 

Policies lack coherence - There is no common objective for the benefits scheme to 
support the IOM citizen regardless of whether they are struggling to support themselves 
through ill health, caring responsibilities, financial difficulties or age.     

To achieve a scheme which can address current and future needs, we recommend 
developing the IOM’s Social Security and NI policies on the principle of including the 
following five features:  

 Support work 

 Provide choice 

 Guarantee a minimum income 

 Simple to understand and administer 

 Protect the vulnerable. 

The implementation of these features must be adapted to meet the different needs of 
citizens. 
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Feature Citizens of working age Citizens approaching retirement 

Support work Strong incentives to work: 
Citizens should always be better 
off in work and clear 
requirements to prepare for or 
seek work should be consistently 
applied.  

Strong incentives to work 
longer: The state pension age 
(SPA) should be increased and 
support should be put in place 
for older workers. 

Provide choice Enable individuals to be 
responsible and individualise 
support to meet their needs. 

Increase flexibility to let 
individuals decide when and how 
to move into retirement. 

Guarantee a minimum 
income 

Provide a safety net for those 
that cannot work, with a 
minimum income which is 
capped and has a strong 
gateway. 

Transfer the responsibility of 
saving to ensure individuals 
make their own arrangements 
while enabling everyone to save 
for their retirement.  

Simple to understand 
and administer 

Be simple to administer and 
explain: IT enabled, one touch, 
single department system at a 
reduced cost both in deployment 
and complexity. 
 

Be simple to administer and 
explain: IT enabled, one touch, 
single source of information on 
state pension benefits designed 
to change behaviour and 
encourage greater saving for 
retirement. 

Protect the vulnerable Address the non-financial needs 
of the vulnerable as well as 
making financial provision, such 
as providing greater support for 
moving into employment. 

Address the non-financial needs 
of the vulnerable as well as 
making financial provision, such 
as increasing flexibility in the 
state pension system. 

The recommended options for reforming Social Security and NI that we have developed 
are based on these five features and the principle of transformation. We believe that if 
the options are implemented, the Island’s Social Security and NI policies would be 
sustainable both financially and in terms of addressing people’s needs.   

Sustainability of the NI Fund cannot be achieved by one single policy: reform. To stop 
the NI Fund from being exhausted and to ensure the vulnerable are protected a number 
of policy reforms are required. For example, simply raising the SPA would only stop the 
NI Fund from being exhausted by another 13 years.  

However, the combination of our recommended reforms could transform the Social 
Security and NI policies into a scheme which is both financially sustainable and meets 
the needs of the modern IOM population, providing consistent and necessary protection 
for the vulnerable.  

In terms of financial sustainability, not every reform has a direct or measurable impact 
on the Fund’s income and outgo. Those that do have a direct impact though, can be 
combined in actuarial modelling to project this impact. 

The reforms which have been combined into a scenario to actuarially model their 
financial impact on the NI Fund relate to reforms to the state pension and NI. This is 
because many working age benefits in the IOM are general revenue funded, rather than 
NI funded. Furthermore, our recommendations regarding working age benefits are 
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largely targeted at providing a benefits scheme that meets individuals’ needs, rather 
than having a substantial impact on the financial sustainability of the NI Fund. Although 
some of the reforms to working age benefits could deliver significant reductions in cost, 
the reduction to the NI Fund would be relatively small.  The recommended reforms 
combined to present the impact of our proposed Social Security and NI policies are: 

 Review SPA, linking it to IOM life expectancy and ensuring retirement is balanced 
and does not last more than 30% of working life over the projected period to 2072. 
The implementation period for this is modelled based on providing at least 15 years 
notice to those who will be affected 

 Introduce a flat rate single-tier state pension system. The implementation modelled 
has a start date of 2016 with the maximum rate payable set at £180 per week 

 Extend the contributions required to qualify for a full state pension to 45 years 

 Phase out the Pension Supplement over 20 years for new entrants 

 Up rate the state pension in line with growth of IOM average earnings 

 Workers aged over SPA are liable for employees NICs 

 Reduce the rate of employer NICs to be in line with that for employee NICs.  

If all seven of these reforms are implemented, the NI Fund will be sustained throughout 
the projection period, as shown by Figure 2. 

Figure 2 - Projected NI Fund balance if reforms are implemented compared to projected NI Fund 
balance under current system 

 

Source: Mercer actuarial analysis 

Note: these projections are subject to certain sensitivities. Different rates of growth of 
average earnings, migration, and investment returns, to those used in the assumptions 
when building the model would, for example, alter the impact of the reforms. 

Although these seven reforms improve the financial sustainability of the NI Fund, we 
recommend that the other reforms listed below are introduced as part of the 
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transformation. These reforms are necessary to ensure that Social Security and NI meet 
the five features of supporting work, providing choice, guaranteeing a minimum income, 
simplifying the system, and protecting the vulnerable. 

Achieving the required transformation will mean implementing Social Security and 
national insurance policies that are tailored to the IOM. These tailored policies will not 
necessarily be the same as the UK’s. For example, implementing the same increases to 
SPA, as the UK plans to do, will not be enough to transform the pensioner support ratio 
as required for the IOM and the sustainability of the NI Fund. For this reason, most of 
our key recommendations, particularly those regarding retirement benefits and changes 
to NI, differ from either the current UK schemes or the new policies which the UK plans 
to implement.  

These differences mean that most of our recommendations regarding retirement 
benefits and NI would impact on the reciprocal agreement between the IOM and the UK, 
if the IOM Government chose to implement them. Certain recommendations regarding 
working age benefits could also affect the agreement. When discussing our 
recommendations in detail, in chapters 1 to 14, we have highlighted those which would 
impact on the agreement. If the IOM Government chooses to implement these options, 
negotiations will need to take place between the two jurisdictions to establish whether 
the reciprocal agreement could be modified accordingly, or whether it should be 
replaced with a more suitable agreement.  

Our Recommendations 
To achieve this vision, reforms are required in three key areas: retirement benefits, 
revenues and working age benefits. It is important to understand the backdrop against 
which these reforms are proposed. Processes for delivering benefits, and the reforms 
that can be implemented in this area, are therefore also considered. 

 Retirement benefits: These are by far the largest expense for the NI Fund. Reform 
is therefore required in this area to improve financial sustainability. Reform is also 
required in light of the increasing life expectancy of citizens and the motivation 
many workers have to work for longer and the support they require. This area of 
focus considers the state pension offer and extends to the culture of saving for 
retirement and the transition from working life to retirement. Individuals of working 
age now are affected by the recommendations we are making. Current pensioners 
on the other hand, are largely unaffected.  

 Revenues: This area of focus considers NI rates and the groups liable for paying NI. 
It is clear that a transformation of Social Security and NI must consider NI rates, as 
these fund benefits such as the state pension. The reforms recommended in this 
area, combined with the reforms to retirement benefits, would improve NI Fund 
financial sustainability without imposing unfeasible costs on citizens and employers. 

 Working age benefits: Within working age benefits, we consider reforms to benefits 
targeted at individuals unable to support themselves due to ill health, 
unemployment or caring responsibilities. Within this, we consider the activation 
system in place to support the unemployed. The recommended reforms in this key 
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area are largely aimed at providing policies that provide the support the vulnerable 
of working age require. 

 Processes for delivering benefits: Within the Social Security division of Treasury, 
there are improvements to be made to reduce waste and inefficiencies. Presenting 
and assessing the processes used also ensures that our recommendations for the 
broader Social Security and NI scheme are deliverable (the details of process review 
are contained within the report “Deploying Benefits – A process review”). 

Our options and recommendations for reform are based on particular workstreams 
within each of these four key areas. These workstreams form the chapters within 
the report and discuss the individual reforms we recommend. The workstreams are: 

Retirement benefits 

1. Simplify and enhance the state pension offer for future pensioners while protecting 
the rights of those already in retirement 

2. Reduce cliff edge retirement ages by allowing individuals to choose how and when 
they move into retirement 

3. Transfer responsibility and provide support to individuals to save for their 
retirement 

Revenues 

4. Consider changes to NI rates and liability for NI to balance NI Fund contributions 

Working age benefits 

5. Strengthen the gateway to working age benefits and develop the activation regime 

6. The future of passported benefits 

7. Consider the introduction of a benefit cap 

8. Means-testing benefits 

9. Income Tax Personal Allowance Credit  

10. Reform housing benefits payment to ensure individuals transitioning from 
unemployment to employment are protected 

11. Include required reforms to ‘Ad-hoc’ benefits, which fall outside wider mainstream 
benefits, in the larger reforms to the Social Security system 

12. Address anomalies in the benefits system. 

Processes for delivering benefits 

Align processes and modernise tools to increase efficiency and reduce complexity. This 
area is covered in detail within a separate report entitled “Deploying Benefits – A 
process Review”.  

Set out below we highlight the key recommendations we are proposing within each 
workstream. Although presented according to workstream, these recommendations form 
part of the recommended overall transformation of the IOM Social Security and NI 
systems.  
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Retirement Benefits 

1. Simplify and enhance the state pension offer for future pensioners while protecting 
the rights of those already in retirement. 

A new single-tier state pension is proposed at an enhanced rate of £180 per week, 
25% higher than the UK’s proposed £144 per week, to maintain enhanced support 
for the IOM’s future pensioners. 

 The current system of a basic pension topped up with supplements and 
earnings based additions is complex and prevents a clear understanding of an 
individual’s state pension entitlement. 

 The single-tier is proposed to be set at a higher level than the current full basic 
state pension and pension supplement, currently worth up to £166.85 per 
week. 

 Pensioners without Additional Pension entitlement would be better off by £684 
per annum under the proposed flat- rate pension, representing an 8% increase 
over the current rate of the Basic State Pension (BSP) and Pension Supplement. 
Individuals who have accrued a state pension entitlement when the flat-rate is 
introduced which is higher than the flat-rate, would have the difference 
between the two amounts protected and so will not be worse off. However, 
individuals would no longer accrue additional pension entitlement under the 
single tier system and therefore could receive a lower state pension overall. 

The number of qualifying years for a full pension should increase to 45 years to 
better reflect longer working lives. 

 The current 30 year requirement does not sufficiently reward individuals who 
work for longer. The average number of qualifying years among existing 
pensioners is 31 years. As SPA increases, individuals working lives should 
extend. 

 Our research shows 80% of individuals retiring in the next five years would be 
expected to have 45 qualifying years on retirement, and therefore many 
individuals would not be adversely affected by the increase. 

The Pension Supplement should be phased out over a 20 year period for new 
entrants.  

 There is an imbalance between the qualification entitlement (only ten IOM 
qualifying years required) and the level of benefit received through the Pension 
Supplement that does not fit with the contributory nature of the NI Fund. 

 The Pension Supplement would be phased out over 20 years for new entrants 
as individuals transition to the new higher rate single-tier pension of £180 and 
the number of qualifying years required for a full pension increases to 45. 

 The Pension Supplement should be used to minimise cliff edges in the transition 
arrangements by protecting pension rights. 

The state pension offer for existing and current pensioners should be uprated in line 
with the IOM average earnings. 
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 The triple lock uprating mechanism creates an imbalance in the long-term 
between the contributions that form the basis of Fund income and the benefit 
outgo that is uprated on a higher basis.   

 Increasing universal state pension benefits in line with growth in average 
earnings would protect living standards of pensioners in line with earnings of 
the working age population.   

Introduce a requirement for individuals to have paid NICs for a minimum of ten 
years to become eligible for the state pension. 

 A minimum requirement should increase work incentives and eliminate smaller 
pension payments by encouraging people to stay in work for longer to ensure 
they build up at least some entitlement to a state pension.  

 Individuals with ten qualifying years would receive 10/45 of the full state 
pension (assuming the contributions period is increased to 45 years). Anyone 
with fewer than ten qualifying years would not receive any state pension. 

 Based on analysis of the current pension population this would reduce future 
pension benefits by approximately 5% per annum. 

Maintain the current system of providing NI credits for people taking periods out of 
the labour market. 

 NI credits are an important form of protection for individuals who need to leave 
the labour market for periods of time. The availability of credits will be 
particularly important under the proposed system, where a longer NIC history 
will be required to qualify for a full state pension.  

 Maintaining protection means that individuals who leave employment for 
reasons such as childcare, redundancy or ill health and who, therefore, stop 
making NICs, would nonetheless be credited with having made NICs.  

 Maintaining NI credits basis protects pensioner incomes as more individuals will 
build up their rights to a state pension.  

2. Reduce cliff edge retirement ages by allowing individuals to choose how and when 
they move into retirement 

As the IOM population ages, the number of pensioners is growing faster than the 
number of people of working age. This means there are fewer people paying for 
more pensions.  

 SPA has not increased for men since the state pension was first introduced. 

 In 2012, there were 2.8 working age people to each pensioner. In 2072, this is 
projected to reduce to two people of working age to each pensioner. 

The balance needs to be redressed if the state pension offer is to be sustainable. 
Increasing SPA is the most logical way of redressing the balance. Increases to SPA 
must be tailored to the IOM’s population and needs if improvements to the NI 
Fund’s sustainability are to be achieved. The preferred options for reform have been 
tailored to ensure they will make a difference: 
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 Link SPA to IOM life expectancy to protect the future working age population 
and ensure retirement does not last more than 30% of working life over the 
projected period to 2072. 

 If the SPA is increased as we recommend, the support ratio could be improved, 
with 2.6 working age people to every pensioner in 2072. 

 If the IOM increased SPA in line with the UK, the pensioner support ratio would 
not be as favourable, with 2.3 people of working age to every pensioner.  

If SPA is increased, NI Fund income will increase and pension outgo will grow at a 
slower rate. 

 If the proposed option to increase SPA is implemented, NI Fund income could 
peak at £1billion instead of £880million.  

 Under the recommendation, pension outgo in the year 2072 is projected to be 
£200million less than if reforms are not implemented. 

 If SPA increases are combined with other reforms, NI Fund sustainability would 
be transformed. 

To protect those who will be affected by SPA increases, supporting measures 
should be introduced: 

 Legislation to support older workers (which does not currently exist on the 
IOM). 

 Increase in state pension entitlement for deferral. 

 Graduated retirement pension. 

 Flexible state pension age. 

These reforms will be accompanied by challenges, but these can be addressed. 
None of the challenges resulting from SPA increases are as large as that 
posed by an unsustainable NI Fund: 

 A larger working age population will need more jobs. However, the working age 
population is projected to increase irrespective of changes to SPA. Increasing 
SPA would increase the number of extra jobs needed by 5,000. 

 Different members of society have different life expectancies; those with lower 
life expectancies may not be able to or wish to extend working lives and 
provisions can be put in place for individuals to access state pensions early. In 
the long-term, policies should also be developed to reduce inequalities in life 
expectancy. 

 Additional requirements on employers will mean the Government should 
provide additional help, such as a fund to compensate for required workplace 
adjustments to support their ageing workforce. 
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3. Transfer responsibility and provide support to individuals to save for their retirement 

Too few people on the IOM are saving enough to provide for their retirement and 
too many people are reliant on the state pension offer at a time when the NI system 
has become unsustainable. 

 Only 35% of economically active working age people aged over 21 contribute to 
a pension. This means that up to 30,300 people that are currently of working 
age and economically active could rely entirely on the state pension offer to 
fund their retirement.  

 The median income from retirement savings is £4,254 which is almost half the 
median state pension received by IOM pensioners of £8,035. 

The low tax environment and structure of the IOM economy, along with generous 
retirement benefits, has created limited incentives and support for people to save 
for retirement. 

 The IOM’s economy has a high number of small businesses that have not 
historically provided pension arrangements for their employees and the low tax 
regime means that tax relief on pension contributions does not create a strong 
incentive to save. 

 The IOM has a well-developed financial services industry to help individuals 
save for retirement but it is targeted at servicing the needs of high net worth 
individuals and there are limited pension products for low earners.  

 Since the introduction of the IOM Pension Supplement Scheme in 1993, 
retirement benefits for qualifying individuals have been set significantly higher 
on the IOM than in the UK.  

Automatic enrolment and access to low cost saving schemes are being used 
effectively to increase the coverage and adequacy of pension savings in a number 
of jurisdictions.  

 The UK Government is aiming to increase private pension coverage by 
introducing more flexibility in the private pensions market and the introduction 
of auto enrolment. 

 Australia achieved its high coverage rate (one of the highest in the world at 
85.7%) by introducing compulsory measures whereby employers must make 
pension contributions for their employees. 

 New Zealand increased its coverage from less than 10% to 63.7% after 
introducing a national retirement savings scheme called KiwiSaver. 

 Germany and the USA have developed specific pensions products to incentivise 
workers to save for retirement. 

Without similar Government intervention in the IOM, individuals would not have 
enough momentum to save for retirement. To tackle the low retirement savings 
requires a number of strong reforms. 

There should be compulsory enrolment into a retirement saving scheme with default 
contributions. 
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 Compulsory enrolment is the most effective route of increasing the proportion 
of the workforce enrolled into pension schemes. Auto enrolment is not seen as 
a strong enough measure by stakeholders. This is because individuals can opt 
out and there was clear feedback from local employers that it was too 
inefficient for employees to be enrolled and then opt out. Analysis of potential 
opt out rates indicates that although automatic enrolment may be effective in 
some countries, compulsory enrolment is more suitable for the IOM. Voluntary 
enrolment would not drive a significant increase in the number of savers.   

 All individuals earning over £9,500 must be enrolled in a qualifying retirement 
saving scheme by their employer with a minimum contribution rate of 6% of 
earnings from employees. 

 This proposal would result in a significant increase in the number of people 
saving for retirement with an expected increase in coverage rate from 34% to 
82%. 

We recommend contribution matching from employers to boost retirement savings.  

 Compulsory saving from individuals at a default contribution rate of 6% does 
not provide sufficient saving for retirement alone. In order to boost retirement 
savings the setting of a default contribution rate from employers is required and 
is already widespread in many occupational pension schemes. 

 Require employers to pay a minimum of 4% employer contributions into a 
qualifying scheme on a proportion of employee’s earnings up to £60,000.  

 This increases employment costs, with increased salary costs; e.g. 4% 
employer contribution rate means the median earner would cost their employer 
an extra £786 per year with an expected additional cost of £18.5 million for the 
IOM’s employers. 

Low earners should be given an annual savings boost to help them save for 
retirement. 

 Low earners are unlikely to save enough for retirement without additional 
assistance. A savings boost targets support at low earners.  

 The approximate boost is proposed as a £500 flat rate and the threshold for a 
low earner is set at £20,000.  The flat rate element proposed is progressive, 
uplifting a low earner’s savings by over 5% and an earner at the top of the 
scheme by 2.5% per annum. 

 Providing a savings boost for this level of population would cost £6.2million per 
annum.   

Setting up a collective retirement saving scheme would act as a low cost default 
provider of retirement savings 

 The collective basis provides a default scheme of good quality that gives savers 
high confidence in their savings but at the lowest possible cost to help 
maximise value for money. A default scheme creates economies of scale and 
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provides the potential for lower costs than schemes managed on an individual 
basis. 

 The scheme should be set up by Government but operated on an ‘arms length’ 
basis with independent trustees and transparent investment and benefits 
policies. 

 The implementation of a default scheme should save employer administration in 
sourcing pension products but also minimise the impact of joiners and leavers 
transferring existing pension rights between employers’ schemes. 

In addition to the key proposals, two further supporting proposals are 
recommended:  

The Government should legislate to allow financial institutions to offer a wide range 
of savings products.  

 There is no provision of ISAs or simple tax efficient and low risk saving schemes 
such as in the UK. 

 There is no market for ‘equity release’ arrangements which could provide asset 
rich but income poor individuals with retirement income. 

 The Government should engage with banks and building societies on the Island 
to determine the products that can be offered and the corresponding regulation 
required. 

Information and Guidance (IAG) should be provided to individuals on options to 
save for retirement and on state benefits and pension offer. 

 Individuals will be increasingly responsible for their retirement saving. There are 
no free IAG services available on the IOM. 

 Government should fund the provision of the IAG so individuals do not have to 
pay for access to financial advice and support to help make arrangements for 
retirement. 

Revenues 

4. Consider changes to NI rates and liability for NI to balance NI Fund contributions 

The IOM operates a complex NI system.   

 NICs are collected from employees, employers, self-employed and individuals 
on a voluntary basis. These collections are used to fund state benefits such as 
unemployment, sickness and retirement pensions on a pay-as-you-go basis.   

 NICs totalled £166 million in 2012/13 and have been increasing over time.  
However, despite the NI Fund currently having a large surplus, the accounts in 
2012/13 identified that total receipts matched payments. However, if 
investment returns were excluded, benefit expenditure would have exceeded 
receipts.   

Increasing the rate of NICs will bolster the NI Fund in the short-term, but there are 
long-term risks to the Fund due to potential adverse economic impacts. 
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 Increasing the rate of Class 1 Primary Contributions payable by employees has 
a significant impact on the Fund as most employed individuals pay this class of 
NI. Given that the challenge with the Fund is the affordability of future benefit 
outgo, in order to sustain the future benefits the collection of NICs could be 
increased. 

 Greater income could be achieved through a combination of a reduction in the 
rates at which NICs are collected and changing thresholds so more individuals 
and more income is subject to primary rates of contributions. This also includes 
aligning the contributions from the self-employed with those for employees and 
the removal of Primary and Secondary thresholds to reduce the number of 
individuals that earn entitlement to benefits through credits. 

 An increase in the rate of Class 1 Secondary Contributions (payable by 
employers) would also significantly bolster the NI Fund. If both Class 1 Primary 
and Class 1 Secondary Contribution rates were increased by 1%, the increase in 
the Class 1 Secondary rate would in fact generate a greater level of income, as 
employer contributions are payable on all earnings above the secondary 
threshold.  

 The increase in income to the NI Fund from raising the Primary and Secondary 
rates of NICs will be partially offset by a reduction in NI contributors, due to the 
disincentive to work or employ.  The economic analysis identifies that an 
increase in the NIC rates would have an adverse impact on employment levels.   

 Changes to the rates paid by the self-employed have minimal impact on the NI 
Fund. Aligning to the rates applied to those in employment would simplify the 
system. 

Reducing the rate of NICs for employers would be an attractive proposition because 
employment taxes are reduced. However, such reform should only be considered if 
the level of benefit outgo is to be reduced in the future, otherwise the Fund would 
remain in an unsustainable position. 

 Reducing the rate of Class 1 Secondary Contributions would have a significant 
adverse impact on the NI Fund. Introducing an employer incentive, whereby a 
limit is created at which employers start to pay NICs, would also have an 
adverse impact on the NI Fund but to a lesser extent.  

 The significant reduction in revenue to the NI Fund through lowering the rate of 
Class 1 Secondary Contributions would not be affordable without significant 
increases in employment and a reduction in benefit outgo. An employer 
incentive would have a smaller adverse impact on the NI Fund and could, 
therefore, potentially be used to offset the impact, especially to smaller 
employers, of an increase in the main Class 1 Secondary rate.  

 The economic analysis identifies that a decrease in income to the NI Fund, 
through a reduction in NIC rates, would be partially offset by an increase in NI 
contributors. This is a result of employers having a greater incentive to hire. 

Broadening the scope of NICs to other sources of income would cause a significant 
increase in revenues but could have a significantly detrimental impact on the 
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attractiveness of the Island for investments. Changes to the individuals that are 
subject to NICs could be used to enhance work incentives. 

 NICs are only collected on earnings. IOM residents receive a significant amount 
of other income, such as income from investments, which are not subject to 
NICs as they are not defined as earnings.  In addition, Benefits-in-Kind (BIKs) 
are not subject to NICs whilst individuals working over the SPA are exempt 
from NICs.  

 Subjecting BIKs to NI would only have a minimal impact on the NI Fund.  
Broadening the scope of NICs to other income would have a far greater effect. 
The impact of charging a 2% notional flat rate on all other income and also a 
flat rate of 11% BIKs to replicate the Class 1 Primary rate would both 
significantly bolster the NI Fund. 

 Changing the ages at which contributions are due would have a significant 
impact on work incentives. The modelling conducted identifies the impact of 
increasing the scope of Class 1 Primary Contributions to individuals over state 
pension age and removing the requirement for employers to pay Secondary 
Contributions on individuals over SPA. 

Aligning NICs with the tax system leads to a significant loss of revenue (but was 
nevertheless cited as an attractive approach to simplifying NI). However, aligning all 
NIC classes to 11% creates simplification and increases contributions to the NI 
Fund. 

 Most individuals pay NICs and income tax, so creating greater alignment in 
rates could potentially simplify the administration and collection of NICs.  
Employers would benefit from changes to NICs that brought greater alignment.   

 Aligning the NI rate to 11%, but levying it on all earnings, would mean that 
most employees would continue to pay the same rate of personal contributions, 
whilst higher earners (those who earn over £40,000 per annum) would pay 
more. Employers would pay less whilst contributions would increase for the 
self-employed. The overall effect would be an increase in contributions to the 
NI Fund. 

Working age benefits 

5. We have set out a number of the options and recommendations within this report 
for working age benefits. These can be applied in the short to medium term and 
applied to the current benefit schemes in place. Alternatively we have proposed a 
radical transformation of the whole system which simplifies the IOM’s working age 
welfare system through the introduction of a new working age benefit, the New 
Manx Benefit. 

6. A New Manx Benefit 

To simplify the current benefits scheme, consideration should be given to the 
introduction of a basic New Manx Benefit (NMB). The New Manx Benefit is designed 
using the following principles 
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 Keep it simple – We have seen throughout this work that welfare systems are 
complex and this complexity distracts from the aims of the benefit and 
increases cost. Complexity must be reduced as a simple, transparent system is 
best placed to deliver a coherent, efficient and effective solution. 

 Individualised support – The IOM’s size and manner in which it is structured 
allows it to deliver truly tailored individual support to citizens that could be the 
envy of all the OECD Countries.  

Finally the transformational approach set out in this paper looks at what the IOM 
needs for the IOM citizen and not one that ‘shoe horns’ in complex and potentially 
flawed UK policy. It is designed for the IOM, to support the Isle of Man Citizens and 
add value to the individual communities and the Island. 

The New Manx Benefit allows a consolidation and simplification of a complex benefit 
system that has not been fundamentally reviewed for decades. The table below 
shows how the existing range of benefits could fit into a reformed Social Security 
system. 

How existing benefits will be treated under the New Manx Benefit and reformed Social 
Security system  

New Manx Benefit  Existing Working Age Benefit  

Basic NMB 

Jobseekers Allowance  

Income Support  

Employed Person’s Allowance 

Carer’s Allowance 

NMB addition – housing Income Support 

NMB addition – children 

Child Benefit 

Childcare Costs 

Maternity 

NMB addition – health / disability  

Disability Living Allowance 

Severe Disablement Allowance 

Industrial Injuries Disablement Benefit 

 Incapacity Benefit 

NMB addition – miscellaneous  

Widowed Mothers Allowance  

Adoption Allowance  

Guardians Allowance  

Nursing Care Contribution  

Separate benefits  Bereavement Allowance  
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 Eligibility - There are two main options. Firstly, the New Manx Benefit could be 
entirely means-tested, effectively ending the connection between National 
Insurance Contributions and working age benefits. Secondly, the NI connection 
can be maintained (as it is now in Jobseekers Allowance) by making eligibility 
for the first six months dependent on a satisfactory contribution record.  

 NMB is payable in and out of work – following the Universal Credit model. This 
has distinct advantages – creating a smooth transition from unemployment to 
employment (no back-and-forth changes filling in more forms) and removing 
cliff edges.  

 Using a Manx Minimum Income Standard - Setting benefit levels is a separate 
task to designing the structure of a new Manx benefit. One method that can be 
effective is the development of a Manx Minimum Income Standard (MIS). MIS 
is a measure of income adequacy – the amount people need to reach a 
minimum, socially acceptable standard of living based on what the members of 
society think (and taking into account appropriate expert evidence, such as 
nutritional requirements). It is calculated by specifying baskets of goods and 
services required by different types of household to meet their needs and 
participate in society. This should include leisure activities, fuel, housing costs, 
etc. The starting point is politically to decide what level of support you, as a 
nation, are prepared to offer. This is politically sensitive and a balance needs to 
be struck between what is socially, ethically and financially appropriate.  

 Dedicated Individualised Support - The culture and ethos of the NMB is that it is 
a transition not a destination. To achieve this each ‘individual’ in receipt of the 
NMB will have dedicated individualised support tailored to their specific needs. 
This support will include a contract between the citizen and the IOM 
Government, each having clear roles and responsibilities.  With responsibility 
will come accountability in the form of sanctions, which are applied consistently 
and appropriately. 

 Deployment and Performance Management of the NMB - deployment will be 
based on the principle of simple systems, which will be IT enabled, driving 
continuous performance improvement. The current hierarchal structure of small 
teams and silos will be replaced by a new structure based on a Policy Team, 
Transactional Team, and Benefit Recipient Support Team.  

 Benefits – The key benefits of the New Manx Benefit is a simpler system built 
on the needs of the IOM. Cheaper to deploy, dedicated individualise support for 
the individual. More people migrating out of benefit dependency. Improved 
targeting of public money.   

7. Strengthen the gateway to working age benefits and develop the activation regime. 

The gateway to working age benefits needs strengthening by developing the 
activation regime. The Personal Capability Assessment (PCA) should be 
implemented as soon as possible. All existing claimants of Incapacity Benefit (IB) 
and relevant claimants of Income Support (IS) should also be reassessed. 
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 The gateway to incapacity benefits is substantially weaker than exists in 
countries that have reformed access to these benefits.  

 In Great Britain, the introduction of the ‘Work Capability Assessment’ (WCA) has 
led to greater targeting of support on those with work-limiting health conditions 
or disability. The IOM Government has piloted a similar process as part of 
reforms to its PCA, but not yet implemented this.  

 These reforms could lead to caseloads and expenditure falling by around 1.7% 
per year, with total cost reductions of £7.7million over four years, and annual 
cost reductions by that point of £3million (and rising).  

The activation regime needs to be developed.  

 Claimants of Jobseeker’s Allowance (JSA) (contributory or income-based) are 
required to be actively looking for work and to be available for work. In practice 
this means requirements to sign on, apply for jobs and agree a Jobseeker’s 
Agreement. This is relatively light-touch, and concerns were also raised in our 
research that sanctions for non-compliance are not routinely applied. There are 
plans to introduce some stronger conditionality in the near future.  

 For those claiming IB or IS there are no requirements to attend meetings, 
prepare for work, look for work or be available for work. Again this is light 
touch in comparison with GB, where claimants are generally required to attend 
meetings and prepare action plans. Evidence from GB suggests that this has 
had no impact on benefit receipt for those on incapacity benefits; however 
reforming lone parent benefits (requiring those with school-aged children to 
claim JSA and be available for work during school hours) has led to significant 
reductions in benefit receipt and increases in employment.  

The application of the sanctions regime for jobseekers needs to be reviewed and it 
should be rigorously and systematically applied. Requirements should also be placed 
on jobseekers to look for and prepare for work, based on an ‘escalating 
conditionality’ model.  

 This would build on the model that exists in GB, with increasing requirements 
as time spent on benefit increases (and increasing support).  

 This should lead to an increase in the rate at which claimants leave JSA of at 
least 10%, which we estimate would lead to annual cost reductions of around 
£190,000.  

Within the Social Security Division the way performance is measured should be 
reformed. 

 Currently, performance appears to be largely measured in terms of resource 
management. It is not measured in terms of any key performance indicators on 
off-flows from benefits, destinations of those leaving benefit, and so on. These 
are arguably critical in managing the JSA regime.  

Lone parents with school-age children should be required to be available for and 
actively seek work that fits with their childcare responsibilities.  
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 It has not been possible to produce robust estimates of the impact of this due 
to data limitations, but we believe that on plausible assumptions this could lead 
to 30 fewer benefits claimants; and annual cost reductions of £410,000. It will 
be critical, alongside this, to introduce appropriate support to find and keep 
work.  

Financial incentives should be put in place to ensure individuals are better off in 
work than out of work. 

 The IOM (and the UK) are relatively unusual in seeking to ensure that claimants 
are always, or usually, better off in work. The IOM does this through Employed 
Person’s Allowance (EPA). This system is relatively complex, and some groups 
that do not qualify for EPA still face often very weak financial incentives to work 
– specifically, non-disabled households without children and couple households 
with children where neither adult works full time.  

 Alongside this, the level of income-based JSA is 40% higher for single people 
and 35% higher for couples than in the UK.  

Income-based JSA should be brought into line with contributory JSA. 

 We recommend reducing income-based JSA to the equivalent of that rate paid 
in GB for all JSA claimants, with cost reductions of around £1million per year. 
We would recommend setting aside, initially, half of this amount to provide 
discretionary financial support to the most vulnerable households affected by 
this reform.  

Consideration should also be given to extending EPA to couple parents where both 
adults work for 16 hours per week or more, and to single claimants working 30 
hours per week or more. 

 This would significantly strengthen incentives to work for these groups, but 
would also bring with it additional costs in benefit spending. Data limitations 
mean that it has not been possible to model these additional costs. We 
therefore do not recommend proceeding until the likely costs of doing so are 
better understood.  

A ‘Better off in work guarantee’ should be introduced for all claimants moving from 
benefits into work.  

 This would work on the basis that frontline Advisers calculate household income 
from taking up a specific job and from staying on benefit. If employment paid 
less than benefits they would ‘top up’ household incomes through a time-limited 
discretionary payment.  

 The costs for implementing a guarantee of this sort are likely to be low, and the 
terms of the guarantee could be further flexed to reduce expenditure if needed.  

The employment support available needs to be improved.   

 For most JSA claimants, support to find work is ‘light and even’ – typically, 
referral to an employment Adviser happens after three months of claiming and 
support is light-touch and one-off.  
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An integrated approach to Adviser support and case management should be 
developed and implemented. 

 There is a clear disjoint between the benefits scheme and the system of Adviser 
support, with support usually a single event rather than a systematic process. 
All of the advisers interviewed were very strongly committed to supporting 
those out of work, and with eight to ten Advisers potentially available (at full 
staffing), the IOM is relatively well resourced to deliver an intensive case 
management model for all but the short-term unemployed. Implementing this 
recommendation should lead to annual cost reduction of around £190,000.  

A package of training for Advisers must be put in place to ensure that all are 
equipped to provide personalised, case managed adviser support.  

 In the GB, the Institute of Employability Professionals (IEP) has been funded by 
the Government to develop professional standards and training for those 
working in ‘employment related services’. We would recommend exploring with 
the IEP the options for training and accrediting the skills of IOM advisers.  

Information on the employment barriers that claimants face should be 
systematically collected and used to target additional support.  

 The Department is starting to collect information on claimants’ barriers to work 
as part of their claims process. We would recommend extending this, in order 
to build a fuller picture of the barriers that claimants face and to then use this 
to target more intensive (and expensive) support. This would better equip 
advisers to deliver more personalised support, and enable the Department to 
better understand what works for whom and then to more effectively target 
support.  

The availability and use of training for unemployed claimants must be reviewed. 

 There appears to be a gap in the availability of shorter, pre-employment 
training for the unemployed. There would be value in looking at the scope to 
develop sector-specific short training courses combined with work experience, 
aimed in particular at those with low or no qualifications and poor work history.  

The scope should be explored for developing an ‘employer engagement team’ to 
source and fill vacancies and identify opportunities to work in partnership.  

 Engaging employers often requires a different set of skills from front-line 
advice. We would recommend developing a dedicated employer engagement 
resource, as exists in other employment services, to build these relationships 
and act as broker between jobseekers and employers.  

Interventions should be evaluated to understand what works.  

 There is a noticeable absence of evaluation evidence on employment 
interventions and programmes. As a consequence, no-one has a clear idea on 
what works, far less on the additional impact of what they do.  

The scope for developing an ‘IOM Offer’ for the long-term unemployed should be 
explored – with loss of entitlement for those that do not take this up.  
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Drawing this together, we propose an ambitious programme to tackle and, in time, 
aim to eradicate long-term claimant unemployment. This would be an ‘IOM Offer’ of 
a job, training or work experience for the longest term unemployed, with those that 
do not take up one of these options liable to having their benefit removed. This sort 
of approach (through the New Deal) virtually eradicated long-term claimant 
unemployment in the GB in the early 2000s.  

 We estimate that costs would be around £450-550,000, with around half of this 
recouped through lower benefit bills.  

8. The future of passported benefits. 

Under the current benefits system, passported benefits work well. We therefore 
recommend that most passported benefits should be maintained, although their 
future would need to be considered under the system of an NMB. 

 Free school meals, school uniform vouchers, dentistry, free milk, prescriptions, 
vouchers for glasses, travel costs to hospital, and the winter bonus should all be 
maintained. 

However, certain passported benefits could be adapted to reduce costs or because a 
larger proportion of the population could benefit from them without substantially 
increasing costs. Until these adjustments have been considered, the passported 
benefits in their current form should be maintained. 

 Access to free Legal Aid should be maintained while an option assessment of 
mediation is considered. 

 Discounts for sports development schemes operated by the IOM Sport & 
Recreation should be maintained while an option assessment of making this a 
universal benefit is considered. 

 Car tax exemption should be maintained while an option assessment of 
restricting eligibility to those with low emission or modified vehicles is 
considered. 

Despite the general success of passported benefits, three key changes should be 
made. Eligibility for the free bus pass should be based on means-testing; the free 
TV licence should be paid through a benefit uplift (e.g. through IS) or abolished; 
and payment of the Christmas Bonus should be restricted to certain groups and the 
benefit abolished over time. 

 Means-testing the free bus pass will improve targeting whilst still providing 
protection to the vulnerable. 

 The payment of TV Licences to pensioners below 75 on income related benefit 
through a benefit uplift equivalent to the value of the licence fee, rather than a 
reclaim system, would have some small saving as it is administratively more 
efficient. Consideration should be given to abolishing it however as it does not 
actually improve protection substantially. 

 The 2014/15 allocation for the Christmas Bonus is £900,000; down from 
£2million in 2013/14. Our recommended approach would be to drastically 
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reduce the Christmas Bonus to all claimants before abolishing it for all but the 
most vulnerable in 2015/16.  

9. Consider the introduction of a benefit cap. 

The short-term gains of applying a benefit cap are limited:  

 Applying a benefits cap to the working age population is projected to lead to 
limited effects on the NI Fund in the short-term. When modelling the data using 
£26,000 per annum (£500 per week) as a cap, any savings that can be made 
are immaterial. Even when applying the examples caps of £450 per week and 
£400 per week, the overall savings in total are relatively small. The acceptability 
of the latter cap is also unlikely as it could potentially create real hardship to 
some individuals.  

 To produce any significant savings using a benefits cap the exemption criteria 
would need to be changed regarding pensioners, who are by far the largest 
group who breach the proposed Benefit Cap. By including pensioners (using a 
cap set at £26,000 per annum) the theoretical saving could be £2.4million, but 
to achieve this, pensioners with disabilities, nursing care and within nursing 
homes would have to have their benefits cut by up to 50%, which would create 
significant hardship. If those pensioners that where in receipt of Nursing 
Allowance and / or Disability Living Allowance were excluded the saving would 
be £234,550 but again this could disadvantage a large number of pensioners on 
low retirement pensions.  

We therefore recommend that the cap is used as a policy tool to manage benefits 
long-term. As a policy tool the benefit cap can manage the value of benefits in the 
future and allow policy makers to set clear policy with regards to what level of 
benefit will be supported to an acceptable value. This value could also be used as a 
barometer measuring its competitive value against the Median Salary and other 
exempt benefits.  

10. Means-testing benefits. 

Means-testing has increasingly been seen as a more effective way of redistributing 
welfare benefits than universal models or those based on contributions.  The main 
feature of means-testing is that eligibility is determined by financial resources in 
relation to the needs defined for a particular benefit.  In this way means-testing can 
lead to more effective targeting of Government spending. 

The IOM, in common with many other jurisdictions, has moved towards a mixed 
model for welfare – of universal, conditional, contributory and means-tested 
benefits.  However, as the ‘Agenda for Change’ strategy sets out, there is a need for 
further reform: “the traditional ‘universal services for all’ model of provision is no 
longer sustainable and some services will be means-tested in the future.”    

The report recommends: 

 Strongly consider ending entitlement to long-term IB for those who do not meet 
the eligibility criteria for Income Support or Employed Persons Allowance – 
saving up to £1 million per year. 
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 Restrict entitlement to Funeral Payments to those eligible for Income Support – 
saving around £250,000 per year. 

 Strongly consider the case for extending entitlement to EPA to low-earning 
households without children.  

 Introduce a capital cut-off of £16,000 above which means-tested benefits are 
not paid, with transitional protection for those aged over 50 – likely to be cost-
neutral. 

We recommend further consideration of the case for introducing limits to housing 
support based on local conditions.  It may be appropriate to consult more widely on 
potential models for this and to then develop options for piloting. 

We consider, but do not recommend, means-testing Disability Living Allowance or 
the Nursing Care Contribution. 

As a package, this is likely to be broadly cost-neutral or cost-saving (if the changes 
to long-term IB and EPA are taken forward), to lead to a system that is easier to 
explain and somewhat simpler to administer, and strengthen incentives to work. 
However, these reforms would not fundamentally alter the nature and extent of 
means-testing.   

Options for Change – Fundamental Reform 

There are three broad options for fundamental reform, which could together lead to 
a significantly simpler system that is able to protect the vulnerable, at lower cost, 
and with stronger incentives to work.  It is important to note, however, that large-
scale reform that has taken place in the UK has been fraught with complexity and 
difficulty. 

A Single Means-Tested System 

Building on the principles behind Universal Credit in the UK, this could encompass 
many, or most, of the main benefits within one package.  This could reduce costs 
and improve incentives.  On the IOM, it would also provide an opportunity to 
reassess the approach to housing, to low-income workers, and to health and 
disability.  However Universal Credit has shown the many difficulties in this 
approach. The complexity of multiple benefits can end up being replicated within a 
single system, but with added risks around new delivery and payment systems, 
support systems, winners and losers.   

Negative Income Tax (NIT) 

A system where those earning above a certain income level are taxed in a similar 
way to current schemes but those with incomes below a particular level receive a 
payment to reach that level, or a proportion of it.  The proportion chosen can be 
varied to increase or decrease incentives. An NIT removes the current parallel 
systems for taxation and benefits with consequential savings in cost and complexity.  
However while there have been a number of pilots (particularly in the US in the 
1970s), the complexity of reform means that no large-scale scheme has been 
introduced,  and pilots have also shown some reduction in work activity, particularly 
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for second earners (as they can reduce their work intensity and still maintain the 
same level of income).  

A Citizen’s Income 

Under this model all citizens would receive an unconditional (non-means-tested) 
allowance.  This would be set at subsistence levels.  The expectation is that citizens 
would actively participate in work, or other activity, in order to increase this level of 
income.  There is no empirical evidence from large scale schemes, however, 
experimental results in the USA showed that such an option resulted in some 
reduction in work hours, under 5%, but increased participation in childcare and 
education.  Higher benefits expenditure would need to be offset by higher taxes, 
which could effectively recoup expenditure from higher earners. 

11. Personal Allowance Credit  

The Personal Allowance Credit (PAC) has increased by 150% between the 2003/04 
and the 2014/15 tax years. In the same period personal tax allowances have 
increased by only 18.75%, from £8,000 to £9,500. This is therefore a generous 
benefit which is not properly targeted. We recommend that the PAC be abolished at 
the earliest opportunity. 

 The PAC does not fulfil its purpose or support the Island’s plans to simplify the 
benefits system.  

 On balance we feel the abolition of PAC at the earliest opportunity, the 2015/16 
tax year, is the best solution. This offers clarity going forward, reduces any 
unnecessary additional burden inside the Income Tax Division around the 
communication and administration of a phased withdrawal and provides 
maximum savings to the state purse. 

12. Housing Benefit reform 

If the New Manx Benefit is not adopted and the structure of the benefits system 
stays largely the same we recommend that the payment of housing support needs 
to be separated from the payment of benefits to help with other living costs. 

 The current system of including housing costs into the benefit payments of 
customers mean that customers moving off benefits are at risk of substantial 
cliff edges and the inability to pay their housing costs. This leads to significant 
cliff edges and disincentivises people from moving into work and off benefits. 

Basing eligibility for certain passported benefits on receipt of housing support will 
consolidate this transition, as will introducing regular means-tests to the housing 
rent assessment system and altering rents accordingly. 

13. ‘Ad Hoc’ Benefits 

There are a number of proposed improvements to ‘ad hoc’ benefits, which fall 
outside wider mainstream benefits. 

Five ‘ad hoc’ benefits have been identified that fall outside the wider main stream of 
benefits. These benefits also need to be targeted and offer protection. Three of the 
‘ad hoc’ benefits should continue to be provided in their current form. 
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 The provision of state-supported vocational training should be continued as it is 
fundamental to driving economic development.  

 Insolvency Payments in their current form should also be continued. 

 House Improvement and Energy Conservation Scheme (HIECS) grants should 
continue to be offered from the residual budget as it goes through a cessation 
process with final applications in July 2015 and a formal closure in March 2016. 

Two improvements could be made to Exceptional Needs Grants and Budgeting 
Loans. All payments that are not for lost cash or benefit start-up could be moved 
away from Social Security counter staff and to alternative provision through a Credit 
Union. All rental deposits could also be made a Budgeting Loan. 

 Exceptional Needs Grants and Budgeting Loans offer a safety net against 
unexpected expenditure and should be kept because of this protection they 
offer. 

 Moving these ‘ad hoc’ benefits away from the Social Security division would free 
up counter time and reduce waiting, whilst continuing to ensure protection is 
provided. 

 The recent changes to Budgeting Loan rules will mean a claimant is only 
entitled to one loan, irrespective of size or purpose, over a two-year period. 126 
Budgeting Loans were used for housing deposits / rental bonds last year. Given 
the nature of the client group it is virtually guaranteed that not all of these 
deposits / bonds will be returned, either in part or in full. This then leaves the 
tenant requiring another deposit to secure a property and being unable to 
secure one from Social Security as their previous Budgeting Loan disbars them 
from receiving a second such loan. Consideration needs to be given within 
Social Security of how to respond to this situation and avoid benefit being ‘lost’ 
to claimants through payments to high-rate lenders. It may be that the Credit 
Union outlined above could fill some of this gap.  

14. Anomalies within the benefits system.  

A number of anomalies within the benefit system were identified, reviewed and, 
where appropriate, recommendations made.  

A parent on Income Support or JSA (IB) benefit is not experiencing the same Child 
Benefit cut as the rest of the population as they are having the ‘loss’ made up in full 
through additional IS payments, due to IS paying an ‘applicable amount’ which 
automatically made up the difference. In addition a parent on EPA would have 70% 
of the loss made up. It should be reconsidered whether the automatic stabiliser 
effect of the Applicable Amount should over-ride broader Government austerity 
decisions; specifically the reduction in Child Benefit for a second child. 

 Having this system anomaly could, arguably, set a precedent for other potential 
reductions in other state payments being avoided through the automatic 
stabiliser effect of the Applicable Amount.  

 The reconsideration of this would need to be balanced against whether the 
measure provides value in ensuring targeted protection for the vulnerable.  
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Another anomaly affects the eligibility individuals can have to what would normally 
appear to be contradictory benefits, particularly in the case of Disability Living 
Allowance (DLA) and Carers Allowance. We therefore recommend that guidance 
should be changed to award Carers Allowance to those claiming the middle rate 
care component of DLA only in ‘extremely exceptional circumstances’. 

 If a person is considered sufficiently disabled or impaired that they can receive 
the care component of DLA at a middle rate, it can be questioned whether they 
have the capacity to care for a severely disabled person sufficiently that they 
also receive Carers Allowance. It must be noted that somebody in receipt of 
Carers Allowance is caring for the disabled person over 35 hours a week.  

 It would be unreasonable to legislate against the current situation completely. 
However, it does seem unlikely that most people would be able to both provide 
care for a severely disabled person whilst needing care themselves. As such we 
would challenge management to reconsider this situation and create some 
additional guidance for frontline staff and Adjudication Officers along the lines 
of ‘extremely exceptional circumstances’ as the test for awarding this.  

Anomalies in terms of eligibility also affect the level of proof a claimant is required 
to provide. For example, the Shared Care Premium is an additional amount payable 
to claimants of IS or income-based JSA who have secondary responsibility for caring 
for a child or children, currently worth up to £24.70 per week. We recommend that 
eligibility for this be based on the claimant having to evidence a minimum of 52 
nights a year of care.  

 It is our understanding, through work with benefit staff and Adjudication 
Officers, that this is a premium that is open to abuse as the burden of proof for 
receiving this premium is merely ‘I am claiming benefit – I have a child – I can 
prove it – in order for me to see them / play a role I need this premium’. As 
such the burden of proof ends at the having of a child.  

The complexity of IS is recognised. However, there is an anomaly in that this 
complexity has not been addressed by providing adequate guidance for navigating 
the IS system, particularly the differences between pensioners and those of working 
age. An IOM specific ‘How to Guide’ for IS should therefore be developed.  

 Focus groups raised the lack of an IOM Guidance Manual as an issue. A guide 
would make the current situation / rules easier to understand for other sections 
and allow other staff to provide cover and / or additional capacity to help at 
times of high demand.  

The final anomaly identified is around people leaving prison being entitled to benefit 
upon release, but not receiving this actually on release as benefit claims are not 
submitted as part of pre-release activity.   

Specialist staff should be in place to help this process – rather than Social Security 
counter staff ‘doing their best’ and offering help as the start-up grant claim is made. 
The introduction of an integrated programme of pre-release activity should be 
considered, including benefits, housing and training applications to support 
rehabilitation and reintegration. 
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 Jobs and housing are the two pillars of sustainable rehabilitation – Social 
Security division should seek to align more effectively with other agencies pre-
release to assist in the wider policy of crime reduction.  

 Carrying this out pre-release means that offenders will have access to support 
and protection immediately upon release. 

15. Administration of the Benefits System 

A review of the processes and structures used to deploy benefits was carried out 
and with the view to align processes and propose modern systems / tools that 
would increase efficiency, effectiveness by reducing complexity and cost. This is 
covered by the additional report entitled “Deploying Benefits – A Process Review” 

The IOM benefit system was found to be a complicated and confusing mishmash of 
historic benefits, modern improvements, UK imported systems and IOM additions. 
That said, the teams responsible for processing benefit claims and payments are a 
group of hard working and committed individuals who, when focusing on evaluating 
and delivering payments, deliver well with the tools they have.  

However improvements can be made and costs reduced as the system is currently a 
paper based system which increases workload and requires customers to duplicate 
their data input. We therefore recommend that: 

 Electronic payment cards for citizens in receipt of benefits are introduced to 
remove duplication and to support the collection of data required. 

 Introduce online self-service systems. 

 With the upcoming replacement of ICT systems within the Department, serious 
thought needs to be given to a root and branch review of how the systems 
operate and interact (rather than a straight replacement or just incremental 
improvement to systems). 

Systems that carry out all calculations and approvals required from the online 
approach should also be introduced. 

 Many benefit payments are manually calculated. This is a high-risk approach, 
with the potential for arithmetical errors, transcription errors and mis-keying 
errors. There are checks in place, but if calculations were done using software 
systems, or even just an MS Excel spreadsheet, then the productivity and staff-
time savings would be significant, as well as reducing the risk of error.  

 Introducing the systems proposed will only be possible if some form of 
simplification of the benefits system is undertaken. 

Measures to improve resilience should also be developed, such as cross training of 
benefits processes, eligibility and calculations and merging teams. This also delivers 
economy of scale reducing resource costs (this will need an IT solution to deliver 
savings).  

 Currently, the Social Security division is split into many small teams, with only 
three or four members per team. This means the issue of resilience is a major 
concern. There are some procedure notes in some teams, but the majority of 
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the knowledge is in people's heads. Bigger teams, covering a number of 
benefits, would reduce this resilience issue and allow better knowledge 
management. If this was coupled with the introduction of more ICT-automated 
steps knowledge-intensive posts would be less of an issue.  

The introduction of increased integration is proposed between the benefit and tax 
systems. 

 The Benefit Payment System (BPS) only requires one change of data to cover 
all benefits (e.g. change of address), but in some cases the links across benefits 
are more ‘stilted’. Separate spreadsheets are also maintained to capture details 
that may be used for national statistics. This is because the BPS does not 
appear to be able to provide reports of the data needed for the statistics. This 
is an additional workload for staff that is not always used or required. Only 
certain staff have access to the Tax & NI systems, to check contributions and 
identity. This system is an older mainframe system and no data is exported 
from the system. To have the most efficient system there needs to be more 
sharing and integration of the system.  

 This approach is particularly important if means-testing is to be increased. This 
will require legislation to be changed to allow the sharing of information.   

 The reporting required will also need to be designed to ensure any new system 
meets the reporting needs and saves duplication. 

Electronic payments should also be introduced for as many payments as possible. 

 The current paper based system relies heavily on the postal system, which is 
costly (approximately £0.5million per annum in commission charges alone) this 
is further compacted by the use of cheques / vouchers as a system for 
payment. The commission charges do not take into account the cost of 
handling paper, such as printing and putting the item in the post. By moving to 
online technology costs could be reduced significantly in both people and 
resources i.e. paper, printing, envelopes, cost of labour.  

Before designing the new system, however, the proposal of moving to an NMB 
must be considered, as described above. 
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INTRODUCTION 
In October 2013, the IOM Government commissioned a review of the Island’s Social 
Security and national insurance systems, ‘the Review’. The aim of this review was to 
develop recommendations for evidence based options for reforming the IOM’s Social 
Security and national insurance systems. The purpose of this report is to present the 
options for reform that we recommend, as well as any applicable research and analysis 
behind each option. The report presents the recommended options for reform according 
to their key area of focus and workstream, as set out below:  

Retirement benefits 

1. Simplify and enhance the state pension offer for future pensioners while protecting 
the rights of those already in retirement 

2. Reduce cliff edge retirement ages by allowing individuals to choose how and when 
they move into retirement 

3. Transfer responsibility and provide support to individuals to save for their retirement 

Revenues 

4. Consider changes to NI rates and liability for NI to balance NI Fund contributions 

Working age benefits 

5. Simplify the IOM’s working age welfare system through the introduction of a New 
working age benefit, the New Manx Benefit 

6. Strengthen the gateway to working age benefits and develop the activation regime 

7. The future of passported benefits 

8. Consider the introduction of a benefit cap 

9. Means-testing benefits 

10. Income Tax Personal Allowance Credit  

11. Reform housing benefits payment to ensure individuals transitioning from 
unemployment to employment are protected 

12. Include required reforms to ‘ad hoc’ benefits, which fall outside wider mainstream 
benefits, in the larger reforms to the Social Security system 

13. Address anomalies in the benefits system 

Processes for delivering benefits 

14. Align processes and modernise tools to increase efficiency and reduce complexity. 

Although each option for reform needs to be considered individually, they are designed 
to form part of the overall Social Security and NI systems we have envisaged. Each 
option’s value therefore lies in the contribution it makes to transforming the 
sustainability of the IOM Social Security and NI systems into a structure which is 
financially sustainable as well as meeting the needs of the IOM people. 

Reform is needed in the IOM because without it the NI Fund, which finances state 
benefits such as the state pension, is projected to be exhausted within 50 years. 
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 The UK Government Actuary’s Department (GAD) have projected that the NI 
Fund will be exhausted by 2055 

 Actuarial modelling, carried out as part of the Review, indicates that the Fund 
will run out earlier than this, in 2047, if reforms are not implemented. 

Although the system is not financially sustainable, it is also unsustainable in the sense 
that it no longer meets the needs of the IOM population. Since the introduction of Social 
Security only minor incremental reforms have been implemented. This is why the aim of 
this report is to recommend a transformation of the Social Security and NI policies. To 
achieve this, the options recommended in this report have been developed on the basis 
that they will contribute to a Social Security scheme, supported by an NI, that: 

 Supports work 

 Provides choice 

 Guarantees a minimum income 

 Is simple to understand 

 Protects the vulnerable. 

Actuarial modelling for this Review has been carried out by Mercer, a leading provider of 
actuarial services. Carrying out actuarial modelling as part of the Review has enabled 
the build of a ‘base model’ against which to compare GAD’s projections. It has also 
allowed the Review team to model the impact of certain options for reform on the NI 
Fund. The projected impact modelled by Mercer is discussed in chapters 1 to 4, in the 
retirement benefits and revenues sections of this report.  

As shown in the Executive Summary, it is projected that, if our preferred options for 
reforming the state pension offer and NI are implemented, the NI Fund will be 
financially sustainable throughout the projected period (i.e. to 2072). 

Figure 3 - Projected NI Fund balance if reforms are implemented compared to projected NI Fund 
balance under current system 
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RETIREMENT BENEFITS 
The following section of the report presents our research findings and recommendations 
for reform with regards to the provision of retirement benefits on the IOM. This naturally 
includes the state pension offer but wider reforms to retirement ages, the transition 
from working life to retirement and saving for retirement are also considered. 
Retirement benefits account for most of the NI Fund’s expenditure and reforms in this 
area are therefore required to transform the financial sustainability of the NI Fund, as 
well as its sustainability in addressing the population’s needs. The reforms in this area of 
the welfare system are therefore particularly significant. A decision on whether to 
implement reforms is also required swiftly, due to the changes the UK is implementing 
(and which the IOM would also need to implement if it maintains the reciprocal 
agreement). For this reason, the implementation of reforms to retirement benefits are 
considered more closely in this section than they are in the other three sections on 
revenues, working age benefits, and processes. 

1. Simplify and Enhance the State Pension Offer for Future 
Pensioners While Protecting the Rights of Those Already in 
Retirement 

1.1. Introduction 

In March 2014 a research paper was shared with Treasury outlining possible options for 
reform to the state pension offer and in April 2014 a further research report was shared 
with Treasury which set out the implications of Single Tier implementation. These papers 
presented options for reform in the following four areas: 

 Decrease the real value of state pension provision over time 

 Move towards a more targeted safety net for state pension provision 

 Future of the IOM Pension Supplement 

 Consider opting out of Single Tier and consider alternative arrangements. 

This chapter presents the options for reform in these four areas in further detail and 
shares findings of what the impact of the preferred options would be on the National 
Insurance (NI) Fund, employers, citizens, and implementation. 

The options discussed are: 

 Introduce a flat-rate single-tier state pension system 

 Phase out the Pension Supplement over a 20 year period 

 Uprate the state pension in line with growth of average earnings 

 Extend the contributions required to qualify for a full state pension 

 Set a minimum contribution requirement of ten years to qualify for a state pension 

 Maintain credits for periods out of the labour market. 
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1.2. Background 

Due to an ageing population, the Isle of Man’s (IOM) pension costs are rising at an 
unsustainable rate. This is not a problem unique to the IOM. Across the OECD, public 
spending on old age pensions and survivors’ benefits increased 27% faster than the 
growth in national income between 1990 and 2009, from an average of 6.1% of gross 
domestic product (GDP) to 7.8%. State pensions are often the largest single item of 
Government expenditure, accounting for 17% of total Government spending on 
average.2 

In 2012, pensions accounted for 58% of Social Security expenditure in the IOM (or 45% 
if the Pension Supplement is excluded) and 22.4% of the NI Fund reserves (17.5% if the 
Pension Supplement is excluded). The UK Government Actuary’s Department (GAD) has 
projected that the NI Fund will be exhausted by 2055.3 However, actuarial modelling 
carried out by Mercer, as part of the Review, indicates that change is required even 
more quickly than the GAD report suggests. A control model developed by Mercer, using 
the same assumptions used by GAD, indicates that the NI Fund will be exhausted by 
2047, 8 years earlier than predicted by GAD. The control model was built to allow the 
impact of preferred options on the NI Fund to be assessed up until the year 2072. 
Mercer have projected an earlier exhaustion date due to differences in the projected net 
income for the Fund for the first 20 to 30 years, and a higher net outgo in the latter part 
of the projection period. These differences are likely to have arisen due to different 
assumptions being derived from the data. Details of the actuarial projections made are 
presented in section 1.4.  

The rationale for reforms in the four areas to improve the Fund’s sustainability is as 
follows: 

 Decrease the real value of state pension provision over time: spending on state 
pension provision is a significant part of Fund expenditure. Reducing pension 
generosity will therefore ensure adequate provision, if at a less generous level, can 
continue to be provided for the IOM’s future pensioner population. 

 Move towards a more targeted safety net for state pension provision: in order to 
continue protecting the vulnerable in a situation where state pension provision 
cannot be as generous as it currently is, available resources will need to be focused 
on those with the greatest economic needs. Measures such as this also help 
contain costs. If state pension provision is only given to those who need it most, 
costs are lower than if provision is made to a wider group.   

 Future of the IOM Pension Supplement: currently 13% of total Social Security 
expenditure in the IOM is spent on the Pension Supplement. Phasing out the 
Supplement would therefore considerably reduce pressure on the NI Fund. To 
contain costs, the future of the Supplement should therefore be reconsidered. 

                                            
2 OECD (2013), Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. Available at: 

http://dx.doi.org/10.1787/pension_glance-2013-45-en 
3 Government Actuary’s Department, 2014, Report by the UK Government Actuary on the operation of the Social 

Security Acts in the Isle of Man for the period 1st April 2007 to 31st March 2012. Available at: 
http://www.tynwald.org.im/business/opqp/sittings/20112014/2014-GD-0029.pdf [Accessed 28th July 2014]. 
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Figure 1.2 - Proportion of individuals over SPA receiving retirement benefits by type 

 

Source: Based on 2011/2012 NI data 

Figure 1.2 sets out that that nearly all the IOM’s residents over SPA qualify for the BSP. 
Entitlement to the BSP is based on qualifying contribution history, with 30 years 
qualifying for a full entitlement.  

Fewer pensioners receive the Pension Supplement as this requires habitual residence on 
the IOM, together with a requirement to have paid ten years of NICs in the IOM. It is 
not subject to a means-test and can be paid to those in employment. These retirement 
benefits are described as universal, as age and NIC history are the only two criteria for 
eligibility, making them universal benefits, i.e. they are not based on the amount an 
individual has paid into the system. 

In addition to the BSP and Pension Supplement, claimants can receive the Additional 
Pension which is based on their earnings and the number of working years. As can be 
seen in Figure 1.2, a high number of pensioners receive Additional Pension. The amount 
they receive is based on a complex calculation. The key elements of the current system 
are set out below. 

Since 2002, the Additional Pension has been known as the State Second Pension (S2P). 
S2P entitlement is based on NICs and a person’s earnings. Once a person reaches SPA 
and decides to claim their Retirement Pension, they automatically receive any Additional 
Pension that they may be eligible for. 

To be eligible for contributions towards S2P, a person must be employed and earning 
above the lower earnings limit (LEL) of £5,772. If an individual earns between the LEL 
and £15,100 they accrue a flat rate of £92 per annum (based on 2014/2015 rates). If a 
person earns above the £15,100 threshold they accrue a further 10% of their earnings 
above that threshold each year, up to the upper earnings threshold. A person’s weekly 
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entitlement is then this number divided by 52 (this is based on 2014/15 figures). Table 
1.1 highlights how much individuals can earn in S2P based on their earnings levels and 
according to 2014/2015 rates. 

Table 1.1 - S2P accrual rates according to income 2014/15 rates 

Earnings £0-£5,772 £5,772-£15,100 £15,100-£40,040 

S2P earned in 
2014/2015 tax year 

£- £92 per annum 10% of earnings 
divided by number of 
years in working life 

The amount of S2P payable is capped (in 2014/15 the maximum weekly amount payable 
was set at £167.40). This means that anyone who earns over £40,040 will not receive a 
higher payment of S2P than a person who earns £40,040. The following example shows 
how much the IOM median earner could earn in S2P. It should be noted that an IOM 
citizen would not currently receive the amount of Additional Pension illustrated because 
the example is based on someone spending their working life under the S2P system. As 
S2P was only introduced in 2002, and it is more generous than the system it replaced, 
the State Earnings Related Pension Scheme (SERPS). The UK has identified that it will be 
removing the earnings based system of S2P and replacing it with the single-tier.  

The example therefore only illustrates what a person would receive in the future if S2P 
was maintained and had been introduced earlier, but it does highlight the key challenge 
with maintaining this system in that it provides a significant amount. 

 The IOM median earner has an annual income of £26,208. Assuming they were 
born in 1980, they would be aged 34 in 2014 and have a working life of 50 years 
(where working life is defined as the time from the age of 16 to SPA).  

 For earnings between £5,772 and £15,100, the median earner would accrue the 
flat rate of £92.  

 To calculate how much more Additional Pension is accrued: 

 £26,208 - £15,100 = £11,108 

 £11,108 x 10%/50 = £22.21 

 Additional Pension accrual rate for 2014/2015 is therefore £22.21 + £92 = 
£114.21. 

 The amount accrued in a year is uprated in line with earnings between the year the 
benefit was accrued and retirement. The final amount of S2P accrued by someone 
at their SPA is the sum of all the individual re-valued years of accrual. If uprating is 
ignored for simplicity, this means that a person on median earnings all their life, 
assuming they have a working life of 50 years and have no gaps in employment, 
would receive £114.21 x 50 = £7,210.5 per annum in retirement in Additional 
Pension payments, or £138.66 per week (note: this is based on the assumption the 
S2P system remains in place with no changes). 

This amount is more than double the Pension Supplement and shows why S2P cannot 
be maintained in the long-run if the NI Fund is to be sustained.  
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In addition there are other eligibility criteria for the other retirement benefits that are 
not received by a significant proportion of pensioners.  

 Age Addition is a further payment given to all pensioners over the age of 80 

 Retirement Pension Premium was made available to those that were generally too 
old to have accrued entitlements to Additional Pension through SERPS that was 
introduced in 1978 

 Old Persons Pension based on age and for individuals that do not receive sufficient 
contributory pension – i.e. do not have sufficient qualifying contributions. 

Entitlement versus contributions 

Figure 1.3 presents analysis of the expected NICs a person would make in the IOM 
against the expected retirement benefits they would receive when they reach SPA. This 
assumes a full contribution history is paid rather than earned as credits. 

Figure 1.3 - NICs based on median earnings compared to expected benefits 

 

 

This is a basic example, using current prices and earnings but assumes a range of full 
year employee and employer NICs (from 30 qualifying years as the current minimum to 
qualify for a full BSP and 47 years representing a possible male working life of 18-65).  

Based on current prices and median earnings of £504 per week, an individual (and their 
employer) would contribute £143,000 but would receive over £173,000 in retirement 
benefits based on a 20 year period of claiming retirement benefits. Furthermore, if a 
median earner accrues rights to Additional Pension over their 30 year working life, they 
would be entitled to £68,000 more. There is therefore a funding gap of £98,000 before 
any contributions are deducted for health funding and other benefits.  

The 20 year period is based on the current projection of the assumption of the 
proportion of adult working life an individual spends in retirement. Increasing the period 
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Figure 1.4 - Median income and retirement pensions 2011-12 (65+) 

 

State retirement benefits represent a significant proportion of income for a significant 
proportion of the IOM’s pensioners.  Analysis of the 2011-12 benefits data identified that 
57% of individuals over 65 years old that receive state retirement benefits have a total 
income of less than £15,000 

Figure 1.5 - Income distribution of individuals receiving state retirement benefits 2011-12 (65+) 

 

Of those individuals with less than £15,000 of income state retirement benefits 
represent a significant proportion of income, ranging from over 90% for those earning 
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less than £5,000 per annum to just under 70% for a the quarter of the Island’s over 65s 
that have income between £9,500 to £15,000. 

Figure 1.6 – State retirement benefits as a proportion of total income 2011-12 (65+) 

 

This highlights the population which would find it hardest to adapt to any changes to the 
state pension offer. For example, if the value of future retirement benefits were to 
decrease slightly, a person approaching SPA could delay their retirement in order to 
continue building their retirement savings to make up for the reduction in expected 
retirement benefits. However, a pensioner could not easily diversify or increase their 
retirement income in this way.  

For a number of years, the former Department of Social Care (now the Department of 
Health and Social Care, with the Social Security division being transferred to Treasury) 
followed a policy of ensuring IOM pensioners be 10% better offer than UK pensioners 
after accounting for housing costs. This policy has meant a number of benefits, such as 
the Winter and Christmas bonuses, are paid at higher rates than the UK. Given the 
pressure on the NI Fund, changes in targeting and in the value of pension benefits will 
have direct consequence on the retirement income of all IOM residents.  

For this reason, the options discussed in this report are not targeted at current 
pensioners. Current pensioners would be affected by changes to the uprating 
mechanism. However, reforms regarding the future of the IOM Pension Supplement, 
targeting, or the single-tier pension, would not affect current pensioners. In this report, 
‘pensioner’ refers to any person over SPA, whether they are in work or not. 

The UK Pensions Commission has developed a set of target replacement rates for 
pensioner income set out below. A replacement rate sets a ratio of retirement income to 
earnings. The target represents the level of retirement income an individual should 
achieve to be able to replicate the standards of living when working. These rates are 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%
R

e
ti

re
m

e
n

t 
p

e
n

si
o

n
 a

s 
a

 p
ro

p
o

rt
io

n
 o

f 
in

co
m

e

Income bracket



The Treasury Isle of Man Government                               

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

49 

lower than earnings as retirees do not need to incur some costs such as travelling to 
work.   

Figure 1.7 - Pensions Commission target replacement rates in 2012 earnings 

Source: Pensions Policy Institute (PPI) 4  

Based on these target rates, the analysis presented below shows the proportion of 
retirement income accounted for by current retirement benefits (based on a single 
pensioner and calculating benefit levels at age 75). Based on IOM median earnings 
(£26,208 according to the 2013 Earnings Survey), state pension benefits account for 
over 50% of an individual’s required retirement income.   

Figure 1.8 - Proportion of replacement income from state pension benefits (2013 earnings) 

 

                                            
4 PPI, 2013. What level of pension contribution is needed to obtain an adequate level of retirement income? Available 

at: http://www.pensionspolicyinstitute.org.uk/press/press-releases/what-level-of-pension-contribution-is-needed-
to-obtain-an-adequate-retirement-income [Accessed 4th August 2014].  
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As changes in the state pension offer are considered in this report, the impact on 
replacement rates of future pensioners is considered to ensure sufficient levels of 
protection. 

1.4. Projections 

As mentioned in section 1.2, Mercer carried out actuarial modelling as part of the Review 
process. The modelling has allowed us to project the impact on the NI Fund of the 
preferred options recommended in this report, as well as the impact of not carrying out 
the reforms. The control model built by Mercer projected that the NI Fund will run out in 
2047 if no reforms are carried out. 

Figure 1.9 - Projected NI Fund balance until 2072 (As is basis) 

 
Source:  Actuarial analysis based on 2011/2012 National Insurance data 

The main reason why the Fund balance is projected to decrease is due to the anticipated 
rise in retirement benefit expenditure. This is caused by a growing pensioner population, 
but also by the increases in the value of retirement benefits.  

The number of pensioners is projected to increase by 73.2% by 2072, as shown in Table 
1.2. This projection is based on current legislation in place. If the SPA is increased in line 
with the UK, which would link SPA to life expectancy and base SPA on a third of working 
life being spent in retirement, pensioner population is projected to grow by 58.8%.  
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Table 1.2 - Population projection based on current legislation  

 2012 2022 2032 2042 2052 2062 2072 

Children (0 to 19 years) 19,260 19,997 20,454 20,349 20,936 21,307 21,393 

Working age (20 to SPA) 48,667 53,278 54,621 54,924 57,678 58,882 60,231 

Contributors to NI Fund 40,828 44,025 45,017 45,530 47,797 48,858 49,863 

Retired (above SPA) 17,295 18,803 22,721 26,900 27,136 28,452 29,969 

        

Total population 85,222 92,078 97,797 102,173 105,750 108,641 111,592

% working 57% 58% 56% 54% 55% 54% 54% 

% retired 20% 20% 23% 26% 26% 26% 27% 
Source: Analysis based on 2011/2012 National Insurance data and 2011 Isle of Man Census Report 

Table 1.3 - Population projection based on current legislation and future SPA increases based on 
third of working life in retirement 

 2012 2022 2032 2042 2052 2062 2072 

Children (0 to 19 years) 19,260 19,997 20,454 20,349 20,936 21,307 21,393 

Working age (20 to SPA) 48,667 53,278 54,621 54,924 57,678 60,192 62,727 

Contributors to NI Fund 40,828 44,025 45,017 45,530 47,797 50,104 52,366 

Retired (above SPA) 17,295 18,803 22,721 26,900 27,136 27,142 27,472 

        

Total population 85,222 92,078 97,797 102,173 105,750 108,641 111,592

% working 57% 58% 56% 54% 55% 55% 56% 

% retired 20% 20% 23% 26% 26% 25% 25% 

Source: Analysis based on 2011/2012 National Insurance data and 2011 Isle of Man Census Report 

The projected increase in retirement benefit expenditure is only partly caused by the 
growing pensioner population. The other reason is the mechanism by which retirement 
benefits are up rated. Figure 1.10 shows the projected increase in the value of the 
average BSP expenditure if the BSP continues to be up rated by the triple lock 
guarantee, and if the SPA continues to increase in line with current legislation. 
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Figure 1.10 - Projected increase in average Basic State Pension in payment under triple lock 

 

Source: Analysis based on Mercer projections 

Figure 1.11 shows how much pensioners could expect to receive on average in the 
future from different retirement benefits. These rates assume that the BSP continues to 
be uprated in line with triple lock and that the Additional Pension Lower Earnings Limit 
(LEL) is uprated in line with CPI. The projections also assume that the Pension 
Supplement is uprated in line with triple lock, to illustrate the difference between up 
rating and freezing benefit rates and the effect this has in the long-term on the value of 
benefits. 

Figure 1.11 - Projected average Basic State Pension, Pension Supplement and Additional Pension 
in payment 

 

Source: Analysis based on Mercer projections 
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The extent to which any of these projections materialise depends heavily on whether the 
IOM alters the reciprocal agreement which it has with the UK. If it does not alter the 
agreement, SPA will be increased along the principle of a third of working life being 
spent in retirement. The IOM would also have to introduce a single-tier pension. Single-
tier would replace the current two-tier system, consisting of the BSP and the Additional 
Pension, with a flat rate amount based on an individual’s NIC history. The introduction of 
a single-tier pension system identical to that planned for the UK would see the following 
changes take place: 

 The Over 80s Age Addition will be abolished 

 The Category B state pension, payable to married women, civil partners, widows 
and widowers based on their partner’s NICs, will be abolished 

 Eligibility for a Category A state pension has, until now, also been gained in certain 
divorces and civil partnership dissolutions based on the former partner’s NICs. 
Eligibility for a state pension will no longer be gained in this way under single-tier 

 The Category D state pension, which is a non-contributory pension payable to 
people over the age of 80, will also be abolished. 

Until now, workers have been able to contract out of S2P and forego their right to 
additional state pension in return for paying lower effective rates of NICs (in these cases 
workers must be enrolled in a private pension scheme). Their employers have also had 
NIC rebates. Due to S2P being abolished under single-tier, however, contracting out will 
also no longer be possible. The key differences between the current system and single-
tier are highlighted in Table 1.4. 

Table 1.4 - Key differences between current pension system and single-tier 

 Current Two-Tier System Post Single-Tier Introduction 

System components  BSP (set at max. £113.10 
per week in 2014 depending 
on NICs) 

 Additional state pension, i.e. 
S2P (rate varies according 
to individual) 

 Flat rate payment paid 
according to NICs made. 
E.g. if 25 NICs are made, 
25/35 of the max. rate 
will be payable per week 

NICs necessary to qualify 
for a full state pension 

 30 years  35 years 

Min. NICs needed to 
receive any state pension 

 1 year  7-10 years 

Eligibility criteria  Based on own, or partner’s, 
or former partner’s, NICs, or 
by inheriting pension rights 
from a spouse or civil 
partner 

 Based on individual’s 
own NICs 

Contracting out  Possible  Not possible (due to S2P 
being abolished) 

Full state pension  £113.10 per week (2014 
rate) 

 TBC. It will be set above 
the basic level of means-
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 Current Two-Tier System Post Single-Tier Introduction 

tested support which is 
£148.35 for 2014/2015 

Full value of pension 
including IOM Pension 
Supplement (2014 rate) 

 £166.85 per week  £203.75 per week 
(assuming state pension 
rate of £150) 

Uprating  BSP up-rated by triple lock 
 S2P / SERPS up-rated by 

CPI 

 Single-tier uprated at 
least by earnings and 
maybe triple lock 

 ‘Protected payment’ up-
rated by CPI 

Deferral  Possible, including in 
exchange for a future lump 
sum payment 

 Possible, at a reduced 
rate and no option to 
exchange for a future 
lump sum payment 

It is less clear what would happen to the Pension Supplement under single-tier as it is 
not covered by the reciprocal agreement. The logic of single-tier provision, which is 
aimed at simplification, would tend to support its abolition, as would the broader policy 
aim of simplifying pension provision, even if the reciprocal link is broken. Furthermore, 
keeping the Supplement means that future pensioners would receive a substantially 
larger income from retirement benefits than current pensioners. This is because the 
proposed flat rate pension would be set at a higher level than the current BSP. 

The introduction of single-tier alone will not solve the issue of an unsustainable NI Fund. 
Under single-tier, it has been proposed that the maximum amount that can be claimed 
in BSP is set at £180 per week. This is an increase from £167 under the current 
arrangements. As a result, pension outgo related to this benefit will rise. The savings 
that are realised under a move to a flat-rate state pension come as a result of the 
abolition of the Additional Pension. Under this scenario, total pension outgo in 2072 
would be £1.149 billion. Table 1.5 below shows total pensioner income projections 
through to 2072 for the base scenario in which the pension system remains as it is. 
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Table 1.5 - Pensioner income projections (Base model) 

All figures in real terms £p.a. 
terms unless otherwise stated 2012 2022 2032 2042 2052 2062 2072 

Full BSP (2012) / Single Tier 
Pension (ST) 5,587 6,983 8,896 11,334 4,439 18,395 23,434 

Full Pension Supplement (PS) 2,726 3,408 4,341 5,531 7,046 8,977 11,436 

        

Average total pension in 
payment 5,885 6,424 9,135 11,876 16,507 23,593 38,354 

Average BSP / ST in payment 3,273 3,718 5,481 7,114 9,754 13,765 22,212 

Average PS in payment 1,778 1,829 2,261 2,763 3,838 5,629 9,454 

Average Additional Pensions 
in payment 600 743 1,341 1,987 2,913 4,199 6,688 

        

Total pension in payment as a 
% of full ST 105.3% 92.0% 102.7% 104.8% 114.3% 128.3% 163.7%

BSP / ST in payment as a % 
of full ST 58.6% 53.2% 61.6% 62.8% 67.6% 74.8% 94.8% 

PS in payment as a % of full 
ST 31.8% 26.2% 25.4% 24.4% 26.6% 30.6% 40.3% 

If we compare the base scenario to the scenario in which single-tier is adopted but the 
Pension Supplement is retained the projections change marginally. As Additional Pension 
is removed under single-tier, this means that the total spending on the benefit falls. 
Spending on the BSP rises as individuals with full entitlement receive more under single-
tier arrangements. These largely offset each other. In 2072, the total pension outgo 
under single-tier is £3million lower than under the base model. The impact on incomes is 
clear from the tables. Under single-tier, BSP income reaches an average of £26,101 by 
2072 compared to only £22,212 under the base model. Contrastingly, the average 
Additional Pension received by 2072 pensioners is £1,020, a fall from the base projection 
of £6,688.  
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This report recommends the phase-out of the Pension Supplement. If this reform was 
adopted under a single-tier framework, the impact on incomes and the NI Fund balance 
would be greater. Under this scenario, the Pension Supplement is phased out over a 10 
year period from 2026. This would result in a 2072 pension outgo of £812.8million, a 
considerable decrease on base figures of £1.149billion. Again, comparing the tables we 
see that the average Pension Supplement payment in 2072 is projected to be £9,454. If 
the benefit is phased out, that will fall to zero, as indicated by Table 1.7. Here, we 
observe that by 2042 the Pension Supplement has been phased out and the average 
Pension Supplement payment gradually decreases over time. 

Table 1.7 - Pensioner income under Single-Tier when Pension Supplement phased out over a 20 
year period 

All figures in real terms £p.a. 
terms unless otherwise stated 2012 2022 2032 2042 2052 2062 2072 

Full BSP  7,488 9,540 12,153 15,483 19,725 25,129 32,013

Full PS 3,654 3,026 890 - - - - 

        

Average total pension in 
payment 5,885 6,335 8,051 9,751 12,747 17,374 27,121

Average BSP in payment 3,273 3,724 5,618 7,576 10,725 15,667 26,101

Average PS in payment 1,778 1,673 988 224 33 3 - 

Average Additional Pensions 
in payment 600 804 1,393 1,758 1,987 1,704 1,020 

        

Total pension in payment as a 
% of full BSP 78.6% 66.4% 66.2% 61.8% 64.6% 69.1% 84.7%

BSP in payment as a % of full 
BSP 43.7% 39.0% 46.2% 48.9% 54.4% 62.3% 81.5%

PS in payment as a % of full 
BSP 23.7% 17.5% 8.1% 1.4% 0.2% 0.0% 0.0% 

This fall in pension expenditure leads to significant savings, and could sustain the NI 
Fund past 2072 as illustrated by Figure 1.13. Based on these figures, it is the removal of 
the Pension Supplement that goes the greatest distance to sustain the NI Fund, and not 
merely the adoption of the single-tier pension.  
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implemented long enough to allow for their outcomes to be evaluated. This stage of 
option development allowed the Review team to determine best practice in reforming 
state pension offers and to establish a long-list of initial options to be considered by the 
IOM Government. 

Relevant findings from the international research carried out concerning each preferred 
option is discussed in section 1.6. Appendix 1 - A provides a more comprehensive report 
of the research findings. This includes details of policies implemented internationally 
which we do not consider to be suitable for the IOM. 

Stakeholder engagement 

After presenting the initial long-list of options to Treasury, the Review team was given 
permission to share the options with a select group of stakeholders. With regards to 
reforming the state pension offer, the Review team consulted IOM employer 
representatives and third sector representatives of the older IOM population. A first 
meeting was held with each stakeholder to inform them about the Review and to receive 
feedback on the options long-list. This feedback was considered by the Review team 
when selecting options to be carried forward and detailed further. After developing an 
overall vision for the Review team’s proposed state pension system, a second meeting 
was held with each stakeholder. Feedback from these meetings was used to refine the 
options presented in this report. 

As with the international research findings, stakeholder feedback is presented where 
appropriate in section 1.6. Appendix 1 - B includes further information on stakeholder 
views, including comments regarding options we have decided not to recommend. 

Potential impact assessment: actuarial modelling and economic analysis 

Designing a vision for the possible future state pension system allowed the Review team 
to produce a short-list of preferred options according to each area of reform. Actuarial 
modelling and economic impact assessments were then carried out to ratify the short-
list. The impact of each option on four key areas was considered: 

 The NI Fund 

 IOM employers 

 IOM citizens 

 Implementation. 

Actuarial modelling assessed the impact of options on the NI Fund, with the key criteria 
being that an option had to improve the sustainability of the Fund. Detailed economic 
impact analysis was then used to assess the impact of each option on employers and 
citizens to determine which sections of the population were likely to benefit or lose out 
should an option be implemented. Implementation of each option was considered 
throughout option development and has remained a consideration when evaluating the 
suitability of each option for the IOM.   

Assessing the impact of options across these four areas means that each 
recommendation is based on a comprehensive assessment taking into account the IOM 
population and the overall aim of ensuring the sustainability of the NI Fund. Evidence 
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provided by the actuarial modelling and economic impact analysis is presented for each 
preferred option where relevant in section 1.6. 

1.6. Preferred Options 

The report we shared with Treasury in March 2014 discussed emerging options for the 
IOM in terms of decreasing the real value of state pension provision over time, moving 
towards a more targeted safety net for state pension provision and the future of the 
IOM Pension Supplement. The most suitable options from the report for the IOM have 
been detailed and developed. These ‘preferred options’ are presented in this section. As 
mentioned at the start of this chapter, options for the IOM with regards to adopting a 
single-tier system are also considered.  

We assessed the initial options presented for moving towards a targeted safety net as 
being inappropriate for the IOM. The reasons for this are outlined in section 1.6.7. 
Instead of targeting retirement benefits, we recommend that they continue to be 
universally available, but on a more sustainable basis. We do recommend that the SPA 
be increased to reflect the ageing population. However, this option is discussed in detail 
chapter 2 and so is not discussed here. 

In the following section we outline each preferred option and describe how it would 
work in practice. The rationale for introducing such a reform is then discussed in the 
context of the IOM and this is followed by a summary of stakeholders’ views on the 
option. An analysis section for each option discusses the option’s potential impact on the 
NI Fund, as well as the reform’s broader impact on those affected, such as future 
pensioners (as mentioned in the introduction, current pensioners – i.e. anyone aged 
over SPA whether they are retired or nor - would only be affected by changes to the up 
rating mechanism, and not by any other preferred options). The risks associated with 
the preferred option are then summarised. Section 1.7 discusses the implementation of 
the options. 

The largest change which we recommend is the move to a single-tier state pension 
system. The other options we recommend support this change and have been designed 
to form part of the new single-tier state pension system.  

However, we would recommend that these other options are implemented even if a 
move to a single-tier system is not made. This is because they improve the sustainability 
of the Fund even under a two-tier pension system.  

Our preferred options for moving towards a sustainable state pension system within the 
workstreams’ areas of focus are: 

 Introduce a flat rate single-tier state pension system 

 Phase out the Pension Supplement over a 20 year period 

 Uprate the state pension in line with growth of average earnings 

 Extend the contributions required to qualify for a full state pension 

 Set a minimum contribution requirement of ten years to qualify for a state pension 

 Maintain credits for periods out of the labour market. 
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 The flat-rate system is easy to understand and provides a clear foundation for 
saving as individuals can understand their expected retirement benefits. The 
current system is complex. For example, individuals are entitled to: 

 BSP if an individual has worked and made a qualifying contribution on the 
Island for one year or more 

 Pension Supplement if they have made qualifying contributions on the Island 
for a period of ten years or more 

 Additional Pension subject to earnings.  

 The proposed system would introduce a flat rate pension payable based on 
achieving the required number of qualifying years, taking away much of the 
complexity associated with the pension system in the IOM and bringing it more in 
line with the system the UK will be introducing in 2016 (note: assumed here the 
same design principle rather than exactly the same system). 

 The single-tier system acts as a safeguard for the vulnerable. If individuals have 
been occasional workers or if they are self-employed, they are unlikely to have 
been able to build up entitlement to Additional Pension. As the single-tier rate 
would be set at a higher level than the current BSP, these individuals would 
therefore receive a higher state pension than under the two-tier system. 

 Addresses and controls rising state pension costs making the Fund sustainable for 
current and future pensioners. The single-tier approach provides a better balance 
between contributions and benefit outgo which is not connected. Imbalances 
between credits, earning related elements and qualification periods mean that too 
many individuals receive much more that they put in. An example is the Additional 
Pension payments. This means that the value of their retirement benefits can more 
than double for certain individuals. Currently the costs posed by S2P are 
manageable because the system was only introduced in 2002. However, the longer 
the system is maintained, the longer people work, the more people can expect in 
Additional Pension payments and the less affordable the system becomes.  

Summary of Feedback 

Stakeholders had reported that many people that have made NICs already felt let down 
by the Government. As the single-tier improves the proportion of BSP that makes up an 
individual’s replacement income, the option addressed this point of view.  

This measure also addresses the concerns stakeholders voiced about transparency. The 
introduction of single-tier promotes greater transparency as the flat-rate ensures 
certainty in relation to what a pensioner will receive from the state compared with the 
complex system that is currently in place. 

Analysis  

We are recommending that the current two-tier system is replaced with a single-tier 
system similar to the system to be introduced in the UK in 2016. This will replace the 
existing pension benefits outlined in section 1.3 with a flat-rate pension.  

The rate proposed for illustrative purposes is a maximum rate of £180 per week. The 
actual rate used will depend on the implementation date, when uprating will need to be 
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taken into account. However, the illustrative rate has been chosen based on specific 
principles. The rate is higher than the current average pensioner receives in state 
pension benefits (which is approximately £167 per week) and therefore provides a more 
generous entitlement.  

Table 1.8 – Summary of current universal state pension benefits 2014-15 rates to the proposed 
rate of flat rate single-tier pension 

 Current Proposed Proposed increase % 

Universal State 
Retirement 
Benefit 

£166.85 £180 8% 

(Note – the current figure is made up of BSP of £113.10 and PS of £47.75) 

The rate is also higher than that proposed for the UK (which has not been specified but 
will be set above the basic level of means-tested support which is £148.35 for 
2014/2015. In this report, we assume the UK rate to be £150 for illustrative purposes) 
meaning IOM pensioners will continue to be better off than their UK counterparts by 
20%).  

Despite this increase, it is not as high as a person could potentially receive if they were 
to remain in the S2P system throughout their working life. The rate therefore improves 
NI Fund sustainability.  

The proposed flat-rate pension means that under the single-tier system, universal state 
retirement benefits will make up a larger share of individuals’ target replacement rates. 
The replacement rates individuals with different incomes will have under the new 
system, compared to the old system are shown in Table 1.9. The new replacement rate 
assumes a person would be entitled to the full flat rate payment of £180 per week, 
based on their contribution history, or £9,360 per annum. 

Table 1.9 - Proportion of universal retirement benefits making up different earners' target 
replacement rate under the current system and the proposed system 

Earnings in 
working life 

Target replacement 
income in 
retirement 

Current proportion of 
retirement benefits 
making up target 
replacement rate 

Proposed proportion of 
retirement benefits 
making up target 
replacement rate 

£9,500    
(Lower earner) 

£7,600 114% 123% 

£26,208 
(Median earner) 

£17,559 49% 53% 

£60,000  (High 
earner) 

£30,000 29% 31% 

 

The proposed flat-rate increases the amount of retirement benefits a low earner would 
receive, assuming that they are entitled to the full flat-rate. This means that their 
reliance on means-tested benefits will be reduced. A person who does not have the 
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necessary NIC history to be eligible for the full flat-rate payment would receive a pro 
rata amount of the flat-rate.  

The above amounts of BSP that an individual could receive under single-tier do not take 
into account the entitlement individuals have for accrued Additional Pension. Although 
Additional Pension will no longer exist under single-tier, we propose that the entitlement 
people have accrued to Additional Pension under the two-tier system be maintained. 
This means that future pensioners could actually receive more than £9,360 per year. 
Further information on this point is available later on in this section but it simplifies 
transition arrangements compared to the UK and protects existing rights. 

We are proposing that the new flat-rate payment only applies to those under SPA on the 
implementation date, as this also facilitates transition as well as being equitable. This 
means that current pensioners, approximately 18,000 people, would continue to receive 
their current retirement benefits under the two-tier system. This aspect of 
implementation means that two systems will need to be run concurrently, but it also 
introduces cliff edges. Section 1.8 sets out the proposed transition arrangements.  

As the system matures, differences will emerge in terms of who benefits from the single-
tier system. It is clear that younger workers, who would not have been enrolled in S2P 
or SERPS, and who would not have built up any entitlement under the old system, stand 
to receive less than those approaching retirement. Individuals approaching retirement 
would have built up entitlement under the two-tier system and it is proposed they will 
receive a protected payment on top of their flat rate pension. Individuals who would 
have built up a high S2P entitlement under the current system will also be 
disadvantaged as S2P will be abolished. Similarly, individuals who would, under the 
current system, have built up a state pension entitlement based on their partner’s NICs 
will not be able to do so under the current system. 

The following table summarises those likely to benefit or be disadvantaged by single-tier 
flat rate pension in the short and long-term. 

Table 1.10 - Those likely to benefit or be disadvantaged by single-tier flat rate pension in the 
short and long-term 

Short-term 

Those likely to benefit from the flat rate Those unlikely to benefit from flat rate 

The self-employed Individuals on the ‘wrong’ side of the cliff 
edge 

Individuals who have taken career breaks or 
on low earnings, that were not well covered 
by SERPS or S2P  

Individuals who had expected a state pension 
based on their partner’s NICs 

Individuals on the ‘right side’ of the cliff edge Employers of workers contracted out of S2P 
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Table 1.11 - Projected average pensions in payment under the current two-tier system and 
proposed flat rate system of £180 

 2012 2022 2032 2042 2052 2062 2072 

Current (£) 5,885 6,424 9,135 11,876 16,507 23,593 38,354 

Proposed (£) 5,885 6,485 9,494 12,539 17,126 23,354 35,972 

Change (£) 0.0 -60.5 -359.4 -663.5 -629.9 239.0 2,382.5

Change (%) 0% -1% -4% -6% -4% 1% 6% 

This means that although the flat rate in payment will be higher than the current 
projected average BSP, it will be lower than the combination of BSP, Additional Pension 
and Pension Supplement that would be payable under the current system. It is this 
change which relieves pressure on the Fund, for example leading to a projected 
£71.4million in 2072 alone. Table 1.12 illustrates the differences in NI Fund spending on 
pensions under the two systems. 

Table 1.12 - Projected Fund spending on pensions under the two-tier system and single-tier 

 2012 2022 2032 2042 2052 2062 2072 

Current (£m) 101.8 120.8 207.5 319.5 447.9 671.3 1,149.4 

Proposed (£m) 101.8 121.9 215.7 337.3 465.0 664.5 1,078.0 

Change (£m) 0.0 -1.1 -8.2 -17.8 -17.1 6.8 71.4 

 

Although the average level of pension benefits future pensioners will receive under 
single-tier will be lower than they would receive under the current system (for future 
pensioners who have not built up any entitlement under the current system, as those 
who have entitlement will at least receive the entitlement they have earned), there is 
not a significant drop in income for future pensioners.  

As mentioned earlier, our report on private retirement savings recommends options for 
increasing the level of retirement savings individuals have. BSP rates will also only be 
lower compared to what a person would receive if they had spent their whole working 
life under S2P, rather than the levels which current pensioners receive. 

Risks 

There are four key risks associated with this option: 

 Reduces the additional pension that can be earned 

 Implementation date could mean women are disadvantaged compared to men 

 Lack of protection for people who had expected to qualify for a BSP based on their 
spouse’s NICs 

 Individuals will lose out due to cliff edges. 

1. Reduces the additional pension that individuals can earn: 
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If the S2P system was maintained, the proportion of retirement benefits the median 
earner receives, if their entire working life were spent under S2P, would represented 
57% of their target replacement rate. Currently, the median earner receives less 
than this in retirement benefits because S2P, which considerably increases an 
individuals’ income, has only been in operation for the last 12 years. The 
entitlement individuals have been able to accrue is therefore limited. 

The mitigation to this risk is that under the arrangements proposed, individuals will 
not lose out any accrued rights. There are also complementary proposals to help 
individuals to take responsibility for their own retirement saving, rather than relying 
on the state, through enrolment in private pension schemes. This would minimise 
the impact on any changes to future incomes. 

2. Implementation timing could mean women are disadvantaged compared to men: 

In the UK, the single-tier pension system will be introduced in 2016. If the IOM 
follows this timeline, women born between April 1951 and April 1953 may be 
disadvantaged compared to men born in the same period. This is because these 
women will have reached SPA before men in the same age cohort. Women in this 
age cohort will therefore reach SPA before the implementation of single-tier and will 
not benefit from having their foundation amount compared to the level of 
retirement benefit they would receive under single-tier. The men in this age cohort 
will not have reached SPA before single-tier implementation and therefore will 
benefit from having their foundation amount compared to the amount of state 
pension benefit they would be entitled to under single-tier. In the UK, the 
Department for Work and Pensions (DWP) has estimated that despite not benefiting 
from a comparison, 90% of the women born between April 1951 and April 1953 will 
receive more in lifetime state pension and other benefits under the current system 
compared to if they had an SPA of 65 and received single-tier pension. However, 
this still leaves a number of women at risk of losing out.  

The IOM could mitigate this risk by introducing single-tier at a later date. In 2018 
SPA will be equalised between men and women. This means that men and women 
in the same cohort will not be treated differently in terms of having their foundation 
amounts compared to their entitlement under single-tier. 

3. Lack of protection for people who had expected to qualify for a BSP based on their 
spouse’s NICs: 

Under single-tier individuals will not gain eligibility based on their partner’s 
contribution. Although a person’s foundation amount will include their entitlement 
based on their partner’s NICs up until that point, their partner’s future NICs will not 
continue to build up their level of entitlement.  

For those women approaching SPA who had been relying on a category B pension, 
it would therefore be worth exploring measures that would allow their entitlement 
to continue building if they cannot make NICs of their own (particularly given the 
difficulties older workers often face in finding employment). 
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4. Individuals will lose out due to cliff edges: 

One of the risks, as previously noted, is that there may be a cliff edge effect. In this 
case, individuals born just a few days apart will receive a state pension under two 
different systems and could, therefore, receive quite different amounts of state 
pension. However, transition arrangements should mean that no new pensioner will 
receive less than they would have if they were born a few days later and remained 
under the two-tier system.  

Impact summary of introducing a flat rate state pension 

Impact on citizens  Proportion of retirement benefits making up the median 
earner’s target replacement rate will slightly increase to 53% 

 Those with full entitlement will receive £180 per week (just 
over £13 more than the average Retirement Pension currently 
in payment). 

 The self-employed and people with poor coverage under 
SERPS and S2P would benefit, as would those contracted out 
with enough time to build up full entitlement to the flat rate. 

 Individuals who would have qualified for a state pension 
based on their spouse’s NICs, people with less than 10 
qualifying years, and people who would have built up a high 
S2P entitlement will lose out. 

 Only people under SPA when the flat rate state pension is 
introduced will be affected. People over SPA on the 
implementation date will continue to receive their state 
pension under the two-tier system. 

 Additional Pension accrued to date will be protected. 

Impact on employers  The end of contracting out means employers will no longer be 
able to pay lower NICs for employees who had contracted out 
under S2P. 

Impact on NI Fund  The NI Fund would be sustained an extra three years. 

 Total spending on pensions in 2072 would be £71.4million less 
than under the current system. 

  

Risks & Implementation 
obstacles 

 If implemented before SPA is equalised between men and 
women, women could lose out compared to men in their age 
cohort. 

 Protection may be required for individuals who had been 
expecting a state pension based on their spouse’s NICs. 

 Individuals reaching SPA just before implementation could 
lose out if they would have received more under single-tier. 

Expected timeframe and 
implementation 
requirements 

 This reform can be introduced at a single point in time and we 
expect the IOM to be able to introduce a single-tier system 
within the next five years. 
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entitlement. Linking pension entitlement to what a person has contributed is seen as a 
fairer system. Although the fairness of the Pension Supplement was questioned, 
stakeholders voiced concerns regarding the cost of living for pensioners and the effect 
that removing the Pension Supplement would have on living standards. We address this 
risk below.  

Analysis 

A timeframe of 20 years for phasing out the Pension Supplement is proposed, with the 
pension supplement remaining until 2026, in line with existing pensioners, for new 
retirees. Phasing out the Pension Supplement sooner, such as from 2016, could 
significantly disadvantage those pensioners closest to retirement who are more 
constrained in terms of how to make up the shortfall in expected retirement income.  

The proposed approach is to retain the Pension Supplement for new pensioners for ten 
years following the introduction of the flat rate pension. If the reforms were introduced 
in 2016 for example, this would mean that the Pension Supplement would be phased 
out between 2026 and 2035.  

Table 1.13 – Proposed phase out of Pension Supplement 

 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

% of 
Pension 
Supplement 
paid 

100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 

Four scenarios were considered for phasing out the supplement.  Note: not removing 
the Pension Supplement is not considered as an option as this is not considered 
sustainable.  

The scenarios are: 

 20 year phase out on an annual basis from 2026 

 20 year phase out on an annual basis from 2016 

 Ten year phase out on an annual basis from 2016 

 Five year phase out on an annual basis from 2016.  

The four options for phasing out the Pension Supplement are shown in the diagram 
below. The extra retirement benefit a pensioner could receive under each option 
compared to the others is illustrated by the shaded areas. If the Pension Supplement 
were phased out annually over a period of 20 years, the value of the benefit in 2026 
would be only half of what it would be if the phase out started in 2026. Additionally, if 
either of the other options were chosen the Pension Supplement would have already 
been phased out by this date.  
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Figure 1.15 - Pension Supplement phase out – Scenario comparison 

 

Phasing the Pension Supplement out over five or ten years from 2016 reduces the value 
of the Pension Supplement as a retirement benefit at a rapid rate so that pensioners 
without the required contribution history may not have adequate savings in order to 
cover such a shortfall. 

A 20 year phase out would give future pensioners the opportunity to make alternative 
arrangements if required. Therefore, protecting the value of the Pension Supplement for 
an initial ten year period was thought to be the fairest means of removing the benefit. 

The tables below show how each of the options would impact the value of the Pension 
Supplement beginning with our proposed option. 

Table 1.14 - Phasing Pension Supplement out over 10 years starting in 2026 

Year of Birth Maximum Pension 
Supplement 

Proportion of 
Supplement 

Retiring 2016 – 2025 2,795 100% 

Retiring in 2026 (Born in 1960)  2,516 90% 

Then phasing down by 10% per annum 

Retiring in 2034 (Born in 1967) 280 10% 

Retiring in 2035  (Born in 1968) £0 0% 

Table 1.15 shows how much the value of the Pension Supplement would decrease. The 
Pension Supplement is currently worth £2,795 per annum in retirement. This 
represented 15.5% of the median earner’s target replacement income. The year 2035 
would see the total phase out of the Pension Supplement, meaning that any individuals 
born in 1968 or thereafter would not be entitled to any Pension Supplement.  
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Table 1.15 - Phasing Pension Supplement out over 20 years  

Year of Birth Maximum Pension 
Supplement  

Proportion of Supplement  

Retiring in 2016 (M:1951 / F:1952) 2,655 95% 

Then phasing down by 5% per annum. 

Retiring in 2022 (Born in 1956) 1,817 65% 

Retiring in 2032 (Born in 1965) £419 15% 

Retiring in 2035 (Born in 1968) £0 0% 

The figures given above are based on starting the phase out in 2016. However, there is 
flexibility on the timing of the introduction of the reforms. When the supplement is 
phased out over a period of 20 years the benefit reduces at half the rate compared to a 
ten year phase out, although the phase out would begin ten years earlier than our 
proposed option. The Pension Supplement reduces by 5% of the current supplement 
value each year. This means that if an individual were to retire in 2022, they would 
receive 65% of today’s Pension Supplement or £1,817.  

Table 1.16 - Phasing Pension Supplement out over 10 years  

Year of Birth Pension Supplement Proportion of Supplement 

Retiring in 2016 (M:1951 / F:1952) 2,516 90% 

Then phasing down by 10% per annum. 

Retiring in 2024 (Born in 1958) 280 10% 

Retiring in 2025 (Born in 1959) £0 0% 

Phasing the Pension Supplement out over a period of ten years, the benefit ceases to 
exist in 2025. Such a move would mean that any individuals that were born in or after 
1959 would not receive the Pension Supplement. In the first year of the phase out, 
individuals would receive £2,516 but by 2020 this will have fallen to only £1,398.  

Table 1.17 - Phasing Pension Supplement out over 5 years  

Year of Birth 
Pension Supplement in 

First Year of 
Retirement 

Percentage of Target 
Replacement Income 

Retiring in 2016 (M:1951 / F:1952) 2,236 80% 

Phasing down by 20% per annum. 

Retiring in 2019 (M:1953 / F:1954) 559 20% 

Retiring in 2020 (M:1954 / F:1955) £0 0% 

Phasing the Pension Supplement over a five year period means the benefit would be 
gone by 2020 so a number of individuals that had entitlement would no longer receive 
it. In this scenario, the Pension Supplement disappears at a rapid rate offering very little 
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protection to pensioners following the transition to the single-tier arrangements. For 
retiring pensioners, this means that anyone born after 1954 will not be entitled to any 
Pension Supplement at all. This highlights the pace at which the benefit is phased out 
under this option. 

Based on the reduction in the value of the benefit proposed by alternatives scenarios, 
phasing the Pension Supplement out until 2026 protects pensioners that may not have 
the required savings to ensure an adequate level of retirement income if the benefit was 
withdrawn earlier. Those born from 2035 onwards, will not receive any Pension 
Supplement. However, these people have sufficient time to plan for retirement and can 
be encouraged to build up the required contribution years to receive the flat-rate state 
pension. Additionally, these people should be encouraged to, and will have sufficient 
time to, invest in private pension schemes. 

This reform will affect all future pensioners that have made contributions in the IOM for 
a period of ten years or more. In 2012, there were just over 12,000 Pension Supplement 
claimants representing around 70% of those claiming a state pension. It is likely that 
around 20,000 people will reach SPA over the course of the phase out. If one assumes 
that 70% of these people will be Pension Supplement claimants, then one can estimate 
that around 14,000 individuals in total will receive a reduced amount of the benefit 
before it is phased out entirely. 

An alternative to phasing the Pension Supplement is reducing the value of the 
Supplement, but this is not an optimal way forward as the value becomes meaningless 
with regards to the income it would provide in retirement. Even at a reduced rate, the 
Pension Supplement is not an affordable benefit. If the Pension Supplement is reduced 
in value by 50%, for example, modelling has projected that the NI Fund would be 
sustained for only a further eight years, compared to the possible 20 years if the 
Supplement is phased out.  Furthermore, Fund income would peak at £1.03billion in 
2032, i.e. at £100million less than if the Supplement is phased out. 

Mercer’s base control model projects that under the current arrangements the NI Fund 
will be exhausted by 2047 (as represented by the dotted mauve line in Figure 1.16). 
Figure 1.16 shows that if the Pension Supplement is phased out over 20 years, the Fund 
will not be exhausted for another 20 years. Fund income will also peak at over 
£1.12billion in 2042 instead of £887million in 2032 if no reforms are carried out. Overall, 
the total savings to the NI Fund could be in the region of £2.5 billion if the benefit is 
phased out gradually over 20 years starting in 2016. This gives an indication of the 
impact on the sustainability of the NI Fund that would be generated by removing the 
Pension Supplement. 
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Table 1.19 – Projected average pension payments to 2072 phasing the Pension Supplement out 
over 20 years 

 2012 2022 2032 2042 2052 2062 2072 

Current (£m) 5,885 6,424 9,135 11,876 16,507 23,593 38,354 

Proposed (£m) 5,885 6,275 7,891 9,338 12,701 17,967 28,900 

Change (£) 0.0 149.1 1,244.0 2,538.2 3,805.2 5,625.4 9,453.7 

Change (%) 0% 2% 14% 21% 23% 24% 25% 

Risks 

The key risks are as follows: 

 Inequity of the Pension Supplement phase out 

 Popularity of the Pension Supplement. 

1. Inequity of Pension Supplement phase out 

Phasing the Pension Supplement out over a time period means that some 
individuals that have potentially accrued ten years of contributions on the IOM may 
no longer receive the Pension Supplement. 

The mitigation is the significant length of the phase out period. If there were no 
phase out period, this would mean that retirement income for individuals 
approaching retirement would be severely affected, as individuals would have 
saved based on the assumption that they would be entitled to the Supplement in 
retirement. This would have more implications for the most vulnerable as those on 
low incomes tend to find it more difficult to put money aside for their retirement. A 
phased implementation period means that future pensioners will have sufficient 
time to explore other forms of retirement saving in the absence of the Pension 
Supplement. 

2. Popularity of the Pension Supplement 

The Pension Supplement is a popular benefit (amongst the majority of pensioners 
that receive it) in the IOM and removing it is likely to be controversial.  

The long transition phase and the increased flat rate payment mitigates against the 
majority of concerns and gaining support for the reforms. 
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 The current triple lock mechanism is not a sustainable basis for the NI Fund given 
the projected increase in pensioners over the next sixty years. 

 Increasing universal state pension benefits in line with growth in average earnings 
protects living standards of pensioners in line with earnings of the working age 
population. 

 Pension benefits are funded by NIC from current earners.  The triple lock creates 
an imbalance between the earnings that are used to fund contributions and the 
benefits that are uprated on a higher basis. 

 Uprating the state pension based on inflation alone would be detrimental to 
pensioners’ living standards compared to the working age population. 

Feedback 

Stakeholders recognised the need to change the state pension uprating mechanism. 
They emphasized the fact that the value of pensioners’ incomes needed to be 
maintained to protect standards of living. However, there was a consensus that the 
triple lock guarantee was actually balanced too heavily in favour of protecting pensioner 
incomes, to the detriment of the NI Fund. 

Analysis 

If the basis of indexation is linked to real-term average earnings growth, pensioner 
spending power is protected and we observe a small saving to the NI Fund over the 
projection period (up to 2072). 

Although the triple lock guarantee protects pensioners’ spending power, it has become 
too expensive to protect pensioners incomes by the 2.5% guarantee. If uprating is 
maintained under triple lock, and no reforms are implemented, NI Fund expenditure on 
pensions is projected to increase by more than it is under an earnings growth 
indexation, as shown in Figure 1.17. The savings which uprating in line with earnings 
provide compared to uprating in line with the triple lock will grow over time. This is 
because the difference between triple lock and earnings linked uprating is small in a 
given year. The Office for Budget Responsibility estimated that triple lock is on average 
0.3% more than earnings.5 However, over time, the difference is compounded. This is 
why there is a growth in savings to the NI Fund under earnings linked uprating. Mercer’s 
projections indicate that over £100million could be saved in 2072 if the state pension is 
uprated in line with earnings rather than using the triple lock mechanism. This reform 
would impact every individual that has an entitlement to a state pension. 

                                            
5 Pensions Policy Institute, 2013. Single Tier Series Paper 3: The impact of a switch from the triple lock to uprating 

by earnings. Available at: http://www.pensionspolicyinstitute.org.uk/publications/reports/ppi-single-tier-series-
the-impact-of-the-Governments-single-tier-state-pension-reform [Accessed 6th August 2014]. 
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Figure 1.17 - Projected NI Fund pension outgo under triple lock and average earnings growth 

 

Greater savings could be generated by using other uprating mechanisms. However, the 
other mechanisms, uprating in line with CPI or in line with the retail price index (RPI), 
would not protect pensioner incomes. Modelling has been carried out by Mercer to 
illustrate the expected impact on the NI Fund of linking increases in the state pension to 
CPI and to RPI. Using the CPI as the basis of indexation means that the state pension 
does not change in real terms. As real-term average earnings growth is on average 
2.25% above the rate of inflation this means that overall pensioner spending power is 
likely to fall with a detrimental effect on living standards. Linking uprating to RPI (1% 
above inflation) has a similar effect but to a lesser extent as increases are less than 
growth in average earnings. Figure 1.18 illustrates the degree to which pensioner 
incomes could be affected by linking pension uprating to CPI or RPI compared to the 
proposed scenario of linking it to average earnings growth. 

Figure 1.18 - Retirement income as percentage of the median earner’s target replacement 
income under different uprating scenarios 2016-2072 
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In Figure 1.18, we observe the projected amount of a median earner’s retirement 
income that is covered by the state pension for four different uprating scenarios. In 
2012, the median earner had a target retirement income of £17,559. If proposals for a 
flat rate state pension were adopted the maximum amount of BSP available in a given 
year would be £9,360. This amounts to 54% of the median earner’s target retirement 
income in 2015 prices. As evident from the graph, if state pension uprating was linked to 
increases in average earnings this would mean that the same proportion of target 
retirement income would be replaced each year. However, if uprating was linked to 
either RPI or CPI, pensioner incomes would suffer considerably over time with the state 
pension only accounting for 27% or 15% of the target replacement income in 2072 
respectively. For this reason, it is recommended that increases in the state pension are 
linked to average earnings in order to protect pensioner incomes. Table 1.20 below 
highlights how the value of the Basic State Pension would fall relative to current uprating 
by triple-lock.  

Table 1.20 - Projected value of the Basic State Pension based on different uprating scenarios 

£ pa (all figures are 
in real terms) 

2012 2022 2032 2042 2052 2062 2072 Relative 
value 

BSP - Triple-lock 5,587 6,983 8,896 11,334 14,439 18,395 23,434 100% 

BSP - Average 
earnings 

5,587 6,834 8,501 10,573 13,151 16,358 20,346 87% 

BSP - RPI 5,587 6,131 6,759 7,452 8,216 9,058 9,986 43% 

BSP - CPI 5,587 5,616 5,616 5,616 5,616 5,616 5,616 24% 

However, this also generates savings to the NI Fund. This is evident when one compares 
uprating based on average earnings growth to uprating based on the triple-lock 
guarantee. The diagram illustrates that if pensions were uprated by triple-lock, as they 
are today, we would see a gradual rise in the amount of the median earner’s target 
retirement income that is covered by the state pension. If the pension continued to be 
tied to triple-lock it could represent 62% of a median earner’s target retirement income 
by 2072.  

The impact on the NI Fund balance of tying pension uprating to average earnings 
growth can be seen below in Figure 1.19.  

  



The Trea

Review o

 

F

U
F
p
a
a
i

T
b
i
i
r

 

asury Isle of 

of the Isle of

Figure 1.19 -

Uprating ba
Fund in 204
potential sa
average ear
a further tw
implemente

The diagram
based on in
inflation. As
indefinitely.
reason cann

Man Govern

f Man’s Socia

- Impact on t

ased on trip
47 as previo
avings to the
rnings. This

wo years. Th
ed as part o

m below sho
ncreases in t
s evident fro
. However, 
not be reco

 

nment          

al Security an

the NI Fund 

le-lock is a 
ously stipula
e NI Fund o
s could lead
his is only a
of a wider ar

ows this im
the RPI. Th
om the diag
this comes 
mmended.

                 

nd National I

80 

of uprating b

baseline sc
ated by Mer
of linking th
 to NI Fund

a marginal im
rray of refo

pact on the
he RPI is ass
gram, this m
at an enorm

    

nsurance Sc

based on ave

cenario. This
rcer. The dia
e uprating 

d savings th
mprovemen
rms. 

e NI Fund of
sumed to ri
measure wo
mous cost t

hemes – Fin

erage earnin

s results in 
agram abov
of the state

hat could su
nt but is pro

f uprating t
se at a rate

ould sustain 
to pensione

al Report 

ngs growth 

the exhaust
ve hence sh
e pension in
stain the NI

oposed to be

the state pe
e of 1% abo
the NI Fun
r incomes a

tion of the 
hows the 
n line with 
I Fund for 
e 

ension 
ove that of 
d 

and for this 



The Trea

Review o

 

F

S
b
i
p
o
i
g

F

 

 

 

asury Isle of 

of the Isle of

Figure 1.20 -

Similarly, w
based on gr
inflation rat
pension out
on earnings
incomes, it 
growth. 

Figure 1.21 -

 

Man Govern

f Man’s Socia

- Impact on 

we encounte
rowth of the
te. In this sc
tgo remains
s growth. As
has not bee

- Impact on 

nment          

al Security an

NI Fund of u

er another im
e CPI. This 
cenario, we
s exceptiona
s this would
en recomme

NI Fund of u

                 

nd National I

81 

uprating base

mpractical s
essentially 

e observe th
ally low com
d have an e
ended to up

uprating base

    

nsurance Sc

ed on RPI gro

situation if p
ties growth

he NI Fund 
mpared to b
even more d
prate the st

ed on CPI gro

hemes – Fin

owth 

pensions we
h of the stat
balance rise

base estimat
damaging ef
tate pension

owth 

al Report 

ere to be up
te pension t
e at a rapid 
tes or uprat
ffect on pen
n based on 

 

prated 
to the 
rate as 

ting based 
nsioner 
CPI 



The Trea

Review o

 

R

T
a

T

A
i
d

I

 

 E1.6.4.

C
i
q

asury Isle of 

of the Isle of

Risks 

There are v
average ear

There is one

 Uprati
in the 
earnin

Average ea
introducing 
developed i

Impact sum

Impact on c

Impact on e

Impact on N

 

Risks & Imp
obstacles 

Expected ti
implementa
requiremen

Extend the 

Key Propo

 Exten

 If a c
be pa

Currently, a
increase the
qualifying y

Man Govern

f Man’s Socia

very few ide
rnings grow

e possible r

ng based o
case in whi
gs.  

rnings grow
this reform
t would affe

mmary of up

citizens 

employers 

NI Fund 

plementation

meframe and
ation 
nts 

Contribution

osals 

nd the contr

laimant has
aid.  

a person qu
e qualificati
years would 

nment          

al Security an

entified risks
wth, pension

risk: 

n average e
ich the infla

wth rarely fa
m is extreme
ect working

prating the s

 Pen
arra
line

 Thi
BSP

 No 

 Thi
£10

n  Pot
ave

 If t
cha

d  Eas
me

 Nee
on 

n Period Req

ribution per

s less than 4

alifies for a 
ons period 
still receive

                 

nd National I

82 

s with this p
ner incomes

earnings gro
ation rate be

alls below th
ely small. In
g people jus

state pensio

nsioners coul
angements b
e with workin

is option wou
P – over 17,5

impact ident

is reform is p
00million in 2

 

tential for the
erage earning

he UK choos
anges to the 

sy to implem
chanism in p

ed to negotia
reciprocal ag

quired to Qu

iod from 30

45 years, a 

full BSP aft
to 45 years
e a state pe

    

nsurance Sc

proposal. As
s will be pro

owth would
egins to sur

he inflation 
n the unlike
st as much a

on in line w

ld be worse o
but their stan
ng age individ

uld affect all 
500 in 2012, 

tified. 

projected to 
2072. 

e inflation ra
gs, eroding p

ses to continu
reciprocal ag

ent with low
place. 

ate change w
greement. 

ualify for th

0 years to a 

pro rate am

ter 30 years
s, or by 50%
ension, but 

hemes – Fin

s uprating w
otected.  

 lead to red
rpass the gr

rate and so
ly case in w
as it would 

with growth o

off compared
ndard of livin
duals. 

individuals t
as well as fu

lead to NI Fu

te to grow a
pensioner spe

ue using trip
greement wo

w costs due to

with UK Gove

e Full BSP 

period of 4

mount of the

s of NICs. T
%. Individua
it would be 

al Report 

will be linked

duced spend
rowth in ave

o the percei
which this ris

affect pens

of average 

d to the curr
ng will be ma

that are entit
uture pensio

und savings 

t a faster rat
ending powe

le lock beyon
ould be requi

o existing up

ernment as m

45 years. 

e state pen

This option w
als with few
paid pro ra

d to 

ding power 
erage 

ived risk of 
sk 
sioners. 

earnings 

ent 
aintained in 

tled to the 
ners. 

- 

te than 
er. 

nd 2015, 
ired. 

prating 

may impact 

sion will 

would 
wer than 45 
ata. This 



The Treasury Isle of Man Government                               

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

83 

reform will affect all individuals that reach state pension age after the introduction of the 
reforms. 

For example, someone with 35 qualifying years would receive 35/45 of the full state 
pension. Assuming that this is set at the £180 flat rate, the person would receive £140 
per week. The amounts of state pension a person is entitled to under this 
recommendation, compared to under the current system are shown in Appendix 1 - D.  

An individual with a full contribution history under single-tier will receive a higher 
amount than they would have received in BSP and Pension Supplement under the two-
tier model.  

Rationale 

The current level of 30 qualifying years for a full state pension does not reflect current 
working lives. 

 Individuals will have greater incentives to remain in work, leading to increased 
contributions. 

 The current level of 30 years does not cover the cost (see section 1.3) of the 
retirement benefits an individual could expect to receive during retirement. 

 Under the reciprocal agreement with the UK, the qualification criteria will increase 
to a period of 35 years if a single-tier system identical to that planned for the UK is 
introduced. However, 35 years of NICs is still not enough to cover the costs of the 
retirement benefits an individual can expect to receive.  

We therefore recommend that the contribution period is increased to 45 years. This is 
more than is needed to cover the cost of the retirement benefits an individual can 
expect if they spend 20 years in retirement and the approximate amount required to 
meet the cost based on the amount of time someone can expect to spend in retirement 
based on life expectancy. We are also proposing that SPA be increased (see chapter 2), 
meaning it is possible that NICs will be worth slightly more than the total amount of 
retirement benefits received in retirement. However, this ensures that the redistributive 
principle of NICs is maintained, and ensures that contributions can also fund other non- 
retirement benefits that are funded from NI.   

Summary of Feedback 

All of the stakeholders that the Review team spoke to felt that too few NICs are 
currently required in order to qualify for a full BSP. It was also felt that a previous policy 
to reduce the amount of NICs required to qualify for the full pension was a bad idea. It 
is therefore reasonable for us to believe that stakeholders would be in favour of 
extending the contributions period from 30 years to 45 years.  

Analysis 

The option has a number of implications for future pensioners. As discussed, the current 
arrangements mean that an individual is entitled to the full BSP after they have 
accumulated 30 qualifying years and the Pension Supplement after ten qualifying years 
on the IOM. A move to 45 qualifying years is a considerable change to the qualification 
criteria. 
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A change in the number of qualifying years is consistent with changing the accrual rate 
of retirement benefit entitlement, with the accrual rate essentially falling from a level of 
1/30 to a level of 1/45. Such a reform could have a severe impact on future pensioners 
as most will have made preparations for retirement based on qualifying after 30 years. 
For this reason, the Pension Supplement will be initially available to new pensioners in 
order to ensure that they have an adequate level of retirement income under the new 
contribution requirements.6 

Table 1.21 - Comparison of universal state pension benefits under current 30 years and proposed 
45 qualifying years   

 Current  Proposed % change 

30 years  £166.85  £120 -28% 

45 years £166.85 £180 8% 

 

The table above indicates that if the contribution requirements are extended then an 
individual that has accumulated 30 qualifying years can expect to receive 28% less than 
they did under the two-tier system. However, if an individual has 45 years of 
contributions then they will receive a state pension 8% higher than what could possibly 
be claimed under the two-tier system.  

An increase in qualifying years means that each individual would have to contribute 
more to the NI Fund before they could qualify to receive the full BSP. This could 
incentivise people to stay in work for longer. Incentives to stay in work not only have 
positive implications for the NI Fund but also for the economy as a whole.7 However, we 
are not recommending that individuals who work beyond SPA will be able to continue 
building up their state pension entitlement, even if they continue to pay NICs.  

Figure 1.22 shows what a median earner with full entitlement could expect to earn 
under the two-tier and single-tier pension systems. When compared to BSP and the 
Pension Supplement, the new flat-rate pension gives a pensioner a higher state pension 
income than under the two-tier arrangements. Visibly evident from the chart, 
entitlement to Additional Pension can mean that individuals could receive more from the 
state under the two-tier system. However, for those reaching SPA shortly after the onset 
of the reforms, they will keep their accrued rights to Additional Pension. For current NI 
contributors that reach SPA at a later date and have not built up much S2P entitlement, 
these individuals will be encouraged to invest in private pension plans. Note: analysis is 
based on 2012/2013 benefit rates. 

                                            
6 See transition arrangements in section 7. 
7 This is discussed at greater length in the report on cliff edge retirement ages. 
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Figure 1.22 - The state pension offer for the median earner with full entitlement 

 

Figure 1.23 below represents the impact of having less than the required qualifying 
years for a full pension. The graph demonstrates the scenario of a person with 20 
qualifying years, in which case they will be entitled to a flat rate pension of 20/45 of the 
full amount or £72 per week. 

Figure 1.23 - State pension income for a median earner with 20 qualifying years 
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number of qualifying years required is 30, a person working for 20 years will accrue a 
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In both scenarios the retirement income from state pension benefits falls short of the 
target replacement rates. However, as discussed in chapter 3, it is expected that private 
retirement savings could ensure future pensioners meet their target retirement income. 

To understand the potential effect of extending the contributions period from 30 to 45 
years, one must examine current data on the number of qualifying years that those 
approaching SPA have already accumulated. Figure 1.24 displays this information below. 

Figure 1.24 - Distance from SPA for individuals with accumulated qualifying years  

 

Figure 1.24 illustrates that, in 2012, over 40% of individuals within five years of SPA had 
already accumulated over 45 qualifying years, 70% of people within this age group had 
at least 40 qualifying years built up and almost 80% had at least 35. This shows that 
following the move to single-tier, all new pensioners with contribution histories of 45 
years or more will receive the flat-rate amount of £180. This means that, it is likely that 
over 80% of this group would be in receipt of the full flat-rate payment of £180. If we 
look at those further from retirement, over 60% of those between ten and 15 years 
from SPA have already built up 30 qualifying years. These people will have sufficient 
time to build up full entitlement before they reach SPA. As such, we should not expect 
the extension of the contributions period to have a serious effect on pensioner incomes, 
especially with the added initial protection of the Pension Supplement. 

Currently, over the course of 30 years a median earner will contribute almost £65,894 in 
NICs. Their employer will contribute £77,276 giving a total of £143,770. Given that the 
figure above indicates that many individuals already choose to work for 45 years, this 
reform will not affect them. However, the individual that would have retired to claim 
their full entitlement after 30 years of contributions under the two-tier system would 
now pay an additional 50% (£71,585) including employer contributions, assuming they 
changed their behaviour to work for 45 years. These figures provide an indication of 
what should be contributed before a full pension can be received.  
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Risks 

There is one significant risk to increasing qualifying years: 

 Individuals that work for fewer than 45 years would receive lower pension benefits.  

As indicated by Figure 1.24, there are already many future pensioners that have 
accumulated the required contribution years. As a result, we may not expect the 
implications of extending the contributions to 45 years to be as damaging to pensioner 
incomes as one might first assume. 

A key mitigation is that the pension amount is now higher, so potentially individuals are 
receiving a lower proportion of a higher amount. Additionally, the continued entitlement 
to the Pension Supplement acts as a support to new pensioners in the event that they 
have fewer than 45 qualifying years. When the reforms are introduced, any individual 
with at least 32 qualifying years will receive the full flat-rate BSP by virtue of the Pension 
Supplement top-up. 

Impact summary of extending the contributions period required to qualify for a full BSP 

Impact on citizens  Citizens will be required to have 45 years qualifying years of 
NICs before qualifying for the full state pension (flat-rate or 
BSP if the flat-rate is not introduced). 

 A median earner (and their employer) is required to contribute 
a further £71,585 in NI compared to the current system. 

 All those below SPA when the option is introduced would be 
affected. In 2012, there were 40,437 NI contributors below 
SPA. 

 Could adversely affect those close to retirement age – 14% of 
NI contributors were within 10 years of SPA in 2012. 
However, protective measures would protect their retirement 
income. 

Impact on employers  No significant impact identified, though workers could be 
incentivised to remain with their employers for longer. 

Impact on NI Fund  The increase in qualifying years should be seen to have a 
positive effect on the NI Fund as it may encourage individuals 
to stay in work for longer and this would improve Fund 
income. 

  

Risks &  

Implementation obstacles 

 Consideration should be given as to whether to allow a grace 
period for those closest to retirement. 

Expected timeframe and 
implementation 
requirements 

 Phase in not required but could be considered 
 Could be implemented as part of introduction of flat-rate 

pension. 

 Gradual phase out of Pension Supplement required to ensure 
protection of retirement income for those approaching SPA. 
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to a state pension. Employers are currently obligated to pay secondary contributions of 
12.8% of an employee’s earnings. The median earner’s employer currently contributes 
£2,556 per year. Imposing a minimum contribution requirement would mean that 
£25,560 would be received from the median earner’s employer before the employee was 
eligible for any pension at all. This means that in total the IOM would receive £47,520 in 
NICs before the employee on median earnings becomes eligible to receive any state 
pension compared to £4,752 currently. 

Table 1.22 - Contribution requirements for a median earner received from employees and 
employers before gaining eligibility for the state pension 

 Current (1 year) Proposed (10 years) 

Individual £2,196 £21,960 

Employer £2,556 £25,560 

Total £4,752 £47,520 

Those who stand to be disadvantaged from this option are clearly those that do not 
have an NIC history of at least ten years. However, analysis indicates that only 5% of 
current IOM pensioners have less than ten qualifying years. This equates to just 960 
people. Under the single-tier system, if the minimum contributions period remained at 
one year, and assuming a full flat rate pension of £180, a person with a one year NIC 
history would receive just under £4 a week. This is clearly a token amount and the cost 
of processing such a state pension claim is likely to exceed the value of the state 
pension payment. There is therefore little sense in allowing a person with such little 
entitlement to receive the state pension. 

It is expected that such a reform would have a minimal effect on the NI Fund as there 
are very few people with less than ten year contribution histories on the IOM. In 
addition to claimants in this category being relatively few, the amount they actually 
receive is unlikely to be a very significant amount.  

Risks 

The key risk associated with this reform concerns the potential lack of income for those 
with an NIC history of less than ten years. Individuals with fewer than ten qualifying 
years are unlikely to have substantial retirement income from other sources as they 
would not have worked long enough to accumulate such savings. However, although 
individuals will not be eligible for a state pension if they do not meet the minimum 
contribution requirements, they would be eligible for income related benefits such as 
Pensioner Income Support. Individuals with low state pension entitlement are likely to 
already be in receipt of Pensioner Income Support and so this option does not increase 
the administrative requirements.  
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important under the proposed system, where a longer NIC history will be required 
to qualify for a full state pension. 

 Changes to the credit basis would have a significant impact on some pensioner 
incomes but would have very little impact on the NI Fund. Currently, IOM residents 
are able to claim NI credits for up to 30 years. Each year of NI credits counts as 
one BSP qualifying year. This means that an individual that claims NI credits for 30 
years will be entitled to the same BSP as an individual that worked for 30 years and 
made NICs during that time.  

Stakeholder feedback 

This specific option was not discussed with stakeholders. However, concerns about the 
current system were not raised. We would not expect this option to raise objections as it 
offers a strong degree of protection. 

Analysis 

Currently, 9,000 people are entitled to be in receipt of NI credits. As our 
recommendation is not to implement any changes to the NI credits system, these 
people, or future people entitled to NI credits, will not be affected. Not implementing a 
change does mean that people who were in receipt of credits and who then receive the 
full, or a substantial proportion of, BSP available will not have made the requisite 
contributions to the NI Fund. It could therefore be argued that credits are harmful to the 
sustainability of the Fund. 

This point can be disproven. For example, we have considered what the impact would 
be of halving the value of NI credits. Under this option, a person who is unemployed for 
two years and therefore entitled to NI credits, would only be credited with one year of 
NICs, instead of two as they are now. This means that although they continue to build 
an NIC history, a long length of time in receipt of credits rather than making NICs would 
leave them unlikely to have a full contribution history. Receipt of a full BSP would in this 
case not be possible.  

Figure 1.25 illustrates how such an option would impact the state pension income of an 
individual who never worked but claimed the maximum allowance of NI credits. Under 
the new arrangements, if the individual claims NI credits for 30 years, they will only 
accumulate 15 qualifying years in total. This represents a third of the NIC qualifying 
years required to qualify for the full flat rate BSP under our proposed system. The 
individual would therefore only receive a third of the full flat rate BSP. 
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Table 1.23 - Total pension outgo under current system and when NI credits are halved 

 2012 2022 2032 2042 2052 2062 2072 

Current (£m) 101.8 120.8 207.5 319.5 447.9 671.3 1,149.4 

Proposed (£m) 101.8 120.5 203.4 306.0 418.9 607.5 1,005.3 

Change (£m) 0 -0.3 -4.2 -13.5 -29.0 -63.8 -144.2 

All in all, these projections show that credits have limited impact on the sustainability of 
the NI Fund. Coupled with the protection that credits provide, this is why we 
recommend that no changes are made to the IOM NI credit system.  

Risks 

The key risk associated with this option is that:  

 The number of NI credit recipients could increase. 

This would then reduce NI Fund income from NICs but maintain the level of 
expenditure, as credits would protect individuals’ entitlement. This would then negatively 
affect Fund sustainability. The risk could materialise for example in periods of economic 
downturn, where a lower employment rate would be likely to lead to an increase in the 
number of residents receiving NI credits.   

Although this risk could affect the sustainability of the NI Fund, it also highlights the 
importance of credits. It is during periods of financial difficulty that workers should be 
able to rely on the safety net of the Social Security system. Without them, the effects of 
an economic downturn would be felt for much longer than necessary as, without credits, 
individuals’ retirement income from pension benefits would be lower.  

To mitigate this risk we recommend that the IOM monitor the number of NI credits 
recipients to ensure the required balance is maintained. Where the number of credit 
recipients appears to be too high, reforms could be considered. However, as these 
changes would in all likelihood only be temporary, we do not recommend that an 
increase in NI credit recipients should generate reforms to the credit system. 

Summary impact of maintaining NI credits for periods out of the labour market 

Impact on citizens  As no change is recommended, there would be no impact on 
citizens. 

Impact on employers  No impact identified. 

Impact on NI Fund  No impact identified. 

  

Risks &  
Implementation obstacles 

 If the number of NI credit recipients were to increase, Fund 
income may not be enough to sustain Fund outgo. However, 
we consider this risk to be minimal. 

Expected timeframe and 
implementation 
requirements 

 As no change is recommended, there are no implementation 
requirements. 
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This option would have both high implementation costs and high administrative costs if 
means-testing were universal. Means-testing would technically be feasible but it goes 
against the policy tradition in the IOM of a contributory system. 

Such a change would represent a very major change of transitioning BSP from a 
contributory benefit to a means-tested one and so is likely to be very controversial. 
There would be no gainers from this option as those already in receipt of means-tested 
benefit would see no change, while a large number of other people would lose full or 
partial entitlement to BSP. This is likely to make it an unfeasible proposition politically. 

Introduce earnings rules for those in receipt of state pension to lose all or part of pension 

This option cuts across policy aims for encouraging later working and reducing cliff 
edges. This is a problem as encouraging later working is an essential means to ease 
pressure on the NI Fund. However, it could be set at levels which only target the highest 
earners, where it is unlikely to have a major disincentive effect. 

Given that the small proportion of pensioners that are in employment this is not 
expected to have a significant impact on the Fund and coupled with the change to work 
incentives is not considered an appropriate option for the health and well being of 
pensioners if they are penalised for remaining in or taking up employment.  

Create a life-time allowance for personal pensions and enable individuals to waive their 
right to state pension in lieu of a higher allowance 

Currently, the IOM does not have a life-time allowance (LTA) for personal pensions. 
Introducing an LTA for personal pensions would set a maximum level of retirement 
savings that would benefit from tax relief. Any savings above a certain level (e.g. 
£750,000) would then be subject to tax charges. Individuals could waive their right to 
the state pension in return for a higher allowance. 

A measure such as this would likely be quite contentious due to the IOM traditionally 
being a low-tax system and the basis that individuals have paid in is on a contributory 
system. Such a major change may face considerable opposition. In addition, the 
imposition of such restrictions on pension saving may undermine the competitiveness of 
the IOM that seeks an advantage by setting minimal taxes. The cap is also likely to only 
affect a small number of higher earners and therefore would have limited impact on the 
Fund and was, therefore, not taken forward for further consideration.  

Means-test the Pension Supplement 

Similar to the option of means-testing the BSP, the establishment of a means-testing 
process for the Pension Supplement would lead to significant administration costs. In 
addition to increased costs for the Government, means-testing would have a significant 
impact on the incomes of many pensioners who rely on the state pension offer. As a 
result means-testing only part of an individual’s state pension offer alone is not expected 
to provide a significant saving for the NI Fund and has, therefore, not been taken 
forward for further consideration.  
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1.7. Implementation 

Section 1.5 proposes some significant reforms to the State Pension offer: 

 Introduce a flat rate single-tier pension at a rate of £180 

 Phase out of the Pension Supplement over 20 years  

 Uprate all pension benefits in line with earnings  

 Change the number of qualifying years for a full flat rate pension to 45 years 

 Set a minimum contribution requirement. 

These reforms have the potential to adversely impact pensioner incomes. As such, these 
reforms need transitional arrangements in place in order to protect future pensioners. 
The objective is to ensure new pensioners do not lose out under the new system 
without the time to take action to make alternative arrangements. On this basis, other 
than the proposed change to the uprating of retirement benefits, the reforms will not 
affect current pensioners as they will continue to receive their state pension under the 
two-tier system. 

The transition to single-tier in the IOM will differ to the transitional arrangements in the 
UK to the single-tier. In the UK, a ‘foundation amount’ will be calculated. This amount 
will be based on the individual’s entitlement built up under the current state pension 
system. The foundation amount will be compared to the entitlement the individual would 
have built up if the single-tier system was already in place. The higher of the two 
amounts will then be carried through into the new system.  

In the IOM however, this is not proposed because the IOM would require significant 
resources to calculate the 43,000 foundation amounts. This is estimated in the research 
on the implementation of the single-tier in line with the UK to be 30 minutes per 
calculation – which would mean 21,500 working hours or 14 fulltime employees (FTE) 
for 1 year. The approach proposed is as follows: 

Individuals with rights to Additional Pension should keep their entitlement  

Additional Pension accrued up until the implementation date will be protected. This helps 
to protect against a cliff edge effect. For example, someone who would have qualified 
for small amounts of S2P under the two-tier system, would be likely to receive a higher 
state pension under single-tier.  

Universal retirement benefit payments should be capped at the full flat rate pension  

As the Pension Supplement is phased out, individuals will potentially receive a flat rate 
pension payment and a Pension Supplement payment. Given the value of the flat rate 
being set at £180 (£14 above the current rate of BSP and Pension Supplement) the 
proposal to cap payments at £180 will not disadvantage any individuals.    

Pension Supplement entitlement should be used to top up individuals that do not have 
sufficient qualifying years for a full flat rate pension  

When the flat rate pension is introduced, if an individual has fewer than the required 
contribution years then they will remain entitled to the Pension Supplement that can 
increase their pension income to the new flat-rate level.  
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The retention of the Pension Supplement as proposed would mean that any individual 
with a contribution history of 32 years or more would receive the maximum state 
pension entitlement under single-tier of £180 for the first ten years. This offers a very 
strong level of protection. After 2026, the individual would be required to have more 
than 32 qualifying years to receive the full amount. The capped amount ensures that 
future pensioners will not be disproportionately advantaged under the new system. This 
is why, for example, the amount of Pension Supplement a new pensioner would receive 
will depend on how much of the flat rate state pension they are entitled to.  

If a person is entitled to the full amount of the flat rate Retirement Pension, they would 
not receive any Pension Supplement so as to manage income inequalities. This is 
illustrated in Table 1.24, which assumes that individuals meet the eligibility requirements 
for the Pension Supplement and that the Supplement is payable at the current rate, i.e. 
£53.75. 

Table 1.24 - Retirement Pension (including Pension Supplement during phase out) payable under 
£180 cap 

NIC qualifying 
years Flat rate payable Supplement payable Total (change to 

current) 

45 £180 £0 £180 (+13.15) 

40 £180 x 40/45 = £160 £20 (capped) £180 (+£13.15) 

35 £180 x 35/45 = £140 £40 (capped) £180 (+£13.15) 

30 (current for full 
BSP) 

£180 x 30/45 = £120 £53.75 £173.75 (+£6.90) 

25 £180 x 25/45 = £100 £53.75 £153.75 (+£5.75) 

The cap will not apply to the entitlement an individual has to Additional Pension 
because, as mentioned earlier, this entitlement would be protected. The transitional 
arrangements in place mean that no one will lose any additional pension entitlement 
that they have already built up under the two-tier system and, in the short-term, very 
few people are likely to receive a lower state pension under the single-tier than they 
would have under the two-tier system.  

The phase-out means that the later an individual retires after the introduction of the 
reforms, the more years of contributions will be required to qualify for full entitlement. 
Furthermore, if they have built up entitlement to Additional Pension they will receive 
above the basic amount. The graph below shows the entitlement for an individual with 
40 qualifying years at the time of the reform that would have had a weekly Additional 
Pension income of £47 per week under the current two-tier system. The graph illustrates 
that under single-tier this individual receives £160 of the Basic State Pension, a £20 top-
up from the Pension Supplement and will still receive their accrued entitlement to 
Additional Pension. 
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Figure 1.27 - Pensioner entitlement based on 40 qualifying years 

 

Due to the protection of rights to Additional Pension, anyone with a high level of 
entitlement is likely to benefit in the short-term. The self-employed and individuals that 
have taken career breaks or are on low earnings, that were not well covered by S2P or 
SERPS are also likely to benefit in the short-term. This is because they would have a low 
Additional Pension entitlement and are, therefore, likely to receive a higher Retirement 
Pension under single-tier than under the current system. Men and women are likely to 
benefit equally in the short-term because, according to the 2011 Isle of Man Census 
Report, IOM men are more likely to be self-employed, whereas women are more likely 
to have taken career breaks or to earn a lower income. 5,110 men were self-employed 
in the IOM compared to just 2,065 women. Men therefore make up over 70% of the 
self-employed population. 

1.8. Next steps 

The UK will be introducing its single-tier pension system in April 2016. If the IOM 
implements the system proposed in this report, the IOM Government will need to 
renegotiate the reciprocal agreement with the UK due to differences between the British 
and IOM single-tier systems. For example, the proposed length of the contributions 
period differs under both systems. Currently, the contribution period required to be 
eligible for the full state pension in both countries is 30 years. In the UK this is set to be 
increased to a period of 35 years. The IOM, however, will require claimants to have 
contributed for a period of 45 years to be eligible for the full state pension. A second 
difference is that the state pension offer proposed differs between the two countries. 
The state pension offer is higher in the IOM than in the UK at a weekly payment of £180 
compared to £144 respectively (based on illustrative payment rates for both countries). 
Furthermore, in the UK it is unclear how many years of contributions will be required to 
receive any state pension at all. The UK Government has stated that the minimum 
contribution requirement will be between 7 and 10 years. Single-tier proposed for the 
IOM would have a minimum contribution period of 10 years. Finally, if the UK chooses to 
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continue uprating their state pension based on the triple-lock, then a move to linking 
this to one particular index such as earnings in the IOM would also require bilateral 
negotiation. It is important to note that the implementation procedures that are set out 
through the rest of this section of the report are in many cases dependent on the 
renegotiation of this agreement. 

The proposed reforms are in many ways complex and require a comprehensive 
implementation strategy. Many of the proposed reforms are interlinked and are 
discussed together throughout this section. 

It would be feasible, and we recommend that, the preferred options are implemented 
within the next five years. The IOM Government may wish to give a period of grace to 
individuals approaching SPA so that sufficient notice of the impending changes is given 
to them. The introduction of a flat-rate single-tier pension will be accompanied by an 
extension in the qualification criteria, as discussed from 30 to 45 years. Thanks to 
pensioner protections that are proposed to be put in place, such as a gradual phase-out 
of the Pension Supplement, these reforms can be introduced at a single point in time. 
This allows for a ‘top-up’ on the amount received for those that have not contributed for 
45 years. As the Pension Supplement will act to ‘top-up’ individual income under the new 
system, the phase-out should not attract a great degree of public opposition. This 
phase-out of the benefit would take place over 20 years and it would be reduced as a 
proportion of the BSP on an annual basis. A state pension cap of £180 in 2012 prices will 
be effective in ensuring that state pension under the new proposed system will not be 
disproportionately advantaged compared to current pensioners.  

Under protected payments, no individual will lose any state pension rights that they 
have already built up. This means that if an individual has built up rights to Additional 
Pension, this entitlement will be protected. There are over 43,000 people with an NIC 
history that are not yet claiming retirement benefits on the IOM. These people will need 
to be notified of their entitlements based on what they have already accrued under the 
current system and what this means for them in terms of how many more years of 
contributions are required to be entitled for a full state pension. This notification process 
will require a significant investment in administration costs.  

The introduction of single-tier means that two pension systems will run concurrently. 
One system will be in place for current pensioners (the current two-tier system) and one 
system will be in place for future pensioners (single-tier). This is because single-tier is 
only applied to people that are under SPA on the implementation date. The division of 
pensioners across two pension systems will require two IT systems to record information 
and calculate pensioner entitlement. 

Whether an individual is receiving a pension under the old system or under single-tier, 
the value of their pension will be uprated each year. We have proposed that in both 
cases the state pension will be uprated based on average earnings growth. This is a very 
straightforward reform to implement. Currently, the state pension is uprated on an 
annual basis in line with the triple lock guarantee which includes the possibility of 
uprating in line with average earnings growth. Therefore, the administrative resources 
required to uprate the state pension in line with earnings are already in place. The 
reform would simply link uprating to one particular index.  
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The law only provides for the use of triple lock until the end of the current British 
Parliament, in 2015. After this time the law already states that state pensions should be 
uprated in line with earnings, meaning that a legislative change would not be required. 
However, if the UK decides to continue uprating the new single-tier pension using the 
triple lock guarantee, the IOM would need to negotiate these changes with the UK, due 
to the reciprocal arrangements. In terms of timing, it is clear that the change could be 
implemented from 2015, as stipulated in legislation. However, the IOM could also 
implement the change when other reforms are introduced, meaning the triple lock 
guarantee would be maintained for slightly longer. This reform does not require any 
phasing in. The option does protect pensioner incomes slightly less than the triple lock. 
However, it redresses the balance between protecting pensioner incomes and supporting 
a sustainable NI Fund. We therefore do not expect a great degree of opposition.
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The information contained in the table below is based on the implementation of the proposed reforms taking place in 2016. It is important to 
note that the date of introduction is flexible and this date was selected as a means to provide clarification for the implementation of the 
proposed reforms. 

Option 2014-2015 2016-2018 2019-2034 2035 

Introduce a flat-
rate single-tier 
pension 

 Re-negotiate the reciprocal 
agreement with the UK to 
allow for introduction of 
proposal 

 Introduce legislation to cover 
the introduction of the single-
tier pension 

 Notify current and future 
pensioners about the 
impending changes 

 Ensure that IT systems are 
updated to allow for presence 
of two different pension 
systems 

 2016: Introduce the flat-rate 
BSP 

 Calculate any Additional 
Pension entitlement based on 
rights accrued up to 2016 

 Maintain the current pension 
system for current 
pensioners 

 Consider transferring 
pensioners under the 
two-tier system to the 
single-tier 

 

Phase out the 
Pension 
Supplement over a 
period of 20 years 

 Include in pension legislation 
the removal of the Pension 
Supplement 

 Communicate to those affected 
that they will still be entitled to 
the Pension Supplement if they 
have fewer than 45 qualifying 
years, protecting their 
retirement income 

 2016: Close off Pension 
Supplement to new entrants 

 Award portion of Pension 
Supplement to individuals 
that have fewer than 45 
qualifying years to increase 
their entitlement to the level 
of £180 per week 

 2026: Begin to reduce 
value of Pension 
Supplement on an 
annual basis 

 Continue to reduce 
Pension Supplement on 
an annual basis  

 

 Complete phase out of 
Pension Supplement in 
2035 

Extend the 
contribution period 
to 45 years 

 Renegotiate the reciprocal 
agreement with the UK to 
allow for introduction of 
proposal 

 2016: Extend the 
contribution requirements to 
45 years 
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Option 2014-2015 2016-2018 2019-2034 2035 

 Introduce legislation to extend 
the qualifying requirements for 
the full BSP 

 Notify current and future 
pensioners about the 
impending changes 

Setting a minimum 
contribution period 
of 10 years 

 Renegotiate the reciprocal 
agreement with the UK to 
allow for introduction of the 
proposal 

 Include change in pension 
legislation 

 Inform those that will be 
affected and outline options 
available to them 

 2016: Introduce a minimum 
contribution requirement of 
10 years to qualify for any 
pension 

  

Up rate the state 
pension in line 
with average 
earnings growth 

 Renegotiate the reciprocal 
agreement with the UK to 
allow for introduction of the 
proposal 

 Include change in pension 
legislation 

 2016: Remove the triple-lock 
guarantee and link the state 
pension to average earnings 
growth 

  

Maintain NI credit 
entitlement at 
current levels 

 No action needed    
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2. Reduce the Impact of Cliff Edge Retirement Ages by Allowing 
Individuals to Choose How and When They Move into 
Retirement 

2.1. Introduction 

This chapter discusses the options we recommend for reducing the impact of cliff edge 
retirement ages. Cliff edge retirement ages specifically refer to the sudden transition 
individuals make from working life into retirement. However, because the Review’s key 
aim is to develop options to ensure the sustainability of the NI Fund, the broader issue 
concerning the age at which people retire is considered in this paper. The aim of 
addressing both cliff edges and retirement ages is to develop options which provide 
individuals with control and flexibility over how to progress into retirement, whilst 
ensuring that periods spent in retirement are of an appropriate length in terms of the 
affordability of the state pension offer. An initial research report on options available to 
achieve this was shared with Treasury in March 2014. 

The purpose of this chapter is to present the options in further detail and share findings 
of what the impact of these options would be on the NI Fund, employers, citizens, and 
implementation.  

The key option we recommend is: 

 Review SPA, linking it to life expectancy and ensuring retirement does not last 
more than 30% of working life over the projected period to 2072 

We recommend that this be supported by the following measures: 

 Introduce legislation to support older workers 

 Maintain increase in state pension entitlement for deferral 

 Introduce a graduated retirement pension 

 Allow flexible retirement ages. 

2.2. Background 

Over the past twelve years alone, life expectancy in the IOM has increased from 78 to 
80. However, the age at which people retire has not increased correspondingly. The SPA 
for men has remained the same since 1948, when it was set at 65. Plans to increase the 
SPA have only recently been introduced, with the aim of increasing SPA to 67 by April 
2028.8 The lack of regular increases to SPA in the past means that current pensioners 
are receiving a state pension for longer than pensioners did in the past. For example, in 
the UK, men aged 65 in 1950 could expect to live for another 11 years. By 2010, this 
had doubled to 22 years.9 A man retiring in 2010 could therefore expect to receive a 

                                            
8 Pensions Act 2014, available at: http://www.legislation.gov.uk/ukpga/2014/19/pdfs/ukpga_20140019_en.pdf 

[Accessed 30th June 2014] 
9 The International Longevity Centre, The Retail Distribution Review and small pension pots – An ILC-UK policy brief 

March 2012. Available at: 
http://www.ilcuk.org.uk/index.php/publications/publication_details/how_will_the_retail_distribution_review_impa
ct_on_people_with_small_pension [Accessed 30th June 2014]. 
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compared to an EU average of 10.5%. However, the number of people above SPA and 
in work is growing at a slower rate in the IOM compared to many EU Member States. 
This is not unexpected, given that the IOM’s employment rate of older workers was 
considerably higher than these other countries. The IOM’s relatively strong position does 
not mean that it does not need to seek to improve its employment rate amongst older 
workers though. Encouraging later working, and less time spent claiming a state 
pension, is a key way of ensuring the sustainability of the NI Fund.   

Since 2005, employment rates among people aged 65 and over in EU Member States 
have increased most in Finland (with a 4.9% increase), the UK (a 4.7% increase), 
Lithuania (with a 4.3% increase), Germany (3.5% increase) and Austria (which has seen 
a 3.4% increase).13 Finland, the UK and Austria have all implemented policies to 
encourage older workers to remain in employment for longer. In Germany, the 
increasing employment rate is likely to be a result of a combination of active labour 
market policies targeted at older people, and pension reforms, which have reduced the 
level of pension workers can expect to receive in retirement. Although Lithuania does 
have some policies aimed at extending the working life of older workers, it is likely that 
the increase in the employment rate for 65 to 69 year olds is actually due to the low 
level of state pension available.14 

Other countries, including the IOM, actually have higher employment rates among the 
65 to 69 age group than the countries mentioned above. However, they have seen a 
smaller change in the employment rate for 65 to 69 year olds. Appendix 2 - A shows 
that the four countries with the highest employment rate among 65 to 69 year olds in 
2011 were Romania, Portugal, IOM and Estonia. Although these countries had the 
highest employment rate for older workers, Romania, Portugal and Estonia had all 
actually seen a decrease in the proportion of pension age individuals remaining in the 
labour force. The figures for the IOM indicate that the Island has seen an increase in its 
employment rate of older workers, but as the 2011 employment rate is compared to the 
2001 employment rate (as opposed to the 2005 employment rate as all other countries 
in the table are), the percentage increase is not as impressive as for other countries. It 
is likely that in Romania, Estonia and Portugal, individuals stay in work for longer for 
financial reasons. Pension reforms and the recession could explain why these countries 
have experienced a small or negative change in the employment rate of 65 to 69 year 
olds.  

Equivalent statistics are not available for Jersey and Guernsey. Guernsey has not carried 
out a full census since 2001, and data in the Jersey census is not reported for each age 
quintile. However, the employment rate for people above working age (rather than just 
those aged 65 to 69) is very similar in the IOM and Jersey. In 2011, Jersey had an 

                                            
13 Eurofound (2012), Income from work after retirement in the EU, Publications Office of the European Union, 

Luxembourg 
14 Eurofound, EIROnline: Lithuania – the role of Governments and social partners in keeping older workers in the 

labour market. Available at: http://www.eurofound.europa.eu/eiro/studies/tn1210012s/lt1210019q.htm 
[accessed 20th March 2014].  
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Figure 2.3 - Changing proportion of older male workers in major occupational groups (2011) 

 

S 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Isle of Man Census Report 2011 

It is interesting to note that whereas the proportion of men who work in professional 
occupations increases significantly with age, a reverse pattern is observed with women.  

The highest proportion of women who work beyond SPA do so in administrative and 
secretarial roles. These roles tend to be associated with smaller salaries, so it could be 
that women who work beyond SPA do so for financial reasons, such as a lack of pension 
savings. Other possible reasons include the suitability of these roles for older workers 
and their capacity to ensure individuals above SPA continue to be active. However, using 
the 2011 Census Report to compare the number of workers in these roles throughout 
working life, not just old age, the number is much higher for women than men. In the 
35 to 39 age quintile, 663 women worked in administrative and secretarial roles in 2011, 
compared to only 206 men. In contrast, a higher number of men work in manager and 
senior official roles throughout working life compared to women. There could be a more 
widespread problem therefore, concerning the employment of women in lower paid 
positions. This issue is not in scope of the Review, however, and will therefore not be 
researched in further detail here. 
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Table 2.2 - Employed female population aged 55+ in each major occupational group (2011) 

Female Quinary Age 

Occupation 55-59 60-64 65-69 70-74 75+ 

Population in cohort 2,628 2,861 2,273 1,833 4,088

Number in employment 1,785 1,042 377 126 71

Managers & senior officials 9.0% 11.3% 12.5% 13.5% 16.9% 

Professional occupations 18.2% 13.6% 11.7% 8.7% 5.6% 

Associate prof. & technical 8.5% 8.2% 6.9% 4.0% 8.5% 

Admin. & secretarial 27.8% 27.6% 22.0% 21.4% 18.3% 

Skilled trades 2.9% 1.6% 4.0% 5.6% 7.0% 

Personal service 15.9% 15.7% 14.6% 13.5% 11.3% 

Sales & customer service 8.6% 9.8% 16.2% 15.9% 15.5% 

Processes, plant & machine 1.1% 1.2% 1.1% 0.8% 0.0% 

Elementary occupations 8.1% 10.8% 11.1% 16.7% 16.9% 

Total 100% 100% 100% 100% 100%
Source: Isle of Man Census Report 2011 

 

Figure 2.4 - Changing proportion of older female workers in major occupational groups (2011) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Isle of Man Census Report 2011 

Returning to the data showing roles of women working beyond SPA, comparisons with 
EU research findings show that the data is consistent with working patterns across 
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lowest probability of exiting employment.17 The fact that most women (59% of women 
aged 65 to 69) working beyond SPA only work part-time corroborates studies which 
show that older workers tend to prefer to work reduced hours.18 However, it is worth 
noting that more recent literature is focusing on cases of older workers preferring to 
work longer hours than what is on offer.19 This literature points out that some workers 
are forced into retirement due to the limited working hours available to them.   

The fact that more men who continue working beyond SPA work in more highly paid 
occupations is consistent with working practices across Europe. The reasons why longer 
working lives can be expected in managerial and senior official roles is that they are less 
physically demanding than other work. Older workers therefore face fewer obstacles in 
continuing work beyond SPA. The fact that a high proportion of older male workers also 
work in skilled trades is consistent with general literature on ageing workforces, which 
shows that people who have invested more in their education are less likely to leave 
work. Given that in the IOM this trend does not also apply to women, it would be 
valuable to carry out additional research to find out why a different behaviour pattern is 
observed. 

It is also worth noting that a substantial proportion of men who remain economically 
active beyond SPA do so in a self-employment capacity. A significant proportion of men 
in the age quintile just below SPA (about 28%) are self-employed and not employing 
others. When men reach SPA, though, this figure rises even higher. The proportion of 
men working as self-employed and not employing others continues to increase the 
longer men work beyond SPA, as shown in Table 2.3. 

Table 2.3 - Percentage of economically active men above SPA working as self-employed and not 
employing others 

Quinary Age 

 60-64 65-69 70-74 75+ 

Percentage of economically active 
men working as self-employed and 
not employing others (2011) 

28% 41% 43% 43% 

Source: Isle of Man Census Report 2011 

A similar pattern is observed in the case of women working part time. Although a higher 
proportion of women aged 60 to 64 work for an employer part time, compared to any 
other employment status, this proportion continues to rise with older age groups, as 
shown in Table 2.4.  

 

                                            
17European Foundation for the Improvement of Living and Working Conditions, Employment trends and policies for 

older workers in the recession. Available at: 
http://www.eurofound.europa.eu/pubdocs/2012/35/en/1/EF1235EN.pdf [accessed 20th March 2014]. 

18 See ibid & DWP: Employing older workers – an employer’s guide to today’s multi-generational workforce. Available 
at: http://www.50plusworks.com/downloads/employing-older-workers.pdf [accessed 20th March 2014]  

19 Bell, D. & Rutherford, A. Older Workers and Working Time, August 2013. Available at: 
http://ftp.iza.org/dp7546.pdf [accessed 20th March 2014] 
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Figure 2.5 - Projected NI Fund balance until 2072 

 
Source: Actuarial analysis based on 2011/2012 National Insurance data 

The Fund balance is projected to continue growing until 2032. Fund income is projected 
to continue growing even beyond this, with consistent income growth projected until 
2072, as shown in Table 2.5. However, the growth in income is not enough to balance 
out the steep rise in pension outgo. This is projected to grow from just over £100million 
in 2012 to over £1.1billion in 2072. Pension outgo will be larger than Fund income from 
2032, explaining why the Fund balance will reduce to zero over just 15 years.  

Table 2.5 - Projected NI Fund balance under current legislation 

 2012 2022 2032 2042 2052 2062 2072 

Total pension outgo (£m) 101.8 120.8 207.5 319.5 447.9 671.3 1,149.4 

Total non-pension outgo 
(£m) 

25.8 27.1 29.0 30.8 33.0 35.4 37.7 

Total income (£m) 123,4 163.5 208.7 264.8 344.7 457.0 624.4 

        

NI Fund balance (£m) 664.2 820.8 887.4 407.1 - - - 

Source: Analysis based on 2011/2012 National Insurance data 

As briefly explained earlier in this report, the growing difference between pension outgo 
and Fund income is due to the projected population changes over the next 58 years. 
Although the IOM working age population is projected to grow, the IOM pension 
population is projected to grow at a higher rate, based on current legislation.  
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Table 2.6 - Population projection based on current legislation 

 2012 2022 2032 2042 2052 2062 2072 

Children (0 to 19 years) 19,260 19,997 20,454 20,349 20,936 21,307 21,393 

Working age (20 to SPA) 48,667 53,278 54,621 54,924 57,678 58,882 60,231 

Contributors to NI Fund 40,828 44,025 45,017 45,530 47,797 48,858 49,863 

Retired (above SPA) 17,295 18,803 22,721 26,900 27,136 28,452 29,969 

        

Total population 85,222 92,078 97,797 102,17
3 

105,75
0 

108,64
1 

111,59
2 

% working 57% 58% 56% 54% 55% 54% 54% 

% retired 20% 20% 23% 26% 26% 26% 27% 

Source: Analysis based on 2011/2012 National Insurance data and 2011 Isle of Man Census Report 

The change in proportions of the population of different ages means that the pensioner 
support ratio will decrease from the current 2.8 to just 2 by 2072. Although these 
figures are clearly unsustainable, the fact that they are based on current legislation 
means the IOM Government has the opportunity to make required changes. Changes to 
the SPA in particular could have a substantial impact on the figures shown in Table 2.6 
and on the pensioner support ratio. This is discussed in detail in section 2.5.  

Note: in this report, the pensioner support ratio refers to the number of people of 
working age compared to the number of people of retirement age (i.e. the ratio is 
calculated based on the second and fourth row of Table 2.6). This is only an 
approximate measure of pension affordability as it does not reference how many in the 
working age population are working, or how many people of retirement age are in work. 
It should also be noted that the basis of presentation for pensioner support ratios used 
in this report is the unadjusted basis. The pensioner support ratio is therefore the ratio 
of the number of working age people to pensioners. Adjustments have not been made 
based on the number of working age people in work or on the number of pensioners 
whose state pension is funded, or part funded by the UK. Differences can also be 
noticed between the current pensioner support ratio discussed in this report and the 
report produced at the end of the Review’s first phase. This is due to the use of exact 
figures in this report, as well as the different definition of working age. In the first phase 
of the Review, working age was considered to be from 16 to 65. In this report, we have 
used the standard definition of 20 to 65 as used in the UK to facilitate comparisons 

2.5. Recommendation Development 

Using the methodology described below, we have assessed the options which have 
emerged throughout the course of the Review. Each step in the methodology has 
allowed us to provide the IOM Government with evidence based recommendations on 
which options for reform are most suitable for the IOM. This methodology is similar to 
that used to develop the options for reform to the state pension offer.  
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Potential impact assessment: actuarial modelling and economic analysis 

Designing a vision for the possible future state pension system allowed us to produce a 
short-list of preferred options according to each workstream. Actuarial modelling and 
economic impact assessments were then carried out by Mercer to ratify the short-list. 
The impact of each option on four key areas was considered: 

 The NI Fund 

 IOM employers 

 IOM citizens 

 Implementation 

Actuarial modelling assessed the impact of options on the NI Fund, with the key criteria 
being that an option had to improve the sustainability of the Fund. Detailed economic 
impact analysis was then used to assess the impact of each option on employers and 
citizens to determine which sections of the population were likely to benefit or lose out 
should an option be implemented. Deliverability of each option was considered 
throughout option development and has remained a consideration when evaluating the 
suitability of each option for the IOM.   

Assessing the impact of options across these four areas means that each 
recommendation is based on a comprehensive assessment taking into account the IOM 
population and the overall aim of ensuring the sustainability of the NI Fund. Evidence 
provided by the actuarial modelling and economic impact analysis is presented for each 
preferred option in section 2.5.  

2.6. Preferred Options 

The preferred options presented in this section have been chosen based on two 
characteristics. The first is that they improve the sustainability of the NI Fund by 
maintaining pensioner support ratios. This is the characteristic defining our 
recommendation to increase SPA. The second characteristic is that, where a measure 
does not directly improve the NI Fund’s sustainability, it does do so indirectly by 
supporting the increase of SPA.  

To form part of our overall vision for the state pension system, each option has also had 
to be affordable and feasible for the IOM. During the international research carried out 
as part of the Review, it became clear that certain tools used by other countries would 
not be suitable for the IOM due to their cost or lack of feasibility. For example, Norway’s 
Flexible Retirement Act introduced financial measures to encourage longer working lives 
such as tax credits and increased entitlement to the state pension for each additional 
year worked after SPA. Implementing all of these incentives would not be feasible for 
the IOM because of the increased complexity in calculating an individual’s entitlement to 
the state pension and because the cost of providing multiple financial incentives would 
dilute improvements made to the Fund’s sustainability. However, certain aspects of the 
Act are suitable for the IOM and so these have been tailored to improve their feasibility. 

Other measures, such as the Best Agers pilot programmes implemented in the Baltic Sea 
Region have not been recommended because of their limited ability to affect the 
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changes to life expectancy and other factors are taken into account. 

If implemented, this option would increase SPA regularly over time, according to 
increases in life expectancy. We have assessed that to maintain pensioner support ratios 
over the projected period of the NI Fund (up until 2072), the proportion of working life 
spent in retirement should be set at 30%. This will ensure fairness in terms of the 
financial strain placed on the working age population to support pensioners.  

The notice period required to raise SPA means that the reform would not come into 
effect until 2029, when SPA will rise to 68. It will then rise to 69 in 2030. The SPA will 
remain at 69 until the increase in life expectancy for people born after 1969 results in 
the SPA rising to 70. SPA will then rise regularly based on changes to life expectancy. 
This means that a 20 year old starting work today will have an SPA of 72. Although life 
expectancy differs between genders, we are proposing that current legislation to 
equalise the SPA for men and women is maintained. This does mean that men will have 
an SPA approximately one year higher than it would be based on male life expectancy. 
Women will have an SPA either equal to, or one year less than, it would be if linked to 
female life expectancy. Table 2.7 shows the proposed SPA for individuals born in 
different years; a more detailed version of this is available in Appendix 2 – C.   

Table 2.7 - SPA increases under preferred option compared to under current legislation and 
based on a third of working life 

Year of birth SPA - current legislation SPA – 1/3 working life SPA - preferred option 

1955-1960 66 66 66 

1961 67 67 67 

1962 67 67 68 

1963-1969 67 67 69 

1970-1976 67 67 70 

1977-1980 68 68 70 

1981-1990 68 68, increasing to 69 71 

1991-2000 68 69, increasing to 70 72 

2001-2010 68 70, increasing to 71 73 

2011-2015 68 71 74 

Rationale 

Any IOM individual at SPA or above qualifies for a state pension if they have paid the 
necessary NICs. The pay-as-you-go nature of the state pension system means that a 
pensioner’s state pension is funded by the NICs of the working age population. The 
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combination of the system structure and the increasing size of the pensioner population 
compared to the working age population means that growing pressure is being placed 
on the working age population to pay for state pensions. The IOM currently has 2.8 
working age individuals for every person of SPA and above. However, this pensioner 
support ratio is set to decrease to two to one by 2072. The future working population 
will therefore have to shoulder a greater burden, which assuming life expectancy will 
continue to improve over time, will become unsustainable.  

The IOM’s relatively low SPA of 65 (although the IOM SPA is not low compared to similar 
jurisdictions’ SPA, it is low compared to the SPA the IOM had in 1950, when differences 
in life expectancy meant much less time was spent in retirement) also diminishes the 
financial incentive individuals have to continue working beyond this age. This is because 
at 65, and if the required NICs have been paid or credited, an individual qualifies for the 
IOM’s state pension benefit, the Retirement Pension (although SPA for women is still in 
the process of being gradually increased to 65, this will be the SPA for men and women 
in 2018). If individuals did not receive a state pension at this age, there would be a 
negative financial incentive for individuals to continue working.  

Increasing SPA would reduce the length of time many people spend in retirement, 
thereby decreasing state pension expenditure from the NI Fund and the pressure being 
placed on the working age population. This reform will therefore improve the 
sustainability of the Fund and redress the level of fairness between generations. If this 
reform does not take place, the only solution to ensure the continued provision of the 
state pension will be to reduce the level at which it is paid. Raising the SPA is preferable 
to this because it ensures that lower incomes will not have to be topped up from other 
sources, such as Income Support, which would merely shift the strain placed on the 
working age population and NICs to general revenue.  

Across Europe there has been recognition of the need to increase SPA, with countries 
introducing reforms to link increases in SPA to life expectancy. The UK is the latest 
country to introduce this reform with the Pensions Act 2014, and joins countries such as 
Denmark, the Netherlands and Greece. The reciprocal agreement that the IOM has with 
the UK means that increases to SPA in the UK will also be introduced in the IOM. Unless 
the IOM breaks the agreement, we acknowledge that the Island will be introducing 
increases to SPA and that these will be reviewed every five years. However, the effect of 
linking SPA to life expectancy is dependent on the measure used to determine the 
length of retirement. The UK will be reviewing its SPA against life expectancy on the 
basis that an individuals’ retirement should last one third of the length of working life.  

There is no specific reason why the UK has chosen this particular measure, however. 
Furthermore, the measure will have limited effect in terms of improving the NI Fund’s 
sustainability. Actuarial analysis shows that if SPA is set so that retirement lasts a third 
of working life, the pensioner support ratio in 2072 will only be slightly improved, with 
2.2 working age individuals per pensioner instead of two. This will not make a difference 
to the sustainability of the NI Fund, which is projected by Mercer to be exhausted in 
2047, the same year that it would be exhausted if SPA was only increased in line with 
current legislation. This is represented in Figure 2.6.  
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Figure 2.6 - Projected impact on NI Fund of retirement based on a third of working life, 
compared to projections based on current legislation 

 

We therefore recommend that the IOM increases SPA above the increase planned in the 
UK. Specifically, we recommend that SPA is set so that retirement will last 30% of 
working life on average. 

Summary of feedback 

Stakeholder consultations revealed that increases to SPA are expected to take place in 
the IOM. In a discussion with young workers aged 18-24, six of the eight people spoken 
to expected to be in their 70s by the time they retire. All were in favour of increasing 
SPA. These expectations therefore coincide with the increases to SPA that we are 
proposing. 

Detailed discussions about SPA were not held with other stakeholders. However, no 
objections were raised to this policy measure and there was broad support overall for 
working into old age.  

Concerns were raised on several occasions that longer working lives would result in 
reduced labour market opportunities for young people. We address this concern in 
section 12.7 by assessing whether a larger working age population in the IOM will affect 
employment opportunities for young people. 

Analysis 

We are specifically recommending that SPA be linked to life expectancy and that under 
the projected period, i.e. until 2072, SPA is based on the principle of retirement lasting 
30% of working life because it is this calculation which will improve pensioner support 
ratios without reducing retirement length to unacceptable levels. 
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Increasing SPA on the basis that retirement should last 30% of working life will reduce 
the length of retirement to the levels experienced in 2000, whereas increasing SPA in 
line with the UK (and therefore on retirement lasting for one third of working life) would 
maintain the amount of time spent in retirement at the same level as in 2010. Appendix 
2 - C shows the different retirement ages individuals will have according to their year of 
birth and the differences between these under the two principles discussed. 

The benefits associated with the recommended option are much more significant than 
those resulting from the UK’s planned increases, and could therefore outweigh the 
disadvantages that individuals may face from having to work for longer than in the UK. 
If the SPA is raised on the basis of the recommended principle, the NI Fund’s exhaustion 
does not occur until 2060, improving the Fund’s sustainability by 13 years. This 
improvement is purely based on the increase in SPA, meaning that if other 
recommended reforms are also carried out, the Fund’s sustainability could be improved 
much more significantly.  

The improvement to the Fund’s sustainability is caused by the increase in NICs from a 
larger working age population, combined with a decrease in state pension payments due 
to a smaller pensioner population. The Fund balance is projected by Mercer to grow to 
£1.63billion in 2042, as opposed to peaking at £887.4million in 2032 under the current 
legislation. It is this growth in Fund income which means that payments are projected to 
be met for 13 years more if the recommended option is implemented. 

Figure 2.7 - Projected impact on NI Fund of retirement based on 30% of working life, compared 
to projections based on current legislation 
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Table 2.8 summarises the projected differences in the population in work and the 
proportion in retirement under our preferred option compared to under the current 
legislation.  

Table 2.8 - Summary of projected changes to population under preferred option compared to 
current legislation 

 2012 2042 2072 

Population projection based on current legislation 

% working 57% 54% 54% 

% retired 20% 26% 27% 

Population projection based on 30% of working life spent in retirement 

% working 57% 57% 58% 

% retired 20% 23% 22% 

Source: Analysis based on 2011 Isle of Man Census Report 

By themselves, these figures are not enough to indicate the changing support ratios 
because a person over SPA could be working, rather than retired. However, the figures 
in Tables 2.9 and 2.10 do allow us to assess changing support ratios, as well as 
providing more detail in terms of the absolute numbers of the changing population.  

Table 2.9 - Population projection based on current legislation 

 2012 2022 2032 2042 2052 2062 2072 

Children (0 to 19 years) 19,260 19,997 20,454 20,349 20,936 21,307 21,393 

Working age (20 to SPA) 48,667 53,278 54,621 54,924 57,678 58,882 60,231 

Contributors to NI Fund 40,828 44,025 45,017 45,530 47,797 48,858 49,863 

Retired (above SPA) 17,295 18,803 22,721 26,900 27,136 28,452 29,969 

        

Total population 85,222 92,078 97,797 102,173 105,750 108,641 111,592

% working 57% 58% 56% 54% 55% 54% 54% 

% retired 20% 20% 23% 26% 26% 26% 27% 

Source: Analysis based on 2011 Isle of Man Census Report 
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Table 2.10 - Population projection based on 30% of working life being spent in retirement 

 2012 2022 2032 2042 2052 2062 2072 

Children (0 to 19 years) 19,260 19,997 20,454 20,349 20,936 21,307 21,393 

Working age (20 to SPA) 48,667 53,278 57,359 58,689 61,183 64,054 65,166 

Contributors to NI Fund 40,828 44,025 47,468 49,258 51,492 54,285 55,222 

Retired (above SPA) 17,295 18,803 19,984 23,135 23,631 23,280 25,033 

        

Total population 85,222 92,078 97,797 102,173 105,750 108,641 111,592

% working 57% 58% 59% 57% 58% 59% 58% 

% retired 20% 20% 20% 23% 22% 21% 22% 
Source: Analysis based on 2011 Isle of Man Census Report 

By 2072, the pensioner support ratio will have decreased compared to current levels, 
but the decrease will be significantly less than it would be under either of the other two 
alternative scenarios, as illustrated in Table 2.11. The pensioner support ratio, based on 
our proposal, is proposed to decrease by 7% by 2072 (compared to 2012 levels), as 
opposed to a 28.5% decrease if the existing legislation does not change, or an 18% 
decrease if SPA is based on a third of working life being spent in retirement. 
Furthermore, when the proposed reforms would first be introduced, the pensioner 
support ratio is projected to actually improve, due to the rapid increase in the size of the 
working age population. In 2032, under the recommended scenario, it is projected that 
there will be 2.9 members of the working age population for every pensioner, as 
opposed to just 2.4 members of the working age population for every pensioner if the 
current legislation is maintained or the SPA is based on a third of working life being 
spent in retirement. In 2062, the pensioner support ratio is projected to be at current 
levels if the recommended option is introduced, whereas it will have dropped even 
further to 2.1 and 2.2 if legislation is not changed or if SPA is based on a third of 
working life being spent in retirement, respectively.  

Table 2.11 - Projected pensioner support ratios under three scenarios 

 2012 2022 2032 2042 2052 2062 2072 

Current legislation 2.8 2.8 2.4 2.0 2.1 2.1 2.0 

SPA based on a third of 
working life in 
retirement 

2.8 2.8 2.4 2.0 2.1 2.2 2.3 

SPA based on 30% of 
working life in 
retirement 

2.8 2.8 2.9 2.5 2.6 2.8 2.6 

Although this preferred option offers a significant improvement in terms of pensioner 
support ratios, other measures should be taken in conjunction with SPA increases to 
further improve the Fund’s sustainability. Tables 2.12 and 2.13 show the projected 
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differences in NI Fund balance if the current legislation is left unchanged or if SPA is 
increased with life expectancy on the basis of 30% of working life being spent in 
retirement. The difference in projected Fund income under the two scenarios peaks in 
2072 when the working age population will be largest under the proposed option. This 
year is also when the difference in pension outgo between the scenarios is largest, with 
pension outgo under the proposed scenario being £213.2million less than it is projected 
to be under the current SPA legislation. However, under the proposed scenario, pension 
outgo in 2072 will still be higher than Fund income. Despite the preferred option 
improving the Fund’s sustainability therefore, the Fund’s future income will not be 
enough to ensure the provision of state pension payments in perpetuity.    

Our detailed report presenting options for reforming the state pension offer ‘Reform of 
state pension offer’ describes the impact on the NI Fund of combining the proposed 
increase in SPA with other measures. It is clear from this report that if increases to SPA 
are combined with recommended options such as increases to the amount of NICs 
needed to qualify for a full Retirement Pension, the NI Fund is projected to be sustained 
well beyond 2072. 

Table 2.12 - Projected NI Fund balance under current legislation 

  2012 2022 2032 2042 2052 2062 2072 

Total pension outgo (£m) 101.8 120.8 207.5 319.5 447.9 671.3 1,149.4 

Total non-pension outgo (£m) 25.8 27.1 29.0 30.8 33.9 35.4 37.7 

Total income (£m) 123.4 163.5 208.7 264.8 344.7 457.0 624.4 

        

NI Fund balance (£m) 664.2 820.8 887.4 407.1 - - - 

 

Table 2.13 - Projected NI Fund balance if 30% of working life spent in retirement 

 2012 2022 2032 2042 2052 2062 2072 

Total pension outgo (£m) 101.8 120.8 167.7 272.2 386.8 566.8 936.2

Total non-pension outgo (£m) 25.8 27.1 28.9 30.6 32.8 35.2 37.75

Total income (£m) 123.4 163.5 215.4 276.6 359.1 484.1 661.2

        

NI Fund balance (£m) 664.2 820.8 1,026.1 1,063.0 606.9 - - 

If the Government chose only to implement SPA increases, rather than any other 
measures, a stronger pensioner support ratio could be achieved by increasing the size of 
the working age population by more than the preferred option allows. The Government 
could reduce the length of retirement to the levels of 1950, for example, which would 
mean an individual could expect to spend around eleven years in retirement. This would 
improve the NI Fund’s sustainability by improving the pensioner support ratio: increasing 
the number of working age people compared to the number of pensioners. 
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Despite the improvement to the NI Fund’s sustainability, we do not recommend that the 
IOM SPA be based on retirement lasting just eleven years. In practical terms, the 
measure is unrealistic if enough notice is to be given to workers. A one year increase in 
SPA would have to happen 13 times over 13 years for the current SPA to reach the SPA 
associated with retirement lasting eleven years. Based on the recommendation that 15 
years’ notice should be given, it would therefore take 28 years for the right SPA to be 
reached. Despite the long length of time required to achieve the correct SPA, it actually 
represents a very aggressive increase. An individual born in 1972 would have an SPA of 
78 under this scenario, i.e. eleven years more than under the current legislation. This 
sharp increase puts individuals at a considerable disadvantage in terms of retirement 
planning. A worker may have taken early retirement, for example, having calculated that 
they can support themselves sufficiently for this amount of time before they are eligible 
for a state pension. If the SPA is increased quickly, however, the length of time they 
need to wait before being eligible for the state pension will grow. As they would not 
have budgeted for this, they may need to return to work. This could be difficult, as 
research indicates that the older a person is, the harder it is to find work.20 The 
aggressive increase in SPA required to improve the NI Fund’s sustainability to this extent 
means the measure is likely to be deeply unpopular with the public, making this 
measure politically unfeasible.  

The above mentioned reasons explain why we favour the option of basing SPA on 30% 
of working life being spent in retirement, based on the assumption that other reforms 
would be implemented alongside this preferred option. Furthermore, there are measures 
which the IOM Government can take to improve the Fund’s sustainability further. The 
pensioner support ratio is calculated using the overall size of the working age population 
rather than just those who are contributing to the NI Fund (this is in line with leading 
practice for calculating pensioner support ratios21). Using the population figures shown 
in Tables 2.9 and 12.10, 16.5% of the working age population does not contribute to 
the NI Fund. The sustainability of the Fund could therefore be improved if the proportion 
of working age individuals that contribute to the Fund was increased. This could be 
achieved by improving the Island’s employment rate, for example. Our reports on 
activation detail the measures which would support this outcome. 

Implementation 

A long lead in time is required when increasing SPAs to allow individuals to plan and 
save for their retirement income. The Pensions Policy Institute (PPI) has recommended 
that men should be given ten years’ notice of changes to their retirement age and 
women should be given around 15 years’ notice. These notice periods are required 
because the closer an individual is to SPA, the less likely they are to be part of the 
labour market. Within ten years of the current SPA of 65, 80% of the male workforce is 
still economically active, compared to just 60% of the male workforce being 

                                            
20 Foster, S. et al. June 2014. Employment support for unemployed older people. Available at: 

http://www.cesi.org.uk/sites/default/files/publications/Age%20UK%20Report%20FINAL_0.pdf [Accessed 16th 
July 2014]. 

21 The OECD and the IMF, for example, both use working age individuals rather than national insurance contributors 
to calculate pensioner support ratios.  



The Treasury Isle of Man Government                       

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
126 

economically active within five years of the current SPA.22 Women are more likely to 
leave the workforce before men, with 28% of the female workforce registered as 
economically inactive ten years before SPA. Notice is therefore needed to inform workers 
that they may need to delay their retirement in order to save more money (as a higher 
SPA means that retirement before this age will result in less income than a worker would 
have otherwise expected). Given that women tend to leave the workforce before men, 
we recommend that workers are given at least 15 years’ notice of increases to SPA. As 
SPA is being equalised for both genders, men will benefit from the increased amount of 
notice. 

The requirement for a notice period means that the reform will not be implemented until 
2029 (or later according to when the required legislation is introduced). For the next 15 
years therefore, SPA will increase in line with current legislation. This means that SPA 
will be equalised between men and women and will be set at 65 for both genders by 
2018. SPA will then increase to 66 between 2018 and 2020 and to 67 between 2026 and 
2028. Only those born after 1961 will therefore be affected by the changes. To achieve 
an SPA based on 30% of working life being spent in retirement, SPA will then increase 
by one year in 2029 and again in 2030. The SPA will then be set 69 until the increase in 
life expectancy for people born after 1969 results in the SPA rising to 70. SPA will then 
rise regularly based on changes to life expectancy.  

Risks  

There are several key risks associated with this preferred option which need to be 
considered. These are related to: 

 Disadvantages for those with lower life expectancies and healthy life expectancies 

 The IOM’s reciprocal agreement with the UK 

 Future reviews of SPA 

 Measure of life expectancy used to increase SPA may not be tailored enough to the 
IOM. 

Each of these risks will require careful consideration by the Government. The risks are 
explained in further detail below and suggestions for measures to mitigate the risks are 
proposed.  

1. Disadvantages for those with lower life expectancies and healthy life expectancies 

The risk of disrupting workers’ saving plans can be addressed relatively easily if 
enough time is available, as described above. It is harder to address the risk posed 
by the fact that life expectancy and healthy life expectancy vary according to 
income levels.  Research carried out in Britain has shown that, on average, people 
living in the poorest neighbourhoods will die seven years earlier than those living 
in the richest parts. There is also a 17 year gap in disability free life expectancy 

                                            
22 PPI Submission to the DWP’s State Pension Age Review, August 2010. Available at: 

http://www.pensionspolicyinstitute.org.uk/publicationsearch [Accessed 10th July 2014].  
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between those at the top and the bottom of the economic ladder.23 There is 
therefore a strong risk that members of the IOM population with a lower life 
expectancy, or a lower healthy life expectancy, will be disproportionately 
disadvantaged by increases to SPA. The jurisdiction attracts high net worth 
individuals through low taxation rates, but it also has a high proportion of 
individuals earning a low income. 34% of IOM people of working age and 
economically active earn less than £15,000 per annum. Although many of these 
people will earn more as their careers progress, it should be recognised that some 
people will remain on a low income throughout their working life.  

In the long-term, we recommend that the Government focus on increasing income 
levels and reducing inequalities to mitigate the risk of disproportionately 
disadvantaging people with lower life expectancies. These measures can take a 
generation to begin producing desired outcomes though. In the shorter-term 
therefore, we recommend that the Government allow individuals to retire early: up 
to a maximum of 5 years before SPA. This recommendation is explained in detail 
on pages 45-50. The state pension would be paid at a reduced rate to those who 
retire early (in order to protect the NI Fund from negative impact). This does 
mean that it could be financially advantageous for someone unable to continue 
working, and who is below SPA, to claim Incapacity Benefit (IB) or Jobseeker’s 
Allowance (JSA) instead of taking early retirement (assuming they meet the 
eligibility criteria for these benefits). IB and contribution based JSA are funded 
from NI so an increase in benefit claimants does risk affecting the Fund. Income 
based JSA is not funded from the NI Fund. However, activation measures could 
mitigate the risk of any increase in JSA claimants. Furthermore, new IB claimants 
who claim the benefit as a direct result of the SPA increase would not be expected 
to claim the benefit for long. This is because it can be assumed that they would 
already be approaching SPA when they begin claiming IB. At SPA they would 
qualify for a state pension instead of IB and their cost to the Fund would then 
reduce.  

2. The IOM’s reciprocal agreement with the UK 

The IOM’s reciprocal agreement with the UK means that the Island’s SPA is 
determined by UK legislation. However, as already mentioned, the UK’s SPA is no 
longer sustainable for the IOM. Implementing the proposed option will require the 
IOM Government to negotiate with the UK to assess whether the existing 
agreement can be modified to accommodate different SPAs in the two 
jurisdictions. The impact that different SPAs will have on workers’ entitlements to a 
state pension, and on transfers of payment to both jurisdictions’ NI Funds, will 
need to be considered.  

Although this aspect of changing the SPA requires careful consideration, we do not 
consider changes to the reciprocal agreement to be a disadvantage for the IOM. 
However, until the IOM Government presents its proposed plans to the UK 

                                            
23 Marmot Review Team, Fair Society, Healthy Lives (the Marmot Review). February 2010. Available at: 

http://www.instituteofhealthequity.org/projects/fair-society-healthy-lives-the-marmot-review [Accessed 10th July 
2014].  
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Treasury and the Department for Work and Pensions, the Review team is 
constrained in terms of making recommendations to address the risk of 
introducing an SPA different to that in the UK.  

3. Future reviews of SPA 

We propose that the new legislation linking SPA to life expectancy should allow for 
increases in SPA to be made until 2072. This means that the IOM’s limited 
legislative resources will not need to be drawn on too heavily to ensure future 
increases to SPA are made to reflect improvements in life expectancy. Introducing 
future increases to the SPA for the long-term does mean that as life expectancy 
changes in future, there is a risk that the SPAs already determined for different 
population cohorts will not be reviewed as necessary.  

For this reason, we recommend that a review of SPA is carried out each decade so 
that improvements in life expectancy can be considered. This will also allow other 
factors, such as the balance of the NI Fund, to be taken into account when 
assessing the need to change the SPA. In the UK, reviews of SPA will be carried 
out every five years. However, due to the IOM’s smaller size, and more limited 
resources, we do not recommend reviews to be carried out with the same amount 
of frequency. Furthermore, legislating SPA changes for the next 50-60 years also 
means that the SPA can increase in between reviews taking place. Reviews will 
therefore act as a safeguard rather than a tool to raise the SPA.   

4. Measure of life expectancy used to increase SPA may not be tailored enough to 
the IOM 

UK life expectancy, adjusted to allow for specific features of the IOM, has been 
used to identify the SPAs associated with our preferred option. However, it is 
possible that the UK’s life expectancy is higher overall than that in the IOM. 
Significant regional differences can be found within the UK, for example life 
expectancy for a male born in Scotland in 2010 is 2.2 years less than UK male life 
expectancy overall.24 Given the small size of the IOM, however, it is difficult to 
assess accurately life expectancy for Island residents. This means that the SPA, if 
linked to UK life expectancy, may be set higher, or lower, than it should be. 

Economic impact 

The significant economic impact which this measure will have will be on the IOM labour 
market. A growing working age population means that there will be a need for more 
jobs to ensure the number of NI contributors increases as necessary and to avoid the 
number of JSA claimants increasing substantially.  

A concern which has been voiced regularly to the Review team has been that enough 
jobs will not be created to accommodate the increase in the working age population. 
This concern is based on the argument that as older workers will not leave their jobs 
until later, the provision of opportunities for younger workers will be delayed. As a 
result, younger members of the working age population could struggle to find work. This 

                                            
24 General Register Office for Scotland. Life Expectancy at Scotland Level, Scottish National Life Tables. Available at: 

http://www.gro-scotland.gov.uk/statistics/theme/life-expectancy/scotland/national-life-tables.html [Accessed 
22nd July 2014]. 
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argument is known as the ‘Lump of Labour Theory’. It contends that there are only so 
many jobs available, and that the labour market is fairly static, so an increase at one 
end will subsequently result in a decrease at another end. However, this theory has 
tended to be disproved.25 To avoid repetition throughout the report, detailed analysis of 
this potential economic impact is presented in section 2.7. The analysis reveals that 
reduced labour market opportunities for younger workers are unlikely to take place. On 
the contrary, the economy is likely to benefit from an increase in the working age 
population.  

Longer working lives will also have a significant impact on general revenue. As people 
will remain in work, taxes will be paid for longer, contributing positively to the 
Government’s budget. Within three years of the preferred option being implemented 
(assuming implementation will take place in 2029), the working age population is 
projected to include 2,738 more people than there would be under the current 
legislation. Based on the median wage of £26,208, this means that £6.3million could be 
expected in extra revenue in 2032. This extra revenue could benefit the IOM economy 
as the Government will have more funding to invest in creating jobs and the delivery of 
public services.  

The IOM economy is also likely to benefit as a result of the increase in disposable 
income individuals will have due to working for longer. On average, an individual’s 
income is £11,167 higher when they are working, compared to in retirement (if the 
average income of a person over SPA and retired is compared to the average income of 
people of working age and working). Based on current life expectancy, an individual 
aged 20 will work for four years more under the preferred option than they would under 
current legislation. This means an individual will have an extra four years to spend at a 
higher level than they can afford to in retirement. It also means that the individual will 
have an additional four years to contribute to their pension savings. This will improve 
the savings’ adequacy and therefore the individuals’ ability to continue contributing to 
the economy in retirement.  

  

                                            
25 Gruber, J. & Milligan, K. February 2010. Do elderly workers substitute for younger workers in the United States? 

Available at: http://www.nber.org/chapters/c8262.pdf [accessed 20th March 2014]. 
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Impact summary of reviewing SPA 

Impact on citizens  Effects will be felt in the long-term rather than the short-term. 

 All those born after 1961 will have their SPA increased. The 
minimum increase (compared to current legislation) will be by 
one year; the maximum increase will be by six years (for 
individuals born in 2011 and later). These increases may 
change over time based on improvements to life expectancy. 

 Average length of time in retirement reduces slightly to 2000 
levels. 

 Men will benefit from 15 years notice being given of increases 
to (SPA) but will be disadvantaged by a unisex SPA linked to 
life expectancy. 

 Women will benefit from a unisex SPA linked to life 
expectancy. 

 Individuals from disadvantaged backgrounds likely to have 
lower life expectancies and to be disproportionately affected. 

 Individual income likely to increase due to more time spent in 
work. 

Impact on employers  Increase in working age population will increase workforce 
available, benefitting employers. 

 Older workers may require support and flexibility from 
employers to allow them to continue working as they get older. 

Impact on NI Fund  Fund sustainability to improve by 13 years. 

 Fund contributors between 2012 and 2072 to increase by 
35%. Contributors would only increase by 22% if reform is 
not introduced. 

 Fund balance to peak at £1.63billion in 2042, instead of just 
£887.4million in 2032 if reform is not introduced. 

  

Risks &  

Implementation obstacles 

 Risks disadvantaging those with shorter life expectancies, or 
shorter healthy life expectancies. 

 Change to reciprocal agreement with UK required. 

Expected timeframe and 
implementation 
requirements 

 

 At least 15 years’ notice to be given to individuals whose SPA 
will increase. 

 SPA increases introduced in 2029 and 2030. 

 Subsequent increases in SPA planned to 2072, with increases 
occurring every eight - ten years based on changes to life 
expectancy. 

 SPA review every ten years will assess whether planned 
increases require adjustment. 
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Legislation to support older workers 

Key proposals 

 Remove default retirement age. 

 Introduce age discrimination legislation.  

 Require employers to support older workers through workplace and role 
modifications where necessary. 

 Introduce funding to support employers in making workplace modifications. 

This option would remove employers’ ability to compulsorily retire employees when they 
reach SPA. The Default Retirement Age (DRA) currently allows employers to do this. 
This option also supports the Government’s plans to introduce an Equality Bill which 
would legislate against age discrimination. This preferred option would not only prohibit 
certain employer practices, though, it would also increase the expectations placed on 
employers to support older workers. These expectations will be centred on the 
requirement for employers to modify their workplace and adapt employees’ roles where 
necessary to overcome the barriers posed by ageing.  

Rationale 

Any measures which the Government introduces to encourage individuals to work for 
longer risk being undermined by a lack of legislation to support this policy direction. For 
example, the IOM currently has a DRA which allows employers to compulsorily retire 
employees of SPA, even if an employee would rather remain in work. Although increases 
to SPA will allow workers to remain in work for longer, the Government should also 
remove the DRA to be consistent in its approach in encouraging longer working lives. 
Furthermore, the DRA can be abolished much more quickly than the SPA can be 
increased. This means that removing the DRA could increase the number of people able 
to remain in work more rapidly than increases to SPA could (although SPA increases will 
affect more people and therefore have a wider impact). As well as encouraging longer 
working lives, the removal of the DRA signals the transition to a Social Security system 
where an individual can enjoy more choice and flexibility in terms of when to move into 
retirement. 

We recognise that certain roles, which require particularly high levels of physical fitness 
for example, would not be suitable for certain individuals. We therefore recommend that 
the removal of the DRA should not prevent employers from removing an employee from 
a role if they can prove that they are no longer suitable for it, for reasons other than 
age, and that the role cannot be reasonably adapted without negatively affecting the 
business.  

The IOM’s lack of legislation to support longer working lives is also exemplified by the 
fact that the Island still does not have any age discrimination legislation. We welcome 
the Government’s plans to introduce an Equality Bill which will include measures to 
prevent age discrimination. Although limited resources are likely to constrain how quickly 
the Bill can be introduced in the Keys, we recommend that the Government prioritises 
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this piece of legislation. This will support the implementation of other policies to 
encourage longer working lives.  

Although the above two measures will prevent age discrimination, the IOM working 
population would also benefit from requirements being placed on employers to support 
older workers. This would also illustrate and emphasize the Government’s commitment 
to actively supporting older workers. We therefore recommend that legislation is 
introduced requiring employers to allow them to continue working into old age. 
Requiring employers to adapt their workplace or an individual’s role is likely to result in 
additional costs for employers, but the Government could provide grants for workplace 
adaptations. As mentioned above, exemptions could also apply where a role cannot be 
reasonably adapted.  

Summary of feedback 

Stakeholders have indicated an existing enthusiasm among older workers to remain in 
employment, which is corroborated by the data presented in section 12.3.2. Feedback 
shared with us also indicated, however, that the DRA is actively used by employers to 
compulsorily retire employees who would rather remain in employment. The example of 
the Government requiring civil servants to retire was used to illustrate this point. 
Stakeholders felt that the Government should lead by example and be seen to actively 
support its older employees.   

Analysis 

This recommendation is a supportive measure for the options aiming to extend working 
life and increase individuals’ levels of flexibility around retirement. There is little 
quantitative analysis which relates directly to this recommendation and no impact on the 
NI Fund to be measured. However, the potential impact on employers and employees 
can be assessed based on the impact of similar policy measures carried out in other 
countries.     

The UK removed its DRA (set at 65) in 2011. Before changing the legislation, a 
consultation showed that a small majority of respondents were in favour of removing the 
DRA.26 Two years after the legislation was changed, employers were still split in their 
views of whether the DRA should be reinstated: 48% of 307 firms surveyed answered 
that the DRA should be reinstated whereas 43% answered that it should not be 
reinstated.27 Despite almost half of respondents answering that the DRA should be 
reinstated, only 34% claimed that the removal of the DRA had had a negative, or very 
negative, impact on their company, whereas half the respondents answered that 
removing the DRA had made no real difference.    

                                            
26 Department for Business, Innovation and Skills. January 2011. Phasing out the default retirement age: 

Government response to consultation. Available at: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/79303/11-536-phasing-out-
default-retirement-age-government-response.pdf [Accessed 17th July 2014]. 

27 Eversheds, Williams A. April 2013. Eversheds UK HR e-briefing: How are employers managing without the default 
retirement age? Available at: http://www.eversheds.com/documents/training/HRe_dra_survey.pdf [Accessed 
17th July 2014]. 
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The negative impacts IOM employers could face as a result of removing the DRA are 
likely to be the same as those face by British employers: 

 Difficulties in workforce planning: employers’ lack of control over when employees 
retire means that employers are likely to find assessing recruitment needs more 
difficult, as it will be harder to determine when an employee plans to retire. 
Furthermore, the longer an employee remains in work, the more delayed the 
opportunity the employer will have to promote a younger member of staff.  

 Increased time spent on performance management: with the DRA, employers can 
choose to ignore performance issues among older employees on the basis that they 
will soon be retiring. With a higher degree of uncertainty concerning when an 
employee plans to retire, however, management will not be able to avoid 
addressing poor performance, in case the employee in question plans to keep 
working.  

 Cost increases: the costs of benefits and / or redundancies given to employees 
tend to increase with an employee’s age. If an employee chooses to continue 
working past SPA, therefore, they can become more expensive to an employer.  

Despite these potential negative consequences of removing the DRA, there are potential 
positive consequences for employers to benefit from: 

 Savings on recruitment and training: although the removal of the DRA could make 
it harder for employers to plan when to recruit, the longer a person remains in 
employment, the less recruitment an employer will have to carry out, leading to 
time and cost savings. Similarly, skill retention rates will be higher, with the 
employer able to either avoid having to provide training to a new member of staff, 
or using the skills and knowledge of older workers to develop younger employees’ 
abilities.  

 Reduction in retirement related administration: the abolition of the DRA will remove 
the responsibility for employers to carry out certain procedures in notifying an 
employee of their approaching compulsory retirement. As the onus will now be on 
the employee to inform their employer of their retirement plans (unless the nature 
of the work allows an employer to compulsorily retire someone), an employer will 
have fewer responsibilities to carry out. 

These benefits have led to a large proportion (43%) of UK employers surveyed by the 
law firm Freshfields Bruckhaus Deringer to cite that there was an equal balance between 
the costs and benefits associated with the removal of the DRA.28 

It is inevitable that the removal of the DRA will have some negative consequences for 
employers. However, we do not consider the potential disadvantages for employers to 
outweigh the benefits to individuals. These benefits include the freedom to choose when 
to retire, greater attention from management to maximise performance and realise 

                                            
28 Freshfields Bruckhaus Deringer, May 2011. Abolishing the default retirement age: the impact on business. 

Available at: 
http://www.freshfields.com/uploadedFiles/SiteWide/Knowledge/Abolishing%20the%20default%20retirement%2
0age%20The%20impact%20on%20business.pdf [Accessed 18th July 2014].  
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potential, and the increase in income associated with working longer. The financial 
benefits will also be experienced by Government, as the choice by someone to work for 
longer and beyond SPA means that taxes will be paid for longer, increasing general 
revenue (although not NICs, as these workers above SPA are not currently liable for NI). 

The introduction of age discrimination legislation will also impose constraints on 
employers. These will be particularly pertinent in the context of removing the DRA, as 
employers will need to be particularly careful in how they justify any compulsory 
retirement. Despite this further constraint on employers, we believe that age 
discrimination legislation is a necessity in the IOM as its population ages. Under the 
current legislation, the number of individuals aged SPA or above is projected to increase 
by 73% between 2012 and 2072 or by 44.5% if our recommendation to increase SPA is 
implemented. There will therefore be a greater number of people at risk of age 
discrimination, making the need for age discrimination legislation even more necessary 
to protect this growing population group.  

If SPA increases, as we have recommended, certain individuals, particularly those with a 
lower life expectancy, or a lower healthy life expectancy, will require support to remain 
in employment as they grow older. This support could involve the adaptation of the 
workplace for a person with constrained mobility, or the transfer to a less physically 
intensive role for a person whose fitness is deteriorating because of age. However, if the 
removal of the DRA is enough to raise concerns about cost among employers, as it did 
in the UK, employers are unlikely to willingly incur further costs to modify their 
workplace or an employee’s role. This is why the legal requirement to take reasonable 
measures to support employees should be placed on employers. 

This measure is likely to be unpopular among employers, particularly small businesses 
who could not realistically adapt their workplace or the role of an employee without 
significant consequences to the business. This is why we recommend that suitable 
exceptions to the requirement be put in place. Furthermore, to alleviate the costs 
incurred by employers in adhering to the legislation, we recommend that the IOM 
Government provide funding in the form of a grant to those employers making 
modifications to support ageing employees which will incur a cost. This could be funded 
by a proportion of the increase in general revenue that a higher SPA will generate. The 
funding made available could be used to carry out workplace assessments free of charge 
to help employers to determine the barriers that require addressing. Grants could also 
cover the cost of training for an employee moving into a new role within their company 
in response to limitations brought on by ageing.   

Average costs of workplace modifications for a person with a disability are low at £75 
and we would expect the cost of workplace modifications due to an ageing workforce to 
be at a similar level. This means that a fund of just £2million would be large enough to 
provide a £75 grant for a workplace adjustment or re-training for every person currently 
aged between 55 and 75. This level of funding could also reduce over time, given that 
workplace adjustments are likely to benefit younger employees as they age as well.  
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Implementation 

All three legislative changes accompanying this option can be introduced in the short-
term. The DRA in the UK was abolished over just six months, for example. We would 
recommend a similarly short implementation time for the IOM, particularly as it 
minimises the employees who will be forced into retirement and the swiftness of the 
UK’s implementation did not appear to increase difficulties for employers in adjusting to 
the legislative change. The change in legislation can be made quickly because whilst 
employers must give employees at least six months’ notice of their planned retirement 
date, they cannot give more than 12 months’ notice. A six month period to phase out 
the DRA is therefore enough to ensure that employers who have served notice of 
compulsory retirement to an employee are not obliged to change plans, whilst 
preventing more employees being compulsorily retired once the legislative change is 
made. 

The introduction of the Equality Act should be made as quickly as possible. We are 
therefore not recommending an implementation timeframe for this particular measure. 

It is likely that the requirements for employers to carry out reasonable workplace 
modifications or adjustments to employees’ roles will take the longest of the three 
legislative changes to implement. This is because decisions will have to be taken on how 
to measure what constitutes a reasonable modification or adjustment. The creation of a 
fund to support employers in making modifications will also require care in producing 
eligibility requirements. Despite these requirements, however, we estimate a time frame 
of less than two years to introduce the requirements and grant funding. 

Risks 

We have identified only one key risk with this option, which relates to the possible effect 
on IOM businesses and competitiveness.  As described in the analysis of this preferred 
option, the negative impacts associated with the measures will largely affect employers. 
However, employers will also benefit from the advantages associated with an older 
workforce and skill retention. Given the UK’s removal of the DRA, it is also unlikely that 
the measure will take many employers by surprise.  

Plans to introduce an Equality Bill are also unlikely to surprise employers given that the 
Government’s intention to introduce this legislation has already been made public. 

The introduction of employer requirements is less likely to have been anticipated by 
employers. These requirements signal a significant leap for a jurisdiction which is still 
without age and disability discrimination legislation. Whereas employers could anticipate 
the introduction of preventative measures against discrimination, they would not 
necessarily the implementation of more active requirements.  

This is not necessarily problematic because the implementation of the above mentioned 
requirements is unlikely to occur as swiftly as the introduction of an Equality Bill and the 
removal of the DRA. Employers will therefore have more time to prepare for, and adjust 
to, this measure, mitigating the disruption it may cause. 

Although the implementation of this preferred option and the changes in legislation it 
proposes will impact on employers, we do not anticipate an adverse effect on the 
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jurisdiction’s competitiveness. This is because the legislation is in line with international 
conventions, with jurisdictions such as the UK already having similar legislation in place. 
International employers will therefore have already adapted to adhere to this legislation. 
Jurisdictions more similar to the IOM, such as the States of Jersey, do not yet have any 
age discrimination legislation but do plan to introduce it in the near future.29 

Economic impact 

The key impact these measures are likely to have are similar to those in the case of 
increasing the SPA, i.e. potential decreases to youth employment opportunities and a 
likely increase in disposable income and retirement savings for individuals who remain in 
work. 

As previously mentioned, section 2.7 assesses in detail whether longer working lives are 
likely to reduce youth labour market opportunities. The results of our analysis are as 
expected however, indicating that labour market opportunities are actually expected to 
increase over time as working lives become longer. 

The economy should also benefit from an increase in disposable income amongst those 
who choose to continue working, as explained earlier. The extent to which there will be 
additional income will vary according to how many people choose to continue working 
beyond SPA. It is possible that if the SPA increases, fewer individuals will want to 
continue working beyond the new SPA. Nevertheless, the legislation will ensure that 
individuals who want to continue working will be able to, and will therefore be in a 
position to continue building their retirement savings.  

  

                                            
29 States of Jersey, Draft Discrimination Law 201. 15th January 2013. Available at: 

http://www.statesassembly.gov.je/AssemblyPropositions/2013/P.006-2013.pdf [Accessed 21st July 2014]. 
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Impact summary of legislation to support older workers 

Impact on citizens  Protection against compulsory retirement (although 
exceptions should be allowed) 

 Support to remain in employment beyond SPA if workers 
wish to 

Impact on employers  Increased staff and skills retention, reducing recruitment 
and training costs 

 Reduced administrative requirements linked to compulsory 
retirement 

 Potential difficulties with workforce planning  
 Increased time required on performance management 
 Potential increase in costs linked to employee benefits or 

redundancies 
 Potential increase in time and costs for workplace 

modifications 

Impact on NI Fund  No direct impact 

  

Risks &  

Implementation obstacles 

 Longer implementation period required for introduction of 
requirement for employers to make reasonable workplace 
adjustments – Fund required to provide employer grants 

 Measure for workplace modifications unlikely to be popular 
with businesses but can be mitigated with provision of 
employer grants 

Expected timeframe and 
implementation requirements 

 

 DRA to be removed over 6 months 
 Age discrimination legislation to be introduced as soon as 

possible 
 Requirements for employers to carry out workplace 

modifications to be introduced within two years. Fund for 
provision of grants to be set up before the requirements 
can be enforced. 

Maintain the increase in state pension entitlement for deferral, but remove 
reclaims as a lump sum 

Key proposals 

 Maintain current rate of increase in pension entitlement received in exchange for 
state pension deferral. 

 Remove ability to reclaim the extra state pension earned as a lump sum. 

 Increase in state pension entitlement delivered as increments to state pension 
payments only. 

This recommended option will maintain the current system which allows individuals to 
defer their Retirement Pension and earn extra entitlement when they do claim. The 
current increase in entitlement is attractive: an extra 1% of Retirement Pension is 
earned for every five weeks that the benefit is deferred, meaning that after deferring 
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their Retirement Pension for a year, the Retirement Pension will be paid at a rate 10.4% 
higher than it would be if it hadn’t been deferred. 

We are recommending one change to the current system. Currently, an individual who 
claims their Retirement Pension having deferred it can claim the extra entitlement either 
as a lump sum or as an increment to their regular Retirement Pension payment. This 
preferred option would see the removal of reclaims being paid as a lump sum. The extra 
Retirement Pension earned would therefore only be paid as increments.   

Rationale 

An increase in Retirement Pension entitlement in return for deferral is a positive 
incentive for individuals to continue working beyond SPA. The current rate at which the 
IOM rewards deferrals is also attractive and therefore corresponds strongly to the 
recommended policy direction of encouraging longer working lives (this is why we are 
not recommending that the IOM reduce the level of increase in Retirement Pension 
earned for deferral as the UK plans to do under single-tier).   

Although it is important to provide encouragement for longer working lives, it is also 
important to encourage responsible financial management in retirement. We are 
therefore recommending that increases in Retirement Pension entitlement are only paid 
as increments, rather than providing the existing choice between increments and lump 
sum payments. Paying reclaims as increments promotes the notion of sustainable 
retirement income, which lump sum payments do not provide.   

Summary of feedback 

This option has been refined as the Review has taken place and it has therefore not 
been presented to stakeholders outside of Treasury senior management. We do not 
anticipate strong objections to this preferred option, but potential challenges are 
addressed in the analysis section below. 

Analysis 

In 2011/2012, 42 people reclaimed the extra Retirement Pension they had earned by 
deferring it. 30 requested their reclaim to be paid as a lump sum, meaning only 12 
requested the extra Retirement Pension to be paid as increments to their regular 
Retirement Pension payments. This is a small proportion of the approximately 1,000 
people who reach SPA each year (though it should be noted that this figure is likely to 
be higher, given that only those who notify the IOM pensions office that they wish to 
defer can be recorded as having deferred. An individual who did not notify the pensions 
office that they wished to defer, but who also did not complete a claim form to begin 
claiming their Retirement Pension, will have deferred by default until a claim form was 
completed. The number of people who do this cannot be recorded.) However, as the 
number of pensioners is projected to increase substantially between now and 2072, the 
number of individuals deferring their Retirement Pension is also likely to increase.  

Based on current legislation, the pensioner population is projected to grow by 73% by 
2072. If the number of individuals making reclaims grows by the same extent, 73 people 
could be expected to claim their extra Retirement Pension in 2072. This is still a small 
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figure, and indicates that despite the generous increase in Retirement Pension 
entitlement, the policy is likely to remain affordable. 

Those individuals who do choose to defer their Retirement Pension could expect to 
receive the following increases to their income. These calculations have been made 
based on the average Retirement Pension paid to individuals over 65 (£7,478 or £143.80 
per week). The new rate of Retirement Pension paid to an individual is likely to be 
higher than the amount shown due to the rate of BSP being up rated annually.  

Table 2.14 - Increase in Retirement Pension earned through deferral 

Length of deferral Increase earned New RP rate Difference 

6 months 5.2% £151.27 per week +£7.47 per week 

1 year 10.4% £158.75 per week +£14.95 per week 

1.5 years 15.6% £166.23 per week +£22.43 per week 

2 years 20.8% £173.71 per week +£29.91 per week 

Until now, individuals have been able to claim the increases in their entitlement as a 
lump sum. This has proven to be the more popular of the two methods in which to ask a 
reclaim to be paid, as shown in Table 2.15.  

Table 2.15 - Reclaims made and method of payment between 2011 and 2014 

Year Reclaims Paid as lump sum Paid as increment 

2011/2012 42 30 12 

2012/2013 49 41 8 

2013/2014 38 24 14 

Although lump sums are the most popular way of claiming an increase in Retirement 
Pension entitlement, we are recommending that this option be removed from the 
current system and that reclaims are only paid as increments to the regular Retirement 
Pension payments. It is possible that this will reduce the number of people choosing to 
defer their Retirement Pension as the payment of a lump sum, the value of which 
averaged over £24,000 in 2013/2014 is attractive. However, the change will align with 
the promotion of responsible and sustainable retirement income and fewer deferral take 
ups should not affect the NI Fund. 

Implementation 

The only change which requires implementation with this option is the removal of the 
option to claim increases in entitlement as a lump sum. This is a minor change which 
can be quickly implemented. It would be viewed as unfair if individuals who are already 
deferring their Retirement Pension were prohibited from claiming a lump sum. This is 
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because these individuals may have factored the lump sum into their budgetary 
requirements. Removing this option would therefore place them at a disadvantage. 
However, the removal of the option to claim a lump sum payment could be made for 
anyone who has not yet started to defer their state pension. The Government may wish 
to provide notice of the change, but in terms of the changes to the current process, little 
is required. 

The UK is planning to introduce a similar change to accompany the introduction of the 
single-tier pension in 2016. In the interests of minimising complexity, if changes to the 
reciprocal agreement need to be carried out, we would recommend that the same 
implementation date is used in the IOM. 

Risks 

There are two key risks associated with this option and specifically the removal of 
claiming deferrals as a lump sum: 

 Fewer individuals choosing to defer 

 Difficulties assessing the exact number of those deferring. 

1. Fewer individuals choosing to defer 

As mentioned in our analysis of this option, choosing to have reclaims paid as a 
lump sum is the more popular option for individuals who defer. Removing this 
option therefore risks diminishing the incentives individuals have to defer and 
therefore reduce the number of individuals who defer their Retirement Pension. As 
discussed earlier, however, the change will align with the promotion of responsible 
and sustainable retirement income and fewer deferral take ups should not affect 
the NI Fund. We have therefore not assessed this risk as being of high concern. 

2. Difficulties assessing the exact number of those deferring 

The pensions office can currently only record the number the number of people 
deferring their Retirement Pension if individuals inform the office that they are 
choosing to defer. There is no way of calculating those who are deferring by default 
by not having completed a claim form. It could therefore be difficult to assess 
exactly how many are already deferring and would be in a position to claim a lump 
sum. 

However, we would expect simple data analysis to resolve this risk. Data analysis 
could determine how many are not claiming their Retirement Pension. Cross-
referenced with the number of individuals who do inform the pensions office that 
they are deferring their Retirement Pension, this would give a strong indication of 
the real figure of those entitled to an increase in Retirement Pension.   

Economic impact 

This preferred option is expected to have a very limited economic impact. Although the 
desired effect of extending working lives would have an impact on the IOM economy, 
this preferred option is unlikely to change individuals’ behaviour to the extent that 
increases in SPA would. The currently low rates of deferral take up would corroborate 
this projection.  
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illustrating this preferred option, we have assumed a reduction of 5.2% for every year of 
early retirement that a person takes. Based on the combined current rates of Basic 
Retirement Pension and IOM Pension Supplement payment of £166.85 per week, the 
level of benefit will be paid at the following rates for individuals taking early retirement: 

 Retire one year early:  £158.18 per week 

 Retire two years early: £149.96 per week 

 Retire three years early: £142.17 per week 

 Retire four years early: £134.78 per week 

 Retire five years early: £127.78 per week. 

These rates are based on the assumption that an individual is eligible for the full benefit 
rate based on their contribution history. If gaps in their contribution history mean that 
they would only be eligible for a reduced benefit rate if they waited until SPA to retire, 
the reduction for early retirement is applied to this reduced rate. 

Rationale 

If the IOM SPA is increased as we have recommended, certain members of the 
population with lower life expectancies risk being unfairly disadvantaged. It is also 
possible that some individuals will object to working until the new SPA. This option is 
therefore recommended as a tool to protect those who will face difficulties in working 
until the new SPA and to address objections about increases to SPA.   

As well as offering protection, this preferred option offers greater flexibility to individuals 
in terms of when to retire. All of the other recommended options presented in this 
report aim to extend working life. However, if an individual is to be given more 
responsibility in terms of providing for their retirement, as the Review team’s vision for 
the state pension recommends, they should also be given more control and flexibility. 
This flexibility should extend both ways, so that an individual can work for longer, or 
less, provided it does not have a detrimental effect on the NI Fund. 

Summary of feedback 

Stakeholders were universally in favour of increasing greater flexibility into the state 
pension system and offering individuals the choice of when to claim their pension. 
Concerns were cited that individuals risked drawing on their pension too much if they 
retired early, which could potentially lead to poverty in old age.  

Analysis 

The early payment of the Retirement Pension to individuals who retire early will be 
made at a reduced rate to ensure that an individual who takes early retirement will not 
actually receive more Retirement Pension overall than an individual who does not take 
early retirement. This minimises the negative impact the option could have on the NI 
Fund. As the reduction will be actuarially neutral, this means that the option will not 
have a positive impact on improving the Fund’s sustainability. Despite this, we are 
recommending that the option be implemented because of the support it lends to raising 
the SPA, a preferred option which significantly improves the Fund’s sustainability.  
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An increase in the SPA risks placing at a disadvantage those with a lower life 
expectancy, or a lower healthy life expectancy. It also risks disadvantaging those who 
work in a physically demanding role. This preferred option is designed to support the 
people who risk being disproportionately affected by an increase to SPA. Although this 
preferred option is targeted at supporting a particular section of the population, we are 
proposing that flexible retirement ages be made available universally. This is because of 
the complexities involved in targeting the measure. Furthermore, allowing anyone to 
take early retirement and claim their Retirement Pension will make increases to SPA 
more politically acceptable. A measure such as this, which softens the impact of 
increases to SPA is important for the IOM if, as we recommend, the SPA increases by 
more than in the UK.  

As mentioned in section 2.6.1., it is possible that instead of taking early retirement, 
some individuals will claim Incapacity Benefit, which, depending on the other 
supplements a claimant would be eligible for, may be more financially advantageous 
than claiming early retirement. Similarly, an individual finding it difficult to continue 
working in their current role may choose to resign and claim Jobseeker’s Allowance. If 
the income based Jobseeker’s Allowance is paid, this will be more financially 
advantageous than taking early retirement. This does not mean that the role of flexible 
retirement ages is redundant. For example, some individuals will not be eligible for 
Incapacity Benefit, nor will they want to claim Jobseeker’s Allowance due to the 
conditionality on job search attached to it (particularly if the Review team’s 
recommendations on activation are implemented). Flexible retirement ages therefore act 
as an extra layer of safety for those who cannot, or do not, continue working until SPA.  

Although an individual will, ultimately, be able to retire up to five years before SPA, the 
measure will be introduced in a phased approach so that individuals will not actually be 
able to retire before the current SPA of 65. This means that the aim of encouraging 
longer working lives will not be undermined. An individual will not be able to retire five 
years before retirement until the SPA is increased to 70.  

The following section highlights two possible scenarios for individuals if flexible 
retirement ages are introduced. These scenarios are based on the assumption that SPA 
will increase in line with our recommendation that SPA should be linked to life 
expectancy and based on retirement lasting 30% of working life. 

 Scenario 1 – Year of birth: 1962 

A person born in 1962 would have an SPA of 68 under our proposed changes. This 
means that they could retire up to three years early, at the age of 65, and still be 
eligible for a Retirement Pension in those three years of early retirement. If they 
retire three years early, their Retirement Pension will be paid at a lower rate. If 
only the Basic State Pension and Pension Supplement are considered, this will lead 
to a payment of £142.17 per week (based on the rates payable in 2014 and 
assuming the individual is eligible for the full rates based on their contribution 
history). If the person chooses to retire early, they will be in a better position than 
their UK counterpart. SPA in the UK for a person born in 1962 will be 67 and there 
are no plans to introduce flexible retirement ages. If the British individual chooses 
to retire early therefore, they would not receive a state pension until they reach the 
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SPA. Even though the Retirement Pension will be paid to the IOM individual at a 
reduced rate, the inclusion of the Pension Supplement means the benefit will 
nonetheless be higher than it is in the UK.   

 Scenario 2 – Year of birth: 1991 

An individual currently aged 23 will have an SPA of 72. They will therefore be able 
to take full advantage of flexible retirement ages and could retire up to five years 
early, at the aged of 67. This shows that even when SPA will have increased 
considerably compared to its current level, a worker in the IOM will be in a more 
advantageous position than in the UK. SPA in the UK for a person born in 1991 is 
planned to increase to 69, if retirement age is based on a third of working life 
being spent in retirement. A worker in the IOM could therefore retire two years 
earlier than they could in the UK, if they are willing to receive a lower Retirement 
Pension. 

Implementation 

As mentioned above, we are recommending that the implementation of flexible 
retirement ages be phased, so that workers are not encouraged to retire earlier than the 
existing SPA. This is to avoid undermining the encouragement to work for longer. This 
means that a person would be able to retire a year early when SPA is next increased by 
a year between 2018 and 2020, and that a person will be able to retire two years early 
when SPA will be increased again between 2026 and 2028. Using this implementation, 
the ability to retire the maximum five years before SPA will be fully introduced in 2040. 

This basis for implementation can be represented as follows: 

Table 12.16 - Options to retire early under flexible retirement ages 

Year SPA RP eligibility Flexible retirement 

2017 65 From age 65 None 

2020 66 From age 65 1 year 

2028 67 From age 65 2 years 

2029 68 From age 65 3 years 

2030 69 From age 65 4 years 

2040 70 From age 65 5 years 

2054 71 From age 66 5 years 

2064 72 From age 67 5 years 
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Risks 

This implementation is straightforward and the relatively long lead in time will allow 
issues to be addressed comprehensively. However, there are three key risks which 
should be highlighted: 

 Dilutes encouragement to extend working lives 

 High take up rates could affect the IOM economy 

 High take up rates would reduce Fund income. 

1. Dilutes encouragement to extend working lives 

As discussed above, the implementation of this option has been considered so as to 
avoid individuals retiring earlier than they are now. However, allowing workers to 
continue retiring at 65 in an environment which should be encouraging longer 
working lives risks diluting the message should be sent to workers and employers. 
Despite this risk, we consider the option to be necessary to ensure the protection of 
those who cannot work until SPA.  

2. High take up rates could affect the IOM economy 

As explained in section 2.7, longer working lives are expected to benefit the IOM 
economy. This means that if a high proportion of workers choose to take 
advantage of flexible retirement ages, the economic benefits associated with longer 
working lives may not be realised.  

If this risk materialises, the Government may need to revise the extent of early 
retirement workers can take, or target the measure at particular sectors where age 
is more likely to affect working ability. However, we do not estimate a strong 
likelihood of this happening. Based on the current high employment rates of older 
workers in the IOM and discussions with stakeholders, there is already a trend for 
IOM workers beyond SPA. The ability to retire earlier is therefore unlikely to deter 
workers who wish to remain in employment. 

3. High take up rates would reduce Fund income 

Retired individuals are not eligible to pay NICs. This means that if a high proportion 
of workers choose to retire early, Fund income will decrease, affecting the Fund’s 
sustainability. 

As mentioned above, the Government may need to review flexible retirement ages 
if the popularity of this measure is much higher than expected. This is unlikely, 
however, given the strong views voiced by stakeholders, and corroborated by 
employment figures, that IOM workers want to continue working beyond SPA.   

Economic impact 

As mentioned above, this option could affect the IOM economy if a high take up rate 
reduces the number of older workers in the IOM labour market. As section 2.7 shows, a 
high labour market participation rate among older workers should benefit the IOM 
economy. It is therefore intuitive to assume that the opposite would happen, and the 
IOM economy will be negatively affected if too many workers take early retirement.  
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Early retirement would reduce pensioners’ disposable income and spending power, 
meaning that there will not be a need for the jobs that would be created if people 
remained in work for longer. As explained above, however, the tendency for IOM 
workers to remain in work beyond SPA means workers are unlikely to want to retire 
early even if they could.  

Impact summary of flexible retirement ages 

Impact on citizens  Greater flexibility and choice in deciding when to retire. 

 Ability to retire earlier than in the UK from 2018-2020. 

 Lower retirement income for those who do retire early. 

Impact on employers  No direct impact. 

Impact on NI Fund  No direct impact, although there is a risk that high take up 
rates could affect Fund income. 

  

Risks & Implementation 
obstacles 

 Risks diluting encouragement to extend working lives. 

 High take up rates could affect the IOM economy. 

 High take up rates would reduce Fund income. 

Expected timeframe and 
implementation requirements 

 

 Implemented between 2018 and 2040. 

 Flexible retirement ages phased in a year at a time to 
avoid workers being able to retire before current SPA of 
65.  

Graduated retirement pension 

Key proposals 

 Allow pensioners to claim only part of their Retirement Pension. 

 Transfer unclaimed part of Retirement Pension to the pensioner’s savings vehicle 
or private pension fund. 

This preferred option allows pensioners to claim only the amount of Retirement Pension 
that they require. The proportion which remains unclaimed will then be transferred to 
the pensioner’s personal account (the setup of these is described in our report on 
promoting the use of private pension supplements) or private pension fund. The 
unclaimed pension will therefore accrue interest and increase in value, according to the 
individual’s pension fund’s performance. For simplicity, a person could choose how much 
of their Retirement Pension to claim in 10% bands. This option effectively creates a 
simpler way for individuals to manage their retirement income. 
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Rationale 

Currently, individuals can claim either all of their Retirement Pension or defer all of their 
Retirement Pension. This means that if an individual needs, or wants, some extra 
income, they are likely to claim their Retirement Pension and save the part of it that 
they do not need. The option we are recommending would allow a person to continuing 
doing this, but in a more efficient way, as they would not need to set aside the 
proportion of their Retirement Pension themselves. Furthermore, the portion of 
Retirement Pension that is not claimed could earn more interest in the individual’s 
pension fund than if it is simply placed in a savings account, benefitting individuals 
financially as well.  

We are recommending this option as a method of addressing cliff edge retirement ages 
because it is an efficient way for an individual to reduce their working hours as they 
approach retirement. A worker could move from fulltime to part-time work and claim 
part of their retirement pension to make up for their lower earnings. This means that 
workers can have a smoother transition into retirement as opposed to the sudden 
change.  

Summary of feedback 

As mentioned earlier, stakeholders were strongly in favour of introducing greater 
flexibility into the state pension system, both in terms of when to claim their Retirement 
Pension, and in terms of how much to claim. Some stakeholders voiced the risk that 
greater flexibility could overly complicate the state pension system. However, we 
consider this option to be a simple tool to offer pensioners more choice. 

Analysis 

This option is not projected to impact negatively on the NI Fund. The option could have 
a small positive impact on the Fund though if more people are encouraged to continue 
working, even if they reduce their hours, due to the anticipated increase in NICs. If a 
person retires, they do not pay NICs. However, chapter 4 recommends that if a person 
over SPA continues to work, they should be liable to pay NICs. This means that if a 
person earning £50,000 per annum reduces their hours to three days per week, instead 
of taking full retirement, they could continue to earn, for example, £30,000 per annum. 
Based on current NI rates, this would lead to NICs worth £2,196 per annum. 

Figure 2.8 illustrates the process of graduated pensioners and shows why an individual 
could receive a higher retirement income if they choose to only claim part of their 
Retirement Pension when they first reach SPA.   
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2. Additional resource requirements to process claims for a graduated pension 

We recommend that to claim a graduated pension, the current Retirement Pension 
claim form is adapted and used by Retirement Pension claimants to indicate how 
they would like their Retirement Pension to be paid. This does mean that the claim 
form will be longer than the current one and additional steps will be required to 
record whether a claimant has requested a graduated pension.  

The extra steps in the Retirement Pension claim and deliver process are unavoidable 
if a graduated pension is to be delivered. However, we do not anticipate the costs 
associated with this option to be high enough to discredit it, particularly as cost 
savings identified in other areas of the Review mean it would be feasible for the 
Treasury to absorb some minor costs. 

Economic impact 

This option is expected to have limited economic impact on the IOM economy. However, 
it is possible that this option will benefit the economy as individuals who claim a 
graduated pension could enjoy a higher retirement income when they do draw on the 
proportion of their pension that was not originally claimed. This is because the pension 
will have had more time to increase in value. As is explained throughout this report, a 
higher retirement income means pensioners will have more disposable income, 
contributing positively to the IOM economy.  

Impact summary of graduated retirement pension 

Impact on citizens  Greater flexibility in terms of how much Retirement 
Pension to claim. 

 Ability to increase future retirement income as proportion 
of Retirement Pension that is not claimed could increase in 
value in the personal account / pension fund. 

Impact on employers  No direct impact. 
 It is possible that the option will encourage workers to 

reduce hours and phase their transition into retirement. 

Impact on NI Fund  No direct impact. 
 NICs could increase if individuals who would have retired 

choose to continue working part-time and continue to 
make NICs. 

  

Risks & Implementation 
obstacles 

 Increase in costs and time required to process and pay 
Retirement Pension claims. 

Expected timeframe and 
implementation requirements 

 Implementation timeframe dependent on implementation 
of personal accounts / compulsory membership of 
retirement saving schemes. 
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The trend line for 2006-2011 is flatter due to the impact of the recession which most of 
the countries represented in the graph experienced. Despite this impact, a positive 
correlation can still be observed. This supports the argument that the negative 
relationship observed between 2006 and 2011 in terms of youth unemployment and 
employment rates of older workers was due to the macroeconomic effects of the 
recession, rather than the negative effect a growing working age population has on 
labour market opportunities for younger workers. 

This point is supported if another trend line is added, for the period 1996-2001, as 
shown in Figure 2.11.The green trend line representing the period 1996-2001 clearly 
shows the strongly positive relationship between working age population growth and 
employment growth. 

Figure 2.11 - Correlation between employment growth and working age population growth for 
1996-2001, 2001-2006, 2006-2011 

 
Source: Analysis based on OECD data; 2011 Isle of Man Census Report; 2006 Isle of Man Census Report; 
2001 Isle of Man Census Report; 1996 Isle of Man Census Report 

Taking a closer look at the IOM, we can see that the relationship between employment 
growth and working age population growth on the Island follows the same trend line. 
The Island had high working age population growth between 1996 and 2001 at 9%. 
This did not reduce employment though. To the contrary, employment grew by 16% in 
this period. Between 2001 and 2006 the working age population grew less, at just 5%. 
Employment continued to grow but mirrored the reduced increase and grew by only 4%. 
Similarly, between 2006 and 2011, working age population grew by 4%, as did 
employment.   
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These figures clearly indicate that an increase in working age population does not 
reduce employment. Although periods of recession do seem to affect the positive 
relationship, this is not enough to destroy it, nor reason enough not to pursue increasing 
the size of the working age population. 
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2.8. Next steps 

This report has proposed the options which we recommend the IOM Government implement to improve the sustainability of the NI 
Fund. The Government should now consider each option and decide whether it would be appropriate to implement on the Island.  

To conclude this report and our recommendations on measures to reduce the impact of cliff edge retirement ages, we have 
summarised the implementation requirements and proposed an indicative timeline for implementing each option. The aim of this is to 
inform the IOM Government’s decision further on whether these options should be implemented. 

Option Years 1-2 Years 3-5 Years 6-10 Years 10+ 

Review SPA to 
maintain pensioner 
support ratios 

 Public consultation on 
plans to increase SPA may 
be required 

 Engage with UK 
Government to establish 
impact on reciprocal 
agreement 

 Raise awareness of 
planned increases as soon 
as decision is taken on 
whether to implement the 
option 

 Introduce policies to 
reduce inequalities and 
differences in life 
expectancy between 
income groups 

 2018-2020: As already 
planned, increase SPA 
from 65 to 66 

 Increase level of 
communications about 
the increase as SPA 
increase dates approach 

 2026-2028: As already 
planned, increase SPA 
from 66 to 67 

 2029: Increase SPA to 
68 

 2029: Introduce 
structure to review 
planned SPA increases 
every ten years to 
assess whether planned 
increases require 
adjustments 

 2030: Increase SPA to 
69 

 Subsequent increases 
every eight to ten years 

Legislation to 
support older 
workers 

 Raise awareness of plan 
to remove DRA; a public 
consultation may be 
required 

 Introduce Equalities Bill 
 Remove DRA over 6 

 Implement requirements 
for employers to make 
workplace adjustments 
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Option Years 1-2 Years 3-5 Years 6-10 Years 10+ 

months  
 Inform employers of plans 

to require them to make 
reasonable workplace 
adjustments to support 
older workers 

 Scope set-up of a fund to 
financially support 
employers making 
workplace adjustments 

Maintain the 
increase in state 
pension entitlement 
for deferral, but 
remove reclaims as 
a lump sum 

 Inform IOM residents of 
the planned change 

 

 2016: Remove the option 
for reclaims paid as a 
lump sum for new 
deferrals   

  

Flexible retirement 
ages 

 Inform IOM residents of 
plans, coinciding with the 
release of information and 
consultation on increases 
to SPA 

 Determine actuarially 
neutral rate by which 
Retirement Pension 
should be reduced for a 
person taking early 
retirement  

 

 2018-2020: Allow those 
affected by SPA increase 
to retire one year early, at 
age 65 

  2026-2028: Allow those 
affected by SPA increase 
to retire two years early, 
at age 65 

 2029: Allow those 
affected by SPA increase 
to retire three years 
early, at age 65 

 2030: Allow those 
affected by SPA increase 
to retire four years 
early, at age 65 

 2040: Allow those 
affected by SPA increase 
to retire five years early, 
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Option Years 1-2 Years 3-5 Years 6-10 Years 10+ 

at age 65 

Graduated 
retirement pension 

 Determine IT 
requirements for 
implementation and the 
timescale required. This 
will determine next steps 
in implementing the 
measure 

 We would estimate that 
graduated pensions could 
be made available in the 
next five years 
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3. Transfer Responsibility and Provide Support to Individuals to 
Save for their Retirement 

3.1. Introduction 

The purpose of this chapter is to expand on the research report shared with Treasury in 
March 2014, which looked at options available to increase IOM citizens’ participation in 
private pension schemes to ensure adequate levels of retirement income for future 
pensioners. The purpose of this paper is to present the options in further detail and 
share findings of what the impact of these proposed options would be on the National 
Insurance (NI) Fund, employers, citizens, and implementation.  

The options discussed are: 

 Introduce compulsory enrolment into a retirement savings scheme with default 
contributions 

 Require contribution matching from employers to help ensure savings are 
meaningful 

 Provide a savings boost to low earners to increase their level of savings 

 Establish a default national savings account. 

These would be supported by two additional measures: 

 Increase the range of savings vehicles available 

 Establish a free information and guidance (IAG) service. 

3.2. Background 

Due to the IOM’s ageing population resulting in rising state pension costs, reforms are 
required. Possible reforms include revisions to the level of the state pension offer (see 
chapter 1 ‘Simplify and enhance the state pension offer for future pensioners while 
protecting the rights of those already in retirement’). If such a change is implemented, 
some future pensioners may receive a lower state pension income compared to current 
pensioners. This needn’t be a problem if pensioners have another source of retirement 
income, such as that provided by private pension schemes. As this paper will show, 
however, only 35% of economically active working age people aged over 21 contribute 
to a private pension. This means that up to 31,197 people over the age of 21 working 
age and economically active could rely entirely on the state pension offer to fund their 
retirement. Anyone who relies entirely on the state pension offer to fund their retirement 
faces an income gap if the state pension offer is reduced (as it already has been with 
the freezing of the IOM Pension Supplement payment rate). 

Reliance on the state pension offer needs to be decreased in order to mitigate the risk of 
future pensioners facing an income gap. Reducing reliance through higher private 
pension uptake requires an increase in two factors. The first is an increase in the 
number of people with private pension arrangements (occupational or personal), which 
is known as the coverage rate. The second is an increase in the level of private pension 
retirement income to replace a worker’s pre-retirement earnings. This is known as the 
replacement rate. Increasing the coverage and replacement rates can be achieved by 
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schemes that are not eligible for tax relief, nor the savings made for retirement using 
vehicles other than pension schemes. However, only a small number of savings would 
not qualify for tax relief meaning that our estimate would not vary greatly if these 
savings were captured. Furthermore, if retirement savings made without pension 
schemes could be captured, their inclusion in the coverage rate risks being misleading, 
given that these savings could easily be used for purposes other than retirement. These 
two gaps should therefore not have a significant impact on the estimated coverage rate. 

Overall, 34% of the economically active IOM working age population contributes to a 
private pension scheme (or 35% of the economically active population over 21). This is 
less than half the Australian and Dutch coverage rates (85.7% and 88.6% of the 
working age population in respectively) and almost 10% less than the UK’s coverage 
rate prior to the introduction of automatic enrolment (43.3%).34 Due to automatic 
enrolment, the UK’s coverage rate is likely to increase considerably. It is too early to 
assess the new coverage rate as automatic enrolment is still being rolled out, but 
estimates are that once fully implemented, 9 million more people will be members of an 
occupational pension.35 However, in the UK context, there will be a potential shortfall in 
the number of workers that will not be covered by automatic enrolment. Part-time 
workers, the self-employed, those working on ‘zero hours contracts’, and those with 
multiple jobs where no single job provides earnings of above £10,000 per annum will 
not be automatically enrolled into an occupational pension scheme. 

Nevertheless, it is clear that the IOM is behind other countries in terms of coverage 
rates. The IOM’s coverage rate is compared to other countries’ rates in Figure 3.1. 

                                            
34 OECD Pensions Outlook 2012, available at: http://www.aafp.cl/wp-content/uploads/2012/10/OECD-Pensions-

Outlook.pdf [accessed 20th March 2014]. 
 
35 DWP Press Release, 11 April 2014, Pension savings – 9 million newly saving or saving more, says Pensions 

Minister, available at: https://www.gov.uk/government/news/pensions-savings-9-million-newly-saving-or-saving-
more-says-pensions-minister [accessed 29th May 2014]  
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Figure 3.1 - Coverage as a % of the working age population 

Source: Analysis using OECD data36  

Analysing the IOM coverage rate in more detail reveals which sections of the population 
are particularly vulnerable to low retirement incomes due to a lack of retirement savings. 
For example, only 12.5% of IOM workers earning less than £15,000 per annum 
contribute to a private pension, compared to 61.1% of workers earning between 
£35,000 and £45,000 per annum. One reason why coverage may be lower among lower 
earners is that lower earners are less likely to have access to an occupational pension 
scheme. This is because some employers only run schemes for staff on higher salaries. 
However, the most obvious reason for the difference in coverage rates is that lower 
earners have less disposable income and therefore cannot save due to budgetary 
constraints. Figure 3.2 shows the varying rates of private pension coverage across 
income groups. Although coverage begins to decrease for those earning above £45,000 
per annum, it is reasonable to assume that higher income groups are more likely to have 
other arrangements to provide a retirement income (such as property or investments) 
than lower income groups.  

                                            
36 Data taken from the OECD 2012 Pension Outlook and the OECD 2013 Review of the Irish Pension System, 

available at: http://www.oecd.org/els/public-
pensions/OECD2013ReviewOfTheIrishPensionSystemPreliminaryVersion22April.pdf [accessed 29th May 2014] 
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Figure 3.2 - Coverage rate among IOM income groups 

 

The data in Figure 3.2 includes members of the working age population aged under 21. 
These younger workers are unlikely to be concerned about retirement and therefore 
have limited incentive to begin saving. For this reason, we have focused our analysis on 
economically active members of the working age population aged 21 and above to gain 
a realistic understanding of the size of the market for increasing coverage. Figure 3.3 
details the size of this target group and the steps taken to assess market size.  

Figure 3.3 - Target group size for extending coverage 
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Figure 3.5 - Target replacement rates according to income 

 

Source: Pensions Commission, 2004.38 

We have carried out analysis to show what these replacement rate targets mean for 
IOM citizens. Figure 3.6 shows the proportion of retirement income an IOM pensioner 
currently receives from the state pension offer and the proportion of income they need 
to source themselves in order to meet their annual target retirement income. The graph 
shows that an IOM median earner needs to fund approximately half their annual 
retirement income from sources other than the state pension offer, to enjoy the same 
standard of living they had in working life.  

Figure 3.6 - Proportion of target retirement income provided by state pension offer 

 

                                            
38 Pensions Commission, Pensions: Challenges and Choices. Available at: http://image.guardian.co.uk/sys-

files/Money/documents/2005/05/17/fullreport.pdf?guni=Article:in%20body%20link [accessed 2nd June 2014]. 
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International research 

Initial options considered as part of the Review emerged from research carried out on 
policies in other jurisdictions that encourage other forms of retirement savings. Where 
possible, research was focused on those policies which had been implemented long 
enough to allow for their outcomes to be evaluated. Jurisdictions on which to focus 
research were selected to ensure a large enough range of policies were discussed in the 
research findings, such as auto enrolment in the UK, to other schemes such as a 
subsidised private pension schemes in Germany. Drawing attention to countries which 
had used a variety of policy measures provided a wider evidence base and breadth of 
inspiration for possible options. This stage of option development allowed the Review 
team to determine best practice in encouraging other forms of retirement saving and to 
establish a long-list of initial options to be considered by the IOM Government. 

Appendix 3 - A provides a more comprehensive report of the research findings. This 
includes details of policies implemented internationally which we do not consider to be 
suitable for the IOM. 

Stakeholder engagement 

After presenting the initial long-list of options to Treasury, we were given permission to 
share the options with a select group of stakeholders. With regards to measures to 
encourage other forms of retirement saving, we consulted IOM employer representatives 
and third sector representatives of the older IOM population. A first meeting was held 
with each stakeholder to inform them about the Review and to receive feedback on the 
options long-list. This feedback was considered when selecting options to be carried 
forward and detailed further. After developing an overall vision for the proposed state 
pension system, a second meeting was held with each stakeholder. Feedback from these 
meetings was used to refine the options presented in this report. 

Appendix 3 - B includes further information on stakeholder views, including comments 
regarding options we have decided not to recommend. 

3.5. Preferred Options – Key Proposals 

There are six options that we recommend to promote the use of other (private) pension 
supplements. These recommended options presented have been chosen as they will 
have the greatest impact in ensuring that individuals, particularly lower earners on the 
IOM, make appropriate provision for their retirement. 

The proposals presented are bold, and go further than changes to retirement saving in 
the UK. This is because of the belief that the measures introduced in the UK, such as 
auto enrolment and the proposed rates of default contributions, will not create the levels 
of saving required for a secure retirement. 

The proposals presented below ensure that a greater proportion of the working 
population are saving and at higher rates. 

There are four key proposals: 

 Compulsory enrolment into a retirement saving scheme with default contributions   

 Contribution matching from employers to help ensure savings are meaningful  



The Trea

Review o

 

T

 C3.5.1.

R

A
t
r
r

asury Isle of 

of the Isle of

 Provid

 Establi

They are su

 Increa

 Establi

Each prefer

Compulsory

Key propo

 All em
saving

 Emplo

 Set a 
earnin

 The 6
their o

 Emplo

 Gover
system

 Asses
and th
incom
comp

Rationale 

As explaine
too low. Go
retirement b
retirement w

 Compu
the wo
measu
that it 
Volunt
as illus

 Ensure

 Increa
requiri
at incr

Man Govern

f Man’s Socia

ing a saving

ish a defaul

upported by

ase range of

ish a free IA

rred option 

y Enrolment 

sals 

mployees ea
g scheme.  

oyers are re

minimum c
ngs up to £

6% contribu
own contrib

oyers and e

rnment to d
m to reduce

ss which wo
hose which 

me. Conside
pulsory. 

d earlier in 
overnment in
because ine
without inte

ulsory enrol
orkforce enr
ure as indivi
was too ine

tary enrolme
strated by c

es greater r

ased flexibili
ing workers
reasing the 

nment   

al Security an

gs boost to 

lt national s

y two furthe

f savings ve

AG service.

is discussed

into a Retir

arning over 

esponsible f

contribution
60,000. 

ution rate w
bution on to

employees s

develop a co
e employer 

orkers do no
will be disp
r making co

this chapte
ntervention
ertia and my
ervention. 

lment is the
rolled in pen
iduals can o
efficient for
ent would n
current enro

responsibilit

ity (giving w
s characteris
number of 

                 

nd National I

 
169 

low earner

savings acco

er proposals

ehicles  

d and analy

rement Savi

£9,500 mus

for enrolling

n rate of 6%

will be paid b
op of this. 

share respo

ombined en
administrat

ot need to s
proportionat
ontributions

er, the numb
n is required
yopia mean

e most effec
nsion schem
opt out and 
r employees
not drive a s
olment figur

ty is transfe

workers the 
sed by low 
individuals 

   

nsurance Sc

rs to increas

ount. 

s discussed 

ysed in deta

ng Scheme 

st be enroll

g employees

% for saving

by employee

nsibility of c

nrolment sys
tion. 

save for reti
tely affecte
s from those

ber of indiv
d to ensure 
n individuals

ctive route o
mes. Auto e
there was c

s to be enro
significant i
res  

rred to indiv

choice to o
savings to b
that are sav

hemes – Fin

se their leve

in more det

ail below. 

With Defau

ed in a qua

s. 

 for retirem

es; employe

choosing re

stem using 

irement (e.g
d by reduce
e workers v

iduals savin
individuals 

s are often u

of increasin
enrolment is
clear feedb

olled only to
ncrease in t

viduals to s

opt out) and
be enrolled)
ving for ret

al Report 

el of savings

tail in sectio

ult Contribut

alifying retire

ment on qua

ers will have

etirement sc

ITIP or the

g. those un
ed disposab
voluntary, no

ng for retire
are saving 
unlikely to s

g the propo
s not a stron
ack from em

o then opt o
the number

save for reti

d limited rol
) are not as
irement. Th

s 

on 3.6: 

tions 

ement 

alifying 

e to make 

cheme. 

e NI 

der 21) 
ble 
ot 

ement is 
for 
save for 

ortion of 
ng enough 
mployers 
out.  
r of savers, 

rement 

ll-out (only 
s effective 
his is 



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
170 

exemplified in the measures used internationally to increase coverage, such as in 
New Zealand, the impact of which is discussed below. 

We expect provisions to be made to allow exceptions to automatic enrolment. For 
example, contributions from individuals earning less than £9,500 could be voluntary. 
Individuals that are already enrolled in private pension schemes would be exempt from 
the proposed changes, assuming they are already contributing at least the minimum 
level of contributions required into an appropriate (qualifying) retirement savings 
vehicle.  

Employers will be responsible for enrolling their employees and they will have the choice 
of enrolling them into their own occupational schemes (assuming they meet the 
contribution criteria) or a default retirement savings scheme. However, to promote the 
notion of sharing responsibility for retirement savings, we recommend that employees 
be able to request enrolment into a particular scheme. 

Summary of feedback 

Compulsory enrolment was favoured by most stakeholders, particularly compared to the 
option of automatic enrolment, which would give workers the choice of opting out. 
Automatic enrolment was seen as too weak a measure. The costs for employers 
associated with this measure were raised as a concern, however, particularly for small 
employers. Stakeholders suggested that measures should be introduced to mitigate the 
impact on small employers.  

Interestingly, both employers and employees favoured the option. Young employees 
were keen to begin saving as soon as possible and employers agreed that they had a 
responsibility to support their employees’ retirement savings. 

Analysis 

We are specifically recommending: 

 All employees earning over £9,500 are enrolled in a qualifying retirement savings 
vehicle  

 Contributions into a retirement savings vehicle are compulsory  

 Set a minimum contribution rate of 6% for saving for retirement on qualifying 
earnings up to £60,000 

 Employees will pay the 6% contribution rate; employers will have to make their 
own contribution on top of this. 

The basis of each of these recommendations is set out below: 

1. All employees earning over £9,500 should be enrolled in a qualifying retirement 
savings vehicle 

The aim of the qualification criteria is to ensure that as many individuals as 
possible qualify for compulsory enrolment and are required to save into a scheme. 
Research was undertaken to identify appropriate qualification criteria for the 
scheme. The most common qualification criteria for default retirement savings are 
earnings and age. Analysis was undertaken to determine the impact of different 
qualification criteria for compulsory enrolment.   
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Income 

A level of £9,500 is proposed as this rate is consistent with the single person’s 
annual allowance. This rate would significantly increase the number of workers 
enrolled in pension schemes.   

Based on the 2011/12 tax data, the current proportion of the working age 
population in employment saving into a pension scheme is 34%. Figure 3.7 shows 
the projected impact of a compulsory savings scheme on the proportion of the 
working age population saving for retirement according to earnings levels. 

Figure 3.7 - Changes in the number of individuals contributing to a pension scheme by 
earnings levels 

        

 

The way this option is implemented, and those granted exception from the 
scheme, will affect the IOM’s potential coverage rate.  

Age 

We are recommending that enrolment applies to all individuals over the age of 21. 
Based on the stakeholder feedback, young people were keen to start saving as 
soon as possible. The proposal is also broadly consistent with other jurisdictions. 
In the UK, the proposal is that auto enrolment applies from age 22. In Australia, 
the qualifying age is 18. The principle with retirement saving is that the sooner an 
individual starts saving, the lower the annual contributions required to build 
adequate savings.  

Age also has a significant impact on the proportions of the working age population 
that would be in scope of the arrangements. As identified in Table 3.1 below, 
implementing compulsory enrolment on the IOM at 25 years rather than 21 years 
would reduce the scope of enrolment into schemes by approximately 2,000 
people, or 5% of the economically active working age population. 
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Table 3.1 - Potential number of additional savers based on compulsory enrolment from 21 years 
and 25 years old 

Population Total No  
income <£9,499 £9,500-

£14,999 
£15,000-
£21,000 

£21,000-
£26,999 

£27,000-
34,999 

£35,000-
£44,999 

£45,000-
£59,999 £60,000+ 

21-65 yrs 52,030 5,469 9,102 6,012 7,658 7,218 6,527 4,483 2,527 3,034 

Contributing 
to a pension 16,293 32 897 1,155 2,166 3,049 3,383 2,744 1,485 1,382 

Proportion 31% 1% 10% 19% 28% 42% 52% 61% 59% 46% 

           

Impact of 
enrolment – 
21 yrs 

22,095 - - 4,857 5,492 4,169 3,144 1,739 1,042 1,652 

Impact of 
enrolment – 
25 yrs 

19,964 - - 3,907 4,642 3,905 3,091 1,729 1,041 1,649 

Difference 2,131 - - 950 850 264 53 10 1 3 

On the basis of the above analysis we propose that the IOM implements compulsory 
enrolment from 21 years of age to ensure that the policy has more impact.  
Implementing from 21 years will aim to ensure 82% of the working age population 
in employment are saving into a pension. 

2. Contributions into a retirement savings vehicle are compulsory 

We are proposing that enrolment into a savings vehicle be made compulsory.  
Analysis by PPI identifies the current level of opt out from auto enrolment in the UK 
as 9-10%.39  PPI considered three levels of opt-out rates for auto enrolment: 

 10% - A low scenario based on current run rates of auto enrolment in the UK  

 15% - A mid scenario based on the current expectation of opt out 

 25% - A scenario exploring the impact of a high opt out rate.  

Modelling these scenarios shows that of the 22,000 individuals now in scope of 
enrolment, 2,200-5,500 individuals are expected to opt out. This would reduce the 
expected coverage to only an additional 16,500 people, as shown in Table 3.2. It is 
worth being aware that certain members of the population are more likely to opt 
out of automatic enrolment than others. Age and gender in particular are strong 
indicators for whether a person is likely to opt out. In the UK, for example, opt out 
rates have been highest among women and older workers. 

 

  

                                            
39 How Will Automatic Enrolment Affect Pension Saving, Pensions Policy Institute, 2014 
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Table 3.3 - Impact of opting out on the number if additional savers 

Population Total No  
income 

<£9,499 
£9,500-
£14,999 

£15,000-
£21,000 

£21,000-
£26,999 

£27,000-
34,999 

£35,000-
£44,999 

£45,000-
£59,999 

£60,000+ 

21-65 yrs 52,030 5,469 9,102 6,012 7,658 7,218 6,527 4,483 2,527 3,034 

Contribut-
ing to a 
pension 

16,293 32 897 1,155 2,166 3,049 3,383 2,744 1,485 1,382 

Proportion 31% 1% 10% 19% 28% 42% 52% 61% 59% 46% 

           

Compulso-
ry 
enrolment 

22,095 - - 4,857 5,492 4,169 3,144 1,739 1,042 1,652 

Auto 
enrolment – 
10% opt out 

19,886 - - 4,371 4,943 3,752 2,830 1,565 938 1,487 

Auto 
enrolment – 
15% opt out 

18,781 - - 4,128 4,668 3,544 2,672 1,478 886 1,404 

Auto 
enrolment – 
20% opt out 

16,571 - - 3,643 4,119 3,127 2,358 1,304 782 1,239 

Difference – 
10% 

2,210 - - 486 549 417 314 174 104 166 

Difference – 
15% 

3,314 - - 729 824 625 472 261 156 248 

Difference – 
25% 

5,524 - - 1,214 1,373 1,042 786 435 261 413 

The figures above add weight to the view that if automatic enrolment is introduced 
in the IOM, it should be done on a compulsory basis. In Australia, for example, 
employers must make contributions into superannuation funds for all employees 
except those that earn less than $A450 per month or those aged under 18 and work 
30 hours or less per week.40 These measures have enabled Australia to achieve a 
coverage rate of 85.7% among its working age population.  

In New Zealand, on the other hand, automatic enrolment into the KiwiSaver scheme 
is less prescriptive, as employers must only enrol new employees who are not 
already enrolled. Automatic enrolment does not apply to new employees that are 
aged under 18 and over 64 or some working age individuals in particular roles (e.g. 
casual agricultural workers). The KiwiSaver scheme has increased coverage among 
the working age population from 15.8% in 2007 to 63.7% in 2011. However, at the 
end of 2010, only 36.6% of KiwiSavers were in the plan due to automatic 
enrolment. The rest of the scheme members voluntarily chose to opt in, either 
through their employer or through a provider.41 These figures indicate that only 
limited coverage is achieved through automatic enrolment if little prescription is 
applied.  

                                            
40 Australian Tax Office, Employers Super – Employee Eligibility, 2014. Available at: 

https://www.ato.gov.au/Business/Employers-super/Working-out-if-you-have-to-pay-super/Employee-eligibility/ 
[Accessed 11th June 2014]. 

41 OECD 2013 Review of the Irish Pension System 
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3. Set a minimum contribution rate of 6% for saving for retirement on qualifying 
earnings up to £60,000 

The rate at which contributions are set needs to balance the adequacy of retirement 
savings versus the loss of disposable income. Analysis was undertaken to determine 
the impact of different contribution rates on disposable incomes. The extent of the 
decrease in disposable income will depend on the minimum contribution levels set.  
Figure 3.8 identifies the weekly loss in disposable income for the proposed lowest 
earners that would qualify for compulsory enrolment at £9,500 and for a median 
earner at £26,208.  The loss of weekly disposable income is: 

 £1.80 per week per percentage point for an individual earning £9,500 per 
annum 

 £5.00 per week per percentage point for an individual earning £26,208 per 
annum.  

Figure 3.8 - Loss of disposable income based on default contribution rates (£ per week) 

 
Source:  Analysis (Gross amounts not including any tax relief) 

The loss of disposable income is clearly balanced by diverting increased amounts 
into retirement savings.  Figure 3.9 below shows the potential retirement savings 
pots for a low earner and median earner saving for 40 years. 
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Figure 3.9 - Retirement savings pots at different contribution rates 

 
Source: Analysis (assumes duration of 40 years and interest rate of 3%) 

Converting retirement savings into annual incomes, a default contribution rate of 
6% is proposed which would give a low earner a projected retirement income 
(based on an SPA of 65) £3,294 per annum and a median earner £7,310 per 
annum. These calculations of income are based on an annuity purchase of £100,000 
giving an income of approximately £6,000. 

The basis of proposing a rate of 6% is that this helps to ensure sufficient retirement 
income. A rate of 6% would account for 35% of a low earner’s replacement rate 
and 42% of a median earner’s replacement rate. This helps to ensure standards of 
living do not drop in retirement compared to in working life. 

Table 3.4 - Effect of a 6% employee contribution rate on the future retirement income as a 
proportion of target replacement rate 

Annual 
Earnings 

Per 
Week 

Per 
month 

Per 
annum 

Projected 
savings 

Projected 
income 

Replacement 
rate 

Replacement 
rate % 

£9,500 £11 £48 £570 £43,988 £2,650 £7,600 35% 

£26,208 £30 £131 £1,572 £121,350 £7,310 £17,559 42% 

At different income levels, default contributions at 6% would build the following 
sized investment pots. The difference identified in the chart is between the 
investment pot achieved versus the required total investment pot to fund all pension 
income based on the replacement rates presented in Figure 3.5. 
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Figure 3.10 - Expected investment pots for different incomes at 6% default employee 
contribution rate 

 
A rate of 6% is 50% higher than the employee contribution rates set in the UK.  
From 2018 the employee contribution rates will be set at 4%. However, 4% 
provides a much weaker position for retirement saving, and is calculated only on 
earnings over a lower qualifying band and not on the first pound of income. 

Table 3.5 - Effect of a 4% employee contribution rate on the future retirement income as a 
proportion of a target replacement rate 

Annual 
Earnings 

Per 
Week 

Per 
month 

Per 
annum 

Projected 
savings 

Projected 
income 

Replace 
rate 

Replacement 
rate % 

£9,500 £7 £32 £380 £29,328 £1,767 £7,600 23% 

£26,208 £20 £87 £1,048 £80,901 £4,874 £17,559 31% 

In addition, the basis of earnings in the UK used to determine default contributions 
are significantly lower as the band starts at £5,772.  Any earnings below this 
amount are not used as a basis for default contributions. This has a significant 
impact on the level of saving. 

Applying a similar band at £5,772 to the contribution rate of 6% proposed for the 
IOM would reduce default savings and thereby retirement incomes. In the above 
example, retirement incomes would fall by approximately £1,600 per annum. For a 
median earner this reduces retirement income by 22% but for a low earner this 
would reduce income by 61%.  
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Figure 3.11 - Effect of a 4% employee contribution rate on the future retirement income as 
a proportion of target replacement rate 

 

On this basis we do not propose that the IOM follow a similar approach. Instead, all 
earnings for qualifying individuals are considered for default contributions up to a 
cap of £60,000. Only 5% of the working age population earn more than £60,000 
and individuals earning above this level are more likely to have retirement savings in 
placed compared to low and middle income workers. We therefore recommend that 
earnings over £60,000 would be exempt from the default savings (whilst it could 
appear logical to exempt individuals earning over £60,000, rather than earnings 
above this level, this policy would lead to a big cliff edge). We also recommend that 
the rates and thresholds are up rated on an annual basis in line with earnings 
growth. 

4. Employees will pay the 6% contribution rate; employers will have to make their own 
contribution on top of this 

Employees should make contributions to their retirement savings to imbed a savings 
culture in the IOM, as well as the message that individuals are responsible for 
planning for their retirement.  

Whilst a contribution rate of 6% will contribute to maintaining standards of living in 
retirement compared to the standards enjoyed in working life, the contribution rate 
is not high enough to maintain income levels. As described above, this level of 
contribution will only account for 35% of a low earner’s replacement rate and 42% 
of a median earner’s replacement rate. We are therefore recommending that 
employers be required to make their own contributions to workers’ retirement 
savings. This will increase the level of retirement savings workers have and 
therefore their ability to preserve their standard of living. This option is analysed in 
detail in section 3.5.2.  

Implementation 

Implementing compulsory enrolment is recommended over a ten year period. Although 
workers will have less disposable income as a result of this option, very low contribution 
rates can be used initially, to enable workers to adapt and budget accordingly. 
Contribution rates can then be raised over time until they are at an adequate level. 
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However, the enrolment can only start once a default saving scheme is in place.  As 
identified in section 3.5.4, a default saving scheme could be implemented within a three 
year period. Once a default scheme is in place, then the phased implementation of 
contributions from individuals and employers can start is to build up contribution rates to 
build gradually. Figure 3.12 identifies a suggested profile to build up for both individual 
and employer contributions.  

Implementation is also likely to be effected by age and proximity to SPA.  Individuals 
that are within five years of SPA should be enrolled into pension savings, but could be 
given the option to opt out if they have alternative arrangements in place as their 
expected savings over less than five years will be relatively small. 

Figure 3.12 - Proposed implementation timescale 

 

Risks 

There are a number of risks to the implementation of this proposal. 

 The option only includes the economically active  

 Increases the administrative burdens on employers 

 Reductions in consumer spending and disposable incomes  

 Requires a clear understanding of how the scheme is policed 

 Employers do not enrol qualifying employees or suppress wages  

 Establishing rules on qualifying schemes will add additional industry costs 

 Diverts saving from existing schemes, including non-traditional retirement saving 
schemes such as property investment 

 Perceived increase in the rates of marginal taxation, e.g. ‘raising NI by another 
name’. 
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Each is considered in more detail below. 

1. The option only includes the economically active  

Although this option would increase coverage in the IOM, it will only affect 
individuals that are in work (and earning above £9,500 based on the minimum 
income exclusion criteria applied). The option therefore does not address how to 
support those on the lowest earnings, or those that are of working age but not 
economically active, to plan for retirement. 

The mitigation for this risk is to provide additional support for the individuals that 
will not be part of the compulsory enrolment scheme. There are 8,205 individuals 
earning less than £9,500 that are not saving. Of this number a significant proportion 
will qualify for other retirement income such as basic state pension which is 
discussed in a separate report. This shows that other measures are required as well 
as this preferred option to ensure some level of retirement income protection for 
those unable to save. 

2. Increases the administrative burdens on employers 

This proposal will require a significant investment from employers who will be 
required to enrol their employees. Based on analysis from DWP42, the average cost 
to an employer of implementing auto enrolment is £400 and £150 on an ongoing 
basis. Table 3.6 shows the projected costs for the IOM based on the 3,343 business 
paying NICs43. 

Table 3.6 - Projected costs for the IOM 

 Set up costs Admin cost 

Cost per firm £400 £150 

Cost for the IOM  £1.3m £0.5m 

Source: Analysis based on DWP and Treasury data 

The design and implementation of the default contributions scheme is designed to 
minimise the costs of implementation and ongoing administration. Compulsory 
enrolment will have little impact on employers who already have occupational 
pension schemes set up. However, enrolling most, instead of some, of their 
workforce would increase costs.  

The mitigation against significant costs for employers of setting up pension 
arrangements, we are proposing that contributions for the default scheme (see 
preferred option 3.5.4) are collected through ITIP or NIC systems. This would 
require an overhaul of the NI systems but would ensure that employer 
administration is minimised by aligning systems. 

Automatic enrolment will also lead to additional costs for employers in terms of the 
actual contributions they must make. However, this will not be discussed here as it 
is analysed in detail in section 3.5.2. 

                                            
42 Workplace Pension Reform: Digest of Key Analysis, DWP, 2012 
43 Treasury data 
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3. Reductions in consumer spending and disposable incomes  

The introduction of this proposal will create a significant amount of saving that will 
impact on the disposable incomes and spending of qualifying individuals that are not 
already enrolled into a saving scheme. 

There is no direct mitigation to manage this risk however the objective is to ensure 
that individuals do not overspend in working life and make appropriate levels of 
provision.  Where possible, increases in the rates of personal saving should be 
balanced, subject to feasibility, with reductions in NICs which would offset increases 
in higher rates of savings. 

4. Requires a clear understanding on how the scheme is policed 

Compulsory saving schemes require a control to be established to ensure that all 
qualifying individuals are enrolled. 

The mitigation is that information is collected through the tax system to ensure that 
individuals are paying the appropriate amount of contributions. This information can 
be used to ensure that employers are making appropriate deductions. The proposed 
mechanism of using the NI system will also assist the Treasury to ensure individual 
contributions are made. 

5. Employers do not enrol qualifying employees or suppress wages  

Setting a minimum qualification on the level of earnings that an individual must 
have to qualify will lead to a level of pressure from employees and employers to 
avoid the additional requirements of qualifying. 

The mitigation is that the level of qualification has been set sufficiently low that 
employers will not be able to avoid contributions. 

6. Establishing rules on qualifying schemes will add additional industry costs. 

Compulsory enrolment encourages the use of existing personal, employer and other 
stakeholder schemes.  In the UK, the experience of implementing auto enrolment 
opened up the market to a number of new low cost pension providers operating 
multi-employer schemes targeted at low earners such as The People’s Pension and 
NOW.  

The mitigation is to ensure a simple process and clear definitions to ensure that 
schemes are able to register as qualifying. We also recommend that regulations 
mirror as much as possible those used in the UK to facilitate the provision of 
schemes by provides that also operate in the UK market. 

7. Diverts saving from existing schemes, including non-traditional retirement saving 
schemes such as property investment  

This option determines a default rate of saving that some individuals may already 
be saving into other forms of persons. Savers that are already contributing amounts 
into investments and personal bank accounts might not be able to afford to 
maintain these contributions and participate in default contributions. 
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The mitigation for this risk is to ensure that the criteria determining qualifying 
retirement savings vehicles allows a broad range of vehicles for eligibility as a 
retirement savings vehicle. This will ensure individuals can maintain their current 
retirement savings arrangements where possible, rather than directing individuals 
into just one form of scheme.  

However, it must be recognised that the measure is likely to affect those who prefer 
to save for their retirement without using traditional savings vehicles. As mentioned 
in section 3.2.1, some individuals choose to invest in property as a method of saving 
for retirement, due to the lack of capital gains tax on the Island. It is unlikely that 
these methods could qualify as retirement savings schemes and so some individuals 
will find themselves being enrolled into savings schemes at the expense of their 
ability to invest in property. This consequence will affect the popularity of automatic 
enrolment. The mitigation for this risk is to explain the benefits of saving into 
retirement vehicles, such as quick access to funds in retirement, versus the 
disadvantages of being property rich but cash poor. 

8. Perceived increase in the rates of marginal taxation and the level of prescription 
may be unpopular, e.g. ‘raising NI by another name’ 

This proposal puts in place an additional requirement for individuals to save and 
therefore will impact on individuals savings. Individuals could object at the level of 
prescription and see this as a ‘stealth tax’ or an increase in NI by another route, 
particularly as feedback from stakeholders indicated that the public views their NICs 
as their ‘pension pot for the future.’ 

The recommended mitigation is to develop clear communications on how much 
money individuals will need to live comfortably in the future and how the NI Fund 
and future state pension offer will not secure sufficient levels of this income. 
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Summary of compulsory enrolment’s impact 

Impact on citizens  Increased retirement income for those not currently saving 
 Decreased disposable income in working life. With employee 

contribution of 6%, the median earner will have £1,572 less to 
spend per year. Higher employer costs may also lead to lower 
salaries 

 No impact for those already enrolled in private pension schemes 
(unless contribution rates are lower than the minimum 
requirements under automatic enrolment) 

 Only economically active citizens build up retirement savings. 

Impact on 
employers 

 Increased administrative costs.  One-off set up costs for 
automatic enrolment in the UK are estimated at an average £400 
per employer and ongoing annual administration costs at an 
average of £150 

 Total set up costs for the IOM’s employers are estimated to be 
£1.3 million, with ongoing costs of £0.5 million each year 

 Little impact for employers already enrolling a high proportion of 
their workforce (unless their contribution rates are lower than 
the minimum contribution requirements set under automatic 
enrolment). 

Impact on NI 
Fund 

 No direct impact. 

  

Risks & 
Implementation 
obstacles 

 Compulsory enrolment only includes the economically active  
 Increases the administrative burdens on employers 
 Reductions in consumer spending and disposable incomes  
 Requires a clear understanding of how the scheme is policed 
 Employers do not enrol qualifying employees or suppress wages  
 Establishing rules on qualifying schemes will add additional 

industry costs 
 Diverts saving from existing schemes  
 Perceived increase in the rates of marginal taxation and the level 

of prescription could be unpopular. 

Expected 
timeframe and 
implementation 
requirements 

 Legislation will be required  
 Phased contribution period over ten years to establish the default 

rate of 6% 
 Requires adequate provision to be in place for employers to enrol 

employees and therefore expected that the national savings 
vehicle or sufficient market capacity will need to have been 
established before enrolment can start 

 Contributions will need to be monitored to ensure workers and 
employers are meeting requirements. 
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Analysis 

We are specifically recommending that employers pay 4% default contributions for all 
qualifying individuals on qualifying earnings. This option has a significant impact on the 
costs of employers and analysis was undertaken to determine the impact of different 
employer contribution rates. 

The analysis includes the direct cost to the employer of different contribution rates, the 
overall cost of employment including existing rates of NICs and the overall cost to 
employers of the implementation of a default contribution. The direct cost to employers 
will vary as the default contribution rate varies.   

Figure 3.13 - Cost of default contributions, 1% to 10% 

 

The preferred option is a default contribution rate of 4%. This would cost an employer 
an additional £380 per annum for an employee earning £9,500 and an additional £1,048 
for an employee on median earnings. 

However, the total employment cost to employers needs to be considered. Employers 
already pay a secondary rate of NI of 12.8% on all employees’ earnings over the 
secondary threshold. The threshold is set at £117 per week or an equivalent of £6,084 
per annum.  Employers therefore currently pay £437 Class 1 secondary contributions on 
any employee earning £9,500 and £2,576 on a median earner. Introducing a default 
retirement contribution can therefore increase costs of employment significantly.    
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Figure 3.14 - Employment costs by contribution rate - NICs and default contributions 

 

These costs will not necessarily be borne by employers, as they could be passed on to 
employees in the form of lower salaries, reduced wage increases or potentially levelling 
down, where new arrangements are made less generous44.  

Based on a 4% default contribution rate the additional cost to the IOM’s employers 
would be £18.5m per annum. This is in addition to contributions that employers already 
make on behalf of employees already enrolled in pension schemes. 

Figure 3.15 - Employer costs by income 

 

 

  

                                            
44 How Will Automatic Enrolment Affect Pension Saving, PPI, 2014 
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Impact on retirement incomes 

The employer contributions have a significant impact on retirement savings. Converting 
retirement savings contributed by employers into annual incomes, a default contribution 
rate of 4% is proposed which would give a low earner a projected retirement income 
(based on an SPA of 65) £1,767 per annum and a median earner £4,874 per annum.  

Table 3.7 - Projected retirement income from default contributions of 4% for low and median 
earner scenarios 

Annual 
Earnings 

Per 
Week 

Per 
month 

Per 
annum 

Projected 
savings 

Projected 
income 

Replace 
rate 

Replacement 
rate % 

£9,500 £7 £32 £380 £29,328 £1,767 £7,600 23% 

£26,208 £20 £87 £1,048 £80,901 £4,874 £17,559 31% 

 

Clearly the basis of proposing a rate of 4% is that it is on the basis of matching the 6% 
contributions from individuals.  The impact of this saving on individuals is presented 
below. 

Table 3.8 - Projected saving from employee and employer default contribution rates 

Annual 
Earnings 

Projected 
income from 

6% 
individuals 

Projected 
income from 

4% 
employers 

Total Replace rate Replacement 
rate % 

£9,500 £2,650 £1,767 £4,417 £7,600 58% 

£26,208 £7,310 £4,874 £12,184 £17,559 70% 

Based on a rate of 4% from employers and 6% from individuals the default level of 
saving means that a low earner secured 58% of their required retirement income and a 
median earner 70%. Note: this is before any state pension offer. 

At different income levels, default contributions at 4% and 6% would build the 
investment pots shown in Figure 3.16. The difference identified in the chart is between 
the investment pot achieved versus the required total investment pot to fund all pension 
income based on the replacement rates presented in Figure 3.5.  Note: based on Figure 
1.10 that just presents the impact of individuals’ contributions, the gap has narrowed 
significantly. 
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Figure 3.16 - Expected investment pots for different incomes at a rate of 6% default employee 
contribution rate and 4% default employer contribution rate 

           
Despite the increased costs to employers, a proposal of default contributions at 4% 
would have a significant impact on retirement savings.   

Implementation 

As with the introduction of compulsory enrolment, this measure could be phased in, with 
the default contribution rate for employers increasing over a ten year timeframe to 
minimise sudden cost increases. Implementation would also be dependent on a default 
saving scheme being in place, which could take three years, as described in section 
3.5.4. 

Risks 

There are a number of risks associated with contribution matching from employers: 

 Reduces overall employment as a result of increases in employer costs  

 Influences investment decisions  

 Self-employed are not able to benefit from higher rates. 

Each is considered in more detail below. 

1. Reduced employment as a result of increases in employer costs 

This option would cost employers over £18.5 million per annum and there is a risk 
that this increased cost will be passed on through wage reductions or lost profits. 

To mitigate against this significant employer cost, there are a number of actions. 
Firstly the overall 4% rate has been set to provide a level of saving and therefore 
not too onerous a charge for employers.  Based on assessment of the contributions 
to the NI Fund, employer NICs are expected to be balanced by potential reductions 
in NICs where possible. 
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2. Influences investment decisions 

This proposal increases the administrative burdens and costs for employers that 
operate on the IOM.  As a result there is a risk that some investment decisions 
could be deferred or inward investment goes elsewhere. 

The level of saving prescribed has been set at a level to ensure a sustainable 
amount of saving from the outset.  The success of this policy potentially enables 
future reductions in rates of NICs which could reduce headline employer costs. 

3. Self-employed are not able to benefit from higher rates 

Default contributions are only made by employers on behalf of their employees.  
Self-employed individuals would not benefit from increased contributions. This 
therefore disadvantages the self-employed. 

A mitigation measure which the Government could take is to consider different 
forms of financial compensation that can be made to the self-employed to boost 
their retirement savings. 

4. Employers suppress wages or move individuals onto contracts  

Given the £9,500 default level of contributions, there are two key risks to 
individuals. Employers could seek to minimise wage increases, or even reduce the 
wages so employers do not have to contributions. Alternatively individuals could 
move more employees on to contracts to avoid contributions. 

There is limited mitigation around employers reducing wages.  IOM employers need 
to remain competitive, and in a low default contributions are only made by 
employers on behalf of their employees.   

Summary of contribution matching’s impact 

Impact on citizens  Increases to employees’ retirement savings are significant at a 
4% contribution rate. 

 Individuals earning less than £9,500 will not benefit from 
default employer contributions and wages could be 
suppressed to ensure individuals do not . 

 Self-employed individuals will miss out on employer 
contributions and therefore find it harder to make adequate 
retirement savings. 

Impact on employers  Increased salary costs; e.g. 4% employer contribution rate 
means the median earner would cost their employer an extra 
£786 per year. 

 There is a significant impact on employers with an additional 
level of contribution costs of £18.5 million. 

Impact on NI Fund  No direct impact on the NI Fund identified. 

 

Risks & 
Implementation 
obstacles 

 Reduces overall employment as a result of increases in 
employer costs.  

 Adversely influences inward investment decisions.  
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£9,500.  Providing a £500 savings boost for eligible low earners will create an additional 
incentive participation in retirement savings schemes. 

The impact of this incentive has not been modelled as it has not been able to determine 
the impact on the behaviour of individuals. 

This option has a significant impact on the costs of Government due to the savings 
boost being Government funded. The cost to Government is determined by the level of 
boost and the numbers qualifying for the additional support.  Based on analysis of the 
working age population, we are proposing the boost is set at a flat rate level of £500 per 
annum to secure sufficient retirement income for low earners and act as a sufficient 
incentive for low earners to participate in a savings scheme. 

Analysis presented below compares the expected additional retirement income of the 
savings boost set at three levels: £100, £250 and £500.  The retirement income is 
projected on the basis of saving for 40 years (i.e. receiving the savings boost for 40 
years). The aim of this analysis is to show why a flat rate of £500 is being 
recommended, rather than a lower amount.   

Table 3.9 - Expected annual and weekly incomes from a Government savings boost at £100, 
£250 and £500 per annum 

Savings boost £100 £250 £500 

Annual retirement 
income (£pa) £465 £1,162 £2,325 

Weekly retirement 
income (£pw) £9 £22 £45 

Source analysis based on 40 years of contributions and interest at 3% 

Analysis presented below compares the impact of the savings boost on three income 
scenarios of £9,500, £15,000 and £20,000. 

Figure 3.17 - Proportion of annul retirement income provided by a savings boost of £100, £250 
and £500 on different earnings scenarios 
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A boost at a rate of £100 gives a projected pension income of £465 per annum, 
equivalent to £9 per week pension or 6% of low earners’ required retirement income.  
This provides a low level of protection and is therefore not recommended. A scenario of 
£250 savings boost would only provide an additional £22 per week income and account 
for 15% of a low earners’ income or 8% for an individual earning £20,000 per annum.  
Again this is a comparatively low level of income. The £500 scenario would provide a 
retirement income of £45 per week and provides a substantial contribution to retirement 
incomes ranging from 31% of a low earner at £9,500 or 17% of an individual earning 
£20,000. 

The flat rate of £500 is proposed to provide a greater incentive for saving for those that 
are low earners. This is different to tax relief which is regressive, with higher earners 
benefiting more than low earners. The cash amount ensures low earners benefit from 
this scheme. 

Individuals would see the value of their retirement savings increase with this option, 
meaning that they need not contribute so much themselves to achieve the retirement 
income they would receive without contribution matching.  

The cap of £20,000 is proposed as identified in Figure 3.17 low earners have a bigger 
gap to achieving their required retirement savings.  Figure 3.18 shows the impact of the 
boost with the impact of the default contributions from employees and employers. This 
shows that there is still a gap that needs to be addressed to ensure an individual has 
adequate retirement income. Note: in the examples used throughout we have provided 
a scenario with 40 years of unbroken contributions. This is not a realistic scenario for all 
workers and therefore individuals that have breaks from employment will have an 
impact on the expected retirement saving and incomes. 

Figure 3.18 - Expected investment pots for different incomes at a 6% default employee 
contribution rate and a 4% employer contribution rate and a £500 savings boost 
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The boost has a significant benefit on retirement incomes. However, this comes at a 
cost. Based on analysis of 2011/12 tax data, 27% of the economically active working 
age population earned between £9,500 and £20,000. Providing a savings boost for this 
level of population would cost £6.2million.   

Implementation 

The implementation of this proposal is relatively straight forward and would coincide 
with the role out of compulsory enrolment. Once compulsory enrolment starts, then this 
proposal should be in place to act as an incentive. 

In addition to save costs, the implementation could be agreed as a fixed value which is 
then divided by individuals rather than an agreed amount per individual. This would give 
much greater control to the Government on expenditure. 

Risks  

There are a number of risks to providing a savings boost to low earners funded by the 
taxpayer: 

 Reduces incentives to save  

 Increases costs to the tax payer   

 High marginal rates of reduction.  

Each is considered in more detail below. 

1. Reduces incentives to save  

This proposal will provide a good level of saving and therefore may discourage 
additional contributions from employers or individuals providing additional voluntary 
contributions. 

The implementation of this savings boost will encourage individuals to enrol and 
make some form of contribution and will only benefit those individuals that make a 
full personal contribution at the required default rate. The objective is to ensure that 
individuals have an appropriate level of retirement income and this measure 
supports that objective. 

2. Increases costs to the tax payer   

As identified the cost of this proposal is likely to be £6.2million per annum. 

To mitigate costs, the policy can be reformed to ensure that the amount provided 
per annum is reviewed and the bands at which individuals qualify are also increased  

3. High marginal rates of reduction  

This proposal will provide those individuals that benefit a good level of saving but 
there are high rates of withdrawal on the flat rate basis. 

This proposal is targeted at low earners and therefore there needs to be a cut off.  
The cut of proposed is in line with the limit of standard rate tax band at 10%.   
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Rationale 

The aim of this preferred option is to support the introduction of compulsory enrolment 
by facilitating access to private pension schemes by providing a low cost default 
retirement savings vehicle that can be contributed to using the NIC system. The 
proposal aims to provide a default scheme of good quality that gives savers high 
confidence in their savings at the lowest possible cost to help maximise value for money.  
We recommend that this scheme is run on a collective basis like a number of schemes 
operated in the Netherlands and Denmark.  

 There are limited pension products targeted at low-income earners on the IOM 

 The IOM is a small market and lower income earners are not seen as attractive 
customers by providers, market intervention by the IOM Government is therefore 
required to ensure appropriate provision is in place 

 Reduces scheme charges to maximise returns, as the main focus of the preferred 
options is to increase the retirement savings of individuals on low to medium 
earnings 

 A default scheme creates economies of scale and provides the potential for lower 
costs than schemes provided on a personal basis 

 The use of a single default scheme reduces the risk of an individual building a 
number of small retirement pots. As individuals move jobs and transfer between 
employers they will be able to retain their existing saving arrangements 

 A collective scheme provides individuals with access to a vehicle that can be used 
to both save and pay retirement income without the need to purchase an annuity 
therefore minimising costs and maximising returns 

 Avoids harm to the existing pension system by providing a non-competing product.  

A collective scheme operates in the same way as a defined contribution scheme, with 
fixed employee and employer contributions. However, the contributions are pooled and 
invested on a collective basis rather than allocated to each member. The collective 
scheme pays out pensions / retirement income rather than requiring members to 
purchase an annuity once they reach retirement age as with a defined contribution 
scheme. This allows the scheme to benefit from the investment returns on the pensions 
in payment.   

Given the small scale of the IOM, and that the open market availability of pension 
schemes for lower earners is limited, the introduction of a collective scheme presents an 
exciting opportunity to introduce the regulation and infrastructure required to make this 
scheme an effective vehicle for the majority of the IOM’s working population. 

The infrastructure used to collect contributions for default savings vehicle is 
recommended as the NI system. This ensures an efficient collection system but would 
also enable private retirement saving and accrued state pension benefits to be 
understood collectively. Savers should have real time access to contributions and 
expected benefits and receive annual statements from the Government showing their 
NIC history and the expected benefits from their retirement savings. This will give savers 
clarity on the retirement income they can expect. The communication aspect is designed 
to give people the chance to take more responsibility for their retirement income, as 
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they would be able to make greater contributions easily to ensure an adequate level of 
retirement income.  

Although the option focuses on creating a collective retirement savings vehicle as a 
default pension provider, the change could open up and increase competition in the 
pensions market and encourage existing providers to develop more attractive products. 
This effect should be encouraged by the Government as it encourages incentives to save 
and gives savers the opportunity to engage in the way they save for retirement, through 
increased choice.  

Summary of feedback 

The proposal to establish a default retirement savings vehicle was received very 
positively, with stakeholders citing the following reasons for their positive response: 

 Access to existing scheme is limited 

 There is limited choice for individuals wanting to set up their own arrangements 

 Access to financial planning and advice is expensive and out of reach for many 
individuals. 

There was strong feedback though on how any default scheme should be operated if it 
were to be trusted by individuals: 

 The scheme should be outsourced 

 Strong governance arrangements need to be in place to give savers confidence 
that the funds will be invested wisely and that they cannot be accessed by 
Government. 

Analysis 

The key proposal is a move to one default scheme that is operated on a collective basis.  
The analysis of why a collective scheme is the preferred default scheme is set out below 
and is explained in terms of:  

 Costs and customer value provided by a default scheme 

 Operational and set up risks 

 Investment returns, benefits and governance. 

1. Costs and customer value 

A collective scheme reduces charges through: 

 Reducing management charges as investments are managed on a collective 
rather than personal basis 

 Removing the additional costs required to purchase an annuity.  An income 
stream in retirement is provided directly by the fund 

Annual management charges (AMCs) have a significant impact on the returns of 
pension schemes.  Analysis of pension charges identifies that management charges 
can be up to 1.5% which leads to a significant reduction in the value of the scheme 
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as this leads to less income.45  Table 3.10 below shows how different charges 
impact on investment returns.  The 0.3% used in the scenario below shows the 
AMC of 0.3% for NEST set up in the UK (it should be noted that NEST currently has 
a 1.8% contribution charge as well as the AMC to help pay back the loan required to 
set up the scheme. This charge is expected to disappear in the future). 

Table 3.10 - Expected investment returns under AMCs of 0.3% and 1.5% 

 Year 1 contributions Charges Net return 

AMC – 0.3% £47.8 m £0.1m £49.0m 

AMC – 1.5% £47.8m £0.7m £48.5m 

Source: Analysis. Note: this is modelled on the first full year of default contributions at 10% 
(6% employee and 4% employer) 

On this basis the default scheme should propose a cap on the AMCs to ensure costs 
are controlled and value is provided by the scheme.  The level of this cap should be 
established in consultation with the pensions industry, scheme trustees and 
providers, but it should be targeted at 0.3-0.5% in line with industry best practice46.  
AMCs can be provided on a lower basis in collective schemes as investments are 
pooled and not managed or profiled around the individual.  A typical retirement 
scheme would reduce the risk profile of investments as an individual nears 
retirement age. This requires the investment manager to transfer assets between 
investments on behalf of the individuals and these transfers and decisions take time 
and therefore cost. In a collective scheme however, investments are pooled, so an 
investment manager would look at the scheme in entirety when making investment 
decisions. This collective basis of investment creates economies of scale in the 
scheme. The economies of scale on a collective basis for the IOM are also likely to 
be enhanced by the low risk nature of the fund.  Many of the individuals 
participating in the scheme will see themselves as savers and not investors and 
therefore the profile of investment needs to be low risk to ensure individuals are 
confident about saving into the scheme.  

The default scheme and collective nature also creates a significant advantage for 
savers on the IOM, as when individuals move between employers, they can retain 
their savings vehicle and do not have to change to an employer’s pension 
arrangements. This reduces costs, as transferring assets incurs charges and 
administration costs. In addition, the administrative burden on businesses is 
reduced as there are less setting up arrangements. 

2. Operational and set up risks 

Establishing a default scheme will require set up costs which will need to be met by 
Government funding, at least in the short-term until the fund becomes more 

                                            
45 Tomorrow’s Investor: Building Consensus for a People’s Pension in Britain, David Pitt Watson 
46 Tomorrow’s Investor: Building the Consensus for a People’s Pension in Britain, David Pitt-Watson, 2010 
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sustainable through AMCs. As in the UK with the establishment of NEST, it would be 
expected that these set up costs would be repaid to the taxpayer. 

In the UK, NEST had, by March 2013 (having been set up in July 2010), borrowed 
£239million from DWP.47  This could be a fraction of the size of NEST’s eventual 
total loan, as provisions have been made for NEST to receive up to £650million by 
2020.48  

We do not expect the costs of setting up a default retirement vehicle on the IOM to 
match those of NEST, due to the smaller market. However, the figure provides an 
indication of the potential cost of the option and illustrates why any suitable or 
adaptable processes and structures already in place would need to be used to 
minimise cost and duplication. Ensuring spending presents value for money will be 
difficult to achieve because of the limited number of members that could be enrolled 
in the savings scheme.  

Figure 3.19 highlights how many contributions could be made and the potential size 
of the national savings account if the current target market of 22,095 people (as 
explained in section 13.5.1) were enrolled in the savings scheme. As the figure 
shows, £47.8million could be collected in any given year, based on a conservative 
estimate of contribution rates. This means that after just five years, the savings 
account could hold £253million worth of funds. 

                                            
47 National Employment Savings Trust Corporation, Annual report and accounts 2012-2013. Available at: 

http://www.nestpensions.org.uk/schemeweb/NestWeb/includes/public/docs/NEST-annual-report-accounts-2012-
2013,PDF.pdf [Accessed 11th June 2014]. 

48 HM Treasury, 2011. FOI version of loan agreement between DWP and NEST Corporation. Available at: 
https://www.gov.uk/government/publications/national-employment-savings-trust-nest-loan-agreement [Accessed 
5th June 2014]. 
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3. Investment returns, benefits and governance 

Research and modelling undertaken by the RSA and Aon Hewitt in the UK identifies 
that, on average, collective pension schemes have outperformed individual schemes 
by 33%49. The research by Aon Hewitt identified that, on average, a collective 
scheme provided a retirement income equivalent to 28% of final salary where a 
typical DC system gave 21%. The performance of collective schemes as opposed to 
DC schemes is contested. However, until further research becomes available, we 
have carried out analysis based on the information provided by the RSA and Aon 
Hewitt.   

The impact of increased investment returns on a pensioner’s income is set out in 
Table 3.11 below.  If the final salary was the same as a median earner, in the above 
example the pensioner benefit from the collective scheme would be over £150 more 
per week. 

Table 3.11 - Impact of investment return on pensioner benefits 

Return Pension benefit % of replacement rate 

21% £5,504 31% 

28% £7,338 42% 

Clearly the above scenario is an example, but in a default scheme it is going to be 
important that there is potential for strong investment returns. 

A collective scheme does not require individuals to purchase an annuity, and 
pension benefits are paid out from investment returns of the fund. This is different 
to an annuity where a guaranteed source of income is purchased.  As investments 
change, so too can the value of the pension benefits paid out from collective 
schemes. This has occurred in a number of Dutch schemes during the most recent 
financial crisis that started in 2008.  This led to a number of schemes reducing 
benefits in payment by 1.9%50. 

Reductions in benefits can have significant impact on pensioner incomes. In the 
example above (with a benefit in payment of £7,338), if pensioner benefits were 
reduced by 2% (in line with the Dutch example) or 10% (as an extreme sensitivity) 
then a pensioner would lose £3 per week with a 2% reduction, or £14 per week 
with a 10% reduction. In both scenarios, however, the annual pension payment 
remains significantly higher than the calculated benefit from the scheme run as a 
DC scheme.  

  

                                            
49 Collective Pensions in the UK II, David Pitt-Watson, November 2013 
50 The Case for Collective DC, Aon Hewitt, November 2013 
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Table 3.12 - Effect of reductions in benefits on pensioner incomes 

Pension in payment 2% reduction 10% reduction 

£7,338 £7,191 £6,604 

£12,500 £7,338 42% 

Despite the collective nature of the pension, subject to the scheme rules that are 
established, rights to payments can be granted (for example to a spouse) on event 
of a member’s death. 

A key feature required by collective schemes that would also be required by a 
default scheme is effective scheme governance, with strong communication and 
transparency. Independent governance arrangements must be established from the 
outset that are designed to give confidence that the fund is not part of Government, 
and these governance arrangements need to be transparent to the public.  
Government needs to set the responsibilities of the fund and as a key part to this 
determine that the fund is: 

 Managed at ‘arms length’ and governed by trustees that are independent from 
Government, including where appropriate representatives of the IOM’s older 
population 

 Investment decisions are outsourced and are the responsibility of the trustees 

 Information on the fund’s investment decisions are publicly available and open to 
scrutiny 

 Trustees have a requirement to communicate with members of the scheme plan 
over their benefit decisions. This in particular should focus on how lower than 
expected investment returns are managed 

 The collective scheme needs an effective regulator to monitor the above actions.  

Implementation 

The implementation of the savings vehicle on a collective basis will require an efficient 
vehicle to collect contributions before enrolment can start. To minimise costs of set up 
and administration burden, the recommendation is to use the NI system to collect 
contributions from employees, employers and the self-employed. However, the NI 
system is likely to require significant investment to ensure that information can be easily 
provided on the level of contributions and savings to date and the expected benefits 
combining information on expected state pension offer and retirement savings. A 
feasibility study should be conducted to scope the requirements of the NI system before 
any changes are implemented. This is estimated to take two to three years from scoping 
to implementing a new IT system. 

As already identified, setting up a collective scheme from scratch will require a balance 
of funds to be built up before benefits can be paid out. This approach will require the 
implementation of the collective scheme on a phased approach based on age. As 
determined by the scheme trustees, individuals that are enrolled through compulsory 
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enrolment would likely be enrolled into a more standard pension arrangement as 
benefits will not have accumulated for these individuals. 

Setting up the savings vehicle will not require a long lead in time and we therefore 
believe that the account can be set up and start receiving and investing contributions in 
just three years.  

Risks  

Setting up a default collective scheme of this nature is a significant change for the IOM. 
There are significant risks associated with this option which need to be considered 
throughout the implementation phase. These are:  

 Setting up a default scheme that is considered sufficiently independent of 
Government 

 The exposure to investment risks 

 Ensuring sufficient numbers of savers and savings to operate a collective scheme 

 Enabling efficient infrastructure 

 The default vehicle could restrict the existing retirement savings market 

 The savings vehicle restricts choice 

 Unfairness in intergenerational transfers. 

A consideration of these risks and suggested mitigation are set out below. 

1. Setting up a default scheme that is considered sufficiently independent of 
Government 

Significant feedback was received from stakeholders that indicated the need for any 
savings scheme to be operated at ‘arm’s length’, away from the NI Fund and from 
direct Government control.  A collective arrangement of this nature could not be set 
up without the intervention of Government but this involvement needs careful 
handling to ensure that the default scheme is not perceived as either an extension 
of the NI Fund or as a means of securing additional funding for the NI Fund or 
general Government expenditure. 

2. The exposure to investment risks 

The collective investment scheme proposed operates in the same way as any 
investments. Decisions are made by fund managers and the value of these 
investments, and while they are expected to increase, there remains a risk that 
funds decrease in value. This needs to be clearly understood by investors but should 
also guide the principles used for investment. 

In order to mitigate against these risks there needs to be clear communication that 
unlike the NI Fund the investments made by default scheme are not guaranteed. 
There is potential to operate two schemes in parallel, a collective benefit scheme 
and a defined contribution scheme but this risks minimising the effectiveness of the 
collective scheme by diverting investment funds.  



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
202 

Individuals should be made aware of the key differences between collective 
schemes and purchasing an annuity. These arrangements are well established in 
Holland and Denmark. Another alternative is to use ‘two pots’, with one used to 
protect income streams. The key is to ensure that members are aware of how any 
change in investment returns would be treated. 

3. Ensuring sufficient numbers of savers and savings to operate a collective scheme 

A collective scheme requires a balanced profile of ages and incomes to ensure an 
effective scheme. If the number of savers is too low the scheme will not be 
successful. 

Based on the other proposals recommended, however, the compulsory enrolment 
should ensure that there are a sufficient number of savers to make the scheme 
successful. 

4. Enabling efficient infrastructure 

The objective of the collective scheme is to increase returns and therefore having 
an efficient infrastructure is required. The use of the NI system to collect 
contributions and provide information to savers creates efficiency but without this 
system costs could increase. 

If this system cannot be developed, then alternative systems should be sourced 
which already exist, for example assessing how the NEST model could be applied on 
the IOM.  This would mitigate against the costs of developing a new additional 
bespoke system. 

5. The default vehicle could restrict the existing retirement savings market 

The introduction of the collective scheme through compulsory enrolment is likely to 
have a significant impact on the pensions industry. 

As already identified there is limited provision for low earners on the IOM and this is 
why the establishment of a default scheme is required. In the UK, the introduction 
of auto enrolment saw providers enter the market with new low cost products. 
Therefore the same could occur on the IOM, which would increase individual and 
employer choice. 

6. The savings vehicle restricts choice 

The default vehicle operating on a collective basis means that individuals will not 
have a choice of the type of investments and investment returns made. This risks 
reducing the scheme’s popularity with savers. However, membership of the scheme 
is voluntary. Individuals that would like more choice are able to select their own 
arrangements and do not have to save in the collective scheme. The collective 
scheme is targeted at low to median earners, many of whom are not likely to have 
significant desire for risk and see their retirement savings as being protected for the 
future rather than put at risk from exposure to investments.51 Saving in a collective 
scheme, with transparent investment decisions and policy should help inform savers 
on the choices being made by fund managers. 

                                            
51 Improving consumer confidence in saving for retirement, NEST, 2014 
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7. Unfairness in intergenerational transfers 

Collective schemes share risk between members but how much risk is borne my 
members, and how that risk is distributed depends on the scheme design. For 
example, where poor performance is felt by active and deferred benefits before 
pensioners, it is younger members who bear more of a risk. The older generations 
can escape reductions whereas younger scheme members can face a reduction in 
their pensions.  

Scheme design and sharing of information can increase members’ level of trust in 
those running the scheme, which is necessary to overcome risks of this nature.  

Summary of national savings account’s impact 

Impact on citizens  The low cost scheme provides better returns for the IOM 
citizens 

 A collective scheme removes the requirement to purchase 
an annuity  

 Greater incentive to save for retirement through access 
to better returns 

 Pension incomes are not fixed and could go down. 

Impact on employers  The implementation of a default scheme should save 
employer administration in sourcing pension products but 
also minimise the impact of joiners and leavers 
transferring existing pension rights between employers 
scheme. 

Impact on NI Fund  No direct impact on NI Fund because the NI Fund’s 
current structure will not change. The retirement savings 
vehicle will sit alongside the current structure. 

  

Risks &  

Implementation obstacles 

 Workers already believe they have a ‘personal pot’ in the 
NI system. Changing the current system and encouraging 
individuals to save more for retirement may not be 
popular 

 The national savings scheme may not be perceived as 
sufficiently independent of Government 

 The exposure to investment risks 
 Limited membership size means costs of setting up and 

running the account could be unviable if projected 
income is overestimated. 

 The infrastructure required for the scheme is too 
expensive to develop 

 The default vehicle could restrict the existing retirement 
savings market 

 The savings vehicle restricts choice of investment returns 
and when savings can be accessed 

 Existing IOM pensions industry may be sceptical at use of 
Government funding for a savings scheme 

 Intergenerational transfers could be perceived as unfair. 
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This option would run alongside the preferred options of compulsory retirement saving. 
If saving is to be compulsory, savers should have a wide choice of savings vehicle to 
ensure they can benefit as much as possible by having competitively designed schemes 
available to them. As described above, the current IOM market for savings vehicles is 
limited compared to the UK market and is unsuited so an environment of compulsory 
saving. A wider range of savings vehicles should therefore be developed. These savings 
vehicles would not only have the purpose of building up retirement savings. This means 
providers could offer their products to a wider audience, improving incentives for 
product development. Without compulsory enrolment, the presence the presence of 
suitable savings vehicles alone is unlikely to generate extensive coverage. This is why 
we are recommending that the option be implemented in addition to compulsory 
enrolment. 

Summary of feedback 

The IOM does not currently have ISAs and this issue was raised several times during 
meetings with stakeholders. Introducing legislation to allow and regulate tax efficient 
schemes such as ISAs would provide greater flexibility in saving for retirement using a 
savings vehicle other than a pension plan. 

The lack of property equity release was also raised in consultations by stakeholders, who 
suggested that equity release could be used to cover costs related to retirement, such as 
long-term care costs.  

Analysis 

This option would not directly improve the sustainability of the NI Fund. However, it 
would support higher rates of retirement saving, thereby reducing pensioners’ reliance 
on state pension provision and therefore on the Fund.  

The impact of the measure will depend on the number of new savings vehicles made 
available and their take up rate. We would expect providers to first assess the market 
size and begin by developing a very limited selection of products. The success of this 
would then determine the future development of other savings vehicles.  

There is little cost to Government and tax payers associated with this option. Legislation 
and regulation will need to be introduced but most costs associated with product 
development will be borne my providers. Savers should also stand to benefit from the 
availability of tax efficient and cheap products, encouraged by increased competition. 

Implementation 

The Government should begin by engaging with providers and stakeholders to assess 
the range of vehicles required and the necessary legislation and regulation to allow for 
their development. The required legislation and regulation can then be introduced. 
Engagement with providers as legislation and regulation is under development will allow 
providers to begin developing their products, reducing the time lag between the 
introduction of legislation and the availability of new savings vehicles. Overall, we expect 
a relatively short implementation period of one to two years. 
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Rationale 

This option seeks to ensure individuals have greater information to inform them about 
retirement saving options. 

 Individuals will be increasingly responsible for their retirement saving 

 There are no free IAG services available on the IOM 

 The IOM has a strong financial planning industry. However, services are not 
efficient for low earners to access. 

This option therefore aims to fill a gap in the IOM market for financial planning. Ensuring 
accessibility to IAG for all will support savers as responsibility shifts towards individuals 
to build their own retirement income.   

Summary of feedback 

Feedback from representatives of the pensions industry identified there was a gap 
around the IAG accessible to many individuals that would be under the scope of the 
compulsory enrolment and default contribution rates. 

Stakeholders also agreed that individuals would need good information about the 
options available for retirement planning and how the default scheme operates. This 
would allow individuals make an informed choice on retirement plans. There is therefore 
broad support for this measure. 

Analysis 

All savers are expected to benefit from this measure because of the easy access of 
information and more informed saving choices they will be able to make as a result. 
Further projections of the impact on savers at this stage would be purely speculative, 
however, as the impact on savings levels hinges on the quality of the advice available 
and other factors. 

Depending on the delivery of the service, this measure has the potential to affect the 
current IOM financial services market. However, we would expect more low to middle 
income workers to use this service. As the IOM financial market is targeted at high net 
worth individuals, we expect any impact to be limited. 

The costs associated with this option are likely to be borne by the Government and 
taxpayers. These need not be high however if the service is clearly designed and 
potentially outsourced.   

Implementation 

The easiest delivery method for this option is likely to be outsourcing the provision of 
services to one or more providers. Delivery and standards could be overseen by 
Government but the Government would not then need to invest in building the services.  
Only a short timeframe of one to two years is required for this.  

Risks 

There is little risk associated with this option. The main risk concerns the impact the 
measure will have on the IOM financial sector. Awarding the delivery of IAG services to 
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just one provider could reduce competition, whereas awarding the contract for the 
provision of services to several providers would reduce economies of scale and 
potentially discourage providers from the opportunity.  

 Summary of impact for providing IAG 

Impact on citizens  All savers could benefit with low to middle income workers 
most likely to 

 If taxpayer funded, citizens will indirectly bear the cost 

Impact on employers  No impact identified 

Impact on NI Fund  No impact identified 

  

Risks & Implementation 
obstacles 

 Possible consequences on the financial services sector. 
Outsourcing of IAG could reduce competition or, if several 
contracts offered, small market size could deter potential 
providers 

Expected timeframe and 
implementation requirements 

 Outsourcing provision likely to be easiest implementation 
method 

 Short timeframe of one to two years required. 

3.7. Options Not Included 

Certain options which were presented in the research paper on promoting the use of 
other (private) pension supplements shared with Treasury in March 2014 have not been 
developed in further detail. This is because further research and feedback from 
stakeholders have indicated that the options would be of very limited benefit to the 
Island. The options which will not be discussed in detail here are those which aim to 
encourage voluntary enrolment. These options are highly likely to only have a marginal 
impact on coverage rates, meaning more stringent measures ton increase coverage 
would be likely in the future. We therefore consider it to be more effective to bypass 
these measures in favour of those more likely to have a stronger impact. The options 
included in the March 2014 research paper on promoting the use of other (private) 
pension which will not be discussed further here are: 

 Encourage voluntary enrolment through subsidies and tax relief 

 Encourage voluntary enrolment through financial education 

 Encourage voluntary enrolment by facilitating and simplifying access to private 
pension plan and setting up a low cost pension provider 

 Encourage increased flexibility to be built into pension schemes to promote saving
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3.8. Next steps 

This chapter has proposed the options which we recommend the IOM Government implement to promote the use of other (private) 
pension supplements, thereby transferring responsibility and providing support to individuals to save for their retirement. The 
Government should now consider each option and decide whether it would be appropriate to implement on the Island.  

To conclude this chapter and our recommendations on measures to promote the use of other (private) pension supplements, we have 
summarised the implementation requirements and proposed an indicative timeline for implementing each option. The aim of this is to 
inform the IOM Government’s decision further on whether these options should be implemented. 

Option Years 1-2 Years 3-5 Years 6-10 Years 10+ 

Compulsory 
enrolment into a 
retirement saving 
scheme with default 
contributions   

 Inform employers and 
general public of plans; 
consultation may be 
required 

 Draft and introduce 
legislation for compulsory 
enrolment 

 Begin scoping a default 
contribution scheme 

 Begin set up of scheme 

 Complete set up of 
default contribution 
scheme 

 Begin phased 
implementation with 
employee default 
contribution rate 
introduced at 2.5% 

 Continue phase in: 
 Years 3/4 of phase 

in employee 
contribution rate 
increases to 3% 

 Years 5/6: 4% 
 Years 7/8: 5% 
 

 Years 9/10 of phase 
in: employee 
contribution rate 
reaches 6% 

Contribution matching 
from employers to 
help ensure savings 
are meaningful  

 Inform employers and 
general public of plans; 
public consultation may 
be required 

 Draft and introduce 
required legislation 

 Begin phased 
implementation of, 
coinciding with 
compulsory enrolment 

 Years 1/2 of phase in: 
employer contribution 
rate set at 1.5% 

 Continue phase in: 
 Years 3/4 of phase 

in: 2.5% 
contribution rate 

 Years 5/6: 3% 
 Years 7/8: 3.5% 

 Years 9/10 of phase 
in: employer 
contribution reaches 
4% 

Providing a savings 
boost to low earners 
to increase their level 
of savings 

 Inform employers and 
general public of plans 

 Agree rate of boost 

 Implementation to 
coincide with compulsory 
enrolment 
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Option Years 1-2 Years 3-5 Years 6-10 Years 10+ 

Establish a default 
national savings 
account 

 Begin scoping a default 
contribution scheme 

 Carry out feasibility study 
to scope requirements of 
NI system  

 Begin set up of scheme 

 Complete implementation 
of new IT system 

 Allow individuals aged 
under 40 to join scheme 

 Encourage scheme 
membership 

 Begin opening up 
membership 

Increase range of 
savings vehicles  

 Government to engage 
with stakeholders and 
providers to assess type 
of vehicles required 

 Introduce legislation 
needed to support 
product availability and 
introduce 

   

Establish  a free IAG 
service 

 Consult with stakeholders 
and providers 

 Agree system design and 
commission provider(s) 
for delivery 

 Complete implementation   
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REVENUES 
This section of our report discusses the changes that can be made to NI Fund 
income. Adopting the recommended options in this area would complement the 
options recommended in the section on retirement benefits. The changes which the 
IOM can implement to reform its NI system are limited and therefore covered within 
one chapter. The focus of this chapter is on identifying changes to NICs that would 
not damage the IOM’s economy by significantly increasing the tax burden on the 
Island’s citizens and employers and, therefore, disincentivising participation in the 
labour market and investment on the Island. 

4. Consider Changes to NI Rates and Liability for NI to 
Balance NI Fund Contributions 

4.1. Introduction 

This report chapter provides the Treasury with the costs, benefits and risks 
associated with changes to the rate of NI funding. The focus of the chapter is on the 
collection of NICs as a source of income for the IOM NI Fund. 

The chapter also references the report we produced considering arrangements for 
the funding of health, which was carried out as part of the Review, but is separate to 
this report.   

A number of options are considered in this chapter, but only two are feasible and 
form part of our vision for the reformed Social Security and NI systems: 

 Reduce employer NI contributions (NICs) to be in line with employee NICs  

 Extend liability for making NICs to workers aged over SPA 

4.2. Background 

The IOM operates a system of collections on earnings from employment and self-
employment and on a voluntary basis. These collections are used to fund state 
benefits on a pay-as-you-go basis. In 2012-13 £165.9 million was collected through 
NICs.   

The National Insurance Scheme was established in 1948 to provide a range of 
benefits, including unemployment, sickness and retirement pensions to the individuals 
that met qualifying conditions.  The IOM has a close reciprocal Social Security 
agreement with the UK, which has meant the IOM has broadly followed the UK NI 
arrangements. In recent years the IOM has not followed the UK by adopting all 
changes, for example the IOM has not followed the 1% increase in rates applied in 
the UK in 2010/11.  

The NI Fund operates on a ‘pay-as-you-go’ basis. This means that NIC income each 
year should cover the annual benefit expenditure, and maintain a surplus to cover 
any shortfall. As set out in Table 4.1, NICs account for the majority of the NI Fund’s 
income. Other income is mainly an Agency payment from the UK to cover benefits 
paid through the IOM NI Fund but where the liability is from the UK Fund. This 
arrangement is a key part of the reciprocal Social Security agreement between the 
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IOM and the UK.  The other significant receipt is investment returns on the NI Fund 
surplus. 

Table 4.1 - NI Operating Accounts Receipts and Payments 2011/12 and 2012/13 

 2012/13 (£’m) 2011/12 (£’m) 

Receipts 
NICs 

 
165.9 

 
166.5 

State Scheme Premiums - - 

Investment Income  14.0 12.1 

Other Income  41.3 43.0 

Total 221.2 221.6 

Payments 
Benefit Payments 

 
174.8 

 
162.3 

NHS Contribution 34.8 34.9 

Contracted Out Rebates 4.8 5.0 

Administration 3.8 3.8 

Refunds 0.5 0.5 

Bad Debts 0.4 - 

Transfer to UK NI Fund 2.0 2.7 

Total 221.2 209.1 

Excess  - 12.5 

 

At April 2013, the Fund had a surplus of 4.8 times annual benefit expenditure. The 
latest guidance on the level of surplus from 2002 suggests the Fund should have a 
surplus of two years of benefit expenditure. This raises a challenge of whether 
citizens and employers have been overcharged in the past for NICs. However, this 
challenge needs to be balanced by the current funding situation of the NI Fund.  
Between April 2007/08 and 2011/12, annual NIC income has exceeded benefit 
expenditure. However, as can be seen in Table 4.1, the NI Fund accounts in 2012/13 
identified that receipts matched payments. If investment returns of £14 million were 
excluded, benefit expenditure would have exceeded receipts. On a pay-as-you-go 
basis, without increasing receipts or reducing expenditure, this is not sustainable, as 
the overall surplus will continue to fall.  

Note: Investment returns are out of scope of the Review and the agency payment 
included in Other Income is dependent on the number of individuals primarily retiring 
on the IOM that have some UK liability for NICs. This figure is cost neutral as it is just 
a funding flow between payments out and receipts in from the UK. Therefore the 
focus on this chapter is on NICs, as this can be directly controlled by the IOM 
Government.   
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Table 4.6 - NICs paid by Class 2012/13 

Class Paid by 
Contributions Paid 

2012/13 (£’m) 
% 

1 Employed earners and their employers £159.5 96% 

2 Self-employed earners £0.7 -% 

3 Voluntarily by persons not liable for any 
other class of contribution £0.2 -% 

4 Self-employed people whose profits are 
above certain level £5.4 4% 

  £165.9 100% 

The total collected in 2012/13 is down 0.4% on the total level of NICs collected in 
2011/12. The total of NICs has grown at a compound annual growth rate of 1.7% 
since 2007/08. The reduction in the total of NICs is the first since a trend of 
increasing revenue collections as the economy has grown on the IOM.  

Figure 4.1 - IOM NICs 2007/08 - 2012/13 

 
Source: IOM National Insurance Accounts and Reporting 2007/08 – 2012/13 

The changes in IOM contributions can be better understood when compared to the 
total contributions received in GB as set out in Figure 4.2. NICs in GB fell in the 
period 2007/08 to 2010/11 due to effects of the recession. The 5.7% increase in NICs 
in 2011/12 can be understood as the impact of changes to the rate of Class 1 
contributions which increased by 1%. Class 1 Primary and Secondary NIC rates 
remain higher in GB compared to the IOM by 1%. 

Another difference between GB and the IOM is the different classes of 1A and 1B.  
Class 1A represent NICs on Benefits-in-Kind and Class 1B on PAYE settlement 
agreements.  Collections in GB represent approximately 1.3% of all GB contributions, 
so approximately £1,047 million in 2012/13.  Exact calculations would be required if 
this class was applied in the IOM (see section 4.5), but assuming a similar level of 
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contributions raised (1.3%), this would lead to approximately £2 million additional 
contributions per annum.  This scenario is assessed in more detail in section 4.6. 

Figure 4.3 - GB NICs 2007/08 - 2012/13 

 
Source: GB National Insurance Accounts 2007/08 – 2012/13  

4.4. Other Jurisdictions 

Any changes to the NI system on the IOM need to be considered against the tax and 
Social Security arrangements in other jurisdictions, particularly those jurisdictions 
similar to the IOM.  

As set out in Figure 4.3, the phase 1 report compared the Social Security 
contributions on the IOM to those in Jersey, Guernsey, British Virgin Islands, Ireland, 
Sweden and Malta.  Figure 4.3 also includes the rates for Singapore as this is 
considered in the research reports considering changes to the level of pension 
savings. 

Figure 4.4 - Comparison of effective employer and employee Social Security contributions 

 

Source: KPMG’s Individual Tax and Social Security Rate Survey 2012 
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Summary of Other Jurisdictions 

Appendix 4 - B sets out a summary of the NI schemes operating in the jurisdictions 
identified above and considers: 

 Who pays NI  

 What rates NICs are paid at  

 Ages subject to NI  

 Classes of NICs  

 Earnings limits.  

A summary of findings is presented below. 

Who Pays National Insurance  

Across all of the NI schemes compared, contributions are paid by employees and 
their employers.  There are no differences across any of the schemes, for example on 
the scope of income subject to NI. 

What Rates are NICs Paid at  

As can be identified from Figure 4.3, there is a mix of contribution rates applied in 
different jurisdictions. The lowest rates identified in the research are paid in the 
British Virgin Islands, compared to the highest in Singapore where there is a much 
stronger link of NICs building personal retirement saving amounts.  The research 
clearly shows that other jurisdictions are setting much higher rates of contributions 
than in the IOM, but this is in return for much higher levels of benefits.  As a result, 
any increases in NIC rates may need to be considered in line with the benefits 
received as a result. 

Sweden is the only country identified in the research that varies contributions from 
different age groups, with employers incentivised to hire younger workers (under the 
age of 26) with contribution rate halved. 

Ages Subject to NI  

Most countries define the ages that contribute to NI between 16 to 65 or SPA.  The 
only countries with any variation from the research are Singapore and Sweden which 
require contributions from anyone that is working.  At present the IOM requires 
employer contributions from all individuals over the age of 16 that are working, but 
no employee contributions are required after SPA. 

Retirement ages for state schemes are increasing so it is expected that the ages 
subject to NICs will increase.  The Swedish and Singapore schemes are seen as 
providing a very robust retirement savings.  As the IOM is seeking to protect the 
current pension offer, removing limits on employee contributions could have an 
impact on increasing revenues. 

Classes of NICs  

Classes of NICs primarily vary on employment status, with the most significant 
distinction applied between employed and self-employed. 
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Table 4.9 - Summary impact of increased rates of Class 1 Primary and Secondary 
contributions  

 In Year impact Impact on NI Fund 

Increases from individuals 

Increase Class 1 Primary rate to 12% +£5.8m +£760m 

Increase Class 1 Primary rate to 13%  +£11.6m +£1,520m 

Increase Class 1 Additional rate to 2% +£2.5m +£307m 

Increase Class 1 Additional rate to 3%  +£5m +£615m 

Increase the Class 1 Primary UEL by £100 per 
week 

+£2.6m +£330m 

Increase the Class 1 Primary UEL by £200 per 
week 

+£4.6m +£579m 

Remove the Primary threshold – new rate of 2% 
below LEL 

+£3.7m +£472m 

Remove the Primary threshold – extend Class 1 
Primary rate of 11% below LEL 

+£20.1m +£2,599m 

Increases from employers 

Increase Class 1 Secondary to 13.8% +£8.9m +£1,163m 

Increase Class 1 Secondary to 14.8% +£17.9m +£2,327m 

Remove the Secondary threshold – new rate of 
2% below LEL 

+£4m +£519m 

Remove the Secondary threshold – extend Class 
1 Primary rate of 11% below LEL 

+£25.4m +£3,322m 

 

Increase Contributions from Employees 

Increase rates of Class 1 Primary Contributions  

Current Proposed 

Class 1 Primary NI is collected at a rate of 
11% on all earnings between the Primary 
Threshold and Upper Earnings Limit. 

Increase Class 1 Primary by 1% and 2% 
points, therefore to: 
 12%  
 13% 

  

Rationale 

Increasing the rate of Class 1 Primary contributions has a significant impact on the 
fund as most employed individuals pay this rate of NI. Given that the challenge with 
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the Fund is the affordability of future benefit outgo then in order to sustain the future 
benefits the rate of Class 1 primary collections could be increased. 

Impact on individual incomes  

A change in Class 1 Primary NICs from 11% to 12% increases individuals NI 
contributions by about 9%, with a median earner contributing an extra £200 per 
annum as set out on Table 4.10. 

Table 4.10 -Impact of 12% Class 1 Primary Contributions rate on annual NICs on low, median 
and high earner scenarios 

 Current Class 1 
Primary per annum 

Class 1 Primary at 
12% - per annum Change 

Low earner £359 £391 +£32 

Median earner £2,196 £2,396 +£200 

High earner £3,718 £4,056 +£338 

 

A change in Class 1 Primary NICs from 11% to 13% increases individuals NI 
contributions by about 18%, with a median earner contributing an extra £400 per 
annum.  

Table 4.11 - Impact of 13% Class 1 Primary Contributions rate on annual NICs on low, median 
and high earner scenarios 

 Current Class 1 
Primary per annum 

Class 1 Primary at 
13% - per annum Change 

Low earner £359 £424 +£65 

Median earner £2,196 £2,596 +£400 

High earner £3,718 £4,394 +£676 

The proposed reform has a significant impact on the effective rate of Class 1 Primary 
contributions and on the overall effective rate of collection of NI contributions 
(Primary and Secondary). 

Table 4.12 - Impact of 12% and 13% Class 1 Primary Contributions on the effective 
contribution rates of low, median and high earner scenarios 

 Current Class 1 
Primary  

Class 1 Primary at 
12% Class 1 Primary at 13% 

Low earner 3.8% (8.4%) 4.1% (8.7%) 4.5% (9.1%) 

Median earner 8.4% (18.2%) 9.1% (19%) 9.9% (19.7%) 

High earner 6.5% (18%) 7.1% (18.6%) 7.7% (19.2%) 

Note: Figures in brackets indicate the overall effective rate of employer and employee 
contributions 

As can be identified from the change in effective rates, the change has a greater 
impact on median earners, with an effective rate increase from 8.4% to 9.9% (a 
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change of 15 percentage points) at a rate of 13%, versus the change on high earners 
effective rate from 6.5% to 7.7%, a change of 12 percentage points. 

 Impact on household income 

As identified above the change would impact on all NI Contributors paying Class1 
Primary Contributions, but the largest impact would be on those individuals earning 
between the Lower Earnings Limit and the Upper Earnings Limit.  In 2011/12 the vast 
majority of individuals earned between the Lower and Upper Earnings Limit.   

Impact on the National Insurance Fund 

 An increase in Class 1 Primary would have the following impact on NI collections:   

Table 4.13 - Projected impact of 12% and 13% Class 1 Primary Contributions on total NI 
contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Current contributions  £187.6m - - 

Projected contributions – 12% £193.4m +£5.8m +£760m 

Projected contributions – 13% £198.8m +£11.6m +£1520m 

 

Increasing the Primary rate of Class 1 NICs has a significant increase in forecast 
contributions in 2016.  A trend rate of an increase of 1% increase leads to a £5.8m 
increase in NICs, or approximately 3% in projected contributions.    

Increase Class 1 Primary Additional contributions 

Current Proposed 

Class 1 Primary NI is collected at a rate of 
1% on all earnings over the Upper Earnings 
Limit  

Increase Class 1 Primary by 1% and 2%: 
 2%  
 3% 

Rationale 

Similar to increasing the main rate of Class 1 Primary, this change would increase 
NICs for future benefit outgo but only from high earners.  Given changes to additional 
pensions introduced through recent reforms of the State Second Pension, the 
additional pension benefit earned by individuals is reducing each year and therefore 
the contributory link (paying in more to get out more) for higher earners is becoming 
weaker. NICs above the UAP do not count for any additional pension and with the 
UAP fixed the band between the Lower Earnings Threshold and the UAP is reducing.  

Impact on individual incomes  

A change in Class 1 Primary NI contributions above the UEL from 1% to 2% increases 
individuals NICs by 5%, with a high earner contributing an extra £193 per annum as 
set out on Table 4.14. 
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Table 4.14 - Impact of Annual 2% Class 1 Primary Contributions above UEL on a low, median 
and high earner scenarios 

 Current Class 1 
Primary per annum 

Class 1 Primary 
above UEL at 2% - 

per annum 
Change 

Low earner £359 £359 -  

Median earner £2,196 £2,196 -  

High earner £3,990 £4,183 +£193 

 

A change in Class 1 Primary NI contributions above the UEL from 1% to 3% increases 
individuals NI contributions by about 10%, with a high earner contributing an extra 
£385 per annum.  

Table 4.15 - Impact of 3% Class 1 Primary Contributions above UEL on a low, median and 
high earner scenarios 

 Current Class 1 
Primary per annum 

Class 1 Primary 
above UEL at 3% Change 

Low earner £359 £359 - 

Median earner £2,196 £2,196 - 

High earner £3,990 £4,375 +£385 

 

The change has a small impact on the effective rate of Class 1 Primary Contributions 
from higher earners. 

Table 4.16 - Impact of 2% and 3% Class 1 Primary Contributions above UEL on the effective 
contribution rates of low, median and high earner scenarios 

 Current Class 1 
Primary rate 

Class 1 Primary 
above UEL at 2% 

Class 1 Primary above 
UEL at 3% 

Low earner 3.8% (8.4%) 3.8% (8.4%) 3.8% (8.4%) 

Median earner 8.4% (18.2%) 8.4% (18.2%) 8.4% (18.2%) 

High earner 6.5% (18%) 6.9% (18.4%) 7.2% (18.7%) 

Note: Figures in brackets indicate the overall effective rate of employer and employee 
contributions 

Impact on household income 

The change would impact on individuals with earnings over the UEL.  In 2011/12 only 
a minority of individuals earned over the Upper Earnings Limit.  As a result this 
change would have a small impact on individuals on the IOM. 

Impact on Fund 

An increase in the additional rate of Class 1 Primary would have the following impact 
on NI collections:   
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Table 4.17 - Projected impacts of 2% and 3% Primary Contributions above UEL on total NI 
contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Current contributions £187.6m - - 

Projected contributions – 2% £190.1m +£2.5m +£307m 

Projected contributions – 3% £192.6m +£5m +£615m 

 

Increasing the additional rate of Primary Class 1 NICs has a limited increase in 
forecast contributions in 2016.  A trend rate of an increase of 1% increase leads to a 
£2.5m increase in NICs, or approximately 1.3% in projected contributions.    

Increase the UEL for Class 1 Primary, above which the additional rate is 
paid   

Current Proposed 

Class 1 Primary NI is collected at a rate of 
1% on all earnings over the UEL 

Increase the UEL by £100 and £200: 
 £100 per week 
 £200 per week 

Rationale 

Similar to increasing the Primary rate of NICs above the UEL, changes to the UEL 
increases the contributions from higher earners above £784 per week (£40,768 per 
annum), so makes the NI system less regressive. 

Impact on individual incomes  

A change in the UEL from £784 per week to £884 per week increases individuals NICs 
by 13%, with a high earner contributing an extra £520 per annum, as set out in 
Table 4.18. 

Table 4.18 - Impact of £100 increase in UEL for Class 1 Primary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Primary UEL 

Increase UEL by 
£100 Change 

Low earner £359 £359 -  

Median earner £2,196 £2,196 -  

High earner £3,990 £4,510 +£520 

 

A change in the UEL from £784 per week to £984 per week increases a high earner’s 
individual NI contributions by 26%, with a high earner contributing an extra £1,040 
per annum as set out on Table 4.19. 
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Table 4.19 - Impact of £200 increase in UEL for Class 1 Primary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Primary UEL 

Increase UEL by 
£200 Change 

Low earner £359 £359 -  

Median earner £2,196 £2,196 -  

High earner £3,990 £5,030 +£1,040 

 

The change has a significant impact on the effective rate of Class 1 Primary 
Contributions and on the overall collection of NI contributions (Primary and 
Secondary). 

Table 4.20 - Impact of increasing UEL by £100 and £200 on the effective contribution rates of 
low, median and high earner scenarios 

 Current Class 1 
Primary UEL 

Increase UEL by 
£100 Increase UEL by £200 

Low earner 3.8% (8.4%) 3.8% (8.4%) 3.8% (8.4%) 

Median earner 8.4% (18.2%) 8.4% (18.2%) 8.4% (18.2%) 

High earner 6.7% (18.1%) 7.5% (19%) 8.4% (19.9%) 

Note: Figures in brackets indicate the overall effective rate of employer and employee 
contributions 

Impact on household income 

The change would impact on all earners over the existing UEL of £784 per week 
(£40,768) per annum, which is approximately 2,275 individuals. As a result this 
change would have a small impact on individuals on the IOM. 

Impact on Fund 

 An increase in Class 1 Primary would have the following impact on NI collections:   

Table 4.21 - Projected impact of increasing UEL by £100 and £200 on total NI contributions in 
2016 

 Total NICs Change Impact on NI 
Fund 

Current contributions  £187.6m - - 

Projected contributions – +£100 £190.2m +£2.6m +£330m 

Projected contributions – +£200 £192.2m +£4.6m +£579m 

 

As can be identified from above, increasing the UEL has a diminishing return on 
increasing NICs as the increases include fewer and fewer higher earners.  Therefore 
there is no discernible trend for percentage point increases.  
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Remove the primary threshold  

Current Proposed 

Class 1 Primary NI is only collected on 
earning above the PT 

Remove the PT and charge Primary NI on 
earnings below the LEL: 
 2% 
 11% 

Rationale 

This is a significant change to the scope of earnings that are subject to NICs.  
Currently Class 1 Primary NICs are only charged on earnings above the UEL.  The 
main impact is to increase the number of people in scope of NICs. 

Impact on individual incomes  

Removing the PT has a significant impact on individual’s contributions. Introducing a 
2% rate below the LEL increases contributions for all earnings scenarios by £167.  
This represents an increase in Class 1 Primary Contributions of 46.5% for a low 
earner but only 4.2% for an individual earning £60,000. 

Table 4.22 - Impact of removing PT and 2% rate below LEL 

 Current Class 1 
Primary 2% rate below LEL Change 

Low earner £359 £526 +£167 

Median earner £2,196 £2,363 +£167 

High earner £3,990 £4,157 +£167 

 

Charging the Class 1 Primary rate of 11% on all earnings increases contributions by 
£686 per annum.  For a low earner this is almost a tripling of Class 1 Primary NICs.  
For an individual earning £60,000 this represents a 17.2% increase. 

Table 4.23 - Impact of removing PT and 11% rate below LEL 

 Current Class 1 
Primary 11% rate below LEL Change 

Low earner £359 £1,045 +£686 

Median earner £2,196 £2,883 +£686 

High earner £3,990 £4,677 +£686 

 

The change has a significant impact on the effective rate of Class 1 Primary 
Contributions and on the overall collection of NI contributions (Primary and 
Secondary) 
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Table 4.24 - Impact of removing PT and a 2%/11% rate below LEL on the effective 
contribution rates of low, median and high earner scenarios 

 Current Class 1 
Primary 2% rate below LEL 11% rate below LEL 

Low earner 3.8% (8.4%) 5.5% (10.1%) 11% (15.6%) 

Median earner 8.4% (18.2%) 9% (18.8%) 11% (20.8%) 

High earner 6.7% (18.1%) 6.9% (18.4%) 7.8% (19.3%) 

Impact on household income 

The key change is to significantly increase the scope of who pays NICs.  This will 
have the greatest adverse impact on those currently earning below the threshold.  

Impact on Fund 

 An increase in Class 1 Primary would have the following impact on NI collections:   

Table 4.25 - Projected impacts of removing the PT and introducing a rate of 2% and 11% on 
total NI contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions  £187.6m - - 

Projected contributions – new 2% rate £191.3m +£3.7m +£472m 

Projected contributions – new 11% rate £207.7m +£20.1m +£2,599m 

 

As can be identified from above, removal of the PT has a significant impact on the 
fund as all individuals with a small amount of earnings would now be in scope of the 
system. On top of this, those already contributing will now contribute more. 

Increase Contributions from Employers 

Increase Class 1 Secondary 

Current Proposed 

Class 1 Secondary NI is collected at a rate 
of 12.8% on all earnings between ST and 
UEL 

Increase Class 1 Secondary by 1% and 2% 
points: 
 13.8% (in line with UK) 
 14.8% 

Rationale 

Secondary Class 1 Contributions raise the most NICs and therefore increasing the 
rate of contributions would have the greatest impact on increasing NICs. 

Impact on individual incomes  

A change in Class 1 Secondary NI contributions above the Secondary threshold from 
12.8% to 13.8% would bring the IOM in line with the UK.  The change would 
increase the cost of employing a median earner by £201 per annum as set out in 
Table 4.26. 
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Table 4.26 - Increase from 12.8% to 13.8% for Class 1 Secondary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Secondary  Increase to 13.8% Change 

Low earner £437 £471 +£34 

Median earner £2,576 £2,777 +£201 

High earner £6,881 £7,419 +£538 

A change in the rate from 12.8% to 14.8% would increase the cost of employing a 
median earner by £402 per annum as set out in Table 4.27. 

Table 4.27 - Increase from 12.8% to 14.8% for Class 1 Secondary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Secondary Increase to 14.8% Change 

Low earner £437 £506 +£69 

Median earner £2,576 £2,978 +£402 

High earner £6,881 £7,956 +£1,075 

 

Table 4.28 - Impact of increasing Class 1 Secondary Contributions to 13.8% and 14.8% on 
the effective contribution rates of low, median and high earner scenarios 

 Current Class 1 
Secondary  Increase to 13.8% Increase to 14.8% 

Low earner 4.6% (8.4%) 5% (8.7%) 5.3% (9.1%) 

Median earner 9.8% (18.2%) 10.6% (19%) 11.4% (19.7%) 

High earner 6.7% (18.1%)  (19%) 8.4% (19.9%) 

Impact on employment costs  

Increased rates would impact on the employer costs. The 3,343 IOM firms would 
have to contribute a further £2,692 on average. 

Impact on the Fund 

 An increase in Class 1 Secondary would have the following impact on NI collections:   

Table 4.29 - Projected impact of increasing Class 1 Secondary contributions to 13.8% and 
14.8% on total NI contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions –  £187.6m - - 

Projected contributions – 13.8% £195.6m +£8.9m +£1,163m 

Projected contributions – 14.8% £205.5m +£17.9m +£2,327m 
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Increasing the rate of Secondary Class 1 NICs has a significant increase in forecast 
contributions in 2016.  A trend rate of an increase of 1% increase leads to a £9m 
increase in NICs, or approximately 4.7% in projected contributions. 

Remove the Secondary threshold  

Current Proposed 

Class 1 Secondary NI is only collected on 
earning above the ST 

Remove the ST and charge Secondary NI on 
earnings below the LEL: 
 2% 
 11% 

Rationale 

This is a significant change to the scope of earnings that are subject to NICs.  
Currently Class 1 Secondary NICs are only charged on earnings above the ST.  The 
main impact is to increase the number of people in scope of NICs. 

Impact on employment costs   

Removing the ST has a significant impact on an employer’s contribution. Introducing 
a 2% rate below the LEL increases contributions for all earnings scenarios by £122.  
This represents an increase in Class 1 Secondary Contributions of 28% for a low 
earner, but an increase in employer costs of only 1.8% for an individual earning 
£60,000. 

Table 4.30 - Impact of removing ST and 2% rate below LEL 

 Current Class 1 
Primary 2% rate below LEL Change 

Low earner £437 £559 +£122 

Median earner £2,576 £2,698 +£122 

High earner £6,901 £7,023 +£122 

 

Charging the Class 1 Secondary rate of 12.8% on all earnings increases contributions 
by £779 per annum. For employers, this is almost a tripling of Class 1 Secondary NICs 
for a low earner. On an individual earning £60,000 this represents an 11.3% increase 
in employer costs. 

Table 4.31 - Impact of removing ST and 12.8% rate below LEL 

 Current Class 1 
Primary 

12.8% rate below 
LEL Change 

Low earner £437 £1,216 +£779 

Median earner £2,576 £3,355 +£779 

High earner £6,901 £7,680 +£779 
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The change has a significant impact on the effective rate of Class 1 Secondary 
contributions and on the overall collection of NI contributions (Primary and 
Secondary). 

Table 4.32 - Impact of removing ST and a 2%/12.8% rate below LEL on the effective 
contribution rates of low, median and high earner scenarios 

 Current Class 1 
Secondary 2% rate below LEL 12.8% rate below LEL 

Low earner 4.6% (8.4%) 5.9% (9.7%) 12.8% (16.6%) 

Median earner 9.8% (18.2%) 10.3% (18.7%) 12.8% (21.2%) 

High earner 11.5% (18.2%) 11.7% (18.6%) 12.8% (20.6%) 

Impact on employment costs  

The key change is to significantly increase the scope of who pays NICs and therefore 
employment costs would increase significantly, with a greater number of employees 
now in scope for Class 1 Secondary Contributions. Furthermore, contributions on 
those currently earning above the ST will also increase. 

Impact on Fund 

 An increase in Class 1 Primary would have the following impact on NI collections:   

Table 4.33 - Projected impact of removing the ST and introducing a rate of 2% and 12.8% on 
total NI contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions  £187.6m - - 

Projected contributions – new 2% 
rate 

£191.6m +£4m +£519m 

Projected contributions – new 
12.8% rate 

£213.0m +£25.4m +£3,322m 

Removing the ST has an increase of approximately £2m in NICs for every 1% rate 
applied below the LEL.    

Increase contributions from the self employed  

This section summarises changes of NIC rates and thresholds on classes of NICs paid 
by the self-employed.  As set out in Table 4.6, the contributions paid by the self-
employed are far lower than employed individuals, which account for less than 5% of 
total contributions. In 2010/11 there were approximately 5,000 individuals paying 
Class 2 and 4 Contributions, compared against over 30,000 paying Class 1 
Contributions.  

As a result of the small proportion of NIC collected through Class 2 and Class 4, 
changes have a significant impact on contributions from the self-employed, but have 
limited impact on total contributions and on the Fund overall.  The impact of the 
changes set out below identifies that the preferred option (if increasing revenues is 



The Treasury Isle of Man Government     

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
237 

the only objective) of the changes would be to increase the Class 4 additional rate, as 
this would raise the largest amount of contributions and also only impact on higher 
earners.  There is a risk that changes to this rate would increase the number of high 
earning self-employed individuals that would seek alternative arrangements to avoid 
the change, however the effective NIC rates would remain low compared to Class 1. 

Table 4.34 - Summary impact of increases in rates of Class 2 and 4 contributions  

 In year impact Impact on NI Fund 

Class 2 at double rate +£0.6m +£36m 

Class 2 at triple rate +£1.2m +£73m 

Increase Class 4 rate to 9% +£0.7m +£76m 

Increase Class 4 rate to 10% +£1.4m +£153m 

Increase Class 4 UPL by £1,000 +£0.1m +£5m 

Increase Class 4 UPL by £2,000 +£0.2m +£10m 

Increase Class 4 Additional rate to 2% +£1.0m +£108m 

Increase Class 4 Additional rate to 3% +£2.1m +£216m 

 

Increase Class 2 Payments 

Current Proposed 

Class 2 contributions are currently paid at a 
rate of £2.70 per week 

Increase Class 2 contributions: 
 Double the weekly rate 
 Triple the weekly rate 

Rationale 

Increasing rates from self-employment increases the contributions to the NI Fund.  
Class 2 Contributions are seen as particularly advantageous, as for a low weekly rate 
individuals can build entitlement to significant contributory benefits. 

Impact on individual incomes  

A change in rate of Class 2 Contributions from self-employed would not have a 
significant impact, due to the low current rate of collections at £140.40 for a full year.  
Doubling or tripling this amount would increase the Class 2 Contributions to £280.80 
or £421.20 

Table 4.35 - Impact of doubling and tripling the Class 2 rates 

 Current Class 2 Double Class 2 Triple Class 2   

Per week £2.70 £5.40 £8.10 

Per annum £140.40 £280.80 - £421.20

Changes to the Class 2 rates do not have a significant impact on the effective NIC 
rates of self-employed contributors as set out below. 
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Table 4.36 - Impact of doubling and tripling the Class 2 rate on the effective contribution rates 
of low, median and high earner scenarios 

 Current Class 2 
Primary NI (1%) Double Class 2 Triple Class 2 

Low earner 1.5% (4.3%) 3% (5.8%) 4.4% (7.3%) 

Median earner 0.5% (6.7%) 1.1% (7.2%) 1.6% (7.7%) 

High earner 0.2% (5.2%) 0.5% (5.4%) 0.7% (5.6%) 

Impact on self-employed   

In 2011/12 4,804 individuals made Class 2 Contributions.  The median income of this 
group is £12,884. If Class 2 rates were tripled someone with an income of £12,884 
would still only pay 3% of their income as a Class 2 Contribution.  

Impact on Fund 

An increase in Class 2 contributions would have the following impact on NI 
collections.   

Table 4.37 - Projected impact of increasing doubling and tripling the Class 2 rate on total NI 
contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions – current 
rate of £2.70 

£187.6m - - 

Doubling of Class 2 rate to £5.40 £188.2m +£0.6m +£36m 

Tripling of Class 2 rate to £8.10 £188.8m +£1.2m +£73m 

Increase Class 4 Payments 

Current Proposed 

Class 4 is currently paid at the main rate of 
8% on all profits between LPL and UPL 

Increase Class 4 contributions: 
 Increase % to 9% 
 Increase % to 10% 

Rationale 

As identified, the contributions from the self-employed are lower than from the 
employed, and the main rate paid on Class 4 Contributions at 8% is lower than the 
main Primary Class 1 rate of 11% and the Secondary Class 1 rate of 12.8%. 

Impact on individual incomes  

A change in Class 4 NI Contributions to 9% would increase the contributions from a 
median earner by £200 per annum as set out on Table 4.38. 
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Table 4.38 - Increase from 8% to 9% for Class 4 Contributions on low, median and high 
earner scenarios 

 Current Class 4 Increase to 9% Change 

Low earner £269 £303 +£34 

Median earner £1,606 £1,806 +£200 

High earner £2,963 £3,309 +£346 

A change in Class 4 NI Contributions to 10% would increase the contributions from a 
median earner by £401 per annum as set out on Table 4.39. 

Table 4.39 - Increase from 8% to 10% for Class 4 Contributions on low, median and high 
earner scenarios 

 Current Class 4 Increase to 10% Change 

Low earner £269 £336 +£67 

Median earner £1,606 £2,007 +£401 

High earner £2,963 £3,656 +£693 

The change will have a small impact on the effective rates of Class 4 Contributions  

Table 4.40 - Increase to 9% and 10% for Class 4 Contributions on low, median and high 
earner scenarios  

 Current Class 4 
(8%) Increase to 9% Increase to 10% 

Low earner 2.8%  3.2%  3.5%  

Median earner 6.1%  6.9% 7.7%  

High earner 4.9%  5.5%  6.1% 

Impact on employment costs  

In 2011/12 4,804 individuals made Class 4 Contributions.  The median income of this 
group is £12,884. Due to the relatively low incomes of the self-employed an increase 
to 9% or 10% would have minimal effect on the NI Fund.  

Impact on Fund 

 An increase in Class 4 would have the following impact on NI collections:   

Table 4.41 Projected impact of increasing Class 4 Contributions on total NI contributions in 
2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions – 8% £187.6m - - 

Projected contributions – 9% £188.3m +£0.7m +£76m 

Projected contributions – 10% £189.0m +£1.4m +£153m 
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Increase Class 4 Limits 

Current Proposed 

Class 4 is currently paid at a rate of 8% on 
all profits between  LPL and UPL 

Increase Class 4 UPL by: 
 £1,000 per annum 
 £2,000 per annum 

Rationale 

This proposal identifies the impact of increasing the UPL, balancing the lower rate of 
Class 4 Contributions compared to Class 1 rates over a greater band of profits. 

Impact on individual incomes  

A change in the Class 4 UPL by £1,000 would increase the contributions from only 
those individuals currently earning over the UPL of £40,768.  For a high earner this 
would increase the contributions by £70.  

Table 4.42 - Increase the UPL by £1,000 for Class 4 Contributions on low, median and high 
earner scenarios 

 Current Class 4 Increase £1,000 Change 

Low earner £269 £269 - 

Median earner £1,606 £1,606 - 

High earner £2,963 £3,033 +£70 

 

A change in the Class 4 UPL by £2,000 would increase the contributions from a high 
earner by £140.  

Table 4.43 - Increase the UPL by £2,000 for Class 4 Contributions on low, median and high 
earner scenarios 

 Current Class 4 Increase £2,000 Change 

Low earner £269 £269 - 

Median earner £1,606 £1,606 - 

High earner £2,963 £3,103 +£140 

 

As above, the proposed impact only has a small impact on the effective rates of Class 
4 Contributions from higher earners, so those earning over the UPL.  

Table 4.44 - Increase in effective NI rates from self-employed from increasing UPL by £1,000 
and £2,000 for Class 4 Contributions on low, median and high earner scenarios  

 Current Class 4 
UPL Increase UPL £1,000 Increase UPL £2,000 

Low earner 2.8%  2.8% 2.8% 

Median earner 6.1%  6.1% 6.1%  

High earner 4.9%  5.1%  5.2% 
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Impact on self-employment costs  

 Analysis of the impact is set out in consideration of changing the Class 4 rates.  

Impact on Fund 

An increase in Class 4 would have the following impact on NI collections.  Due to the 
small numbers contributing, the change has a very limited impact on contributions. 

Table 4.45 - Projected impact of increasing UPL on Class 4 Contributions on total NI 
contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Projected contributions £187.6m - - 

Projected contributions – UPL + 
£1,000 

£187.7m +£0.1m +£5m 

Projected contributions – UPL + 
£2,000 

£187.8m +£0.2m +£10m 

Increase the rate paid over the UPL Class 4 Limits 

Current Proposed 

Class 4 is currently paid at a rate of 1% on 
all profits above the UPL 

Increase the Class 4 UPL by: 
 Increase % to 2% 
 Increase % to 3% 

Rationale 

This proposal would only impact on individuals earning over the UPL. 

Impact on individual incomes  

A change in Class 4 rate to 3% above the UPL would increase the contributions from 
high earners.  In the scenario below this would increase contributions by £192 per 
annum. 

Table 4.46 - Impact of the increasing the rate of Class 4 contributions above the UPL from 1% 
to 2% on low, median and high earner scenarios 

 Current Class 4 2% Change 

Low earner £269 £269 - 

Median earner £1,606 £1,606 - 

High earner £2,963 £3,155 +£192 

 

A change in Class 4 rate above the UPL would increase the contributions from high 
earners by £385.   
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then identifies the impact on the economy and potential changes in the labour 
market. 

Reductions to the main Class 1 rate for all employers have a significant reduction on 
revenues to the Fund and are not affordable without significant increases to 
employment.  An employer incentive has a smaller impact, and is potentially more 
affordable, potentially being used to offset the impact for smaller employers of an 
increase on the main Class 1 Secondary rate. 

Table 4.50 - Summary impact of reducing rates of Class 1 Secondary Contributions  

 In year impact Impact on NI Fund 

Reduce rate to 11.8% -£7.1m -£1,164m 

Reduce rate to 10.8% -£14.3m -£2,327m 

£1,000 employer incentive -£2.3m -£298m 

£2,000 employer incentive -£5.7m -£745m 

 

Reduce rates of Class 1 Secondary Contributions  

Current Proposed 

Class 1 Secondary NI is collected at a rate 
of 12.8% on all earnings between ST and 
UEL 

Decrease Class 1 Secondary by 1% and 2% 
points, therefore to: 
 11.8%  
 10.8% 

Rationale 

Reducing the rate of Secondary NI Contributions reduces employment costs and 
enables employers to increase labour at a reduced cost.  This scenario identifies the 
direct impact of reducing NICs, and the economic impact is identified in the next 
section.  

Impact on individual incomes  

A change in Class 1 Secondary NI Contributions from 12.8% to 11.8% reduces the 
cost of employing a median earner by £201 per annum as set out on Table 4.51. 

Table 4.51 - Decrease from 12.8% to 11.8% for Class 1 Secondary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Secondary (12.8%) Decrease to 11.8% Change £ 

Low earner £437 £403 -£34 

Median earner £2,576 £2,375 -£201 

High earner £6,901 £6,362 -£539 

 

A change in Class 1 Secondary NI contributions from 12.8% to 10.8% reduces the 
cost of employing a median earner by £403 per annum as set out on Table 4.52. 
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Table 4.52 - Decrease from 12.8% to 10.8% for Class 1 Secondary Contributions on a low, 
median and high earner scenarios 

 Current Class 1 
Secondary (12.8%) Decrease to 10.8% Change £ 

Low earner £437 £369 -£68 

Median earner £2,576 £2,173 -£403 

High earner £6,901 £5,828 -£1,073 

 

The proposed impact has a limited impact on the effective rate of Class 1 Secondary 
contributions.  For a median earner the contributions from an employee exceed the 
contributions from an employer. 

Table 4.53 - Impact of decreasing Class 1 Secondary contributions to 11.8% and 10.8% on 
the effective contribution rates of low, median and high earner scenarios 

 Current Class 1 
Secondary (12.8%) Decrease to 11.8% Decrease to 10.8% 

Low earner 4.6% (8.4%) 4.2% (8%) 3.9% (7.7%) 

Median earner 9.8% (18.2%) 9.1% (17.4%) 8.3% (16.7%) 

High earner 11.5% (18%) 10.6% (17.1%) 9.7% (16.2%) 

 

Impact on employment costs  

The change would impact on all employers paying Class 1 Secondary contributions.  
In 2011/12 Class 1 Secondary contributions were received on behalf of approximately 
30,000 individuals.   

Impact on Fund 

A decrease in the rate of Class 1 Secondary NIC would have the following impact on 
the NI Fund.   

Table 4.54 - Projected impact of reducing the rate of Class 1 Secondary contributions to 
11.8% and 10.8% on projected contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Current rates £187.6m - - 

Projected contributions – 11.8% £178.7m -£7.1m -£1,164m 

Projected contributions – 10.8% £169.7m -£14.3m -£2,327m 

 

Identifying a trend means that for every reduction in the rate of 1%, contributions 
reduce by approximately £7m. 
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Introduce an employer incentive 

Current Proposed 

Class 1 Secondary NI is collected at a rate 
of 12.8% on all earnings between the 
Secondary Threshold and Upper Earnings 
Limit 

As in GB, create a limit at which employers 
start to pay NICs: 
 £1,000 
 £2,000 

Rationale 

The UK has introduced a scheme, targeted at reducing the labour costs of smaller 
employers by introducing a de minimis amount at which employers begin to pay 
Secondary NICs.  In the UK that amount has been set at £2,000.  The modelling 
identifies the impact on the Fund if the limit was set at a rate of £1,000 and £2,000.  
The objective of the incentive is to reduce employment costs and encourage 
employers, particularly small to medium employers, to take on additional staff. There 
is a risk though that some employers may try to cap their employer contributions and 
staffing at this level. 

Impact on employer costs   

Below is a worked example of the how the limit would apply and the impact on 
overall labour costs of employers.  The scheme is aimed at small to medium 
employers and, as such, the smaller the employer the bigger the impact of the 
reduction in National Insurance costs. 

 

Worked example 

A business employing three staff earning £21,000 per annum with no contracting out. 

Labour costs 

Salary (3 x £21,000) 

Employer NI (3 x £1,909) 

Total labour costs 

Less Employer Incentive  

Net labour cost 

Cost 

£63,000 

£5,727 

£68,727 

£(2,000) 

£66,727  

Reduction in overall labour costs 

Reduction in NI  

3% 

35% 

 

Impact on employment costs  

The impact on each employer is dependent on the amount of Class 1 Secondary NICs 
they pay.  Treasury forecast the amount that the scheme would cost to implement by 
analysing the NI returns from employers as shown in Table 4.55 below.  
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and removing the requirement for employers to pay Secondary Contributions on 
individuals over the SPA. 

Table 4.57 - Summary impact of broadening the scope of NICs 

 In year impact Impact on NI Fund 

Secondary Class 1 on BIKs   +£0.8m +£115m 

Primary and Secondary Class 1 on BIKs +£1.6m +£213m 

Flat rate on Other Income – 2% +£6.6m +£896.5m 

Primary Class 1 on Other Income – 11% +£34.8m +4,727m 

Projected contributions – Class 1 Primary over 
SPA 

+£5.6m +£838m 

Projected contributions – Class 1 Secondary 
holiday over SPA 

-£7.7m -£1,150m 

Combined – Class 1 Primary over SPA and 
Secondary holiday 

-£2.1m -£312m 

 

Increase scope of contributions  

Pay NICs on Benefits-in-Kind (BIKs) 

Current Proposed 

No NICs are currently charged on BIKs Introduce a rate of NICs due on BIKs , this 
would be similar to Class 1A in GB: 
 Secondary 
 Secondary and Primary 

Rationale 

This would align NICs with the UK by applying contributions on benefits.  However, 
as identified in the risk section of this report, there would be additional administration 
required to implement this change. 

Impact on individual incomes  

In 2011/12, there were 2,074 individuals who received BIKs with a median value of 
£1,441.  The total value of BIKs in 2010/11 was £6.6 million.  This means 4.7% of NI 
contributors receive a BIK. 

Analysis of the amount of BIKs received by earnings is set out below: 

Table 4.58 - Analysis of potential NI contributors that receive BIKs 

 No Median 

Earning less than PT including BIK 169 £1,942 

Earning between PT and UEL including BIK 1,226 £1,240 

Earning over UEL including BIK 679 £1,646 
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Assuming the median BIK of £1,441, this would lead to the following contributions: 

Table 14.59 - Contributions on median BIK 

 Class 1 Secondary Class 1 Primary Total 

Median  BIK £184 £159 £343 

Note: Assumes individual is earning between the PT and UEL 

Impact on household income  

Analysis would suggest that if BIKs were subject to national insurance 169 people 
with a BIK would still earn less than the PT and therefore would not be subject to any 
increased contributions. 1,226 individuals with BIKs would earn between the PT and 
UEL, whilst 679 would earn over the UEL.  

Impact on Fund 

The introduction of NICs on BIKs has a minimal impact on the fund due to the small 
number of individuals receiving BIKs and the relatively small amount received as BIKs 
compared to earnings. 

Table 4.60 - Projected impact of contributions on BIKs on total NI contributions in 2016 

 Total NICs Change Impact on NI 
Fund 

Current contributions  £187.6m - - 

Projected contributions –BIKs at 
Class 1 Secondary   

£188.4m +£0.8 +£114.6m 

Projected contributions –BIKs at 
Class 1 Primary and Secondary 

£189.2m +£1.6m +£213.3m 

 

Pay NICs on investments 

Current Proposed 

No NICs are currently charged on 
investment income 
 
 

Introduce a rate of NICs due on investment 
income: 
 11%  
 A nominal rate of 2%  

Rationale 

This would align NI with tax and broaden the scope of NICs.   

Impact on individual incomes  

In 2011/12, there were 26,952 individuals receiving other income with a median 
value of £12,289.  The total value of Other Income in 2010/11 was £331.2 million. 
This means 30.3% of NI contributors receive Other Income. 

Analysis of the amount of Other Income received by earnings is set out below. 
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Table 4.61 - Analysis of potential NI contributors that receive Other Income 

 No Median 

Earning less than PT including Other Income 11,113 £575 

Earning between PT and UEL including Other Income 10,918 £1,859 

Earning over UEL including Other Income 4,921 £2,282 

 

Assuming the median Other Income of £930, this would lead to the following 
contributions: 

Table 4.62 Contributions on median Other Income 

 2%  11%  

Median  Other Income £19 £102 

Note: Assumes individual is earning between the PT and UEL 

Impact on household income  

Of those with Other Income 11,113 would remain below the PT, 10,918 would earn 
between the PT and UEL, whilst 4,921 would now earn over the UEL. 

Impact on Fund 

The introduction of NICs on Other Income has a significant impact on the Fund due 
to the significant income received.    

Table 4.63 - Projected impact of NI contributions of 11% on Other Income in 2016 

 Total contributions In year Change on Fund 

Projected contributions – 
current rates £187.6m - - 

Projected contributions - Flat 
rate on Other Income – 2% £194.2m +£6.6m 

+£896.5m 
 

Projected contributions - 
Primary Class 1 on Other 
Income – 11% 

£222.4m +34.8m +4,727m 

 

Increase Scope of Individuals Subject to NI  

Employees pay Class 1 primary NICs over SPA with and without a holiday 
for employers Class 1 Secondary Contributions over SPA 

Current Proposed 

No Class 1 Primary NICs from employees 
over SPA 

Extend requirement to pay NICs to all 
individuals over 16 
Extend requirement to pay NICs to employees 
above SPA but remove the requirement from 
employers 
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Rationale 

Individuals over SPA do not pay Class 1 Primary Contributions but continue to receive 
many NI funded benefits.  These scenarios identify the impact on the Fund of 
changes to include older workers within the scope of Class 1 Primary and to remove 
the requirement for Secondary Class 2 Contributions to be paid. 

Impact on individual incomes  

Increasing the scope of Class 1 Primary Contributions to individuals over state 
pension age would align contributions with working age individuals.  The change 
would mean a median earner contributing £2,196 as set out in Table 4.64. 

Table 4.64 - Impact of the increasing Class 1 contributions to individuals over the state 
pension age on low, median and high earner scenarios 

 Current 
Contributions Contributions Change 

Low earner - £359  + £359 

Median earner - £2,196  +£2,196 

High earner - £3,918 +£3,918 

 

Impact on household income   

The number of individuals working over SPA in 2011/12 was 2,919, or approximately 
17% of the population over state pension age.  Including individuals over state 
pension age would increase the number of contributors to the NI Fund by 
approximately 7% from 40,828 to 43,747. 

The median income from working individuals is £5,352.   As such the impact will only 
increase contributions from approximately 1,500 individuals that are earning above 
the primary threshold of £6,240.   

Individuals over state pension age earning over £6,240 are likely to have other 
sources of income and, as a result, overall retirement incomes (including benefits) of 
over £21,000. Therefore any changes to NI contributions will not have such a 
significant impact on retirement incomes. Table 4.65 below identifies the proportion 
of earnings that individuals have as a proportion of total income. 

Table 4.65 - Income distribution of individuals over 65 working  

Income No.  Earnings Total income 

Under £5,000 9 (-%) £773 £3,903 

£5,000 - £9,499 171 (6%) £1,786 £7,635 

£9,500k - £14.999 606 (21%) £2,666 £12,500 

£15,000 - £20,999 663 (23%) £5,463 £17,840 

£21,000 - £26,999 471 (16%) £8,533 £23,767 

£27,000 - £34,999 354 (12%) £11,777 £30,495 
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Rationale 

One of the key recommendations from the stakeholder feedback was to recommend 
simplification of the current NI system and, in particular, differences with taxation.  
This proposal identifies the impact of aligning the rates, thresholds and limits of NI 
contributions in line with the current tax system set out in Section 4.4.   

Impact on individual incomes  

Aligning NI with the tax system significantly increases the amount of earnings that 
are not subject to NICs, as the personal allowance is set at a much higher rate 
(£9,500) than the Lower Earnings Limit at £6,240.  A summary of the changes are set 
out in Table 4.68. 

Table 4.68 - Impact of the aligning NI contributions to income tax rates on low, median and 
high earner scenarios 

 Current Contributions Align to tax 
Contributions Change 

Low earner £359 - - £359 

Median earner £2,196 £2,291 +£95 

High earner £3,990 £9,050 +£5,060 

 

Impact on household income   

Over 16,000 people in employment would not need to make NICs because their 
earnings would fall below the new threshold.  However, the 26,000 people earning 
over £21,000 would see a significant increase in their contributions.  

Impact on Fund 

Aligning the rates of NICs would have the following impact on the Fund: 

Table 4.69 - Projected impact of aligning NI contributions with tax rates in 2016 

 Total Contributions In year Change on Fund 

Projected contributions – 
current rates 

£187.6m - - 

Projected contributions – 
aligning contributions to tax 

£150.8m -£36.8m -£7,213m 

 

As can be identified from the earnings distribution, there is a significant reduction in 
the number of individuals contributing. In year contributions would fall by £36.8m. 
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Remove distinction between different classes of NICs 

Current Proposed 

Contributions are dependent on 
employment status and therefore differ 
between employment and self-employment 

Remove all classes and create one class of 
NIC 
 Align employee with self-employment 
 Align employee, employer and self-

employment (one %) 

Rationale 

As previously identified, a key recommendation from the stakeholder feedback was 
simplification of the current NI system.  This proposal takes an alternative approach 
to aligning with tax and identifies the impact of aligning all NI rates in line with the 
Primary Class 1 rate of 11% for all other classes. 

Impact on individual incomes  

Aligning NICs increases the amount of earnings that are not subject to NI 
contributions.  As a result this ends up with a progressive tax with low to median 
earners contributing less and higher earners contributing significantly higher rates as 
set out in Table 4.70 below.  

Table 4.70 - Impact of the aligning NI contributions to one rate (11%) on low, median and 
high earner scenarios 

 Total contributions Align to 11% rate Change 

Employees 

Low earner £796 £717 -£79 

Median earner £4,772 £4,393 -£114 

High earner £10,799 £11,827 +£1,028 

Self employed 

Low earner £409 £717 +£308 

Median earner £1,746 £4,393 +£2,647 

High earner £3,113 £11,827 +£8,714 

 

Impact on household income   

Aligning the NI rate to 11% would mean that most employees would continue to pay 
the same rate of personal contributions, although those earning over the UEL would 
now contribute a larger sum.  Employers would now pay less, whilst contributions 
would increase for the self-employed. The overall effect would be an increase in the 
NI Fund. 

Impact on Fund 

Aligning the rates of NI contributions would have the following impact on the Fund: 
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Table 4.71 - Projected impact of aligning NI contributions to one rate (11%) in 2016 

 Total Contributions In Year Change on Fund 

Projected contributions – 
current rates 

£187.6m - - 

Projected contributions – one 
rate 

£196.6m +£8.6m +£908m 

 

As can be identified, aligning contributions to 11% increases NICs by approximately 
5%. There is no discernible trend as only one rate has been modelled.  

4.7. Economic Analysis 

The changes to NI proposed in section 4.6 also have an impact on the IOM’s 
economy. Changes to the rate of NICs impact on the amounts individuals and 
employers have to spend, save and invest and therefore the broader economic 
impact needs to be considered.  

This section discusses the impact of such changes on the economy and the labour 
market. The economic impact of the following options discussed in this section are to: 

 Increase Class 1 Primary Contributions by 1% or by 2%. 

 Increase Class 1 Secondary Contributions by 1% or by 2%  

 Reduce Class 1 Secondary Contributions by 1% or by 2%. 

Rationale 

Changes to the rate of NICs affect the incentives for people to remain in employment 
on the IOM as well as changing the incentives of employers to locate to the IOM. 
Increasing rates of NICs increases the costs of doing business on the Island, and is 
expected to have a negative effect on the labour market. 

The employment rate could fall as a direct result of increases as some individuals 
would choose to work less or to migrate to a different jurisdiction. Increased 
employer contributions raise wage costs for employers. As such, employers could be 
required to lay off workers as costs increased and margins could no longer be 
sustained.  
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Methodology 

To understand the effect of changing NICs on the labour market the following steps were 
followed. 

 Forecasts for the number of contributors to the NI Fund over the course of the projection 
period were available from the Mercer modelling. Given that we understood the impact on 
contributions by changing the rate of NICs it was possible to project the total contributions 
expected for each year to 2072.  

 As the size of the labour market and Gross Domestic Product (GDP) are inherently related, 
we calculated the effect that these changes may have on GDP. GDP figures were projected 
forward to 2072 at a real term increase of 4%. This is based on IOM Government 
objectives.  

 Changes in the labour market are related to changes in the domestic economy in particular. 
This is because those that are employed in the IOM only contribute to what is produced 
domestically. As imports are produced in other economies, the IOM labour force does not 
have an input to this portion of GDP. As such, we are only interested in the portion of 
revenue that is attributable to domestic production. As the IOM is a small island nation, 
imports account for a significant proportion of the economy’s GDP. Isolating domestic 
production is essential to understand how the domestic economy will be impacted. 
Unfortunately, precise figures for the IOM’s balance of payments are unavailable. By using 
limited data, we have estimated the proportion of GDP that can be attributed to domestic 
production to be in the region of 20-30%. For the purposes of this analysis we have 
assumed that 25% of GDP can be attributed to domestic production. 

 This portion of the change in contributions is subtracted from projected GDP figures to give 
a new GDP figure for each year. By calculating the percentage change in GDP and relating 
this to the number of contributors we arrive at a revised number of total contributors for 
each year. 

 In addition to effects through changes in output, employment is also affected through 
increased wage costs that cause employers to employ fewer staff. It is generally assumed 
that an increase in wage costs of 1% will lead to a fall in employment of 0.0246%.53 
Knowing this, it is possible to calculate the expected fall in employment due to increased 
wage costs. This effect is considerably larger than the effect through changes in GDP. 

 Limitations 

 The expected impact on employment is related to domestic production, for which we do 
not have accurate figures. However, a sensitivity analysis revealed that the effects on 
employment through changes in domestic production were negligible.  

 The analysis assumes that the percentage loss in GDP caused by the NIC rate changes, are 
directly relatable to employment figures. We would expect these figures to be correlated 
but they may not always move in relation to one another. Given that effects through output 
were generally small, this issue is of minor significance. 

 

  

                                            
53 Andreas Lichter, Andreas Peichl, and Sebastian Siegloch, (2014), “The Own Wage Elasticity of Labor Demand: 

A Meta-Regression Analysis”, IZA Discussion Paper no. 7958, February 
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Analysis 

Increasing Class 1 Primary Contributions  

In 2016, there are projected to be 42,107 contributors to the NI Fund. If there is no 
rate change the total number of contributors is projected to stand at 49,863 by 2072. 
Increasing the contribution rate from 11% to 12% for Primary Contributions would 
create additional NICs of £5.8m in 2016. Assuming domestic production of 25% of 
GDP, this would account for £1.45m that would be lost from the domestic economy. 
The rest of the loss in GDP is accounted for through imports. This represents around 
0.03% of GDP. The same steps are carried out for the scenario in which Primary 
Contributions rise to 13%. This would create NI Fund revenues of £11.9 million in 
2016. Assuming domestic production of 25% of GDP this would account for £2.97 
million that would be lost from the domestic economy. This represents around 0.07% 
of GDP. 

Figure 14.4 below shows the effects of increasing primary contributions by 1% and 
by 2% on the labour market.  

Figure 4.4 - Impact on NI Fund contributors of increasing Class 1 Primary contributions to 
12% and 13% 

 

 

When related to the number of contributors to the NI Fund a 1% rise leads to a loss 
in total contributors of approximately 14 people in 2016. When the effect of increased 
wage costs are taken into consideration, 2016 sees a further 93 people leave the 
labour market. Projected forward, we would expect 110 fewer people in employment 
compared to base estimations. An increase in the Class 1 Primary Contribution rate of 
2% could cause a loss in total contributors of approximately 28 people in 2016. 
Taking the effect of increased wage costs into consideration, 2016 sees a further 186 
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people leave the labour market. By 2072, we would expect 221 fewer people in 
employment compared to base estimations. 

Increasing Class 1 Secondary Contributions  

If Secondary Contributions are increased from 12.8% to 13.8% this would create NI 
Fund revenues of £8.9 million in 2016. Assuming domestic production of 25% of 
GDP, this would account for £2.22 million that would be lost from the domestic 
economy. This represents around 0.05% of GDP. The rest of the loss in GDP is 
accounted for through imports. If Secondary Contributions were increased from 
12.8% to 14.8% this is likely to create NI Fund revenues of £17.9 million in 2016, 
accounting for £4.47 million that would be lost from the domestic economy. This 
represents around 0.1% of GDP. Figure 4.5 shows the expected impact of increasing 
Class 1 Secondary Contributions by 1% and by 2% on the number of NI Fund 
contributors. 

Figure 4.5 - Impact on NI Fund contributors of increasing Class 1 Secondary Contributions to 
13.8% and 14.8%  

 

When related to the number of contributors an increase in the rate of Class 1 
Secondary Contributions leads to an expected loss in total contributors of 
approximately 21 people in 2016. When the effect of increased wage costs is taken 
into consideration, 2016 sees a further 104 people leave the labour market. Projected 
forward, we would expect 123 fewer people in employment compared to base 
estimations. A rise of 2% represents a loss in total contributors of around 43 people 
in 2016. When the effect of increased wage costs is taken into consideration, 2016 
sees a further 207 people leave the labour market. At the end of the projection 
period, the analysis suggests that there would be 245 fewer people in employment 
compared to base estimations.  
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Reducing Class 1 Secondary Contributions 

Lowering NI Fund revenues could have a positive effect on the economy overall. If 
Secondary Contributions were reduced from 12.8% to 11.8% this would lead to a 
loss in NI Fund revenues of £7.1 million in 2016. Assuming domestic production of 
25% of GDP this would account for £1.77 million that would be added to the 
domestic economy. This represents around 0.04% of GDP. The rest of the increase in 
GDP is accounted for through imports. If, instead, Secondary Contributions were 
reduced from 12.8% to 10.8% this could lead to a greater loss in NI Fund revenues 
of £14.3 million in 2016 leading to £3.57 million that could be added to the domestic 
economy, or 0.08% of GDP. Figure 6 shows the impact on the number of NI 
contributors as a result of reducing Class 1 Secondary Contributions by 1% or 2%. 

Figure 4.6 - Impact on NI Fund contributors of reducing Class 1 Secondary Contributions by 
1% and by 2% 

  

When related to the number of contributors, a 1% fall leads to an increase in total 
contributors of approximately 17 people in 2016. When the effect of increased wage 
costs is taken into consideration, 2016 sees a further 104 people join the labour 
market. Projected forward, we would expect 123 more people in employment in 2072 
compared to base estimations. It is a similar story for reducing contributions by 2%. 
This could lead to an increase in total contributors of approximately 34 people in 
2016. When the effect of increased wage costs is taken into consideration, 2016 sees 
a further 207 people join the labour market. This could lead to 245 more people in 
employment compared to base estimations. 
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Summary 

Based on the analysis presented, increasing NIC rates will have a lasting negative 
effect on the labour market. The effects are more significant for the option that seeks 
to increase Class 1 Secondary Contributions by 2%. This is also the option that 
generates the most revenue for the NI Fund. A list of projected figures is included 
below showing the total number of contributors for each scenario given a level of 
domestic production equal to 25%. 

We can use the prior analysis to identify a trend in the effect on the number of NI Fund 
contributors. Given a 1% increase in Class 1 Primary Contributions, one could expect 
the number of NI contributors to fall by 0.23%. A 1% increase in Class 1 Secondary 
Contributions could lead to a 0.29% fall in the number of NI Fund contributors. 
Reducing Class 1 Secondary Contributions by 1% could lead to a 0.28% rise in the 
number of contributors in 2016 or 0.25% more in 2072. The expected effect from 
changing any rate by 2% has approximately twice the effect of changing the rate by 
1%. 

Earlier in this report, the potential revenue gains from increasing contribution rates 
were discussed. While it is the case that such a move would lead to income gains, 
some of these gains would be lost due to a reduced number of people in the labour 
market. Given that the average employee and employer NICs amount to £4,772, 
increasing Class 1 Primary Contributions by 1% could lead to loss of £443,796 in 2016 
Fund income due to the decrease in the number of people paying NICs. Likewise, 
increasing Class 1 Secondary Contributions could lead to a reduction of £496,288 in 
Fund income for a given year. 

Not discussed here are the effects of combined rate changes; for example, increasing 
both Primary and Secondary Contributions by 1%. This would require a more extensive 
analysis than discussed here. One could use the sum of losses from each scenario as 
an estimate, although both analyses are carried out assuming all else remains constant. 

Table 4.72 - Total projected NI Fund contributors for each scenario 

Year 
No 

Change 

Primary 
Increase 

1% 

Primary 
Increase 

2% 

Secondary 
Increase 

1% 

Secondary 
Increase 

2% 

Secondary 
Decrease 

1% 

Secondary 
Decrease 

2% 

2016 42,107 42,000 41,892 41,982 41,857 42,227 42,348 

2022 44,025 43,914 43,802 43,896 43,767 44,150 44,275 

2032 45,017 44,905 44,793 44,888 44,759 45,142 45,268 

2042 45,530 45,419 45,307 45,402 45,274 45,655 45,780 

2052 47,797 47,682 47,566 47,665 47,532 47,926 48,056 

2062 48,858 48,741 48,624 48,725 48,592 48,989 49,119 

2072 49,863 49,745 49,627 49,729 49,595 49,995 50,127 
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Option Stakeholder views 

Changing the rate of 
NI 

 Increasing NI rates could result in employers cutting jobs. A lot 
of employers employ workers in Jersey and Guernsey as well 
and so could relocate jobs to those jurisdictions. If, on the 
other hand, NI rates in the IOM are cut, the number of jobs in 
the IOM could increase and therefore more people would pay 
into the NI Fund. 

 If benefits were guaranteed in return for the higher NI rates, 
would the Fund level not decrease even faster than projected 
by GAD? Furthermore, Fund contributors would be aware that 
their contributions, and their future state pension, depended on 
Government actions and the state of the economy (however, 
stakeholders were not aware that there was a separate NI 
Fund, which can only be accessed by Government if legislative 
changes are made).  

 At the moment, those who pay Class 4 NI rates do not receive 
any real benefit from making the contributions and they are 
just seen as a tax. If changes to rates are being considered, 
attaching more benefits to Class 4 rates needs to be considered 
as an option.  

 NI rates could perhaps be increased to the same level as the 
UK but beyond that it would become hard to sell the IOM’s 
attractiveness. 

Earnings limits: 
 

 The current system only looks like it does because of the way it 
has come about historically. If we started from scratch now, the 
system would not look like it does. 

 It would be very difficult to increase the UEL beyond the level 
that the UK has. 

 People need to be made responsible for their own position. The 
Government needs to inform people more and people need to 
have realistic expectations of what they will receive.  

 For current residents, NI rates could be increased if it will 
translate to guaranteed benefits, but higher NI rates would 
discourage workers from moving to the Island.  

 The threshold at which people begin paying NICs could be 
decreased as employers are more concerned about attracting 
higher earning individuals.  
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Change scope of NICs 

Option Stakeholder Views 

Increase scope of 
earnings subject to NI 
(investment): 
 

 If this happened, it would become very difficult to attract 
high net worth individuals to the Island. 

 Could there be a tax and NI cap? (Currently only a tax cap, 
which does not apply to NI). 

Increase scope of 
workers subject to NI 
(new workers / older 
workers): 
 

 Scope could include older workers if the NICs go into each 
individual’s pot.  

 If NICs are applied to older workers, incentives to work for 
longer are reduced and more jobs would be freed up for 
younger workers. 

 Although workers above SPA do not pay NICs, employers 
do. Is this right? 

 Should younger workers be enrolled into the system? The 
NI holiday to encourage employment of younger workers 
has been successful.  

 

Simplification / alignment with taxation 

Option Stakeholder Views 

Same basis as tax 
(definitions, reference 
periods, limits, 
thresholds and rates): 

 A single system would be preferable and there could then 
be a split of elements within it.  

 From a Treasury point of view, a single system would be a 
lot easier. However, it is not feasible politically.  

Annualise collection: 

 

 At the moment, a person earning £10,000 a year from one 
job will pay tax and NI. However, a person with two jobs, 
each paying £5,000, pays tax but not NI (and does not build 
up entitlement to NI funded benefits). A person in this 
situation should have to pay NI and tax returns could be 
used to collect this NI. What would happen in periods of not 
working, e.g. maternity leave? 

 It could make things difficult for employers and it would be 
unfair to penalise an employer for hiring a worker who also 
has other jobs. 

 NI and tax should be kept separate because otherwise the 
Island will be prevented from saying it has a low top rate of 
tax.  

 It is strange to have a system that encourages workers to 
make Class 2 Contributions (instead of Class 3) given that 
Class 3 NICs are higher. 

 Overall, simplification is more palatable than charging NI on 
dividends. 
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WORKING AGE BENEFITS 
The purpose of this section is to present our recommendations for reforming the 
Social Security system with regards to working age benefits. Chapter 5, the first 
chapter in this section, discusses our recommendation for transforming the working 
age welfare system by replacing existing benefits with a New Manx Benefit (NMB). 
The chapter discusses the transformation of the system as a whole and the 
considerations required for this. Chapters 6 to 13 on the other hand discuss particular 
components of the working age welfare system and the options for reform in these 
particular areas. Whilst some of the options presented in these later chapters could 
form part of the proposed NMB system, they could also be implemented regardless of 
the broader reforms proposed. 

5. Simplify the IOM’s Working Age Welfare System Through 
the Introduction of a Single Working Age Benefit, the New 
Manx Benefit 

5.1. Introduction 

This chapter sets out a transformational reform for the IOM’s working age welfare 
system, rather than strengthening and tidying the current system, as set out as 
options in the other chapters discussing reforms to the working age benefits system.  

The principles used for the transformational reform are: 

 Keep it simple – We have seen throughout this work that welfare systems are 
complex and this complexity distracts from the aims of the benefit and increases 
cost. Complexity must be reduced as a simple, transparent system is best placed 
to deliver a coherent, efficient and effective solution. 

 Individualised support – The IOM’s size and structure allows it to deliver truly 
tailored individual support to citizens that could be the envy of OECD member 
countries.  

The transformational approach set out in this paper looks at what the IOM needs for 
the IOM citizen and not one that ‘shoe horns’ in complex and potentially flawed UK 
policy. It is designed for the IOM, to support IOM Citizens and add value to the 
individual communities and the Island.  

The policy options to achieve this transformational reform are: 

 Introduce a Basic New Manx Benefit (NMB) to reflect recurrent costs of everyday 
living with simplified additions available to reflect individual circumstances 

 Consider whether to base eligibility the NMB on means-testing or whether to 
preserve the link to NICs by making eligibility for the first six months dependent 
on a satisfactory contribution record 

 Allow NMB to be payable in work and out of work to provide a smooth transition 
from unemployment to employment 
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 Base eligibility for passported benefits on receipt of Additional NMB, not the 
Basic NMB 

 Remove the Christmas Bonus 

 Replace the small teams and silos currently delivering benefits with a three layer 
structure consisting of a policy team, a transactional team and a support team. 

5.2. Background 

The IOM Government decided to adopt a ‘transform’ agenda for Social Security 
reform, as set out in our presentation Developing Options and Recommendations for 
the Review of SS and NI (28 May 2014), in preference to limiting its ambitions to the 
less radical ‘sustain’ and ‘incentivise’ options. A central plank of the ‘transform’ 
agenda is the creation of an NMB.  

This chapter aims to support the development of this decision, by setting out the next 
set of considerations that the IOM Government will want to address, i.e. what an 
NMB will look like, how it relates to the whole of the Social Security system, and how 
the level of the benefit can be set and managed.  

The aim of a single working age benefit is to address, and potentially remove, the 
dysfunctions that have built up over decades of incremental reforms. The problems 
and barriers created by an over-complex system have been acknowledged in a 
number of advanced Social Security systems, including the UK, Australia and New 
Zealand, each of which is at different stages of reform. The UK Government has 
begun implementation of Universal Credit which replaces JSA, Income Support, EPA, 
Housing Benefits and Tax Credits. Universal Credit is a major step forward in 
simplification but, due to political reasons, it has left a large number of benefits 
intact, including DLA and Child Benefit. This is, and will, reduce the effectiveness of 
the principle used in its design. The proposals in this paper take the principle of a 
single benefit further than Universal Credit, reducing complexity as much as possible. 

Universal Credit is a useful point of comparison for developing an NMB, but there is 
an opportunity here for tailoring NMB to the needs and objectives of the policy 
makers and people of the IOM, and removing the flaws in the UK approach. The 
structure of the NMB will therefore depend on how IOM policy makers view the aims 
and desirable outcomes of a Social Security system. Decisions about the monetary 
values of benefits, the level of any disregards, and taper rates do not depend directly 
on structure and can be considered in parallel but separately. 

The next section sets out the fundamental features of an NMB that aims to meet a 
number of objectives: 

 To address individual and family poverty  

 To be as simple and transparent as possible 

 To remove barriers and create incentives to work. 
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5.3. A Vision of a New Manx Benefit  

We propose the following stages in designing an NMB: 

1. Adopt a fresh approach by starting with a clean sheet and designing a Social 
Security system from first principles, based on what social and economic 
objectives the Social Security system is trying to achieve. 

2. Establish a clear logic model for NMB. 

2a Every working age person and their family has a basic set of needs in order 
to survive and participate as citizens of the IOM 

2b Some people have additional, continuous needs because of their individual 
circumstances (including household composition, housing and health) 

2c   Some people will experience contingencies that impose temporary rather 
than continuous costs. 

If people have insufficient means to meet 2a to 2c (whether they are in work or 
not) they should be entitled to help from the IOM’s Social Security system. 

This logic leads to the building blocks for a reformed IOM Social Security system: 

2a Leads to a core element (call it Basic NMB) that, in addition to other sources 
of income such as work, should be sufficient to live on and participate in 
society 

2b Leads to a number of additional amounts (call them the NMB additions) 
payable only to those people who meet additional conditions 

2c Leads to a number of separate benefits that can either be time-limited or a 
one-off payment for very specific targeted support. 

The logic of designing a Social Security system in this way is presented in Figure 
5.1.  
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Table 5.2 – Changes to Passporting benefits 

New Manx Benefit Passported 

Basic NMB 

Legal Aid – With regards to civil issues the cost of this aid 
will be tracked using smart cards, see section 8. When the 
individual moves back into work, or circumstances change, 
the money will be repaid over time  

Prescriptions / Dentistry / Glasses – Although a nominal 
contribution i.e. £1.50 will be required 

NMB addition – children 

Prescriptions / Dentistry / Glasses 

Free Milk, School Meals, Uniforms 

Winter Bonus 

Travel cost for hospital (patient transport element as off 
island support will remain universal) 

NMB addition – health / 
disability  

Prescriptions / Dentistry / Glasses 

Winter Bonus 

Travel cost for hospital (patient transport element as off 
island support will remain universal) 

Car Tax  Exceptions (limited to a certain Co2 level) 

 

In addition, if this approach is used, we are proposing the removal of the following 
passported benefits: 

 Christmas Bonus (which has already been significantly reduced) 

Although not within the scope of the NMB at this stage we recommend removing or 
means-testing TV Licences and Bus Passes for Pensioners 

5.4. Dedicated Individualised Support 

The culture and ethos of the NMB is that it is a transition not a destination. To 
achieve this each ‘individual’ in receipt of the NMB will have dedicated individualised 
support tailored to their specific needs. This support will include a contract between 
the citizen and the IOM Government, each having clear roles and responsibilities.  
With responsibility will come accountability in the form of sanctions, which are applied 
consistently and appropriately. 

Individuals can come in and out of the benefit system due to numerous reasons and 
require different levels of support, some financial, others practical. A dedicated team 
of case workers, employed and trained from the current team, will produce an 
individual support plan for each person, taking into consideration the individuals need 
for support. 

We are not saying that everyone will move off benefits completely, but in the 
majority of cases there should not be a reason why there should not be a positive 
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The policy team - will become part of a central policy unit to ensure they have a 
wider perspective.  Their key responsibility will be to monitor and design IOM welfare 
policy that benefits the citizen, the community and the Island national position. The 
policy team will horizon scan, commission research and  link in with other policy 
makers (i.e. Health and  Social Care) to ensure policies designed are coherent, 
consistent and risks are managed. A key enabler for the policy team will be an IT 
based performance management framework, which measures the effectiveness of 
policy set. 

The transactional team - key responsibilities will be to ensure transactions are timely, 
simple and cost effective. In practice this team will be small as the process will be 
administered by IT systems. The human elements key responsibility will be to ensure 
good governance is applied and continuous improvement is applied. All manual 
calculation, alterations and data input will, in the main, be replaced by technology. 
This technology will be able to be interactive with other key systems throughout 
Government. At the centre of transactional IT will be 2nd generation smart cards 
issued to all in receipt of the NMB. These will be used to deliver the following: 

 Reduce / remove all paper from the system  

 Remove duplication 

 Linked to payment method 

 Access / authorise passported benefits such as free school meals and 
prescriptions 

 Remove current voucher systems 

 Remove manual recording and ‘signing on’ systems 

 Record performance information on the individual. 

The support team – will be the face to face support for the citizen. Their key 
responsibility will be to identify, design and deliver the individualised support plan for 
the individual, the effectiveness of this will be measured using the ‘graph of 

Policy

Transactional

Support 
Team

Citizen
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 Information sharing is not effective across Government departments. Any 
changes in Information Law not pursued correctly, delaying or derailing the 
process 

 Interest groups not managed correctly or placated, potentially making the new 
benefit more complicated than the current system, trying to be all things to all 
men  

 New policy team will require support to change legislation in a timely manner 

 Lack of consistent and / or sufficient political support, putting the process in 
constant opposition, making it too difficult to implement 

 Effectiveness is not measured appropriately – saving not realised. 

The NMB needs to be properly planned, resourced and implemented. Its successful 
completion requires political will, public support, development of new IT, and the 
technical work of translating policy into primary and secondary legislation. A realistic 
timetable for all this needs to be set. The UK experience of implementing Universal 
Credit demonstrates clearly the dangers of setting an over-ambitious timetable.  

The introduction of NMB requires set up costs (including training, education and 
publicity). If sufficient funds are not allocated then a smooth and effective transition 
will be in jeopardy and intended savings put at risk. Any change in a major area of 
social policy will naturally attract concern and possibly suspicion. Sufficient resources 
therefore need to be allocated to engaging the public to gain their understanding and 
support for the NMB. Negative attitudes towards the Social Security system and 
towards claimants are damaging to the achievement of core social policy goals of a 
tolerant and supportive society. Damage to support for reform can be generated if 
‘losers’ are perceived to be treated unfairly. NMB therefore needs to include fair and 
appropriate treatment of losers. 

5.7. Conclusion 

The NMB as part of a radical ‘transform’ agenda for Social Security reform   

We have set out a vision for the NMB, how it will look and feel. It is not set in stone 
or a take-it-or-leave-it blueprint, elements of the existing Social Security system can 
be maintained outside of an NMB if thought desirable. However, the more you move 
from the principle of ‘simple is best’ the less effective the system becomes, as it will 
need to deal with unnecessary complexity. 

What we have tried to do is show the potential of an NMB to create a Social Security 
system that is appropriate to the socio-economic characteristics of the IOM in 2014 
and beyond, rather than trying to make incremental changes to a complex and costly 
system that was designed 70 years ago in the UK.  

In order that the maximum societal gain from an NMB is achieved there is also a 
need to ensure that the robust activation programme is developed alongside it.  

The reform of the IOM Social Security system described in this chapter follows the 
sentiment and ambition of the ‘transform’ agenda. It is a bold, far-reaching and 
radical plan. Already there is political will on the IOM to think afresh about Social 
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Security and to commit to a ‘transform’ agenda. It is not suggested that what is 
proposed is easy. There will be some winners and losers. But what will emerge is a 
benefit system that uses resources in a targeted way to promote transparent social 
and economic policy objectives. Continuing with the current structure of the benefit 
system will achieve neither of these. 

No other country has achieved anything similar yet. However, the IOM is well placed, 
because of its size and its non-party political system, and because it can learn from 
Universal Credit, to make progress more rapidly and, ultimately, to make a single 
benefit a successful reality. 
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6. Strengthen the Gateway to Working Age Benefits and 
Develop the Activation Regime 

6.1. Introduction 

This chapter sets out key findings and recommendations from the workstream 
reviewing activation. Specifically, this chapter focuses on: 

 The ‘gateway’ to benefits – the conditions that claimants are required to meet in 
order to claim benefits, and the process for doing so 

 The ‘activation regime’ – the process by which claimants who are out of work 
are engaged to ensure that they are actively seeking work or preparing for 
work, and as far as possible available for work 

 Financial incentives to work – the extent to which claimants, or groups of 
claimants, may be better or worse off by taking up work 

 Employment support – the support available, from Social Security and DED staff, 
to prepare for work and then find and keep work. 

This report focuses in particular on contributory benefits for citizens who are out of 
work – JSA and Incapacity Benefits – and means-tested benefits for those on low 
incomes (in and out of work) – so Income Support, including housing support, 
disability premia and income based JSA. In addition to these benefits, we have also 
looked at financial support for those on low incomes in work, the EPA in the 
discussion on financial incentives. 

Key findings and proposals are set out in sections 6.3 to 6.7.  These take in turn the 
four areas set out above: the gateway, activation, financial incentives and 
employment support. 

Appendix 6 - A then summarises all proposals, including estimated costs, benefits and 
fit with objectives. 

The proposals considered are: 

 Implement the revised Personal Capability Assessment (PCA) as soon as possible 

 Over time, reassess against the new PCA existing claimants of Incapacity Benefit 
(IB) and relevant claimants of Income Support 

 Review the application of the sanctions regime for jobseekers and ensure that it 
is applied rigorously and systematically  

 Increase requirements on jobseekers to look for and prepare for work, based on 
an ‘escalating conditionality’ model  

 Reform how performance is measured within Social Security  

 Require lone parents with school-age children to be available for, and actively 
seeking, work that fits with their childcare responsibilities  

 Consider the case for increasing requirements on IB claimants  

 Bring income-based JSA into line with contributory JSA  
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 Employment Advisers, Careers Advisers and Disability Employment Advisers 

 Key policy and project officials in Treasury and DED 

 The Employers Federation and the Recruitment Works recruitment agency. 

6.2. Background 

This report builds on the findings of the initial review of the Social Security and NI 
systems that reported in July 2013. This set out that caseloads for the main out-of-
work benefits have nearly doubled since 2000 (risen by 77%) at a time that 
caseloads in GB have fallen by 9%.   

If caseloads on the Island had followed the same patterns then expenditure on 
benefits would be around £17 million lower per year. A large part of this difference is 
likely to be the different approaches taken to reforming the benefits system in the GB 
and on the Island. 

The headline ‘journey’ for claiming these benefits, and for accessing the employment 
support that is available, is set out in Figure 6.1 below. 

Figure 6.1 – Claimant journeys for key out-of-work benefits 
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This process is set out in Figure 6.2. 

Figure 6.2 – The Employment and Support Allowance claims process 

 

The IOM Government initially piloted a similar process to the WCA as part of reforms 
to its existing ‘PCA’, but has not yet implemented this. We understand that a 
company has now been appointed to conduct this assessment, and that this should 
start to roll out imminently. 

The rollout of ESA began in October 2008, with existing claimants of incapacity 
benefits (i.e. both IB and IS due to sickness or disability) being ‘reassessed’ between 
2010 and 2014.  Since 2008, the total number of claimants of ESA or incapacity 
benefits has fallen from 2.59 million to 2.45 million, a decline of 5%. This is a 
significant fall given the deep recession – which in the past two recessions has led to 
a large growth in the numbers claiming sickness benefits. During the same period on 
the IOM, we estimate that claims for incapacity benefits have risen from around 
3,300 to 4,800 claimants – or around 46%. These differences are illustrated in Figure 
6.3 below.55  This shows that the differences in caseload growth are most 
pronounced in the aftermath of the recession (2010 to 2012).  It is highly likely that 
this growth was driven by previously unemployed people moving into inactivity and 
ill-health – which was not possible to the same extent in GB.  Since 2012, differences 
have been more modest. 

                                            
55 Data on Income Support (sickness) cases between 2008 and 2012 was not available to the review team, so 2008-

2012 is actual IB data plus estimated IS caseload (based on known relationships between IS and IB).   
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Jobseeker’s Allowance  

Claimants of JSA (contributory or income-based) are required to be actively looking 
for work and to be available for work.   

In practice this means a requirement to: 

 ‘Sign on’ every two weeks 

 Demonstrate that they have applied for at least two jobs and that they are 
available to take up work 

 Attend a face-to-face meeting to agree a Jobseeker’s Agreement (JSAg), usually 
after three months on JSA. 

This is a relatively light-touch regime compared to the GB and many other countries, 
where there are stronger requirements to look for work or attend interviews and 
meetings. 

Those who fail to fulfil these criteria can be referred for a possible benefit sanction.  
However a number of concerns were raised by staff as part of this research: 

 Firstly, there is no systematic following-up of jobsearch activity – leading to risks 
that some claimants could ‘game’ the system, in particular by not looking for 
work or applying for jobs 

 Secondly, claimants who fail to attend meetings or fail to follow Jobseeker 
Directions are not sanctioned – non-attendance at JSAg meetings appears to be 
high (during our fieldwork, every JSAg appointment on one day had failed to 
attend); claimants should then be referred for action, but information is not 
recorded on whether sanctions are applied and staff reported that they did not 
believe that they were 

 Thirdly, claimants that fail to attend meetings, without giving any notice, receive 
the benefit of the doubt – they are invited to explain their reasons within five 
working days, and continue to receive benefits. 

There are plans to introduce some stronger conditionality in the near future, with a 
requirement to have a CV in place before receiving JSA payments, and potentially to 
introduce a ‘Claimant Commitment’ with more personalised requirements and 
responsibilities. 

Income Benefit and Income Support 

For those claiming IB or IS because of disability or caring responsibilities, there are 
no requirements to attend meetings, prepare for work, look for work or be available 
for work.  In effect, it is assumed that these claimants are not able to take steps to 
prepare for work.  Once eligibility is established (based on household circumstances 
and income), the claim is paid until those eligibility requirements are no longer met. 

Again this is relatively light touch in comparison with GB, where claimants are 
generally required to attend meetings and prepare action plans. 
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Where claimants fail to attend a meeting without notifying in advance, benefits 
should normally be suspended until claimants re-engaged – rather than writing to 
claimants and inviting them to provide ‘good cause’ for non-attendance. 

The number of days that claimants are given to give good cause should also be 
reviewed – currently claimants have five days to give good cause, it may be more 
reasonable to allow two to three days. 

Increase requirements on jobseekers to look for and prepare for work, 
based on an ‘escalating conditionality’ model 

Building on the evidence from GB and overseas, there is a compelling case for 
reforming the activation approach for claimants of JSA. We would recommend an 
‘escalating conditionality’ model as exists in GB – with: 

 Evidence of jobseeking at the point when the JSA claim is made 

 A requirement to agree a Jobseeker’s Agreement at the start of the claim 

 At three months, a broadening out of jobseeking activity and a regular review 
meeting 

 At six months, a further review meeting and referral to a personal adviser to 
provide ‘case management’ support 

 A period of weekly signing-on as claimants reach longer-term unemployment 
(perhaps at twelve months). 

Costs and Benefits 

Based on performance gains from intensive activation in GB, France and Germany, it 
would be reasonable to assume that tightening conditionality in these two ways could 
lead to an increase in the rate at which claimants leave JSA of at least 10%.  As 
noted, impact assessments of activation reforms suggest gains of around 20-25%, 
although these also tend to include increases in employment support (which is 
covered in section 6.6). 

Assuming a 10% performance gain, we estimate that implementing these reforms 
would lead to annual cost reductions of around £190,000. This is based on: 

 New claims for JSA following the same trends as the last twelve months for 
which data was available (March 13 – February 14) 

 The proportions reaching 3-6, 6-9 and 9-12 months falling by 10% compared 
with pre-reform 

 An assumption that in steady state, 18% of claimants have claimed for more 
than twelve months (which was the proportion in 2012/13) and that this also 
reduces by 10% 

 That the expenditure per JSA claim is £3,819 per year, in line with the analysis 
in the interim report on the benefits system. 
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Figure 6.5 sets out the actual and forecast (with reform) volumes of claimants with a 
duration of less than twelve months on JSA. 

Figure 6.5 – actual and forecast JSA volumes, less than 12 months unemployed (rolling three-
month average) 

 
 

Overall, then, we forecast that these reforms will lead to a reduction in the number of 
JSA claimants of 50 in steady state (2016) and cost reductions of £190,000 per year.  
In our view, these savings would far exceed the increased costs of tightening up the 
JSA regime (set out in more detail in Appendix 6 - A). 

Reform how performance is measured within Social Security 

Building on the above two areas, we would consider that there is also value in 
reviewing how the activation regime is actively managed and monitored.   

Currently, performance appears to be largely measured in terms of resource 
management.  It is not measured in terms of any key performance indicators on off-
flows from benefits, destinations of those leaving benefit, and so on. These are 
arguably critical in managing the JSA regime. 

Require lone parents with school-age children to be available for, and 
actively seeking, work that fits with their childcare responsibilities 

Research on the impacts of similar reforms in GB demonstrate that introducing 
‘jobsearch’ conditionality for lone parents with school age children leads both to more 
parents in work and fewer parents claiming benefits.   

Data was not available to the review team on the numbers of lone parents on IS with 
school-aged children, however we know that there are 600 IS cases that are not 
claiming due to sickness or disability, with annual expenditure of £8.2 million.  If 
(say) half of these were lone parents with school age children, and these reforms led 
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Adviser Support 

For most JSA claimants, support to find work is ‘light and even’ – with referral on to a 
meeting with an employment adviser, or attendance at the Job Club.   

Typically, referral to an employment adviser happens after three months of claiming 
JSA.  Support is fairly light-touch – with advisers describing their role as to offer 
support on using jobsearch facilities, guidance on applications and CVs, motivational 
support, and referral on to other provision where that is considered necessary (for 
example training).  Engagement is usually one-off, with no follow-up or repeat 
contact. 

Three groups of claimants had more regular adviser contact, and were effectively 
part of an adviser’s caseload: 

 Firstly, young people that are unemployed are provided with ongoing support 
from Careers Advisers (who also deliver careers guidance in schools), often 
operating with caseloads smaller than those found in GB. The Advisers focus on 
supporting the young people into ‘positive destinations’ – employment or 
learning. Action planning and support does not follow a set structure, but 
instead depends on the individual (as does the frequency of contact).  

 Secondly, long-term unemployed people (twelve months or more on JSA) are 
seen by the Project Manager for the long-term unemployed. This process was 
bedding down during our fieldwork and there appeared to be some teething 
problems – with a lot of bureaucracy in the process for inviting claimants to 
attend an interview and subsequently low attendance rates (52%). The 
caseworker had a very high caseload (287 claimants) and so saw many of them 
very infrequently and took a light-touch approach to agreeing action plans. 

 Thirdly, disabled people are supported by specialist Disability Employment 
Advisers.  Their ‘active’ caseload between two advisers was 450 at the time of 
research, with typically 130 of these seen each month.  Most of those referred 
come from health services (around three quarters), and a majority are claimants 
of IS or Incapacity Benefit.  Most of those seen for an initial engagement will 
come back for a further meeting. 

In general, Advisers reported that support was personalised to the needs of 
individuals.  However, it was not clear that there were consistent approaches being 
applied to: how action plans and support were being put in place; how employers 
were being directly engaged to source opportunities; how claimants were being 
matched and then brokered into jobs; and how claimants were being prioritised, 
followed up, and plans being reviewed. 

One noteworthy example where there did seem to be a more systematic approach 
was in the ‘Recruitment Works’ programme.  Under this scheme, which was in its 
early days during our fieldwork, long-term unemployed claimants are referred on a 
‘payment by results’ basis.  The Director there has achieved very high attachment 
rates – 58 of the 60 referred – and was building effective links with a range of 
employers in entry-level occupations.  Her approach was largely based around 
conventional job matching and brokerage, with regular and frequent interventions 
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with similar models adopted in other countries (most notably Germany, with the 
‘Hartz IV’ reforms).   

The Island’s Jobcentre, by contrast, does not seek to address these market and state 
failures to the same extent. It is intended to provide an employment service to all 
residents, not just those that are out of work, and the large majority of those on 
benefits receive little or no direct employment support. Instead, support is available 
to all, and often very light touch. 

There would be value in reviewing the role of the Jobcentre and how support can be 
best targeted at those most likely to be affected by market and state failures. 

Adviser Support 

Research evidence suggests strongly that personalised, adviser-led, case 
management support is critical in supporting people to prepare for, find, enter and 
stay in work.56  The precise nature of this support will vary according to the 
characteristics and needs of those being supported – but common features include: 
setting goals and developing action plans, regular engagement, support with building 
confidence and dealing with setbacks, support with looking for work and preparing 
application forms and for interviews, and helping people to access other more 
specialist support when they need it.57 

We would suggest that there are four key elements of effective support, as illustrated 
below.  On the whole, in our view, the IOM does not provide this sort of adviser 
support – focusing instead on supporting a wider group of jobseekers in a more 
limited way. 

  

                                            
56 See for example Hasluck, C.  and Green, A. (2007) What works for whom? A review of evidence and meta-

analysis for the Department for Work and Pensions, Department for Work and Pensions Research Report 
407; Martin, J. and Grubb, D. (2001) “What Works and for Whom: A Review of OECD Countries’ Experiences 
with Active Labour Market Policies”, Swedish Economic Policy Review, Vol. 8, No. 2 

57 Sienkiewicz, L. (2012) Job profiles and training for employment counsellors, European Commission Mutual 
Learning Programme for Public Employment Services, European Commission 
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6.7. Preferred options for reforming employment support 

Develop and implement an integrated approach to adviser support and 
case management 

One of the most striking findings in our research has been the disjoint between the 
benefits system and the system of Adviser support. After initial referral to the 
Jobcentre, there is usually no follow-up contact between the two Departments or with 
the individual referred. Employment advice is in effect a single event rather than a 
process. 

The integrated approach to Adviser support should be based on the elements set out 
in Figure 6.7 – around effective engagement, action planning, support and review.  It 
should be built on individual and personalised support, with a focus on agreeing both 
the actions that individuals will take and the support that they will receive from their 
adviser.   

Costs and Benefits 

All of the Advisers interviewed were very strongly committed to supporting those out 
of work to find and keep employment. Overall, with around eight to ten Advisers 
potentially available (at full staffing), and typical caseloads in international models of 
80-100 per adviser, the IOM is relatively well resourced to deliver an intensive case 
management model for all but the short-term unemployed. 

If taking a more systematic approach to Adviser support led to an increase in off-
flows from JSA of around 10% (which would be consistent with international 
evidence), then this would lead to annual cost reductions of around £190,000. 

Put in place a package of training for Advisers to ensure that all are 
equipped to provide personalised, case managed adviser support 

Developing an integrated approach to Adviser support would require commitment 
from both Departments and some capacity building within the team to ensure that 
Advisers have the right skills and support to deliver these roles. 

In the GB, the Institute of Employability Professionals (IEP) has been funded by the 
Government to develop professional standards and training for those working in 
‘employment related services’.  We would recommend exploring with the IEP the 
options for training and accrediting the skills of IOM Advisers. 

Building on this, if an integrated case management model can be developed then this 
would create a strong basis for then giving advisers greater flexibility and power to 
tailor support and draw down resources to support their caseloads. This could build 
on the experience of Flexible Support in GB, and could include giving advisers some 
discretionary funding to enable residents to access short training, meet travel costs, 
or meet other transitional costs from starting work. 

Systematically collect information on the employment barriers that 
claimants face, and use this to target and personalise additional support 

The Department is starting to collect information on claimants’ barriers to work as 
part of their claims process.  We would recommend extending this, in order to build a 



The Treasury Isle of Man Government     

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
300 

fuller picture of the barriers that claimants face and to then use this to target more 
intensive (and expensive) support. Typically, barriers are both objective and 
subjective. 

Objective barriers can include for example:  

 Length of time unemployed 

 Age 

 Having children 

 Low education / qualifications 

 Low literacy and numeracy 

 Disability 

 Criminal convictions 

 Poor transport 

 Poor jobs history 

 Geography.  

Subjective barriers are harder to measure, and usually require a face-to-face 
assessment – confidence, motivation, outlook and so on. 

Collecting data more systematically would, first and foremost, better equip Advisers 
to deliver more personalised support. However it would also enable the Department 
to assess what then happens to different groups with different barriers to work (i.e. 
which characteristics lead to claimants being less likely to leave benefit), which could 
in turn inform how support can be better targeted to those with greatest needs. 

Review the availability and use of training for unemployed claimants 

Our research suggested that there is a gap in the availability of shorter, pre-
employment training for the unemployed. Building on the evidence of what works, 
there would be value in looking at the scope to develop sector-specific short training 
courses combined with work experience, aimed in particular at those with low or no 
qualifications and poor work history. 

Such approaches do appear to be more effective than other forms of training for the 
unemployed, particularly when combined with effective adviser support. Such 
programmes are often delivered by private training providers on a contractual basis, 
and with typical unit costs of £600-1,000 per place. 

Explore the scope for developing an ‘employer engagement team’ to source 
and fill vacancies and identify opportunities to work in partnership 

As noted, we found that employer engagement on sourcing and filling specific jobs 
with specific unemployed candidates was generally weak. Engaging employers often 
requires a different set of skills and conversations – around business improvement, 
meeting skills and recruitment needs, and reducing the transactional costs of 
recruitment and retention.   
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We would recommend developing a dedicated employer engagement resource, as 
exists in other employment services, to build these relationships and act as broker 
between jobseekers and employers.  Recruitment Works, in particular, has shown 
that employer engagement and individual case management can be combined – so 
there may be scope to build on this sort of contracted-out model. 

Evaluate interventions and understand what works 

There is a noticeable absence of evaluation evidence on employment interventions 
and programmes. As a consequence, no-one has a clear idea on what works, far less 
on the additional impact of what they do. 

Addressing this must be a priority, through systematic evaluation of programmes and 
interventions. This need not be expensive – many local authorities in England with 
budgets significantly below those spent on training on the IOM also build in small-
scale evaluations of their activities. 

Explore the scope for developing an ‘IOM Offer’ for the long-term 
unemployed – with loss of entitlement for those that do not take this up 

Drawing together the evidence on what works for whom, in our view there would be 
a strong case for developing an ‘IOM Offer’ of a job, training or work experience for 
the very longest unemployed. Those that do not take up one of these options would 
be liable to being referred for sanction. 

This sort of approach was used in the New Deals in GB, and succeeded in virtually 
eradicating long-term claimant unemployment between 2000 and 2004. A similar 
model here could have the same impact but would have tighter controls over costs 
and monitoring of immediate impact and performance than GB. 

Specifically, an ‘IOM Offer’ could include: 

 Subsidised employment – drawing on a wage subsidy from Government, which 
is currently being considered 

 An ‘intermediate labour market’ job – along the lines of Jobs Growth Wales, 
where the Government pays employers to create temporary jobs in specific 
industries and for specific disadvantaged groups 

 A mandatory work experience placement – with participants placed on a training 
allowance rather than JSA during their participation 

 A training placement, subject to availability. 

Each year there are around 2,500 new claimants for JSA, of whom around 10% - or 
250 – go on to claim for one year.  Assuming that the ‘IOM Offer’ applied to those 
reaching this point, then that would suggest sourcing around 250 placements per 
year. 

By way of ballpark figures, we would expect that: 

 Wage subsidies would cost around £2,500 per participant – in line with the 
Youth Contract and the New Deal 
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 Intermediate labour markets cost up to £7,000 per participant – although 
around a quarter of these costs are directly recouped through not paying 
benefits 

 Work experience placements typically cost around £100 per week – so £800 
would fund an eight-week placement 

 Training placements would likely have no additional cost, if places can be 
sourced through existing provision and funding. 

Assuming a roughly even split between the four options, gross costs could be around 
£500,000 to £600,000 per year. 

Offset against this, we would expect: 

 That part of this could be reallocated from existing expenditure on work 
placements and training (we assume £50,000) 

 Around half would be recouped through more claimants finding work and fewer 
people remaining on benefit (based on the impact assessments of the Future 
Jobs Fund and work experience programmes in GB). 

6.8. Conclusions 

This chapter sets out proposals for extensive reform of the Social Security and 
employment systems – to ensure that support is targeted effectively, that work pays, 
that support to find work is increased, but that alongside this the expectations and 
requirements on claimants – particularly jobseekers are also increased (and enforced 
effectively). 

In total it makes seventeen proposals across the four areas that this chapter covers.  
These are summarised in the table overleaf.  Detail on the assumptions used in 
estimating costs is set out in Appendix 6 - A.  We recommend implementing 15 of 
these proposals, and not implementing two. 

We would strongly recommend that these proposals are considered as part of the 
broader package of reforms presented throughout this report.  There will be a natural 
tendency to trade options off against each other, but it is critically important that a 
balance is maintained between measures that increase requirements on claimants 
and those that increase support. Many will, inevitably, be controversial and it will be 
imperative to be able to set out the benefits for individuals and families as well as the 
potential risks. 

In total, if implemented, we estimate that this package of reforms would cost around 
£500,000 in one-off costs and £1.5 - £1.8 million in ongoing annual costs (not 
including the costs of the contract to implement the new PCA); with annual costs 
reduced by £4.1 - £4.2 million.  In addition these reforms will support economic 
growth, improve wellbeing, reduce dependency on benefits and improve confidence 
in the Social Security system. 

At their most ambitious, with the ‘IOM Offer’, they have the potential also to virtually 
eradicate long-term claimant unemployment. 
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Table 6.2 – Summary of proposals, costs and benefits 

Proposal One off costs Annual costs Annual 
savings Rec 

Implement PCA, re-assess IB 
/ IS 

N/K (contract 
costs) 

£70k plus 
contract costs 

£1.92m (avg 
over 4 years) 

Implement 

Review sanctions £20-30k £20-30k £40k? Implement 

Escalating conditionality £50-70k £70-100k £190k Implement 

Reform performance 
measures 

- - - Implement 

Lone parent reform £30-50k £50-70k £410k Implement 

IB requirements £30-50k £50-70k - Do not 
implement 

Reduce income-based JSA £30-50k £500k £1m Implement 

Extend EPA £30-50k N/ K N/ K Review 

Better off guarantee £50-70k £100k - Implement 

Reform adviser support £50-70k £70-100k £190k Implement 

Assess barriers £50-100k £10-20k £40k? Implement 

Review training support £10-20k - - Implement 

Employer engagement team £30-50k £60-80k £40k? Implement 

Evaluate provision - £60-80k £60-80k Implement 

‘IOM Offer’ £50-70k £450-550k £250-300k Implement 

Total costs and benefits  £450-700k £1.5-1.8m £4.1-4.2m  

Note: Total costs and benefits exclude the options for IB requirements and extending EPA. 
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7. The Future of Passported Benefits 
7.1. Introduction 

This chapter discusses the options available to the IOM to reform passported 
benefits, whilst also ensuring that the vulnerable are protected. The chapter builds on 
a research paper shared with Treasury in April 2014 which discussed approaches to 
passporting in other countries; and considers a range options for all the current 
passported benefits.  

For the purposes of this chapter, passported benefits are those additional benefits to 
which claimants of means-tested benefits, such as IS, income based JSA and EPA, 
are entitled. It does not cover benefits relating to housing costs.  

The range of options concerning passported benefits which are considered are: 

 Maintain free school meals, school uniform vouchers, dentistry, free milk, 
prescriptions, vouchers for glasses, travel costs to hospital, the winter bonus 

 Maintain access to free Legal Aid while an option assessment of mediation is 
considered 

 Maintain school sports while an option assessment of making this a universal 
benefit is considered 

 Maintain car tax exemption while an option assessment of restricting eligibility to 
those with low emission or modified vehicles is considered 

 Base eligibility for the free bus pass on means-testing 

 Restrict payment of the Christmas Bonus to certain groups and abolish over 
time. 

7.2. Background 

Benefit claimants who are entitled to out-of-work, means-tested benefits or 
allowances can also be eligible for a range of other support including free school milk 
and help with prescription costs. These are known as passported benefits. 

Passported benefits are largely accessed by virtue of eligibility for a primary means-
tested benefit and are, therefore, theoretically targeted at those in great need. 
Passported benefits can have significant impacts on people on low incomes and 
therefore play a role in poverty reduction and reducing inequality. They contribute to 
wider social objectives, such as educational attainment, health and well-being, 
thereby also reducing costs to other parts of the welfare system.  

Passported benefits can be split into three broad categories:  

 Benefits-in-kind – defined as provision of goods or service without a cash 
payment being made to the recipient of the passported benefit – which is not 
transferable and cannot be converted into cash. Examples include health 
benefits such as prescriptions and dental care. 

 Cash benefits – paid or reimbursed to eligible recipients and would include the 
IOM Winter Bonus payment. 
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 Discounts on charges or fees – some discounts are passported elsewhere such 
as leisure activities but there are few examples of these on the IOM.  

The IOM’s passported benefits are listed in the table below. 

Passported benefits on the Isle of Man 

Type Category Passported Benefit 

Benefits-in-Kind 

Education 

Free School Meals 

School Uniform Vouchers 

Help with children's sports 

Health 

Dentistry 

Free Milk 

Prescriptions 

Vouchers for glasses 

Travel costs for hospital 

Justice Access to free Legal Aid 

Transport 
Car Tax Exception 

Travel Card 

Other TV Licence 

Cash Benefits Energy Winter Bonus 

Other Christmas Bonus 

 

7.3. Key Issues with Passported Benefits on the IOM 

The strategic priorities of the IOM Government are to: 

 Protect the vulnerable 

 Balance the budget 

 Grow the economy. 

As discussed, passported benefits support the achievement of these strategic 
priorities by targeting support on those with low incomes and by contributing to wider 
social objectives, thereby reducing Government spend in other areas. However, the 
current system of passported benefits may also work against achievement of these 
priorities in the following ways: 

 Complexity – Eligibility for passported benefits varies and responsibility for their 
administration is split across Government departments. For example on the IOM 
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There are a number of key messages arising about apparent disparities in provision 
which may help to inform development of options for reform on the IOM. 

Evidence suggests that the IOM may be more generous than other countries in terms 
of passporting: 

 Help with children’s sports – no state subsidy in other countries   

 Support with transport costs, namely car tax exemption and bus passes – limited 
state subsidy in other countries 

 Christmas Bonus – higher rate than the UK. 

The IOM is broadly in line with the UK in terms of: 

 Some health-related benefits, such as help with the costs of dentistry, optical 
treatment and hospital travel costs, but co-payments are less on the IOM  

 Education-related benefits such as FSM and milk and school clothing grant 

 Access to LA. 

The evidence on international practice also clearly demonstrates not only the 
differences between countries but also that there are significant anomalies within 
countries in terms of which groups of benefit claimants are eligible for which 
passported benefits. This confusing array of entitlements highlights the opportunity 
for simplification and supports both the intended purpose of Universal Credit and 
potential demand for reform of passported benefits on the IOM. 

The level of international variation around the passporting of some benefits, such as 
LA and FSM and milk, would also support any potential reform on the IOM. However, 
these are also some of the more high-profile and highly-valued passported benefits 
(on the grounds of their support for the vulnerable) and any changes would be the 
subject of some scrutiny. 

7.7. Best Practice and Implications  

The evidence presented in section 7.6 suggests that a number of approaches can be 
taken to address the issues around passported benefits discussed in section 7.3, i.e. 
complexity and work incentives.  

As few countries have passported benefits in the same way as the UK and IOM and 
as the UK and IOM have not yet undertaken reform, evidence on best practice is hard 
to come by. Therefore this section sets out current thinking on how these factors 
might be addressed.62 This section does not attempt to identify options for reform of 
the IOM system but to inform future options development and appraisal.  

The approaches outlined below are relevant whether the IOM chooses to continue 
with the current benefits system or to move to a form of Universal Credit – through 
the NMB.  

 

                                            
62 For more detail see: Department for Work and Pensions (2012) Universal Credit: the impact on passported 

benefits: Report by the Social Security Advisory Committee 
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Advantages Disadvantages 

Reducing number of separate claims made 
reduces overall administrative cost and 
claimant burden. 

Improves awareness, information and 
understanding to ensure better targeting. 

Work Incentives 

Although evidence suggests that there are many factors at play in decisions about 
entering work, the extent to which an individual or household is financially better off 
is clearly important. The current withdrawal of passported benefits on job entry 
creates a cliff edge which the IOM Government may wish to address. Designing 
options to ensure that recipients of passported benefits are better off in work than on 
benefits is critical, but it is also complex. Passported benefits must form part of the 
analysis within NMB development. 

Expansion to In-Work Benefit Recipients 

Some passported benefits are already available to those on low incomes, meaning 
that access will not be lost upon movement into work.  

Advantages Disadvantages 

Promotes simplicity. 

Meets objective of making work pay. 

Enables benefit to be withdrawn at a higher 
level of income. 

Increase in cost. 

Moves cliff edge upwards. 

Reduces incentives to increase hours / 
earnings. 

Introducing Run-ons 

An alternative to expanding entitlement to all those receiving in-work benefits on the 
grounds of low income is to introduce a system of run-ons once entitlement to 
benefit ceases. This would help claimants by providing a financial cushion for a fixed 
period once entitlement ceases, allowing them to plan for the loss of the benefit. 

Advantages Disadvantages 

Reduces immediate impact of cliff edge. 

Allows for period of adjustment to new 
income levels. 

Increase in cost. 

 

Cashing Up and Tapering 

One of the simplest ways of removing the cliff edge would be to assign financial 
values of ‘cash up’ to all, or some, passported benefits and then to taper them out as 
hours and income increases. Although most relevant under a system of gradual 
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withdrawal under Universal Credit, this could also work under the current system by 
varying the earnings disregards.63  

Advantages Disadvantages 

Promotes simplicity. 

Meets objective of making work pay. 

Enables benefit to be withdrawn smoothly. 

Money may be spent on unintended items 
(although could address through use of 
smartcard). 

Difficult to assign cash value to all 
passported benefits. 

Unclear how to account for benefits that are 
only required at certain points in time. 

Difficult to reflect local variation in costs of 
service e.g. school meals. 

Ability to quickly adjust up or down to fit 
changes in need – particularly relevant for 
health costs. 

7.8. Implications for Options Development 

It is important to note that mechanisms to simplify the system of passported benefits 
may not at the same time address the issue of the potential work disincentives 
created by withdrawal of such support. Similarly, options for reducing the cliff edge 
and smoothing the withdrawal of support may introduce greater complexity into the 
system. A number of these approaches also entail a cost in terms of increasing claims 
for passported benefits and / or adding administrative burden. Therefore identifying 
policy options which are able to balance simplification, reduce the cliff edge and 
remain cost neutral (or ideally create savings) will be challenging. 

The evidence discussed in this document raises a number of key issues to consider 
when developing options to reform passported benefits for the IOM and has resulted 
in the following criteria for assessing the suitability of the current system. 

Options Development Criteria 

All options are considered in their current form against three delivery criteria. Is the 
benefit: 

 Sufficiently targeted 

 Easy to access 

 Easy to deploy 

The options for all passported benefits are: 

 No change – service continues in its present form 

 Continues in a modified form 

 Is abolished 
                                            
63 Policy in Practice response to SSAC consultation, June 2011 http://policyinpractice.co.uk/passported-benefits-

and-the-universal-credit/  
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Option Pros Cons Will it Protect the 
Vulnerable 

Is abolished Saves the IOM 
Government £680,000 a 
year and this money 
could possibly be 
reinvested in other high 
demand services for 
children of low-income 
families. 

Removes a central 
plank of educational 
social policy and 
public health of the 
past 70 years – 
namely the role of the 
school in assisting 
with the nutritional 
needs of the child 
through the school 
meals service. 

If the money is 
invested in other 
services for 
children of low-
income families 
some vulnerable 
children will be 
protected – but 
probably less would 
be covered than 
through the current 
system. 

Is separately 
means-tested 

Could potentially allow 
greater focus of means-
testing to only those on 
lowest incomes. 

Would not remove in-
school stigma. It 
would be more costly 
to administer as would 
require a separate 
presentation and 
validation of income, 
assets and savings.  It 
would probably also 
result in slightly 
reduced take-up as an 
additional form and 
process with validation 
could result in some 
families failing to 
comply with all the 
new forms and 
regulations. 

The most 
vulnerable children 
of low-income 
families would still 
be protected. 

Is made universal 
– the giving of 
FSM to all 
children up to 
age 7 (Key Stage 
1) 

Would remove in-school 
stigma.  FSM to all would 
give a nutritious meal to 
all children in KS1 – 
aiding brain and cognitive 
development. 

The cost – using some 
simple assumptions – 
If we assume: there 
are 900 children in 
each school year 
group (there were 
4519 children aged 5-
9 according to 2011 
Census); there are 
190 school days in the 
year; each school 
meal costs £2.  This 
brings the indicative 
cost for universal 
provision a year at 
£1.026million 

Does not address 
whether FSM would 
still continue for 
those on low-
incomes beyond 
KS1. 
 
Low-income 
children would still 
be protected. 

Recommendation: Continue in its current form 
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School Uniform Vouchers (SUV) 

 Sufficiently targeted 

 There is a clear targeting strategy for SUV – it provides a voucher for 
parents on low-income to use in participating clothes retailers for the 
purchase of school uniforms for their children.   

 Easy to access 

 The benefit is easy to access as a result of the parent / guardian being on a 
low-income benefit.  The parent / guardian applies for SUV through 
contacting the DEC. DEC establish if the claimant meets the qualifying 
criteria – namely being on IS or income-based JSA – and then arrange for 
the SUV to be used in the participating retailer. 

 Easy to deploy 

 It is a simple method through the use of a non-cash transferable voucher 
for use in a participating retailer; the same method as used across the UK. 
Generally speaking the SUV is there to supplement on the “big ticket” items 
of school uniform – the branded blazer or branded sports equipment which 
are more expensive than the costs of basic clothing. 

Options for School Uniform Vouchers (SUV) 

Option Pros Cons Will it Protect the 
Vulnerable 

No change – 
service continues 
in its present form 
 

It is an established 
service, understood 
by parents and 
retailers that meets 
some of the costs for 
providing school 
uniform to allow a 
child to attend 
school. 
 

It is potentially not 
paying for all of the 
costs of providing the 
uniform; the voucher 
can only be used in 
participating retailers. 
 

The vulnerable in 
this instance are 
children from low-
income families.  
SUV is clearly 
designed to assist 
parents in clothing 
their children so 
they can attend 
school; and 
education is vital to 
maximise the life 
chances of children 
from low-income 
families. So an 
unqualified yes. 

Continues in a 
modified form  - 
namely the 
extension of SUV 
to offer it a larger 
voucher rate to 
cover closer to 
100% of costs of 
all uniform and 
associated sports 
equipment 
 

This would enable 
children to meet all 
their uniform costs 
not simply the ‘big 
ticket’ items. 
 

The service would 
inevitably cost more 
than it currently does, 
even if going from a 
small base.  Raising the 
generosity of this 
benefit may also have 
some other perverse 
disincentives – the 
current SUV meets 
some of the costs, but 
will not meet all; 

As with 
continuation in its 
current form 
children of parents 
on low-income will 
still be protected. 
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Option Pros Cons Will it Protect the 
Vulnerable 

increasing the value of 
the SUV increases its 
attractiveness as a 
sellable commodity, by 
those on benefits, to 
others – an increased 
fraud risk.    

Is abolished – the 
SUV simply being 
paid as a benefit 
supplement – 
similar to a 
Christmas Bonus  - 
but paid in late 
August before the 
new school term 
starts 
 

This is an efficient 
service, removing 
the additional 
(costly) process of 
applying to DEC and 
being issued with a 
voucher to then use 
at a participating 
retailer.  It also then 
allows the parent to 
use the funds in any 
clothing retailer. 
 

The targeting of the 
measure has been 
weakened substantially 
- with SUV there is a 
high degree of 
confidence that parents 
will use it to clothe their 
children. Simply 
providing extra cash 
before school starts 
does not guarantee that 
this money will be used 
for its desired purpose. 

Children of parents 
on low-incomes are 
likely to be less 
likely to have some 
of the costs of their 
school uniform met, 
so will be less 
protected than 
under the current 
approach. 
 

Is separately 
means-tested 
 

Could potentially 
allow further 
targeting to those 
parents on the very 
lowest incomes – 
but this would imply 
that simply being on 
benefit would no 
longer be “enough” 
to receive SUV.  Or it 
could be linked to an 
additional qualifying 
condition beyond 
income – such as 
having a parent with 
disabilities (so 
supporting young 
carers). 

This would seem to be 
an unnecessary further 
qualification assessment 
on top of an existing 
qualification 
assessment.  The 
purpose of the benefit – 
SUV – is to support the 
innocent victims of 
poverty, the children, to 
attend school.  As such 
any further attempts to 
limit this benefit further 
will affect them. 
 

Children of parents 
on low-incomes are 
likely to be less 
likely to have some 
of the costs of their 
school uniform met, 
so will be less 
protected than 
under the current 
approach. 
 

Is made universal 
– giving SUVs to all 
parents whose 
children have a 
need for branded 
uniforms 
 

Would remove any 
potential stigma 
from ‘benefit kids’ 
being on SUV. May 
be a help for some 
parents just above 
the benefit threshold 
for whom finances 
are tight. 
 

Creating a solution for a 
problem that does not 
exist – parents currently 
clothe their children 
successfully without 
SUV. Would potentially 
create a secondary 
market for SUVs making 
it more likely that those 
on benefits could sell 
their vouchers. 

Universal SUV’s 
would be no better 
than the current 
system which 
already protects 
children of low-
income families. 
 

Recommendation: Continue in its current form 
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School Sports (SS) 

 Sufficiently targeted 

 There is a targeting strategy for SS – it provides for free, or heavily 
subsidised, places for children of parents on low-income to participate in 
sports development schemes.   

 Easy to access 

 The benefit is easy to access as a result of the parent / guardian being on a 
low-income benefit. The parent / guardian applies for SS through 
contacting the Sports Development at NSC. Sports Development establish if 
the claimant meets the qualifying criteria – namely being on IS or income-
based JSA – and then arrange for the child to participate in the course for 
free or at a heavily subsidised rate. The parent or guardian is still required 
to apply for the course and fill out their child’s details in the same way as 
any other parent wishing for their child to participate. 

 Easy to deploy 

 It is a relatively straight forward method of enabling children of low-income 
families to participate at low or no cost; it is basically one more process on 
top of the normal application method. 

Options for School Sports (SS) 

Option Pros Cons Will it Protect the 
Vulnerable 

No change – 
service continues 
in its present form 

Allows children from 
low-income families 
to participate in 
sport and be 
included in activities 
with their friends 
and peers. 

The only real negative 
is that this is a cost that 
is not being recouped – 
however existing sports 
leadership schemes are 
already subsidised for 
all children – the policy 
intention is for mass 
participation not profit. 

In as much as will it 
allow children of low-
income families to 
participate in sport 
then the answer is 
yes.  Sport and play 
is a central part of 
growing up and 
maximising a child’s 
opportunity to 
participate, 
irrespective of 
income, is to be 
welcomed. 

Continues in a 
modified form  - 
possibly through 
limiting the 
opportunities 
where free or 
subsidised places 
are available or 
capping them on a 
first come first 
served basis 

It will limit the 
potential financial 
exposure / ’loss’ 
incurred. 

Will be a relatively small 
saving going contra to 
the societal and health 
benefits of the intended 
activity. 

Children of parents 
on low-incomes are 
less likely to have 
some of the costs of 
their sport met, so 
will be less protected 
than under the 
current approach. 

Is abolished Would save money. Would slightly increase Children of parents 
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Option Pros Cons Will it Protect the 
Vulnerable 

the cost of participation 
in these activities – this 
marginal increase, 
however small from the 
outside, may be the 
difference between 
attendance and non-
attendance for the child 
– so excluding them 
from these activities / 
opportunities. 

on low-incomes are 
less likely to have 
some of the costs 
met, so will be less 
protected than under 
the current 
approach. 

Is separately 
means-tested 

It is hard to think of 
what further means-
test could apply 
beyond low-income 
– unless potentially 
this could be to 
further target 
support to children 
of disabled parents – 
as a measure to 
support young 
carers. 

Would be duplicative 
and unnecessarily 
expensive and would 
potentially reduce the 
number of children 
eligible for support. 

Children of parents 
on low-incomes are 
less likely to have 
some of the costs 
met, so will be less 
protected than under 
the current 
approach. 

Is made universal 
– all sports 
development 
courses become 
free for all children 

Subsidies are already 
given – making it 
free would certainly 
aid mass 
participation and 
remove any final 
barriers for children 
of all ages, income 
and abilities from 
becoming involved.  
It would aid the 
policy intention of 
getting children 
involved in sport and 
reduce the 
administration of 
cash collection etc. 

The main downside 
would be increased 
cost. 

Children of parents 
on low-incomes will 
be more protected 
than under the 
current approach. 

Recommendation: Either keep it in its current form, or make school sports development 
schemes free at the point of delivery for all children 
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Option Pros Cons Will it Protect the 
Vulnerable? 

services including 
free dental check-
ups 

£3million. the vulnerable on 
the Island and would 
store up potentially 
costly dental issues 
which would end up 
needing to be 
treated as chronic 
cases through the 
NHS hospital system. 

the take-up of dental 
services, so 
protecting less 
‘vulnerable’ people. 

Is separately means-
tested 

Could potentially 
enable greater 
targeting to specific 
groups within the 
existing target 
groups – such as 
those on disability 
and low income. 

This service is 
already means-
tested and targeted 
through the choice 
of qualifying criteria 
and eligible groups 
and the F1 Form.  
The aim of this is to 
enable mass public 
use of dental 
services to assist 
dental hygiene and 
prevent large costs 
resulting from 
chronic issues later. 
The current 
passporting service 
does the job 
efficiently and NHS 
practitioners already 
submit returns 
covering activity 
linked to payment, 
the ‘free’ cases 
merely form part of 
this return. 

This change would 
be likely to reduce 
the take-up of dental 
services, so 
protecting less 
‘vulnerable’ people. 

Is made universal – 
all dental treatment 
becomes free 

This would mean all 
dental care would be 
delivered to all 
people for free, with 
great public health 
benefits. Would 
reduce the potential 
of chronic issues 
going untreated by 
those on lower 
incomes but above 
the benefit threshold 
level.  Runs a risk of 
unnecessary 
additional treatment 
‘to be on the safe 
side’ as the patient 

The cost of such a 
service would be 
significant; and 
uncontrollable. 

The current service 
already protects the 
vulnerable; so this 
change would make 
no difference. 
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Option Pros Cons Will it Protect the 
Vulnerable? 

no longer has to pay 
for it.  Would have a 
profound effect on 
the private dental 
market. 

Recommendation: Continue in its current form 

 

Free Milk 

 Sufficiently targeted 

 This is the actual giving of milk to parents / guardians on low-incomes of 
pre-school aged children. 

 Easy to access 

 The midwife / health visitor identifies low-income families with pre-school 
age children and ensures free milk is delivered. 

 Easy to deploy 

 The service is very simple – the milk is physically taken to the home. 

Options for Free Milk 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

Milk is delivered to 
the home – this 
gives access to free 
milk, which is 
fundamental to 
healthy growth. 

Hard to find a 
negative.  There is 
no guarantee that 
the child actually 
receives the milk – it 
could, in theory, be 
used by other 
members of the 
family. 

Yes. This benefit, like 
free school meals, is 
protecting the 
children of low-
income families. 

Continues in a 
modified form – 
possibly expanding 
the service to carry 
on until the child 
ends Key Stage 1 

This will continue to 
support the child 
with milk through 
their early years at 
school. 

Additional cost; also 
the link to the young 
child through the 
health visitor recedes 
once a child enters 
full-time education. 

Yes. This benefit is 
protecting the 
children of low-
income families. 

Is abolished Will save costs. Will stop a simple, 
clearly targeted, 
easily understood 
benefit with clear 
long-term health 
positives for very 
young children in 
low-income families. 

This change would 
offer less protection 
to children of low-
income families than 
the current system. 
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Option Pros Cons Will it Protect the 
Vulnerable? 

Is separately means-
tested 

Possibly this could 
refine the testing 
further – say to only 
disabled low-income 
parents / guardians. 

However the benefit 
is not to the parent / 
guardian it is to the 
child. The 
intervention is for 
the benefit of the 
child as a result of 
the family having a 
low income.  As such 
the current means-
test is already in 
place and suitable to 
do this. 

The current 
passported means-
test is suitable 
already – any 
changes would have 
neither a positive nor 
negative effect. 

Is made universal All children would 
benefit from free 
milk. 

Would be very 
difficult to administer 
for everyone. 

The current 
passported means-
test is suitable 
already – any 
changes would have 
neither a positive nor 
negative effect 

Recommendation: Continue in its current form 

Free Prescriptions 

 Sufficiently targeted 

 Yes. There are a limited number of qualification criteria for free 
prescriptions – mostly people on low-income and disability benefits or 
people with certain medical conditions. 

 Easy to access 

 Yes. The service is simple through completion of exemption sections on the 
prescription form and proof to the pharmacist of these. 

 Easy to deploy 

 The administration of prescription charges is a complicated administrative 
process.  Within this overall process there is a clearly established procedure 
for prescription charge exemptions.  Within this context therefore it is “easy 
to deploy”. 
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Options for Free Prescriptions 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

Prescriptions enable 
access to medication 
– this is a 
fundamental 
requirement of a 
health system and is 
important both from 
a public health 
perspective to stop 
the spread of 
communicable 
diseases and also 
from a preventative 
perspective to 
reduce the likelihood 
of further, more 
expensive, 
treatment being 
needed. 

There is a cost to 
the provision of free 
prescriptions; 
however, like the 
cost of paid 
prescriptions, this is 
usually less than the 
cost of the drugs 
dispensed.  Currently 
prescriptions cost c. 
£16.4million more 
than that which is 
recouped, including 
from ‘paid for’ 
prescriptions. 

The vulnerable are 
protected through 
the provision of free 
prescriptions. 

Continues in a 
modified form – 
making a nominal 
(£1) charge for 
prescriptions above 
a certain free level, 
say 4 free 
prescriptions a year, 
if the claimant has 
not followed the 
directions of their 
clinicians 

This would help to 
recoup some of the 
costs of medication 
– although would 
not address the 
£16.4million deficit. 
Would stop spurious 
GP attendance and 
nudge towards 
‘responsible’ 
behaviour and a 
healthy lifestyle. 

Would inevitably 
reduce the numbers 
accessing medication 
– as even a marginal 
cost is 
disproportionately 
more expensive to 
those on lower 
incomes. Would 
change the 
relationship between 
GPs and patients – 
effectively allowing 
GPs to sanction 
benefit claimants.  
Would be difficult to 
administer even with 
the use of an IOM 
Benefit smart card. 

This change would 
protect the 
vulnerable less. 

Is abolished – pay 
£3.85 per item the 
same as all citizens 

This would help to 
recoup some of the 
costs of medication 
– although would 
not address the 
£16.4million deficit. 

Would inevitably 
reduce the numbers 
accessing medication 
– as even a marginal 
cost is 
disproportionately 
more expensive to 
those on lower 
incomes. 

This change would 
protect the 
vulnerable less. 

Is separately means-
tested - to limit it to 

This could refine 
further the current 

Would remove the 
public heath 

This change would 
protect the 
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Option Pros Cons Will it Protect the 
Vulnerable? 

those with a 
disability or long-
term illness and 
have low income 

system to those 
most in need and 
most likely to use 
prescriptions. 

preventative aspect 
of free prescriptions.  
Would lead to 
reduced numbers of 
low-income people 
accessing medication 
for new medical 
conditions; 
potentially storing up 
extra costs for the 
NHS. Would not 
address the 
16.4million deficit. 

vulnerable less 

Is made universal – 
free prescriptions for 
all 

Would allow access 
to free medication 
and medical 
equipment for all 
citizens. 

Would inevitably 
result in some 
increase in demand 
– the deficit would 
rise to at least 
£17.1million from 
the current 
£16.4million. 

The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Recommendation: Continue in its current form 

         Vouchers for Glasses 

 Sufficiently targeted 

 Sight tests are provided free for all citizens.  Vouchers are then given to 
cover the cost of spectacles (supply or repair) for those on low income.  
The eligibility for this is determined by DHSC and the form is available 
either through DHSC or through the optometrist. 

 Easy to access 

 There is a clear procedure in place which involves a simple completion of 
income and savings. 

 Easy to deploy 

 The voucher scheme enables supply and repair of spectacles and is on a 
sliding scale, dependent upon the prescription.  The financial relationship is 
between the practitioner and DHSC and is an established process. 
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Options for Vouchers for Glasses 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its present 
form 

The voucher 
provides for 
supply and repair 
of spectacles; it 
is a non-
transferable, 
non-cash based 
system which is 
not easily open 
to abuse. 

The traditional ‘NHS 
Glasses’ stigma of 
applying for and 
receiving support 
has the potential to 
still apply – but the 
range of affordable 
frames and discreet 
process of vouchers 
has minimised this. 

Yes.  The voucher 
enables those on 
low income to have 
access to spectacles. 

Continues in a modified 
form  - it is difficult to 
modify the service in 
any meaningful way bar 
limiting the costs 
payable to practitioners 
for lenses or restricting 
the number / cost of 
frames available.  Or 
possibly access to these 
“vouchers” as a “free” 
allocation as part of an 
additional health levy 
payable by all citizens 

Would potentially 
save a small 
amount of 
money – whilst 
still requiring the 
same level of 
administration to 
make and 
process the 
claim. 

Reduced product 
range. 

Yes.  The voucher 
enables those on 
low income to have 
access to spectacles. 
Albeit fewer ‘free’ 
choices. 

Is abolished Would save 
money. 

Would remove 
access to new or 
repaired spectacles 
free of charge. Could 
potentially lead to 
greater issues in eye 
health and create 
additional costs for 
the wider NHS. 

The vulnerable 
would be less 
protected through 
this change. 

Is separately means-
tested – it is already 
separately means-
tested through the 
additional F1 Form 

The F1 Form 
already assesses 
needs. 

The process is 
already in place so 
any further change 
may be unnecessary 
and duplicative. 

Yes.  The voucher 
enables those on 
low income to have 
access to spectacles. 

Is made universal – free 
spectacles for all 
citizens – at a certain 
price point level 

All citizens would 
receive access to 
supply and repair 
of free 
spectacles. 

Would inevitably 
lead to increased 
costs – would have 
potential large 
impact on private 
provision. 

The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Recommendation: Continue in its current form 
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Travel Costs to Hospital 

 Sufficiently targeted 

 This is a service offered to patients on low-income attending hospital 
treatment as outpatients or non-emergency admissions. There are 
separate, wider, payment arrangements for people who have to travel to 
mainland UK for treatment. 

 Easy to access 

 The payments of the travel costs are arranged through the patient transfer 
team at Noble’s Hospital – patients are advised of this through a patient 
transfer leaflet. 

 Easy to deploy 

 It is an established process on the Island with outpatient / admission travel 
costs recouped or paid in advance for hospital taxi transfer. 

Options for Travel Costs to Hospital 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

Enables patient 
attendance at 
outpatient 
appointments or for 
travel costs for 
admissions, where 
cost of travel may 
have prevented 
them attending.  
Reduces missed 
appointments and 
assists in maximising 
the efficiency of the 
outpatients and 
elective provision. 

Is an additional cost 
borne by the NHS. 

Yes. The travel 
payment assists 
people on low 
income to receive 
hospital treatment – 
as such the 
vulnerable are 
protected. 

Continues in a 
modified form – 
paying only for off 
Island support, or 
only covering 
hospital admissions, 
or only providing 
patient transport for 
those registered 
disabled or over 75 

This will reduce the 
cost of the transport 
budget. 

The reason for the 
transport is to 
enable the efficient 
deployment of (more 
expensive) clinicians 
and clinical services 
– missed 
appointments and 
non-presenting 
admissions are 
expensive and 
wasteful. 

The vulnerable are 
likely to be slightly 
less protected 
through a modified 
approach. 

Is abolished This will reduce the 
cost of the transport 
budget. 

Would result in a 
greater number of 
missed or (more 
likely) late 

The vulnerable are 
likely to be less 
protected through 
the service being 
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Option Pros Cons Will it Protect the 
Vulnerable? 

appointments 
through the use of 
public transport.  
May also result in 
greater costs to the 
NHS, not simply 
through the 
inefficiency of 
deployment of 
outpatient staff, but 
from possible extra 
costs in treating 
medical conditions at 
a later stage as a 
result of missed 
early diagnosis. 

abolished. 

Is separately means-
tested – the service 
is already means-
tested – the 
transport team 
check for a 
qualifying benefit or 
other related 
condition – and this 
enables support to 
be provided  

This could enable 
greater targeting 
and allow the 
hospital to prioritise 
the patients it 
believed were most 
in need of transport 
and / or most likely 
to miss or be late for 
appointments. 

It would be a 
duplicative and 
wasteful activity 
requiring the travel 
team and patients to 
provide further 
information and / or 
proof of income, 
savings and 
expenditure. This 
may result in less 
people accessing the 
service. 

The vulnerable are 
likely to be slightly 
less protected 
through a means- 
tested approach. 

Is made universal – 
free transport for all 

Would allow all 
citizens to make use 
of free travel to and 
from hospital. 

Unworkable system. The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Recommendation: Continue in its current form 
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Option Pros Cons Will it Protect the 
Vulnerable? 

require a civil legal 
recourse. 

that in all cases the 
vulnerable have been 
protected as it is not 
possible to know what 
would have happened 
if access to mediation 
had not been in place. 

Is abolished Would save up to 
£1,350 being spent on 
each case. 

Would remove 
access to legal 
representation, 
and potentially 
justice, for those 
on low-incomes.  
Could potentially 
affect children in 
low-income 
families. Could 
potentially have 
increased cost to 
the state through 
reduced 
maintenance 
payments being 
achieved. 

On balance the 
vulnerable are likely to 
be less protected 
through abolition of 
free LA. 

Is separately 
means-tested – the 
service is already 
separately means-
tested – arguably 
however the 
means-test could 
become more 
severe – 
supporting only 
those with very 
few savings or a 
very low income 

Would reduce further 
the number of cases 
that could be 
supported, thereby 
reducing the overall 
cost. 

Reducing the 
service to those 
with no income or 
savings reduces 
access to justice 
further to those at 
the margins and 
could be seen to 
be rewarding 
further those with 
no income and 
savings. 

On balance the 
vulnerable are likely to 
be slightly less 
protected through 
making the LA means-
test more severe. 

Is made universal 
– all matrimonial 
legal 
representation 
becomes free for 
the first 10 hours 

All citizens would have 
the right to free initial 
legal representation on 
matrimonial matters. 

Would result in a 
significant rise in 
costs.  Would 
result in all 
matrimonial cases 
taking at least ten 
hours to process. 

On balance the 
vulnerable would be 
more protected 
through making the 
service universal. 

Recommendation: Continue in its current form whilst an option assessment of mediation is 
considered 
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Option Pros Cons Will it Protect the 
Vulnerable? 

separately means-
tested through the 
qualification 
requirements 

Is made universal – 
abolition of road tax 

People will no longer 
have to pay road 
tax. 

Massive loss of 
income to Treasury. 

The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Recommendation: Continue in its current form or modify to only give tax exemption on low 
emission or modified vehicles 

Free Travel Card 

 Sufficiently targeted 

 Free Travel Cards are given to those IOM residents over state pension age 
who have lived on the Island for six consecutive months.  There are no 
income requirements linked to this. 

 Easy to access 

 Very simple, through creation of a photo card at the Ferry Terminal for the 
over 60s. 

 Easy to deploy 

 Yes.  Staff confirm residency and process the travel card application 
complete with photo. 

Options for Free Travel Card 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

Allows free off peak 
travel, and half fare 
travel to those over 
60. 

Not income tested. Allows those over 60 
(regardless of 
income) subsidised 
travel.  Therefore 
the vulnerable are 
protected. 

Continues in a 
modified form – the 
modified form would 
have to be a means-
tested service 

Would target the 
travel card more 
effectively to those 
less able to afford to 
pay for their own 
travel. 

Removal of a 
previously universal 
and popular service 
is likely to be 
unpopular and 
creation of additional 
administrative 
process of means-
testing will cost 
more money with an 

The vulnerable will 
continue to be 
protected through 
this approach, as 
they already are 
under the current 
system. 
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Options for Free TV Licence 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

Allows retired 
people on benefit 
to receive a free 
TV Licence. 

Is a duplicative process.  
A question of why, 
suddenly, retirement 
makes a TV Licence 
something worthy of 
support, when before it 
was not? 

Not especially – the 
existence, or not, of 
a TV Licence does 
not, in and of itself, 
afford any greater 
protection. 

Continues in a 
modified form  - 
through the 
deployment of a 
cash uplift to 
Pensioner IS to the 
value of the TV 
Licence 

This will remove 
the duplicative 
process. 

Will require the person 
on benefit to save over 
the year for their TV 
Licence payment. 

Not especially – the 
existence, or not, of 
a TV Licence does 
not, in and of itself, 
afford any greater 
protection. 

Is abolished Would save 
money. 

Would be a loss of 
amenity to the 
claimants and a de 
facto reduction in 
benefits to those 
pensioners below the 
age of 75. 

Not especially – the 
existence, or not, of 
a TV Licence does 
not, in and of itself, 
afford any greater 
protection. 

Is separately means-
tested 

None. It is hard to think of 
what further means-
test could apply beyond 
low-income. 

Not especially – the 
existence, or not, of 
a TV Licence does 
not, in and of itself, 
afford any greater 
protection. 

Is made universal – 
free TV Licences to 
all retired people 

Would be a boost 
to the incomes of 
all retired people 
on the Island, 
irrespective of 
income. 

One downside would be 
increased cost and the 
administration required 
to make this service 
happen.  Additionally, 
there would be the 
question of effective 
use of resources given 
that a TV Licence is not 
an essential item and 
would not be protecting 
the vulnerable in any 
meaningful way and as 
such resources could be 
better deployed 
elsewhere. 

Not especially – the 
existence, or not, of 
a TV Licence does 
not, in and of itself, 
afford any greater 
protection. 

Recommendation: Either pay the element through an increase in benefit or abolish it 
completely 

 



The Trea

Review o

 

 C7.8.6.

C

O

asury Isle of 

of the Isle of

Cash Benefi

Christmas B

 Sufficie

 T
fr
o

 Easy to

 T
d
re

 Easy to

 V
p

Options for 

Option 

No change 
continues in
present form

Continues in
modified fo
greatly redu
£10 or £20 

Is abolished

Man Govern

f Man’s Socia

its 

Bonus 

ently target

This is paid t
rom those o

on condition

o access 

This is a figu
during Dece
eceiving the

o deploy 

Very simple 
payment rou

Christmas 

– service 
n its 
m 

n a 
rm – 
uced to 

d 

nment

al Security an

ted 

to a wide ra
on income b
al benefits 

ure automat
mber. The b
e benefit. 

– simply pa
ute – be it c

Bonus 

Pros 

Simple to 
administer, 
access, simp
understand 
funds near 
Christmas. 

This is still a
at Christmas
recognition 
extra costs a
time of year
saves substa
on the curre
2014/15 figu
(£0.9million)
dropping it b
50% or 75%
depending o
level chosen

Saves £0.9m

  

nd National I

 
336 

ange of ben
based benef
such as DLA

tically paid t
beneficiary 

aid additiona
cash, chequ

simple to 
ple to 
– extra 

t

t

j

w

a gesture 
s and a 
of the 
at that 
r. It 
antially 
ent 
ure of 
) – 
by either 

% 
on the 
n. 

million. W

 

nsurance Sc

neficiaries ac
fits – such a
A. 

through an 
does not ap

ally, automa
e or direct d

Cons 

Not targeted
to people on
means-teste
benefits; Not
to any policy
other than th
costs of the 
season; gene
compared to
jurisdictions 
UK Christma
was £10); ex
(£2million fo
2013/14). 

Could be see
unpopular. 

Will be seen 
unpopular. 

hemes – Fin

cross the be
as IS and JS

uplift to th
pply, they q

atically, thro
debit. 

W
V

d – goes 
n non-
ed 
t linked 
y reason 
he extra 
festive 
erous 

o other 
(the last 
s Bonus 
xpensive 
or 

I
a
p
t
a
p
w
w
h
p
e

en as I
a
p
t
a
p
w
w
h
p
e

as T
b
s
e

al Report 

enefits “fam
SA  and to t

e benefit pa
qualify by vi

ough the be

Will it Protec
Vulnerable? 

If the vulner
already being
protected thr
their benefits
an additiona
payment onc
will assist in 
way but will 
have a signif
positive or n
effect. 

If the vulner
already being
protected thr
their benefits
an additiona
payment onc
will assist in 
way but will 
have a signif
positive or n
effect. 

The removal
bonus will ha
slightly nega
effect on the

mily” 
those 

ayment 
irtue of 

enefit 

ct the 

able are 
g 
rough 
s then 
l 
ce a year 
a small 
not 
ficant 
egative 

able are 
g 
rough 
s then 
l 
ce a year 
a small 
not 
ficant 
egative 

 of this 
ave a 
ative 
e 



The Treasury Isle of Man Government     

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

 
337 

Option Pros Cons Will it Protect the 
Vulnerable? 

protection of the 
vulnerable. 

Is separately means-
tested – or more 
likely is restricted to 
a tighter group of 
qualifying benefit 
conditions – such as 
those on Widowed 
Parents Allowance 

Will protect certain 
priority groups; can 
be administered 
through BPS. 

May disadvantage 
some families at the 
margin. 

If the vulnerable are 
already being 
protected through 
their benefits then 
an additional 
payment once a year 
will assist in a small 
way but will not 
have a significant 
positive or negative 
effect. 

Is made universal – 
Christmas Bonus 
paid to all citizens 

Would give a boost 
to the economy at 
Christmas time. 

Hugely expensive 
and difficult to justify 
on social, economic 
or political grounds. 

If the vulnerable are 
already being 
protected through 
their benefits then 
an additional 
payment once a year 
will assist in a small 
way but will not 
have a significant 
positive or negative 
effect. 

Recommendation: Christmas Bonus to be modified to restriction to certain groups within the 
existing benefits family and abolished for the rest over time 

Winter Bonus 

 Sufficiently targeted 

 £300 lump sum paid to those on IS or JSA who meet certain additional 
qualifying conditions – usually regarding dependents or disability. 

 Easy to access 

 Automatically allocated based upon criteria identified during original IS or 
JSA application process. 

 Easy to deploy 

 Very simple – paid additionally, automatically, through the benefit payment 
route – be it cash, cheque or direct debit. 

The Winter Bonus is an example of an excellent, targeted, means-tested benefit.  It 
has clearly defined eligibility criteria and is simple to administer and deploy. In many 
ways it is a model benefit. 
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Options for Winter Bonus 

Option Pros Cons Will it Protect the 
Vulnerable? 

No change – service 
continues in its 
present form 

This is a model 
service with precise 
targeting and simple 
administration, 
clearly linked to 
additional costs of 
heat and light in the 
winter and 
protecting the 
vulnerable. 

None Yes.  The service in 
its current form 
protects the 
vulnerable. 

Continues in a 
modified form – 
widening the remit 
to more categories 

Would make the 
winter bonus more 
widely available, 
potentially 
protecting more 
people. 

There would be 
increased cost and 
the justification for 
additional categories 
would need to be 
established and 
justified against 
need. 

The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Is abolished Would save 
£0.7million. 

Would affect many 
vulnerable people 
and have a 
disproportionate 
effect on their 
quality of life. 

The vulnerable 
would be 
substantially less 
protected through 
the abolition of this 
service. 

Is separately means-
tested – the current 
means-testing within 
the current system 
is already sufficient 
and precise 

N/A N/A N/A 

Is made universal – 
Winter Bonus paid 
similar to Christmas 
Bonus 

There would be 
increased funds to 
low-income and 
qualifying individuals 
in winter when fuel 
and light costs are 
high. 

Wasteful and 
unnecessary use of 
public funds. 

The current system 
already protects the 
vulnerable so there 
would be neither a 
positive nor negative 
effect from this 
change. 

Recommendation: Continue in its current form 
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Access to Free Legal Aid 

As the passported option has only considered the role of free legal advice in relation 
to matrimonial cases, it is only a small proportion of the overall LA budget.  If we 
assume that there are 100 matrimonial cases supported by LA every year64 and that 
the most that is normally paid is £1,350 then the ‘passported element’ is £135,000, 
out of a total estimated LA Budget of £4 million.  

There is a wider debate, beyond the scope of this review, on the costs and eligibility 
of LA more generally and around the state supporting access to justice.  
Notwithstanding this, a possible way of understanding further the future choices open 
to matrimonial provision would be to conduct an options review, looking at the 
feasibility and palatability of LA funding mediation instead of matrimonial advocacy.  
As such we have allocated an indicative cost of £20,000 to cover such a review. 

Car Tax Exemption 

We expect there to be a small saving through the removal of free tax discs for those 
eligible currently who would now have a non-qualifying vehicle.  As we are not in 
possession of these figures we are unable to identify any savings in greater detail. 

Free TV Licence 

The payment of TV Licences to pensioners below 75 on income related benefit 
through a benefit uplift equivalent to the value of the licence fee, rather than a 
reclaim system, would have some small saving as it is administratively more efficient 
– however for the purposes of this review it is classed as revenue neutral. 

The 2013/14 figure for expenditure on this benefit was £700,000.  As such the 
abolition of the benefit would recoup this amount. 

Christmas Bonus65 

The 2014/15 allocation for the Christmas Bonus is £900,000; down from £2million in 
2013/14.  Our recommended approach would be to drastically reduce the Christmas 
Bonus to all claimants, before abolishing it for all but the most vulnerable in 2015/16.   

Taking the bonus down from its current £40 level to £10 for all groups would save 
approximately £675,000.   

Alternatively some groups could simply have their eligibility withdrawn and the £40 is 
paid to ‘priority groups’ – for example, not paying a Christmas Bonus to pensioners 
could save up to £700,000; or only paying Christmas Bonus to families and the 
recently bereaved could save c. £820,000. 

The 2015/16 figure would then be drastically lower – either a universal £10; or a 
higher Christmas Bonus, but for only a very limited number of groups. 

 

 

                                            
64 Due to a combination of legal confidentiality and the method for recording cases it has not been possible to get 
an accurate caseload figure. 
65 All Figs based upon forward projections of DSC 2013-4 Figs by customer type using 2014/15 CB levels 
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7.10. Approximate Value of Each Passported Benefit 

This is an attempt to provide a demonstration of the cash value of each additional 
passported benefit.  It is highly improbable that any recipient will receive all the 
benefits – as a pensioner on a free TV Licence is unlikely to require free milk for their 
pre-school child for example.   

However, we have done this to inform the notion of ascribing a cash value to allow a 
debate over the possibility of simply abolishing passporting and instead providing a 
benefit ‘uplift’ to cover these. 

In attempting to ascribe cash values we have greater confidence in certain figures 
than others due to either the quality and depth of data provided, or the assumptions 
that would be required to translate this into final figures at an individual level.  Where 
such doubts exist we have either ascribed a ‘proxy value’ (based upon outlined 
assumptions) or an equivalent UK figure if available. 

 

, Calculation Assumption Indicative Cash Value 

Free School Meals £2 a day, 195 days a year £390 per child 

Uniform Vouchers No information supplied by 
DEC; using UK proxy of £60 
in year 7 and £30 a year 
thereafter to year 13 

£34.28 per year on average 

School Sports Courses already “heavily 
subsidised” – so assumes 
£50 for cost of Sports Leader 
Awards and summer 
schemes 

£50 

Dentistry Depends upon treatment – 
assumption made of small 
treatment per year – which 
would have been charged at 
£33 per person 

£33.00 

Free Milk Assume £4.20 a week in milk 
(2 pints a day at 30p/pint) 

£218.40 per year 

Prescriptions £3.65 charged per script – 
assumes 2 prescriptions/year 

£7.70 

Vouchers for Glasses Depends upon strength of 
prescription – averaged use 
across beneficiaries 

£46.80 

Travel costs to Hospital Assume 2 free taxi journeys 
@ £10 each 

£20 

Access to free Legal Aid £135/hour, maximum 10 
hours 

£1,350 

Car Tax Exemption Assume “average car” Ford 
Focus 1.6 Petrol 

£145 
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, Calculation Assumption Indicative Cash Value 

Free Bus Pass Assume equivalent of a free 
Fare Band B IOM Rider per 
month @ £12.50/month 

£150 

Christmas Bonus £40 lump sum £40 

Winter Bonus £300 lump sum £300 

 

To then put these into context, outlined below are some simple scenarios to 
demonstrate the value of ‘normal’ benefits and ‘passported’ benefits depending upon 
the personal circumstances and family composition of the claimant. 

As can be seen from all the scenarios, passported benefits make up a small 
proportion of the total amount relative to the ‘normal’ benefits received – the highest 
being c.10% of annual benefits for an unemployed single parent in a year where LA 
is providing one-off matrimonial support (Scenario 3) to c. 1% for a single 
unemployed adult (Scenario 2). 

The scenarios show the targeting of passported benefits at services which benefit 
those who have children, the elderly and those with health needs (dentistry, free 
glasses).   
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Benefits Interaction Analysis – Scenario 1 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £11,430.64  

Passporting PA = £1056.76 

Couple. Both Working 
one working 37 hours 
PW the other working 

8 hours PW. 2x 
Children. Children are 
aged 9 & 8. Rented 

accommodation 
paying £165 per 

week.  

 

EPA Inc 
support with 

housing 

Vouchers for 
glasses 

Prescriptions 

Child Benefit 
x2 

School 
Meals 

Legal Aid Dentistry 

Christmas 
Bonus 

School 
Sports 

School 
Uniforms 
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Benefits Calculation 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

“Normal” Total 

 EPA  Child Benefit 
1st 

Child Benefit 
2nd  

     PW PA 

 185.92  20.40  13.50     219.82  11430.64 

 

Benefit type & value 
“Passported” Total 

Christmas Bonus Dentistry x2 
adult treatments 

Prescriptions x 2 
adults 

Voucher for 
glasses (assume 
1 member only) 

Free School 
Meals – 

Annual x2 

School Uniform 
Vouchers x 2 

 PA 
  

80.00 66.00 15.40 46.80 780 68.56  1056.76 

 

The family in this scenario are also entitled to access to free Legal Aid and help with school sports, as well as other one‐off payments such as support for funeral 

expenses 

EPA -Basic amount   £       273.45  Less Income 
First child £        21.20 Earnings (37x £6.40) +(8 x£6.40) £   288.00
Second child  £        61.25  Less Income  £   265.60 
Plus 24h Addition  £        32.70  70%  £   185.92 
Rent  £       165.00  
Child care costs  £             -    Weekly amount of EPA Payable  £   185.92 
Total prescribed amount  £       553.60  
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 Benefits Interaction Analysis – Scenario 2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits 
Benefits PA = £11,234.60  

Passporting PA = £87.50 

 

JSA inc 
support with 

housing 

Single, working age. 
Not working 

(unemployed for 7 
months), No children. 

Rented 
accommodation 

paying £116 p/w. No 
income, no savings. 

Vouchers for 
glasses 

Prescriptions 

Legal Aid Dentistry 
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Benefits Calculation 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

“Normal” Total 

 JSA           PW PA 

 216.05            216.05 11,234.60   

 

Benefit type & value 

“Passported” Total 

 Dentistry Prescriptions  Voucher for 
glasses  

      PA 

 33.00 7.70 46.80       87.50  

 

The claimant in this scenario is also entitled to access to free Legal Aid as well as other one‐off payments such as support for funeral expenses 

  

Personal  allowances  £       100.05  Other income  £         -    
Housing allowance (capped at £116) £       116.00 Less other income £   216.05 
Applicable amount  £       216.05  

Income based JSA  £   216.05  
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Benefits Interaction Analysis – Scenario 3 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Child Benefit 

Benefits 
Benefits PA = £15,277.60  

Passporting PA = £1695.90 

 

Milk 

Working age single 
(24 years old). Not 

working (unemployed 
for 4 months). 1 x 

child 3 years old. Rent 
of £153 

JSA inc 
support with 

housing 

Vouchers for 
glasses 

Prescriptions 

Legal Aid Dentistry 

Christmas 
Bonus 
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Benefit Calculation 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

“Normal” Total 

 Income Support Child Benefit 
1st  

     PW PA 

286.40 20.40      306.80  15,953.60 

 

Benefit type & value 
“Passported” Total 

Dentistry Prescriptions Voucher for 
glasses  

Free Milk  Access to free 
Legal Aid 

(matrimonial) 

Christmas Bonus  PA 

33.00 7.70 46.80  218.40 1350.00 40.00  1,695.90 

 

The claimant in this scenario when the child entered school would receive free school meals, school uniform vouchers and help with school sports as well as other one‐
off payments such as support for funeral expenses 

 

Personal  allowances  £        100.05  Income Support  £  286.40  
Child addition £        33.35 
Housing allowance   £       153.00    
Applicable amount  £       286.40    
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Benefits Interaction Analysis – Scenario 4 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

  

Benefits PA = £25,794.60 

Passporting PA = £1206.60 

 

JSA inc 
support with 

housing 

Child Benefit 
x3 

School 
Meals 

Benefits 

Milk 

Working age couple. 
Not Working, 3 x 

children. Both been 
unemployed for over 6 
months. Rent £182 p/w 

Children aged 2, 7 & 8  

Vouchers for 
glasses 

Prescriptions 

Legal Aid Dentistry 

Christmas 
Bonus 
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Benefits Calculation 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

“Normal” Total 

JSA  Child Benefit 
1st 

Child Benefit 2nd 
& 3rd 

    PW PA 

 448.65  20.40 27.00     496.05  25,794.60 

 

Benefit type & value 
“Passported” Total 

Dentistry x2 
adults 

Prescriptions x 2 
adults 

Voucher for 
glasses  

Free Milk   Free School 
Meals 

Christmas Bonus  PA 

66.00 15.40 46.80 218.40 780.00 80.00  1206.60 

 

The family in this scenario is also entitled to access to access to free Legal Aid and help with school sports as well as other one‐off payments such as support for 

funeral expenses 

 

Personal  allowances  £       152.60  Other income   £         -    
1st Child addition £        33.35 Less other income £   448.65 
2nd Child addition  £        40.35  
3rd Child addition  £        40.35  
Housing allowance (capped at £182)  £       182.00  
Applicable amount  £       448.65  

Income based JSA  £   448.65  
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Benefits PA = £18,946.20 

Passporting PA = £953.70 

 

Benefits Interaction Analysis – Scenario 5 
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Benefits 

Income 
support with 

housing 

Retirement 
Pensions x2 

Christmas 
Bonus 

Couple.  One is 73 the 
other 74.  Living in 

private housing paying 
rent of £116.00 p/w. 

£2000 of savings 

Pension 
Supplement 

x2 

Vouchers for 
glasses 

Prescriptions 

Dentistry 
Winter 
Bonus 
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Benefits Calculation 

 

 

 

 

 

 

 

Value of Benefits 

 Benefit type & value 

 “Normal” Total 

Pensions  Pen. 
Supplements 

Income 
Support  

      PW PA 

180.90 85.95  97.50      364.35 18,946.20 

  

 Benefit type & value 
 “Passported” Total 

Christmas 
Bonus x2 

Dentistry x2 Prescriptions 
x2 

Voucher for 
glasses  

Free Travel 
Card x2 

Winter Bonus TV Licence  PA 

80.00 66.00 15.40 46.80 300.00 300.00  145.50  953.70 

 

These claimants are also entitled to access to free Legal Aid as well as other one‐off payments such as support for funeral expenses 

 

Income support  
Personal Allowance  £ 152.60 Cat A Pension £     113.10 
Pensioner Premium  £  95.75  Cat B Pension  £       67.80  
Rent  £ 116.00  Pension Supplement 1  £       53.75  
Total  £ 364.35  Pension Supplement 2  £       32.20  
Less income  £ 266.85   
Income support Payment   £  97.50  Total Income   £     266.85  
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7.11. Conclusion 

Overall passported benefits are a simple, cheap and efficient way of targeting 
additional services and support to specific vulnerable groups.  The current method of 
passporting, as used in the IOM, is generally sound and fit for purpose within the 
current benefits system.  Any significant changes to it would risk adding further, 
unnecessary complexity and adding another needs / means-test, when such a check 
has already taken place. 

Most of these current passported benefits are very small amounts of money and support 
which are targeted to have significant impacts for those vulnerable beneficiaries. As such 
they should be left to continue within the current benefits system. The significant change, 
however, is in the Christmas Bonus which is no longer relevant. 

The review of passported benefits within the current system has highlighted systemic 
weakness in the collection of data and accounting for costs of these benefits and the 
information sharing therein between departments – notably back to Social Security and 
Treasury. 

However, these passported benefits are suitable within the current benefit system.  The 
challenge to policy makers moving forward is to consider passported benefits within a 
transformed NMB future.  When considering the what, why and how of NMB and the 
requirements within it to ensure citizens have the means to live and be included in 
society, it allows the opportunity to consider this with regards to passported benefits; not 
just in terms of which benefits should be passported, but also how this passporting should 
be administered.  There is, for example, no suggestion that free school meals should be 
withdrawn as a passported benefit, but it does allow the opportunity to question whether 
their deployment should be through DEC to the school or through a personal advisor to 
the parent and a centrally administered Social Security system. 

The winning feature of passporting benefits is that they allow other services and 
departments to target services at the hardest to reach and the hardest to help by using 
income related benefit information, already collected, as a proxy measure for identifying 
poverty and need.  All departments should continue to work separately and collectively in 
ensuring the hardest to reach and hardest to help are supported and the vulnerable 
continue to be protected.  In any future transformation this simplicity needs to be 
preserved.   

One would hope that an improved needs and means-testing system would allow a greater 
and more nuanced understanding of the requirements of each individual claimant.  In 
such a system, targeted, effective passported benefits, backed by technology, can allow 
services to be better deployed, assist claimants on their transitional process and help as 
part of their greater inclusion in society, protecting the vulnerable and improving the 
overall health, wellbeing and prosperity of the Island. 
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8. Consider the Introduction of a Benefit Cap 
8.1. Introduction 

This chapter explores the capping of benefits on the IOM, considering the cost savings 
which could be generated for the NI Fund and the impact on citizens. The approach 
currently employed by the UK for introducing a cap is assessed, as are the implications 
that employing the same approach in the IOM would have. 

The key option recommended in this chapter is: 

 Consider using a benefit cap as a long-term tool to restrict the value of benefits in 
the future and to allow policy makers to set clear policy with regards to setting 
benefit values. 

8.2. Background 

The benefit cap is a UK Coalition Government Policy contained in the Welfare Reform 
Act 2012. It refers to two policies; the first being on overall capping of benefit (welfare 
cap); the second being a capping of individual household benefit, that caps the amount 
in state benefits that an individual can claim per year (benefit cap). The latter is the 
focus for this report. 

The benefit cap is the total amount of benefit that working-age households can 
receive, the principle being that households on out-of-work benefits will no longer 
receive more in welfare payments than the average weekly wage for working 
households. If the ‘cap’ is breached the household’s housing benefit entitlement is 
reduced so that the total amount of benefit received is no longer higher than the cap 
level.  

The benefit cap was applied from 15 April 2013 in Bromley, Croydon, Enfield and 
Haringey, local authorities in the UK. The remaining local authorities applied the cap 
between 15 July 2013 and the end of September 2013. As such all households 
identified as being appropriate to be capped were capped by the end of September 
2013. The benefit cap is currently administered through housing benefit, and as such a 
household which is not in receipt of housing benefit will not, currently, be in scope for 
the cap.  

The Department for Works and Pensions (DWP) initially estimated that the cap would 
affect around 56,000 households in 2013-14 and 58,000 in 2014-15, generally those 
living in areas with higher private rental prices, or with larger than average families. It 
was also estimated that the cap would save £550million (in cash terms) in the financial 
years April 2013 to March 2015.  

Public attitude to the cap was very positive. An Ipsos MORI poll found that 67% of the 
UK citizens supported the policy after having it explained in some detail. Public support 
for the headline aims of the policy for ‘reducing the benefit bill and pushing people to 
find employment’ are high, although support falls sharply if negative consequences - 
such as moving house and loss of income for basic living costs - were to result.  
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Policy Objectives  

The cap is currently some way from meeting all of its objectives and it faces significant 
barriers to making further progress.  

 The benefit income of capped households has been reduced to that of a median 
average working household. However capped households in Haringey are still 
receiving other financial support that takes them over this limit. Nearly all receive 
help to cover 80% of their council tax bill, and this is in addition to the 
£350/£500per week maximum. Also, and significantly, nearly 50% of affected 
households are receiving discretionary payments from the council, on top of their 
£350/£500per week benefits, to help them pay their rent and many look set to 
receive these payments for some time to come. 

 Only a few capped households have so far secured 16 or more hours 
employment. There is evidence that the benefit cap is changing attitudes to work, 
and the difference in income, after housing and childcare costs, ought to be a 
good incentive. But for many claimants there are still significant barriers to them 
gaining employment, particularly a lack of job seeking and work skills, the 
availability and affordability of childcare, and knowledge of how to access 
childcare.  

 Savings have been made to the benefit bill of around £60,000 per week in the 
example of Haringey Council (data was taken in October from April 1st start). 
However the increased expenditure on discretionary payments to help affected 
households pay their rent is around £960,000 to date (£160,000 per month on 
average), the increase in intensive support provided to help claimants deal with 
the effects of the cap, and the imminent increase in households losing their home 
because they cannot pay the rent are all evidence of ‘cost shunting’ between 
national Government budgets and from national Government to local authorities 
and voluntary organisations.  

Impacts and Consequences  

The impact on households - financial, social and medical - is significant and their ability 
to respond as Government expects is not yet proved. Certainly, because of the scale of 
the challenge and levels of household exclusion, most cannot respond effectively 
without professional assistance. It is clear that different groups have more or less 
chance of being able to respond to the cap as Government wants, and that the impact 
/ consequences also vary across different groups. In addition, people who are already 
marginalised are disproportionately affected by this measure. Taken together, these 
points mean that there is a high risk of households sinking if resources and tailored 
services are not provided locally to help them (adding further cost to the system). 

Because the cap is applied by cutting help with housing costs, homelessness is a likely 
consequence for households who cannot respond effectively to the cap. Just a few 
cases of homelessness have been seen so far, but the levels of arrears and eviction 
notices suggest that a rise in homelessness and associated financial and social 
problems are on the horizon.  
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Households can get some headroom and assistance to escape the cap because 
discretionary housing payments are available and support services have received 
additional resources for one year. However it is becoming clear that there is a 
mismatch between the length of time the help will be needed for and the availability of 
funds to support them.  

In combination, these impacts suggest that future pressures on local employment 
services, homelessness teams, and children’s social services departments are set to 
grow. Even though the number of households capped is fairly low, supporting them is 
resource intensive, and already resources have been diverted from elsewhere so that 
assistance can be provided. When coupled with the effects of other welfare reforms, 
and the challenges of the current economy, the impact on local services could pose a 
particular challenge.  

There have been some positive consequences for local service provision along with the 
challenges. Joint working between local agencies has strengthened, and the customer 
journey for local residents making use of a range of services has been improved. Many 
households’ resolve to find employment have strengthened and professionals 
supporting the most vulnerable have begun to see where it is possible to move their 
clients closer to the workplace. 

Planning for the Future Locally  

Although not all the points below are applicable to the IOM, due to structure of the 
services, we felt the publication of the full list was important as it provided the context.  

These early experiences highlight some short and longer term priorities for local 
councils and their partner agencies.  

In the short-term: 

 Certainty about how policies on discharge of homelessness duties and eligibility 
for discretionary housing payments interface with the cap must be given so that 
households, and people advising them, are clear of their options and can plan 
accordingly  

 Regular and proactive efforts should be made to contact all affected households 
and draw them into services, not just those owed a statutory duty. This will help 
to make sure that they are clear, not only about the effects of the cap but also 
about the services available and how these might help them  

 Groups that will be disproportionately affected should be identified and focused 
on. Language skills, large numbers of children and lone parent status are all 
significant features 

 Reviews should be undertaken into how the council works with private landlords, 
letting agents, and people seeking accommodation through these routes to 
provide information, financial support, and shape provision of housing in the local 
market. This could help to give stability and maximise housing options available to 
all benefit dependent households, not just those facing homelessness  

 The combined impact of various welfare reforms should be assessed and 
recognised so that coherent and integrated responses can be provided.  
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per annum. Reducing on average the income of the individual by £2.791 per annum 
(£53.68 per week). 

8.5. Theoretical Maximal 

Since 2012, which the data set covers, there has been a number of changes to the 
benefits system, such as the introduction of means-testing for Child Benefit and the 
Christmas Bonus has been reduced by half. Therefore to further understand the impact 
and risk of applying a benefit cap we have produced a number of scenarios which 
calculate the theoretical maximal. 

The scenarios used are set out in Appendix 8 - B and summaries in Table 8.3 below. 

Table 8.3 – Theoretical Maximal  

 Scenario Benefit 
Value 

Passported 
Value Total 

1 

Couple. Both Working one working 37 hours 
pw the other working 8 hours pw. 2x Children. 
Children are 9 & 8 rented accommodation 
paying £165 pw.  

12,445 266 12,711 

2 

Single, working age. Not working (unemployed 
for 7 months). No children. Rented 
accommodation paying £116 pw. No income no 
savings. 

11,235 87 11,322 

3 
Working age single (24 years old) not working 
(unemployed for 4 months). 1 x child 3 years 
old. Rent of £153 pw. 

15,496 153 15,649 

4 
Working age, couple, not working, no children. 
Both been unemployed for over 6 months. 
Private Rent £116.00 pw. 

13,967 153 14,120 

5 
Working age, couple, not working, 3 x Children. 
Both been unemployed for over 6 months. Rent 
£182 pw - children 2, 7 & 8.  

27,027 219 27,246 

6 Single over 81 years old. Independently living 
in own house no mortgage. Savings of £10000.  9,147 573 9,720 

7 
Couple one is 73 the other 74.  Living in private 
housing paying rent of £116.00 pw. £2000 of 
savings 

18,946 646 19,592 

8 

Working age couple, one has been 
incapacitated for 34 weeks the other is not 
working, in receipt of maternity payment. 
Private rented £162 pw. 2x children 10 & 12 
years old. No Savings. 

23,343 566 23,909 

9 
Couple of working age. 1 x long-term disability. 
1 x Carer No children, No savings. Social 
housing £116 pw. 

25,405 533 25,938 

10 Couple working age, 1 x Carer, 1 x long-term 
incapacity, 1 child with a disability, Private 

27,193 533 27,726 
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 Scenario Benefit 
Value 

Passported 
Value Total 

rented £153 pw. No savings. 

11 Single 67 year old, with a disability, Social 
housing £80.00 pw. 21,187 427 21,614 

12 
Pensioner living in a residential home. No 
savings or investments. Residential cost of 
£711.20 pw. 

42,630 127 42,757 

13 
Lone Parent with a disability, working 24hr pw. 
Earning £153.60 pw, 1 x Child 8 years old. Rent 
private £155 pw. 

32,428 160 32,588 

14 Widower, recently bereaved, 75 years old, 
living in own home no mortgage 9,836 2,427 12,263 

 

In addition to the theoretical maximal we have attached a notional value to the 
applicable passported benefit based on the assumptions set out in Appendix 8- A. 

What the Theoretical Maximal demonstrates is that the results from the analysis 
carried out using the 2012 data is broadly the same, any differences being very 
marginal. The Maximal examples also demonstrate that, in the main, the benefits are 
targeted on those that are above working age, infirm and those not working (low-
income) with children.  

It also concurs with the analysis that using the UK exemption criteria the individuals 
that are capped are working age, not working with dependents.      

8.6. Conclusion 

Politically the benefit cap is popular with the working population. Researching the 
limited reviews undertaken on the effectiveness of the benefit cap, it appears that the 
benefit cap is, in places, starting to change attitudes to work with an improved resolve 
to find employment.  

Changing attitudes to work would be short lived if real employment is not available and 
robust support through activation is not in place. This suggests that any policy to 
introduce a cap must be supported by a programme of strong activation. 

Joint working between agencies and departments has improved to make the benefit 
cap work, it is also reported that the customer journey has improved which in the main 
has been an increase in activation and one to one support.   

The benefit cap is currently not delivering the predicted saving and this is being 
compounded by the increase in discretionary payments. The Haringey Council example 
shows that, by applying the benefit cap, the benefit bill has reduced by £600,000 over 
six months but the cost of having to increase discretionary payments has far out 
stripped this. 

The majority of those capped in the UK are due to housing costs in the south of 
England, further compounding the housing crises in the UK, which could have a similar 
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impact on the IOM, particularly around the mix of homes i.e. more one and two 
bedrooms units would be required. 

36% of those capped in the UK have five or more children, the modelling undertaken 
shows a similar pattern in the IOM therefore the benefit cap could be seen as a tax on 
children. 

The benefit cap would need to be leveraged off the Housing Benefit payment within 
the IS payment. Although not too difficult to administer, it would need to be 
recognised that the housing benefit payment would need to be redefined within the 
benefit system. 

When modelling the data using £26,000 per annum (£500 per week) any savings that 
can be made within the NI Fund are immaterial. Even when applying the £450 per 
week and £400 per week the overall savings in total are still relatively small and using 
the latter as a cap could potentially create real hardship to some individuals. The    
support the outcomes form the modelling. 

To produce any significant savings using a benefit cap the exemption criteria would 
need to be changed regarding pensioners who are by far the largest group. By 
including pensioners (using a cap set at £26,000 per annum) the theoretical saving 
could be £2.4million, but to achieve this pensioners with disabilities, nursing care and 
within nursing homes would have to have their benefits cut by up to 50%, which would 
create significant hardship. If those pensioners that were in receipt of Nursing 
Allowance and / or DLA were excluded, the saving would be £234,550, but, again, this 
could disadvantage a large number of pensioners on low retirement pensions. 

Where the benefit cap would be useful long-term is as a tool to restrict the value of 
benefits in the future and to allow policy makers to set clear policy with regards to 
what level of benefit will be supported to a value. This value could also be used as a 
barometer measuring its competitive value against the Median Salary and other 
exempt benefits.  
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9. Means-Testing Benefits 
9.1. Introduction 

Means-testing is increasingly being seen as a more effective way of redistributing 
welfare benefits than universal models or those based on contributions.  The main 
feature of means-testing is that eligibility is determined by financial resources in 
relation to the needs defined for a particular benefit.  In this way means-testing can 
lead to more effective targeting of Government spending. 

This paper identifies a number of options for improving the targeting of resources by 
increasing and reforming means-testing. We review, model and refine a long list of 
options presenting the key options for consideration. 

This report sets out the evidence, and proposals, for how means-testing of benefits for 
working age claimants could be improved. 

9.2. Background 

There is a wide debate on the role of public welfare systems in alleviating poverty and 
promoting independence.  In theory, welfare may be necessary where markets ‘fail’ – 
to enable people to find work, to support those with greater needs (for example due to 
health or caring) or to adequately protect against risks.  However interventions clearly 
come at a cost: tax revenues are required to fund benefit payments, and can lead to 
risks of unintended consequences (including increased dependency).   

So for intervention to be justified, it must be clear that public intervention can 
efficiently and effectively address the market failures. 

Means-testing is increasingly being seen as a more effective way of redistributing 
welfare benefits than universal models or those based on contributions – on the Island, 
in the UK and further afield.  The main feature of means-testing is that eligibility is 
determined by financial resources (personal or household) in relation to the needs 
defined for a particular benefit.  In this way means-testing can lead to more effective 
targeting of Government spending than universal or contributions-based schemes.66 

However, academic literature suggests that “...[it] depends critically on a particular 
series of choices in the way in which distribution is analysed. Alternative ways of 
looking at the problem can give different answers”67. In other words – the ‘right’ 
approach will be different depending on strategic objectives and priorities.  

On the Isle of Man, the key priorities are to: 

 Protect the vulnerable 

 Balance the Budget 

 Grow the economy. 

The Island, in common with many other jurisdictions, has moved towards a mixed 
model for welfare – of universal, conditional, contributory and means-tested benefits.  

                                            
66 National Audit Office (2011) Means-testing, HC 1464 
67 John Hills, 2004, Inequality and the state” pp184 
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every £250 of capital that they have in excess of £13,000 (and any actual income they 
receive is ignored). 

Collecting data 

To use means-testing effectively, departments need reliable and timely information 
about claimants’ financial means. The current method of determining eligibility for EPA, 
for example, is to use earnings from immediately prior to the claim (the previous 1-2 
months) as the basis for setting the award level – which is then fixed for between 4 
and 26 weeks.  Any changes in earnings over that time do not impact on the level of 
the award.  This creates risks that those with variable earnings are paid too little or too 
much. 

However, addressing this effectively would require something closer to ‘real time’ 
reporting of earnings during the claim period – which would require either a complex 
IT solution (which has proven problematic so far within the UK), or an increase in 
administrative costs and complexity. 

A means-testing system must also be able to deal efficiently with changes in 
circumstances. People’s income, assets and household composition frequently change. 
Any means-test must include arrangements for treating changes in circumstances, 
including how frequently to reassess entitlement and whether to ignore interim 
changes.  

Maintaining work incentives 

After the initial decision to apply a means-test, departments and agencies must decide 
how to withdraw support as incomes and assets increase. Some programmes impose 
sharp ‘cliff edges’, where anyone with income or assets above a cut-off level are not 
eligible for support. Alternatively, benefits can be withdrawn smoothly as income 
increases. Some benefits allow for entitlement to continue (or ‘run on’) for a limited 
period after a claimant becomes ineligible, in order to help claimants to adjust. 

This decision balances the incentives faced by claimants and total expenditure. Faster 
withdrawal of benefits can reduce public spending, but can also create disincentives to 
work and save. Withdrawal rates do not only affect incentives. Understanding how 
changes to employment will affect households is complex and this imposes an 
additional burden on claimants through greater uncertainty about future income. 

Tackling fraud 

Any benefits system is likely to have an element of fraud and error within its 
operations.  While errors can be minimised through better processes and training, 
fraud, both individual and organised is more of a challenge.  Claimant error is also 
common and it can be difficult to differentiate from fraud. 

Large scale organised fraud is less likely to be an issue within the Isle of Man, with its 
smaller size and local knowledge, but individual attempts to maximise benefit 
payments will occur – either by under-reporting their earnings (easiest for the self-
employed, hand in hand with tax fraud); or over-reporting their level of need (for 
example exaggerating the impact of a health condition or disability, not declaring a co-
habiting partner). 
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Increasing means-testing therefore needs to be accompanied by investment in activity 
to tackle fraud – ensuring that procedures to identify these attempts are in place, and 
it is important to ensure that penalties are understood and applied where / if 
necessary. 

Promoting take-up 

As noted above, take-up of means-tested benefits is lower than take-up of conditional 
or contributory benefits.  Recent research has identified a range of factors that inhibit 
take-up, but the two key issues appear to be claimants’ knowledge of their 
entitlements, and the perceived value of those benefits. The same research identifies a 
number of key factors that can help to increase take-up of entitlements, in particular: 

 Reducing complexity – in particular simplifying the language that is used, and 
reducing duplication in requests for information – where there have been modest 
improvements in claims processes for benefits in Great Britain 

 Ensuring that feedback from service users is captured systematically, and that this 
can be acted on 

 Informing individuals of entitlements at key trigger points – for example when 
entering or leaving employment, registering births, moving home – with many 
examples from local Government 

 Targeting take-up campaigns on those likely to have higher-value entitlements 

 Working through intermediaries to deliver outreach – as has been done with Tax 
Credits in the UK. 

The following, assess options for means-testing on the IOM – first, setting out options 
for short to medium term reform; and subsequently discussing the scope for more 
fundamental change that could be used as part of the transformational approach, the 
New Manx Benefit is required.  

9.4. Options for Change – Near-Term Reforms 

A number of reforms have been assessed and modelled, that could improve the 
effectiveness and targeting of the means-tested system.  The leading options are 
presented below. 

These reforms are those identified as likely to make the greatest contributions to 
balancing the budget and protecting the vulnerable, while reinforcing incentives to 
work (and so grow the economy). 

To assess these options, a tax and benefits model was developed using 2014/15 tax 
and benefit rates, eligibility rules and data on rents and earnings.  Scenarios were run 
for a part time and full time employment scenario, as IS and JSA benefits are generally 
limited to people working less than 16 hours a week, while EPA generally applies to 
people working over 16 hours a week.  To assess impacts, we analysed 2011/12 
caseload and expenditure data for IOM residents – enabling cross-sectional analysis of 
combinations of benefits claimed and amounts paid. 
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Table 9.2 - Income distribution of LT IB recipients  

Taxable income (£) % of LT IB payments % of recipients 

0-5299 90% 87% 

5300-9499 4% 6% 

9500-14999 2% 3% 

13000-20999 2% 3% 

21000-26999 0% 1% 

27000-34999 0% 0% 

35000-44999 0% 0% 

45000-59999 0% 0% 

>=60000 1% 1% 

Total % 100% 100% 

Total value £9,287,044  £1,857 

Potential impact 

The data used in this report suggests that removing or time-limiting the long-term rate 
of incapacity benefit (LT IB) would be expected to affect mainly single people with 
other resources and couples where the other partner was working or had resources of 
their own. The example below illustrates the impact of means-testing LT IB for a 
couple with one child, in social rented accommodation, with one partner working 12 or 
30 hours. 

One partner working 12 hours 

Under the current scheme, a couple with one partner working for 12 hours will receive 
child benefits (CHB); income support (IS) and LT IB. The couple’s net income is 
illustrated in the table below. Earnings above £125 are subject to tax and National 
Insurance contributions and IS is means-tested – hence it is reduced in accordance 
with rising income. CHB is fixed at £20.40 per week as is LT ICB (£104.10) irrespective 
of other income. 

Under a modelled future scheme, the same couple would continue to receive CHB and 
gross earnings beyond £125 would be taxed in the same way. However in this scenario 
the LT IB is incorporated within means-tested IS which gradually reduces as gross 
incomes increase. In this scenario, IS including LT IB would cease completely when the 
couple’s gross earnings exceed £400 per week or £20,800 pa. 
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The comparable results are illustrated below and show that recipients with gross 
incomes below £250 per week (£13,000 p.a.) would be unaffected by such a scheme.  
However those with earnings above £250 would see progressively lower incomes.  

Note that in this graph, as in subsequent analyses, the x-axis (left to right) shows 
gross household earnings, while the y-axis (bottom to top) shows net income after 
benefits are taken into account. 

Figure 9.1 - One partner working 12 hours 

 

One partner working 30 hours 

In this example, in the current scheme the couple with one partner working for 30 
hours receives child benefits (CHB); employed persons allowance (EPA) for earning up 
to £385 per week (£20,020 per annum) and a LT IB fixed at £104.10 irrespective of 
earnings. The net income of this couple is illustrated in Figure 9.2 for varying levels of 
gross income. 

In the modelled future scheme LT IB is incorporated in the means-tested EPA, however 
CHB remains fixed.   

The impact of this is illustrated in Figure 9.2. This shows that for couples with an 
income less than £250 per week net income is reduced by 8 to 9%. Couples with 
incomes just above £410 per week (£21,320 p.a.) will see net incomes reduce by 10% 
and this impact will progressively increase, with couples earning above £500 per week 
experiencing net incomes reduce by 17%. 
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Figure 9.2 - One partner working 30 hours 

 

The 2011/12 sample data of existing LT IB payments does not allow us to accurately 
estimate potential savings, as it does not allow for assessment of household 
circumstances (only individual incomes).  However a similar reform in the UK (where 
entitlement to contributory Employment and Support Allowance is now time-limited to 
one year) has led to estimated savings of around £1 billion per year (net of the 
increase in means-tested ESA from more claimants moving onto means-tested 
benefits).   

This suggests that an equivalent reform on the Island may save up to £1 million per 
annum (net of any increase in Income Support payments to low-income households 
previously entitled to Incapacity Benefit). 

Advantages  

 Financial saving, as support is provided only to those with identified financial 
needs as well as long-term incapacity.  The accounting basis may identify this as 
a large saving to the NI fund (in excess of £1 million p.a.) offset by a smaller 
increase in Income Support 

 The most vulnerable continue to have access to benefits at the same or similar 
levels 

 Some simplification of administration as the number of benefits is reduced. 

Disadvantages  

 May be controversial, given the contributory nature of this benefit and the 
potential impact on real incomes.  A transitional protection scheme could alleviate 
this   

 Real drops in income for some recipients if no transitional protection is 
introduced. 
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Recommendation: Strongly consider ending entitlement to long-term IB for those 
who do not meet eligibility criteria for Income Support or Employed Persons 
Allowance 

Option 2: Means-Test Disability Living Allowance (and Attendance Allowance) 

Rationale 

Disability Living Allowance (DLA) is a disability benefit for people under 65 year of age 
and who are severely disabled or terminally ill. DLA consists of a care component and 
disability component.  Attendance Allowance (AA) is a disability benefit for people aged 
over 65 and who are severely disabled or terminally ill. These payments are intended 
to compensate for increased costs arising due to care needs or additional needs for 
mobility. Means-testing of DLA or Attendance Allowance, or subsuming those into 
existing means-tested benefits with increases in their disability rates, would reduce 
expenditure where current or future recipients had greater resources.  However, it 
should not be forgotten that those people are still likely to have greater expenses 
because of their disabilities.  

In 2011/12 there were just over 2,300 people in receipt of Disability Living Allowance 
at a total cost of £7.8 million, or average of £3,400 per recipient. The majority of these 
recipients (85%) have recorded taxable incomes below £5,300. 9% of all recipients 
have incomes above £13,000. 

Taxable income (£) DLA expenditure DLA recipients 

0-5299 85% 85% 

5300-9499 4% 4% 

9500-12999 2% 2% 

13000-20999 4% 5% 

21000-26999 2% 2% 

27000-34999 1% 1% 

35000-44999 0% 0% 

45000-59999 0% 0% 

>=60000 1% 1% 

Grand Total £7,794,985 2,310 

Potential impact 

We have modelled scenarios where DLA is means-tested or incorporated in an existing 
means-tested benefit. In the example presented here we examine the impact on a 
single parent with one child in social rented accommodation working for 30 hours. 

Single parent working 30 hours 

In this scenario the single parent currently works 30 hours a week and is in receipt of 
child benefit, EPA and DLA. EPA is means-tested and is reduced as gross incomes rise.  

In the modelled future scenario DLA is incorporated into EPA and is means-tested.  
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The diagram below compares the current and modelled future scenario for the single 
parent. This shows that for all levels of gross income, net income is reduced in the 
modelled means-tested DLA. Where the single parent earns less than £250 per week, 
net incomes are between 14% and 16% lower with means-tested DLA. Where the 
single parent earns less than £500 per week but more than £250 per week, net 
incomes are between 12% and 14% lower with means-tested DLA compared to the 
current system. 

Figure 9.3 - Single parent working 30 hours 

 

 

The 2011/12 benefit expenditure data shows that there were only 23 people receiving 
DLA who also received EPA.  In total DLA payments to EPA recipients amounted to 
approximately £59,000, so less than 1% of total DLA expenditure in 2011/12.  This 
suggests that there are likely to be relatively few DLA claimants who would see their 
incomes fall as a result of means-testing.  Most claimants appear to be out of work, 
and so are unlikely to have DLA income withdrawn in a means-tested system. 

However, once again, it is important to note that the data used is individual level – and 
some DLA claimants may be in households where another member works. 

Advantages  

 Likely to be some financial savings, but may not be significant. 

Disadvantages  

 Those impacted would likely see real falls in income at all levels of earnings 

 Will be unpopular with recipients and families where these benefits are seen as a 
separate income source 

 Runs contrary to the intent of DLA, which is to provide additional financial support 
to help meet the extra costs from being disabled 
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 Additional complexity in administering the means-test 

 Knock-on impacts where the receipt of DLA is used as a qualification for 
passported support. 

Recommendation: Do not means-test Disability Living Allowance 

Option 3: Limit housing support to a base level determined by local conditions 

Rationale 

Financial support for housing is integrated within other means-tested benefits.  This 
means that it is possible that the housing allowances help maintain rents in the private 
sector at a higher level than would otherwise be the case.  

Potential Impact 

Reforming the system in this way would serve to reduce means-tested benefits for 
those who are judged to have a lower financial need for housing support.  The overall 
financial impact would depend on how those thresholds were set (e.g. on the basis of 
property size, family size or housing market rents), and how many households were 
deemed to be above them. 

Similar reforms in the UK (the Local Housing Allowance) were piloted before rollout, to 
understand the impacts both on rents, behaviour and incomes.   

While this reform could lead to savings, it would also increase complexity within the 
means-tested system – and would likely require both regular review of rent levels and 
housing support, and mechanisms for redress where entitlements were considered to 
have been incorrectly assessed.  The key difference with the current system, where 
rent levels for IS claimants are reviewed each year, is that under a Local Housing 
Allowance-type system, rent levels for all renters in the private sector would be 
reviewed, in order to establish the distribution of private-sector rents and to then set 
housing allowances against appropriate reference points (in the case of the great 
Britain, the reference point is the thirtieth percentile of market rates, set separately for 
studios, 1, 2, 3 and 4 bedroom homes).  

Advantages 

 Potential financial savings where current benefit maxima are higher than a 
‘reasonable’ rent level 

 More transparent system, where housing and living costs are more clearly 
identified within the benefits system. 

Disadvantages 

 Likely administrative complexity 

 Transitional impacts as household incomes and circumstances are assessed 

 Potential unintended consequences, if it leads to downward pressure on housing 
quality and incomes, or even upward pressure on rents 

Recommendation:  Further consider the case for introducing limits to housing support 
based on local conditions. 
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Figure 9.4 - Single person with 1 child 

 

 

However while this discrepancy in the system is striking, the benefit expenditure data 
suggests that there may be very few households that are claiming benefits and have 
large amounts of savings.  Only 10.2% of JSA or EPA claimants had any recorded 
capital, and just 0.2% had capital over £13,000.  However the same caveats apply as 
elsewhere in this report – some individuals may have other household members with 
capital (although this is unlikely to be a large group). 

Potential impact 

There are a number of options for reforming capital rules, namely: 

a) Introduce a capital limit above which means-tested benefits are not paid (for 
example £16,000, as exists in the UK) 

b) Introduce a lower capital starting point for assessing notional income  

c) Increase notional income from £1 per week per £250 over capital limit to a higher 
amount 

In the example below, the current and modelled options are based on a family with 2 
children living in socially rented accommodation where one partner works part time (12 
hrs). The couple are in receipt of child benefit and JSA. The illustration below shows 
the family receives the highest level of net income in the current system. In Option 5a 
net income reduces dramatically at the capital limit point while Options 5b and 5c 
introduce a gradual reduction as capital increases. Option 5c is a more severe option. 

  



The Treasury Isle of Man Government  

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

384 
    

Figure 9.5 – Family one partner works part time 12 hrs 

 

The illustration below shows the impact of the three scenarios for a family with 2 
children living in socially rented accommodation where one partner works 30 hrs a 
week. The couple are in receipt of EPA and child benefits. As with the JSA recipients, 
the family’s net incomes are higher in the current system and least well off in option 5a 
with an illustrative capital limit of £16k. 

Figure 9.6 – Family 2 children living in socially rented accommodation  
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experiment in Namibia also showed increased economic activity through the 
development of small businesses and improved purchasing power. 

Advantages 

 Simplified operation – the identification of citizenship and a mechanism of 
payment is all that would be required 

 Certainty of receipt would allow citizens to be confident of a base level income 
and to be able to plan accordingly 

 Social participation could be expected to increase or be maintained with fewer 
constraints of income  

Disadvantages 

 Potential costs would need to be offset by higher taxes, which in turn would 
reduce incentives to increase earnings 

 Support to those who do not ‘need’ it would be criticised, even if it is being 
withdrawn again through higher taxes  

 The experimental nature would carry some risk  

 If the system were to recognise further needs, then this would introduce some 
complexity 

Overall, we would recommend further consideration of these three options.  The 
leading option for fundamental reform is arguably the first – as the other two have 
very few precedents and no large-scale examples.   
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10. Income Tax Personal Allowance Credit  
10.1. Introduction 

This chapter reviews the effectiveness of the Personal Allowance Credit (PAC). It takes 
into consideration the Treasury report on the subject and the subsequent consultation 
that took place.   

The key option we are recommending for reform in this area is: 

 Abolish the PAC at the earliest opportunity. 

10.2. Background71 

The PAC is unique to the IOM; it is not offered in other jurisdictions. PAC was 
introduced as part of the Treasury Minister’s Budget Speech in 2003.  The Minister 
subsequently stated that the introduction of this measure was intended to assist ‘those 
people who are just below the tax threshold and those who are just above the benefit 
line’. 

The PAC is an annual lump sum payment made by the Income Tax Division to all 
qualifying individuals whose income, for the purposes of the PAC, is less than or equal 
to an upper income limit. The upper income limit is currently aligned with the income 
tax personal allowance: £9,500 for individuals and £19,000 for jointly assessed married 
couples.  The payment in respect of the 2013/14 tax year is £500 for an individual and 
£1,000 for a jointly assessed married couple.  

When the PAC was first introduced, the payment for an individual was £200 while that 
for a jointly assessed married couple was £400. A taper system was also in place which 
meant that an individual with income of less than £6,000 (the lower income point) 
received the full PAC payment, while for an individual with income of between £6,001 
and £8,000 (the upper income point) the amount of the PAC was reduced by £10 per 
£100 of income above the lower income point.  Under this system an individual with 
income of more than £8,000 did not qualify for a PAC payment. This tapering system 
was abolished in April 2008 as it was unnecessarily complex. 

An individual’s eligibility for a PAC is based on their circumstances during the previous 
tax year and a number of qualifying conditions must be met. In order for an individual 
to qualify for a payment in 2003 they had to be resident for tax purposes in the IOM 
for the full tax year, be over 18 years of age at the start of that tax year and have an 
income which was less than the upper income limit. From the tax year commencing 6 
April 2010, individuals in full-time education, individuals serving a custodial sentence 
for the whole of the tax year and individuals whose spouse has their income tax 
liability capped, are no longer eligible to receive a PAC. 

                                            
71 Source for all background materials are the 2 PAC Treasury Documents from 2011: The original Consultation and 

subsequent Response Documents.  Additional tax/spend data is from the 2013/14 and 14/15 Pink Books 
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There have been a number of changes to the PAC since its introduction in 2008, 
these are: 

 2005/2006: removal of non-taxable benefits from the calculation, cost to 
Government £1.5 million 

 2005/2006: removal of the requirement to claim a PAC – it became an 
automatic payment linked to taxation evidence 

 Abolition of the taper system, additional cost to Treasury stated at the time of 
this change was £1.36 million 

 April 2009: removal from the calculation of a deduction for pension scheme 
contributions 

 April 2010: introduction of additional qualifying conditions. 

The value of the PAC payment has increased steadily from £200 for an individual at 
its introduction to a high of £700 for an individual for payments in respect of the 
2010/11 and 2011/12 tax years; this was reduced by £200 in 2012/13.  For 2014/15 
tax year the PAC remains at £500.   

PAC therefore has increased by 150% between 2003/04 and the 2014/15 tax years.  
In the same period personal tax allowances have increased by only 18.75% - from 
£8000 to £9500. 

Table 10.1 illustrates the increasing cost of making the payments, the table below 
shows the annual cost of PAC payments based on each tax year rather than on a 
financial year basis. As can be seen, the overall cost of PAC is starting to fall slightly 
due to the change from £700 to £500 but it is still over 450% higher than the starting 
amount. 

Table 20.1 - Percentage and cost increases of the PAC 2002/03 – 2014/15 

Tax year Total cost £million Percentage increase 

2002/03 1.41 n/a 

2003/04 0.6872 -64 

2004/05 0.81 16 

2005/06 2.69 188 

2006/07 3.24 55 

2007/08 5.1 57 

                                            
72 Note:  The decrease between the total cost of payments for 2002/03 and 2003/04 was due to non-taxable 

benefits not being included in the income calculation for 2002/03 as information was not available to 
Treasury at that time.  Full details of non-taxable benefits were taken into account in all calculations in 
2003/04 tax year. 
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Tax year Total cost £million Percentage increase 

2008/09 6.15 21 

2009/10 7.43 21 

2013/14 7.27 -2.2 

2014/15 6.46 -12.5 

10.3. The 2011 PAC Consultation Process  

The 2011 PAC consultation process, led by the Treasury in conjunction with the 
former Department of Social Care, put forward options to offer a more targeted and 
fair and equitable system, it looked at the following options: 

 Maintaining the current system 

 Including additional tax allowances when accessing PAC eligibility 

 Re-introduction of the taper system 

 Decrease the amount of the payment 

 Include non-taxable benefits in the calculation 

 Payments only for tax returns submitted on time 

 Introduction of a presence test 

 Married couples and civil partners - independent taxation  

 Co-habiting couples – transfer of unutilised personal tax allowances 

 Abolish the system. 

The responses to the options raised were varied and, in many cases, well considered.  
The feedback broadly split into two camps. One side argued that PAC was a useful 
source of money for those on lower incomes and its removal or reduction would 
disproportionately affect these people. The other side argued that PAC was taking 
funds away from frontline services and that this money could be better spent through 
benefits or other interventions to help those on lower incomes who were the main 
PAC beneficiaries.   

There was general consensus that no tapering or other form of means-testing should 
be taking place as the current system was, relative speaking, simple to administer 
and that changes would only add unnecessary complexity, and with it cost. 

Following the 2011 consultation PAC was reduced from £700 to £500 but otherwise 
fundamentally unchanged. 
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Therefore from a macroeconomic perspective it will have no material effect.  On a 
microeconomic level some individuals at the margin may be worse off from the 
removal of PAC. 

Abolish PAC from 2015/16 tax year onwards 

Outline: PAC to be abolished as a credit for 2015/16 tax year. 

Saving: If we assume there are 13,000 claimants for PAC for each year at £500 a 
year PAC; therefore a PAC expenditure of £6.5million a year – so £19.5million over 
the three year demonstration period, the saving will be £19.5million over the three 
year demonstration period. 

Will it protect the vulnerable?  PAC takes away expenditure from other stretched 
services.  Therefore the opportunity cost of the payment of PAC outweighs any 
personal benefit accrued through the payment of PAC to certain qualifying 
individuals.  On balance more vulnerable people would be protected through the 
redeployment of PAC expenditure into frontline services targeted at those most in 
need. 

Will it balance the budget?  The savings from PAC will help to maintain fiscal 
prudence and allow services to be effectively targeted and costs to be better 
managed. 

Will it grow the economy?  There is no available evidence that PAC has materially 
affected inward investment or capital spending decisions, positively or negatively.  
Therefore, from a macroeconomic perspective, it will have no material effect.  On a 
microeconomic level some individuals at the margin may be worse off from the 
removal of PAC. 

10.5. Conclusion 

Consideration should be given to the checks and balances in the system to ensure 
that those most in need receive a more targeted allowance. This could be done 
through other benefit systems that are already in place, this would reduce the burden 
on the tax division of the Treasury and ensure that only those most in need would be 
in receipt of any payment. Reflecting whole house income is important to stop 
transfers of allowances and those with higher incomes being able to claim as 
individuals. 

It is our recommendation that to best protect the vulnerable and to balance the 
Island’s budget, whilst supporting economic development, that the PAC be abolished. 
Our concerns are that it doesn’t fulfil its purpose and that the view of the Island’s 
plans to simplify the benefits system recognises that a more means-tested answer to 
targeting those in need should be administered through the Social Security division of 
Treasury. We do not recommend that a taper or means-tested system should be 
introduced due to complexity and cost, and that those on a low income can be 
identified and targeted through a revised benefits system that is currently being 
developed.   

On balance we feel the abolition of PAC at the earliest opportunity, the 2015/16 tax 
year, is the best solution.  This offers clarity going forward, reduces any unnecessary 
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additional burden inside the Income Tax Division around the communication and 
administration of a phased withdrawal and provides maximum savings to the state 
purse.  
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11. Reform Housing Benefits Payment to Ensure Individuals 
Transitioning From Unemployment to Employment are 
Protected 

11.1. Introduction  

Within the Review, housing has been identified as a key area of study to gain 
understanding of how the system works and assess whether it supports 
unemployment. This chapter presents our findings and recommendations for reform 
in this area. For the purposes of this chapter, we consider ‘housing’ to predominantly 
mean the provision of, and payment for, rented property to people on low incomes 
who receive an income-related benefit –EPA, IS or income based JSA.   

The options for reform in this area which we recommend are: 

 Separate the payment of housing support from the payment of benefits to help 
with other living costs 

 Base eligibility for certain passported benefits on receipt of housing benefit 

 Introduce regular means-tests to the housing rent assessment system and alter 
rents accordingly 

 Ensure the reformed points-based housing application process supports single 
adult households – and build housing to reflect need  

 Consider a greater role for payment of rents at source. 

Housing in the IOM for individuals on a low income is provided both through the 
public sector, with social housing; and in the private sector through lower-cost private 
rented property. In addition, income related benefits (IS, EPA and income based JSA) 
can also make a contribution to the housing / living costs of home owners – 
mortgage interest and associated costs; we consider home ownership within this 
chapter only in terms of benefit payments to these owner-occupier claimants. 

The focus of the chapter within this housing field is again related mainly to those 
aspects concerning claimants on these benefits. So for example, we consider the 
system for accessing the social housing waiting lists only in terms of its outline 
process and characteristics; and the future financing of new development is 
considered again to understand costs rather than dive deeply to identify solutions. 

11.2. Background 

The wider aspects of housing management have been extensively reviewed by the 
David Tolson Partnership in 2013. Their reports into housing: The Options Appraisal; 
Housing Needs Study; Procurement Review; Review of Options for Affordable 
Housing Provision; and Transforming Housing for Older People have all been 
considered as part of our work.  This chapter does not seek to replicate or reproduce 
these findings, but only to use them for illustration and support of points made – or 
to identify further research needs if the Tolson Review has not covered an issue. 

Tolson Review made 15 recommendations in its presentation to Tynwald in 
November 2013; all of which were accepted.  The timetable and scope for the 
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 LHA Region (weekly) 1-Bed 2-bed 3-bed 4-bed+ 

North West LHA 86.14 104.40 120.30 156.84 

South East LHA 132.06 166.27 200.63 275.21 

Outer London LHA 179.75 225.94 277.45 346.39 

In addition to the weekly LHA figures we have also presented a regional breakdown 
of private sector market rents – showing the average, median and lower quartile 
figures as a way of outlining the wider monthly rental prices in the market for the 
North West, South East and England, unfortunately it was not possible to 
disaggregate Outer London for this exercise . 

 

Private Market by Region 
(monthly) – Q1 2013 1-Bed 2-Bed 3-Bed 4-Bed+ All Categories 

North West Average 427 510 606 912 527 

North West Median 410 495 585 799 495 

North West Lower Quartile 375 425 500 680 400 

South East Average 603 780 952 1702 849 

South East Median 595 750 875 1472 750 

South East Lower Quartile 515 650 750 1200 595 

England Average 616 683 773 1362 724 

England Median 500 575 650 1100 585 

England Lower Quartile 410 475 550 795 450 

Isle of Man Lower Quartile80 550 726 832 1313 n/a 

Isle of Man Social Security 
Rent Maxima (2013)81 

503 657 709 780 n/a 

These figures show the far higher rents being charged in the private sector and 
reflect much more closely the common perception of the IOM having a property 
market akin to the South East. The IOM lower quartile figures are above the English 

                                            
80 Source: DHSC Housing Department based upon systematic review of publicly available private rents – using 

2013 figs for comparison purposes.   
81 This has been based upon the maximum housing allowance payable and assuming a 1-bed property for a 

single person or childless couple with 1 additional bedroom per dependent child up to 3 (4 bedrooms) – these 
figures exclude maintenance and insurance which can be applied for an additional cost of £57 a month 



The Trea

Review o

 

l
b

W
a
S
i
p
a

W

11.4. H

T
p







 E11.4.1.

E





           
82 The mo

unfit,
expec
lowes

asury Isle of 

of the Isle of

lower quart
bedroom. 

What is clea
average cos
Social Secu
is evident fr
private sect
are likely to

Will it redu

Overall ne
in a lower 
“edge” 

Will it he

No - Not i

The curren
residency 
they are d
cohabit wi

The system
system, do

Lone pare
should be 

There is th
compositio

Housing as

The benefit
people on lo

 EPA 

 IS 

 Incom

Employed P

EPA is paya

 Disable

 Lone-p
child 

                

ost recent Priv
, 10.4% in dis
ctation for soc
st priced acco

Man Govern

f Man’s Socia

tile at every

ar from the 
st of the che
rity will allo
rom these f
tor rented p
o be of the l

uce cliff ed

either a posi
rent social 

elp get clai

n its curren

nt system li
– if a perso

disbarring th
ith a “local.

m also favo
oes not help

ents and sin
helped by c

he flexibility
on of accom

s part of inc

t system as 
ow or no in

e-based JSA

Persons Allow

able to those

ed single w

parent work

                 

vate Sector Ho
repair and 28
cial housing in
mmodation w

nment

al Security an

y house size

statistics in
eapest prop

ocate to pay
figures that 
provision in 
lowest qual

dges? 

itive nor ne
rented hou

imants off

nt form.   

imits labour
on currently
hemselves f
”  

ouring coupl
p those mo

gle people a
changes to 

y within the
mmodation s

come relat

currently o
come: 

A 

wance 

e in work (e

worker worki

king on aver

ouse Condition
.6% not meet

n England). It 
ill also be amo

 

nd National I

406 

e and above

n this analys
perties (low
yment of ho
it is only a 
either 1 or 
ity available

gative impa
use then get

f welfare a

r market fle
y moves loca
from a socia

les, through
st in need m

are the larg
the points 

 current ten
should the w

ted benefits

perates on

either emplo

ing more th

rage more t

n Survey was c
ting the Englis
is not unreaso
ongst the mos

nsurance Sc

e the nationa

sis is the co
wer quartile)
ousing within
realistic pro
2-bedroom

e and often 

act – arguab
tting in to a

and into wo

xibility thro
al housing a
al house for

h its current
moving from

gest group o
system.   

nancy arran
will to do so

s  

the IOM off

oyed or self

han 16 hour

than 16 hou

completed in 2
sh “Decent Ho
onable to assu
st poorly main

hemes – Fin

al average 

omparison b
 on the Isla
n income re
oposition to

m accommod
in a poor s

bly if the cli
a house soo

ork? 

ugh its insis
authority ar
r 5 years un

t points-bas
m welfare to

on the list –

ngements to
o be there.

fers three t

f-employed)

rs a week 

urs a week 

2008 and foun
mes Standard

ume that a gre
tained. 

al Report 

at 2, 3 and 

between the
and and the
elated bene
o be in state
dation; and 
state of repa

iff edge is re
oner may les

stence on lo
reas for a jo
nless they m

sed applicat
o work.   

– they can a

o reconfigur

types of sup

) who are e

with a depe

nd 3.9% of pr
d” (the minimu
eater proportio

4 

e 
e level 
fits.  It 

e-funded 
these 

air.82   

educed 
ssen the 

ocal 
ob then 
marry / 

tion 

and 

re the 

pport to 

either: 

endent 

roperties 
um service 
on of the 



The Trea

Review o

 





T
m
c
e
a
a
m

 I11.4.2.

I
i
o

 J11.4.3.

J
f

T
a
‘
a
h
s
a

G
p
s

I
b
i
I
a
c
f

11.5. T

A
e
b
o
h
(

asury Isle of 

of the Isle of

 Couple
hours 

 Couple

The amoun
maintenanc
childcare.  E
earns and ‘t
and those o
and keep 30
maximum a

Income Sup

IS is a bene
income to m
or more a w

Jobseekers 

JSA is a ben
for less than

The income
assessed an
‘needs’ are 
aspect of th
housing – is
state should
amount and

Given the b
payment it 
support sta

In all three 
blended nat
it is not alw
If somebod
a claimant h
contribution
food etc. 
The Total N

As housing 
extracting t
below is a s
of caseload
has been de
(Policy & Le

Man Govern

f Man’s Socia

es where on
a week 

es with child

t of EPA is c
ce payments
Essentially E
the prescrib
of their fam
0p in every 
applicable a

pport  

efit payable 
meet their b
week; or if t

Allowance  

nefit to thos
n 16 hours 

e related be
nd their ind
then applie

heir need – 
s created.  T
d provide to
d the claima

blended natu
is not alway
rts.   

of these be
ture of the 

ways appare
y has no in
has a limite
n towards th

Number an

costs are b
the precise a
summary of
s and know
eveloped by
egislation) in

nment

al Security an

ne of the m

dren where 

calculated u
s and incom
EPA pays 70
bed amount
ily’. Those w
extra poun
mount. 

to those ov
basic living c
their partne

se actively s
a week.  

nefits all ha
ividual / fam

ed to a matr
age, disabi
This then cr
o support th
ants income

ure of the b
ys apparent

enefits there
benefit and

ent where su
come and n
d amount o
heir overall 

nd Costs of

blended into
amount pai
f a series of

wledge of th
y C-i65 in co
n Social Sec

 

nd National I

407 

embers is s

one memb

using a com
me disregard
0% of the d
t appropriat
working on 
nd they earn

ver 16 on lo
costs. IS is 

er works 24 

seeking wor

ave a simila
milial circum
rix of benef
lity, depend
reates an a
his claimant
e and saving

benefit and 
t where sub

e is an alloc
d the holistic
ubsistence s
no savings t
of means th
needs rathe

f Claimants

o benefits th
d by DHSC 
f assumptio
e current sy
onjunction w
curity. The f

nsurance Sc

severely disa

ber works m

mplicated ca
ds – with a 
difference b
te to the pe
low income

n whilst rece

ow-incomes
not availab
hours or m

rk, who are

r guiding m
mstances / n
it suppleme
dent childre
pplicable am

t – the diffe
gs is then p

the holistic 
bsistence su

cation for liv
c nature of 
support sto
then the div
hen the bene
er than a sp

s Receiving

here is curre
for housing
ns and proj
ystem and c
with Darrin 
full method

hemes – Fin

abled worki

more than 30

lculation of 
generous d

between wh
rson’s othe
e are suppo
eiving this s

s who do no
le to those 

more a week

 either out 

methodology
needs are id
ents and a t
n-caring res
mount of su
rence betw

paid as bene

nature of t
upport stops

ving / housi
the assessm
ps and hou
viding line is
efit paid is 
pecific alloc

 Housing S

ently no wa
g.  As such 
jections bas
clientele.  T
Oldam Dep

dology is in A

al Report 

ing more th

0 hours a w

f net income
disregard fo
at the claim
r circumsta

orted throug
support up 

ot have eno
working 16

k.    

of work or 

y – the pers
dentified. Th
tariff for eac
sponsibilitie
upport that 
een this ap
efit. 

the assessm
s and housi

ing costs. G
ment and pa
sing suppor
s clear. How
merely a 

cation for re

Support 

y of definiti
what is set 

sed upon an
This method
puty Directo
Appendix 1

han 16 

week. 

e, 
or 
mant 
nces … 

gh EPA 
to their 

ugh 
6 hours 

working 

son is 
hese 
ch 
es and 
the 
plicable 

ment and 
ng 

Given the 
ayment 
rt starts. 
wever, if 

ent or 

ively 
out 

nalysis 
dology 
or 
1-D. 



The Trea

Review o

 

A
d
p
o

 C11.5.1.











T





 B11.5.2.

T

O







T

£







T
–

           
83 A full c
84 DWP Q
85 Averag
86 Figs:20

asury Isle of 

of the Isle of

As this activ
definition w
pensioners 
overall anal

Claimants 

 3029 c

 1417 w

 1130 w
analys

 397 w

 85 we

These figur

 94% o

 85% o
pensio

Budget 

The working

Of this £35m

 £5.3m

 £10.38

 £1.15m

This gives u

£16.83mil

 The av

 Compa

 The co
year.85

This equate
– or £390 fo

 

 

 

                

ost breakdow
Quarterly Statis
ed annualised

011 Census – a

Man Govern

f Man’s Socia

vity is conce
we are only c

receiving so
ysis. 

claimants of

were in the 

were in the 
sis) 

ere owner-o

re receiving

es represen

of EPA claim

of working-a
oner househ

g age benef

million budg

million for EP

8million for 

million for J

us an indica

lion – or 4

verage cost 

ared with an

omparable H
5 

es to £199 s
or every pe

                 

n is in Append
stical Summar
d costs of all p
assumes work

nment

al Security an

erned about
concerned w
ome form o

f working ag

public secto

private sec

occupiers 

g support fo

nt: 

mants 

aged IS clai
holds in rece

fit budget f

get we estim

PA 

IS 

SA 

ative housin

8% of the b

for housing

n average U

Housing Ben

spent on ho
rson in wor

dix 11 – D   
ry, 19th Februa
property bands
king age as ec

 

nd National I

408 

t using hou
with the wo

of housing s

ge in total r

or  

ctor (and th

or ‘board an

imants (this
eipt of IS).

for IOM 201

mate that h

g benefit bu

budget 

g per benef

UK cost for 

nefit figure 

ousing relate
rk.86  

ary 2014 
s of the South
conomically ac

nsurance Sc

sing as part
orking age p
support are 

received ho

is figure ha

nd lodgings’

s figure rise

13/14 was £

ousing spen

udget for th

fit claimant 

Housing Be

for the Sou

ed benefit f

 East BRMA a
tive less unem

hemes – Fin

t of the rou
population. 
not an intri

ousing suppo

d increased

. 

s to nearly 

£35million83 

nd by benef

hose of wor

was £5,556

enefit of £46

uth East wo

for every cit

reas 2013 
mployed 

al Report 

te back to w
Therefore 
insic part of

ort 

d by 100 sin

90% if we 

fit was: 

rking age of

6 per annum

67584  

uld be £100

tizen on the

work by 

f this 

nce 2013 

include 

f: 

m  

064 per 

e Island 



The Trea

Review o

 

 O11.5.3.

T
I
n

I
2
‘
a
s
d

H
s
m
w

£







T
r
t
h
c
p

I

           
87 This is 
88 All figs 

asury Isle of 

of the Isle of

Other ‘Costs

The excheq
IOM Govern
nature of lo

It is outside
2014/15 Pin
‘deficiency p
administrat
separate pie
detail in this

However th
shortfall bet
managemen
within the s

As such th
estimated 

£16.83m

£23.2million

 This is
Service

 £2milli

 £3.6m

This level o
reform to e
that should 
housing is b
current ben
people off w

It is clear th

                

covered in gre
Pink Book bu

Man Govern

f Man’s Socia

s of Housing

quer’s costs 
nment is als
ocal authorit

e of the sco
nk Book has
payments’. 
ion costs as
eces of wor
s area. 

he deficiency
tween incom
nt, mainten
sector. 

he minimum
at: 

million + £6

n is a signifi

s about the 
es together

ion more th

million more 

f funding ne
nsure that n
concern po

being used t
nefit system
welfare and

here is a ne

                 

eater detail in
dget allocation

nment

al Security an

g’ to the IOM

for housing
so the lead 
ty funding a

pe of this re
s two housi
 Whilst it is

ssociated w
rk and a rec

y payments
me and the

nance and c

m cost of soc

6.37million

icant level o

same amou
r  

han is spent

than is spe

eeds carefu
not only ‘va
olicy makers
to achieve t
 it is unlikel
 into work.

eed for the b

 both Annexe 
ns 2014/15 

 

nd National I

409 

M Governm

g are not m
funding bod
and public s

eport to cos
ng budget l
s out of scop
ith housing 
cent scope r

s line of £6.3
 expenditur
apital inves

cial housing

n = £23.2m

of expenditu

unt as is spe

t on the pol

nt on Childr

ul considera
alue for mon
s more shou
the desired 
ly that it is 

benefit syst

2 and the “Ot

nsurance Sc

ent 

erely restric
dy for hous
service deliv

st these item
lines – ‘adm
pe for this w
delivery fo

report whic

37million re
re incurred 
stment costs

g for the IO

million 

ure – for ex

ent on Men

ice and pris

ren’s Servic

tion as part
ney’ is being
uld be whet
aims. As it 
being used 

tem to refor

ther Issues Id

hemes – Fin

cted to bene
ing on the I
very. 

ms individua
ministration 
work, there 
r DHSC and
h provides s

elates direct
in the day t
s of the 6,1

OM Governm

xample  

tal Health a

sons combin

ces88 

t of a wider
g maintaine
ther this mo
currently s
fully to ass

rm. 

entified” secti

al Report 

efit paymen
Island,87 du

ally. Howev
costs’ and 
are £2.57m

d we are aw
some additi

tly to ‘losses
to day 
57 properti

ment is there

and Commu

ned 

r programm
ed. The wide
oney spent 
stands withi
sist in gettin

on 

nts. The 
ue to the 

ver, the 

million 
ware of 
ional 

s’- the 

es 

efore 

unity 

e of 
er issue 
on 
n the 

ng 



The Trea

Review o

 

11.6. O

F
t
c

P
c
T
m
o
a
t

W
G
m
e
h
h

T
a
h
P
h

 O11.6.1.

C

T
t
i

I
p
p
m

T
a
s
e

T
£
b
d
r

asury Isle of 

of the Isle of

Options for

For the IOM
to reform it
creation of 

Put bluntly,
coming off 
These peop
margin’. Th
on welfare 
and housing
this is creat

We have alr
Governmen
market than
exacerbated
high deman
housing. 

To change t
accept that 
help. We ha
Payment an
happen with

Option One

Creation o

The current
the applicab
inherent dis

If two elem
pertaining t
pertaining t
move peopl

The IOM Ho
as a person
support the
employmen

The single J
£100.05 is o
being paid d
depending u
removes the

Man Govern

f Man’s Socia

r the Futur

M to serious
ts benefits s
EPA, and th

 the benefit
welfare and

ple are often
ey are the o
long-term. T
g access, qu
ting a bette

ready outlin
ntal policy de
n its neighb
d further in 
nd and cons

this we mus
due to the 

ave propose
n extension 
hin a wider 

: Separation

of an IOM 

t system ble
ble amount.
sincentives t

ents of ben
to personal 
to housing n
le off welfar

ousing Paym
n works 16 h
e claimant in
nt by changi

JSA adult cl
out of work
directly to t
upon their e
e cliff edge 

nment          

al Security an

re 

sly address m
system.  It h
his approach

t system as
d returning 
n the more 
ones who a
The balance
uality and c
r solution a

ned earlier t
ecisions me

bours in the
the gap be

sistently hig

st separate 
distorted m

ed three mo
of EPA and
programme

n of Housing

Housing P

ends housin
. This create
that reward

nefit suppor
and familia
needs then 
re and into 

ment (MHP)
hours or mo
n employme
ing the risk

aimant in a
k benefit and
their landlor
earnings. T
and they a

           

nd National I

410 

moving peo
has already
h needs to 

s it currently
to work at t
vulnerable 

are most at 
e for this se

costs are oft
round hous

that a comb
ean that the
North Wes

etween publ
h waiting li

housing su
market local
odels for ma
d EPA in a m
e of welfare

g Costs from

Payment 

ng and living
es a very b
d people for

rt are create
l need and 
we sudden
work.   

) would be h
ore a week.
ent and off 
: reward ca

a private 1-b
d £126 is M
rd and meet
he MHP red
re always b

nsurance Sc

ople off welf
y recognised
go further. 

y stands doe
the lower, n
with the co
risk and the

ector of soc
ten the tipp
sing. 

bination of g
e IOM has a
st. This disp
lic and priva
sts for peop

upport from 
 people req
aking this c
modified ben
e reform.  

m Subsisten

g costs with
lunt tool wit
r staying ou

ed – one an
the other a
ly have sha

housing sup
 It would b
benefit. It r

alculus.   

bed flat is n
MHP.  MHP s
ting a portio

duces as the
better off in 

hemes – Fin

fare and int
d some of th
 

es not supp
near minimu

ommunity an
erefore in d

ciety is very 
ping point. C

geography a
a more expe
arity betwe
ate rent leve
ple wishing 

subsistence
quire additio
hange; an I
nefit system

ce Welfare 

h other cost
th severe c

ut of work.  

n income-rel
an income-r
arper tools t

pport that is
e designed 
reduces som

not on £226
support con
on of their 
eir salary in
work than 

al Report 

to work the
his with the

port people 
um wage le
nd are ‘at th
danger of re

finely balan
Central to ch

and long-te
ensive prope
een rent leve
els and we 
to access s

e support a
onal protect
IOM Housin

m.  All need 

Costs 

ts in the cre
liff edges an
 

lated benef
elated bene
to enable us

s not lost as
to “taper” t

me of the fe

.05 a week 
ntinues in w
rental costs
creases – t
on benefit.

  

n it has 
e 

for 
evels. 
he 
esiding 
nced 
hanging 

erm 
erty 
els is 
can see 

social 

nd 
tion and 
ng 

to 

eation of 
nd 

fit 
efit 
s to help 

s soon 
to 
ear of 

of JSA.  
ork 
s 
his 
 



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

411 

The couple with 1 child in private rented is no longer on £338.95 of JSA.  They are on 
£186.35 of out of work benefit and £153 of MHP.  Certain passported benefits – such 
as free school meals and uniform vouchers – would remain whilst on MHP.  

The lone parent with 2 children in public rented is no longer on £255.13 of IS.  They 
are on £173.75 of out of work benefit and £81.38 MHP.  Again passported benefits – 
such as free school meals and uniform vouchers – would remain whilst on MHP. 

The decoupling of housing to MHP would enable a much keener focus on getting 
people into work and off their out of work benefit.  For MHP to be truly effective it 
would need to link to changes increasing conditionality elsewhere in the reform of the 
welfare system – such as a focus on moving lone parents back to work earlier; 
greater challenge in the JSA system; a programme of supporting people off 
Incapacity Benefit and back into the labour market.  MHP can be used to ‘de-risk’ 
these journeys from welfare to work – it can help remove fear and the psychological 
barriers preventing labour market participation – people will be able to see they are 
better off in work and that MHP is there to support them in this. 

Key elements of MHP: 

 Means-tested and needs tested – level linked to earnings, savings and personal 
circumstances 

 Linked to rental maxima 

 Paid directly at source to the landlord / mortgage provider – this would not be 
cash to the individual. This is beneficial to the landlords in terms of improved 
cashflow and reduced arrears and also minimises a significant fraud risk-liability 

 Reconciled every six months through personal interview and every month 
through linkage to the income tax system 

 Designed to reduce as people’s earning increase  

 An awarding benefit for passporting other benefits and services – such as free 
school meals  

Benefits of Option 1 

 Clear pathway from welfare to work for people on benefits- with financial 
support for those most in need 

 Ensures people will always be better off in work  

 Should reduce those on benefits with reduction in benefit bill and concomitant 
societal benefits for more working people, particularly more working families 

 The savings accrued linked to benefit reform would be substantial – an average 
of the three scenarios set out later shows a £7,500 benefit saving per claimant 
per year. So if only 200 more claimants are encouraged back to work a year 
through this approach (which in a caseload of approximately 3,000 is not an 
ambitious target) the saving would be £1.5million per year. 
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to ensure that a person is better off in work.  Roughly speaking EPA ensures that the 
claimant is around 30% better off than they were on benefit up to an individually 
assessed level.   

As has been shown earlier 62% of EPA is spent on housing costs. 

The downside of this complicated assessment and disregard process is the need for 
the claimant to recompile their claim every 4 to 26 weeks evidenced against previous 
payslips, normally every 12 weeks.  Given the complicated individual circumstances of 
some EPA beneficiaries this approach has merit.  It clearly reduces the exposure of 
DHSC to fraud and also allows EPA staff regular contact with claimants and gives an 
informal opportunity to assist with any other matters which may jeopardise the 
claimant remaining in work. 

EPA is a recognition of the cliff edges that exist within the current IOM Social Security 
system and provides a mitigation to these cliff edges for some of the most vulnerable 
groups – claimants with children or disabilities.  EPA ensures people are better off in 
work. 

The second option would be to extend EPA to all claimants of working age.  If the 
EPA assessment and calculation criteria were amended to reflect the changing nature 
of the client group then this should ensure that all claimants would be better off in 
work.  

However for this extended EPA to be truly effective it needs to be supported by other 
welfare reform - such as a focus on moving lone parents back to work earlier; greater 
challenge in the JSA system; a programme of supporting people off Incapacity 
Benefit and back into the labour market. 

There would also need to be a change in the current re-registration system every 4 to 
12 weeks to something much longer.  This could be through a simplified system or it 
could link to reconciliation against the income tax system. 

The difference between the MHP and an expanded EPA however is that EPA is still a 
blended benefit system.  The extension of EPA would, in effect, be the creation of a 
welfare / tax credits system for the IOM population.  If it was not carefully managed 
it would run the risk of being a subsidy to low wages. This subsidy effect may be 
offset by a rising minimum wage level.  This would require further modelling to 
understand their potential impacts fully. 

Benefits of Option 2 

 Pathway from welfare to work for people on benefits – EPA has already proved 
popular with lone parents and lower income working families.  Extended EPA 
would show a clear progression route off benefit and as with MHP would take 
away the fear of change and loss of home if the job became untenable. 

 People will always be better off in work – the EPA model has an established 
disregard system to ensure people are better off than they were on benefits.  
This would continue and be extended for all. 
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criminality and sudden parental death, loss of home has the most destabilising effect 
on the life chances of the adult, and their children.89  

Therefore EPA would seek to pay rent / mortgage payments at source directly to the 
landlord / bank. 

 Benefits of Option 3 

 Pathway from welfare to work for people on benefits – EPA has already proved 
popular with lone parents and lower income working families.  Extended EPA 
would show a clear progression route off benefit and as with MHP would take 
away the fear of change and loss of home if the job became untenable. 

 People will always be better off in work – the EPA model has an established 
disregard system to ensure people are better off than they were on benefits.  
This would continue and be extended for all. 

 Through extending EPA to all and reducing the cliff edge it would reduce those 
on benefits with a reduction in the overall benefit bill and concomitant societal 
benefits for more working people, particularly more working families. 

 As mentioned above, the savings accrued linked to benefit reform would be 
substantial – an average of the three scenarios set out later shows a £7,500 
benefit saving per claimant per year. So if only 200 more claimants are 
encouraged back to work a year through this approach (which in a caseload of 
approximately 3,000 is not an ambitious target) the saving would be £1.5million 
per year. 

Disbenefits of Option 3 

 Main beneficiaries will be those who receive some form of housing support – will 
be of limited value to the approximately 10-15% of claimants who do not 
receive this 

 Will require reform of EPA to incorporate more people into the system and 
complicated monthly registration system 

 Will require major changes to the benefit system – which will have costs and 
these changes will need to be planned and phased in accordingly to ensure any 
disruption is kept to a minimum, for example.  

 Simplification of other benefits including separation of pensioner and 
working age IS 

 Greater resources and powers to the welfare to work functions – not just 
enhanced support for Job Centre but potential extra support from private 
and voluntary sector 

 Welfare to work support to extend to people on IB and lone parents 
 Greater role for income testing – linked to benefit simplification 

                                            
89 Naturally unemployment is also significant but is disregarded as a factor here as we are only dealing with 

people out of work/transitioning to work so it applies equally 
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It is clear from DHSC, that following the Tolson review and the subsequent Housing 
Review recommendations to Tynwald in November 2013, that there is a significant 
change programme needed and planned. This will provide the required modernisation 
of the affordable Housing sector and in particular the public sector with regard to 
finance, structures, eligibility, etc. This programme will provide the changes needed 
to streamline service delivery and move the IOM Government into a strong 
commissioning role with regard to strategic commissioning of national housing 
priorities and needs. It is important this programme is supported to enable the 
changes in benefits to provide added value to the public purse. 

11.8. The Payment of Rent 

Rent is paid weekly by the tenant to the 16 different housing authorities or private 
sector landlord; this payment is either made by cash in person at a designated 
payment outlet – such as a rent office or lettings agency; or electronically through 
bank or building society; or deducted at source from a claimant’s benefit and paid by 
Social Security to the landlord.   

This payment of rent process is predominantly outside of the scope of this report.  
However, what is clear is that the current system offers, for those with tenants on 
benefit, the worst of both worlds.  Whatever criticisms can be levelled at the UK 
Housing Benefit System – and the criticisms are many – HB cannot be criticised for 
allowing tenants to build up arrears through non-payment.  The HB system may be 
overly complex and unnecessarily bureaucratic but it does succeed in getting money 
from the state to the landlord; even if at times there are delays in payments so the 
tenant is in technical rent arrears. This is an area which appears to have been missed 
in the Tolson Report. 

The IOM system starts with the same principle as that of the new UK Universal Credit 
– that benefit should be paid in cash to the claimant and they should be responsible 
for their own budgeting and make adult decisions and manage their own money 
effectively.  The side effect of this however is that it means the landlord is relying 
upon the person with low income, and often a chaotic lifestyle, to pay them.   

Private sector landlords will try and insist that a benefit recipient paying rent to them 
has this rent deducted from their benefit at source and paid directly.  It is the job of 
the benefit staff to decide if this is in the claimant’s best interests. If rent was for 
£200 a week then there would not be an approval of deduction at source and the 
claimant would be encouraged to change property; conveniently however most rents 
that are charged in the lower end of the IOM private rental market are for weekly 
rents at the benefit payment maxima. 

Public sector landlords on the other hand can only seek this arrangement ‘if the 
tenant is in or at risk of arrears’.  This then requires the agreement of the tenant and 
has to be agreed and approved by the benefits teams and possibly sanctioned by an 
Adjudication Officer.  However this agreement to pay at source is not then 100% 
binding for the duration of the tenancy or until some significant change of 
circumstances requires a reconsideration.  The claimant can decide that they do not 
wish to continue with this process and can appeal the decision as they see fit. 
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The reason for this complicated process is due to the nature of the blending of the 
housing costs within the overall calculation of benefit.  If there was housing element 
x and subsistence element y then the dividing lines would be clear and the process 
could be easily simplified.  All that this process currently seems to achieve is an 
insecure cashflow for the housing authorities and rising deficiency payments to cover 
arrears. 

The IOM currently has less than 1% arrears – which is four to five times better than 
the Tolson comparisons for Scotland.  However this, in our view, is a distorted 
picture.  On such a small sample size – 6157 properties – with 19 different housing 
managing authorities – and a recent push to massively reduce arrears it should be 
eminently possible to make lots of people pay.  However the costs of doing this 
efficiently are not clearly understood and the current labour intensive process is likely 
to mean that this process could be done better and cheaper.  More research is 
needed in this area. 

11.9. Conclusion 

The Social Security and housing system is designed to offer support primarily to those 
IOM born and ordinarily an IOM resident. These are the people who find it hardest to 
get on the property ladder or rent near where the jobs are. They are the casualties of 
the decisions made around low taxation and international corporate relocation.  If 
they are to truly benefit from the employment opportunities created by the boost to 
the economy these taxation and other changes have made then the welfare system 
needs reform.  

This has to include housing. 

A reformed housing benefits payment can be the bridge between welfare and work; it 
can shield claimants from many of the uncertainties and fears of leaving the comfort 
of benefits for the uncertainties of the world of work.   

The options assessed in this chapter which we recommend are therefore: 

 Separate the payment of housing support from the payment of subsistence 
support, either through the creation of a new IOM Housing Supplement, or 
through the extension of EPA for all 

 Make this housing payment a qualifying benefit for passporting other services, 
linking this to a wider reform of the benefits system with greater conditionality 

 Introduce regular means-tests to the housing rent assessment system and alter 
rents accordingly 

 Ensure the reformed points-based housing application process supports single 
adult households – and build housing to reflect need 

 Consider a greater role for payment of rents at source 
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12. Include Required Reforms to ‘Ad Hoc’ Benefits, Which Fall 
Outside Wider Mainstream Benefits, in the Larger Reforms 
to The Social Security System 

12.1. Introduction 

This chapter addresses the number of ‘ad hoc’ benefits that were identified in the first 
phase of the Review and which fell outside of the wider main stream benefits. We 
were asked to review these benefits to ensure they were targeted, supported the 
individual and did not contradict any part of the main benefits.   

The options we recommend implementing with regards to the ‘ad hoc’ benefits 
identified are: 

 Continue with state-supported vocational training as it is fundamental to drive 
economic development  

 Continue with Insolvency Payments in its current form  

 Continue to offer HIECS grants from the residual budget as it goes through a 
cessation process with final applications in July 2015 and a formal closure in 
March 2016 

 Make all rental deposits a Budgeting Loan  

 Consider moving all payments that are not for lost cash or benefit start-up away 
from Social Security counter staff and to alternative provision through a Credit 
Union  

12.2. Background 

We have identified five Ad-Hoc benefits, each with a very specific purpose; they are 
all targeted to support individuals and employers with specific requirements.   

Funded by the DED: 

 Vocational Training Financial Support Scheme (VTFSS) 

 Insolvency Payment 

Funded by DHSC:  

 Redundancy Rebates 

 Home Improvement Grants 

 Exceptional need grants and budgeting loans 

Where appropriate we have drawn comparison with similar UK services, these are in 
Appendix 12 - A. 
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12.3. Vocational Training Financial Support Scheme 

In accordance with Government Policy, Enterprise Act 2008, the principal purpose of 
providing financial assistance under the VTFSS is to develop the skills of the Island’s 
workforce in order to stimulate wider economic benefits (revenues, jobs, profits, 
expenditure in the local economy) and associated fiscal benefits (direct and indirect 
taxes) which are far in excess of the cost of the support provided. The DED’s VTFSS 
is discretionary and can provide financial assistance to both businesses and 
individuals wishing to undertake training which is in accordance with DED’s 
objectives, who offer this scheme to: 

 Help individuals improve their skills and productivity and thus organisations 
improve their capabilities and performance through support for funding of 
vocational training and small business start-up assistance 

 Help businesses to improve their effectiveness and efficiency through support 
for funding of initiatives that are relevant to all, such as energy efficiency, 
effective waste management and quality standards 

 Maintain an economic environment that supports the needs of employers, 
employees, other stakeholders and the environment, through an effective 
employment framework (including employment law, minimum wage, work 
permits, Job Centre, support for people with disabilities) and the Isle of Man’s 
Energy Policy 

 Help unemployed individuals to develop skills which are likely to increase their 
prospects of finding suitable and sustained employment. 

By providing this support the DED is aiming to: 

 Stimulate growth in specific sectors by supporting growth in existing local 
businesses and attracting new businesses which fit with Government’s Economic 
Strategy of attracting and developing high value adding, well remunerated, 
economic activity 

 Target new sectors where specific opportunities have been identified to 
generate new business and increase the level of exports (physical and services) 
from the Island.  

DED is particularly keen to pursue new businesses involved in new and / or rapidly 
developing high-growth sectors and this is reflected in the weighting of support 
offered to applicants, with more financial assistance being offered on the basis of 
providing a higher level of support to sectors which have the greatest impact on the 
Islands economy.  

There are three sectors: Primary - weighted at a limit of £2,000 per annum, with a 
contribution between 40-50%, Secondary - weighted at a limit of £,1500 per annum 
with a contribution of 30-40% and other occupations - which have an annual limit of 
£1,000 and a contribution of 20-25%.  Note: this weighting does not apply to formal 
Apprentice / Trainee programmes and training for those who are currently 
unemployed. 
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This is a standalone scheme, and is discretionary, therefore the decision whether to 
provide financial assistance for a specific application will be judged on its merits and 
is at DED’s discretion. 

Applications fall into the following categories: 

 Apprentice / Trainee Programmes 

 Short courses  / vocational training for those in employment 

 Training / re-training for the unemployed 

 Work Experience placements. 

And can be made by: 

 Individuals working in the private or third sector who are either defined as IOM 
workers, or who are in possession of a valid work permit, in accordance with 
current Control of Employment legislation 

 Businesses, companies, sole traders or other organisations, operating within the 
private or third sectors, who both maintain a registered office and provide direct 
employment within the IOM. 

The evaluation of the application focuses on the following factors and is aimed to be 
completed within ten days: 

  The anticipated benefit to the individual 

  The anticipated benefit to the employer 

  The anticipated benefit to the IOM’s economy. 

Where applicants are successful the DED offers financial assistance to: 

 Improve an individual’s likelihood of gaining employment 

 Improve an individual’s skills and effectiveness within the workplace 

 Benefit the employer through increased productivity 

 Benefit the employer by expanding the range of products and services offered 

 Benefit the employer by increasing revenue to the company 

 Provide skills for new and emerging sectors. 

Support for individuals may include: 

 Job search assistance, CV’s, applications, interview techniques 

 IT skills 

 Social skills – teamwork, self-esteem and confidence 

 Basic skills – customer service, office skills, health and safety, first aid 

 Specific skills based training. 

Support for employers may include: 

 Advanced skills training 
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 Are there performance management criteria in place to gauge the success, 
quality, impact and value of these courses and whether they have offered good 
value for money? 

 The only performance management benchmark that DED currently uses is 
the 425 Apprentices’ enrolled target.  This is an acknowledged weakness 
within DED and it is an area they are looking to strengthen going forward. 

 Do DED measure effectiveness and success of their courses in adding value to 
the operations of the companies where employees have been trained?  Do they 
conduct follow-up assessments or attempt to measure the gross value added of 
their interventions? 

 Neither DED (nor, according to DED, the College) currently conduct any 
follow-up assessment or post-apprenticeship interviews or analysis with 
either the Apprentice or their employer beyond the standard apprentice-
trainer / mentor interaction. As such they have no information on added 
value, good news stories or case studies to assist in ex-post evaluation. 

 Do DED ensure that there is a competitive market in the provision of this 
training to ensure a wide range of providers – public, private and third sector – 
are able to bid for this work and that fair market value is achieved? 

 No, not in terms of Apprenticeship provision.  According to DED analysis 
80% of provision is provided by IOM College; 5% from private providers on 
the Island and 15% is bought in from the UK or is delivered to Apprentices 
off Island.   

 For the 80% of expenditure via the College, simply put, as IOM College is 
part of Government the College sets the price and DED pays.  In theory as 
this is only an internal transfer between Government departments this is a 
net neutral position.  However, in terms of a drive to seek best value and 
secure savings, it is an area which DED can certainly look to explore 
savings in the future. 

 The other Apprenticeship provision is secured by external providers 
charging the market rate for the specialist training; potentially there is 
room for improvement here – but this is likely to be marginal compared to 
the possible savings through greater discussions with the College. 

 In terms of other provision DED conducts public procurement exercises to 
allocate other funds and as such can be fairly assumed to be seeking to 
achieve value for money. 

In isolation, the business case and financial logic of continued investment by 
Government in vocational training is compelling. 

 UK figures from the National Audit Office in 2011 show that the Government 
sees a return on their investment in apprenticeships of between £16 and £35 for 
every £1 spent94 

 Employers recoup their costs of investment in apprenticeships within three years 
in construction and four years in engineering95 

                                            
94 IER Apprenticeships Literature Review (2012) 
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The basic principle is that the claimant is in receipt of benefit at the time of the claim, 
has a genuine and reasonable need for the item in question and that the ‘item’ is on 
the prescribed list in the regulations. 

For ENG the prescribed list is: 

 To buy furniture or household equipment as listed in the regulations 

 To pay for a deposit for rent or charges towards board and lodging 

 To enable connection to an electricity or gas supply, or initial heating oil to 
enable tenancy of a new home 

 Costs associated with taking up an offer of employment 

 To meet living expenses whilst waiting for either a first wage payment or for 
first benefit payment. 

For BL the list includes: 

 To buy furniture or household equipment listed in the regulations 

 To replace a previous item that is worn out, destroyed or defective or is needed 
because someone has become a dependent of theirs 

 To pay for a deposit for rent or charges towards board and lodging 

 To enable connection to an electricity or gas supply, or initial heating oil to 
enable tenancy of a new home 

 To carry out essential repairs or maintenance or redecoration of the home 

 To buy clothing or footwear 

 To reimburse lost cash (although this is now a ‘once in a lifetime’ loan). 

The claim is made through the submission of a form to Markwell House, but often is 
made through a claim in person to a desk officer, with a form being filled out as part 
of the interview to reflect the circumstances of the individual and enable support to 
be offered or declined.  If a grant or loan is refused then, as with all benefits, there is 
a route for appeal and decisions by the Adjudication Officer – however the rules for 
what is or isn’t permissible through ENG and BL are clear and simple to understand.   

BL are repayable through a deduction in the benefit at source at a rate agreed 
between the claimant and the staff, up to a maximum of £12.50 a week.  ENG and BL 
is a benefit which is currently being changed, with far greater emphasis on loans 
rather than grants.  2014/15 changes include no offer of a new loan until the 
previous loan has been repaid in full, the offer of a BL only once every two years and 
the offer of the ‘lost cash’ loan only once in a lifetime. 

In 2013/14 £679,872 was ‘spent’ under this budget heading – we use the word spent 
advisedly as approximately 90% of BLs are repaid:  

 1496 ENG were awarded totalling £296,390 of which: 

 631 were for benefit start-ups, costing £88,718 

 182 were for housing deposits, costing £80,716 
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The role of a credit union 

ENG and BL are vital tools in ensuring access to credit for poor people. The rise of 
doorstep and payday lending in recent years has thrown this into high relief. The IOM 
has been considering the opening of its first Credit Union (CU) to counteract some of 
this lending but has yet to formally establish one. 

We would argue that there is potential to consider using some of this expenditure as 
seed corn funding for the development of a CU.   

3,253 claims made in 2013/ 14 is over 62 a week.  This is both burdensome and time 
consuming for counter staff to process but also clogs the rest of the counter system 
with longer waiting times for people wishing to access other services. 

The secondment of a member of staff to a new CU to administer BL (and possibly 
ENG) for domestic items, housing deposits etc and the transfer of this loan funding to 
the Union would offer both staffing and working capital.  It would free up counter 
time and reduce waiting.  If done correctly the BL could still be paid off through 
benefit deductions with information sharing between the CU and Social Security. 

It would also give a boost to the CU and could support people on low incomes and 
benefit claimants to enable them to access low-cost finance and help them manage 
their finances better.   

Recommendation: 

Consider moving all payments, which are not for lost cash or benefit start-up, away 
from Social Security counter staff and to alternative provision through a CU. 

Recommendations: 

Officers are asked to note the findings in this chapter, and the challenges, and 
consider action. 

 Continue with state-supported vocational training as it is fundamental to drive 
economic development 

 Continue with Insolvency Payments in its current form 

 Continue to offer HIECS grants from the residual budget as it goes through a 
cessation process with final applications in July 2015 and a formal closure in 
March 2016 

 Make all rental deposits a Budgeting Loan 

 Consider moving all payments that are not for lost cash or benefit start-up away 
from Social Security counter staff and to alternative provision through a Credit 
Union. 
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13. Address Anomalies in the Benefits System 
13.1. Introduction 

This final chapter considering changes to the working age welfare system discusses 
the range of miscellaneous issues that fall outside of the wider Review work on 
benefits. The aim of this chapter is to provide feedback to management on 
operational, tactical anomalies. 

The key options we recommend in this area are: 

 Reconsider whether the automatic stabiliser effect of the Applicable Amount 
should over-ride broader Government austerity decisions; specifically the 
reduction in Child Benefit for a second child  

 Change guidance to award Carers Allowance to those claiming medium rate DLA 
to only in ‘extremely exceptional circumstances’ 

 Develop an IOM specific ‘How to Guide’ for IS  

 Change burden of proof to the claimant having to evidence 52 nights a year of 
care to access the Shared Care Premium  

 Introduce some form of means-testing and capital allowance assessment to 
target Nursing Care Contribution (NCC) at those on more modest incomes  

 Consider integrated programme of pre-release activity, including benefits, 
housing and training applications to support rehabilitation and reintegration 

13.2. Background 

In the initial stages of the second phase of the Review, focus groups were held with 
Social Security staff, supported by a questionnaire sent to all members of the benefit 
teams. This work, combined with documentary review, and informed by good practice 
elsewhere, was used to create a ‘hit list’ of approximately 50 potential anomalies and 
discrepancies in the IOM benefit system.   

This list was then exhaustively challenged, assessed against documentary evidence, 
procedures and protocols (to identify whether delivery and procedure were 
divergent).  Many of the issues identified on this list were rejected as factually 
incorrect or ‘urban myths’ within the Social Security teams. Other issues have been 
picked up by other workstream activity and are addressed and covered in their 
relevant chapters, such as activation and housing. The full list of issues identified is 
included in Appendix 13 – A. 

The anomalies still outstanding, i.e. anomalies that have not been covered by other 
chapters are addressed here.   



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

437 

13.3. Outstanding Anomalies 

The payment of Child Benefit for a second child is being lowered – yet this reduction 
is being offset for those on IS through a higher benefit contribution 

A parent on Income support or JSA (IB) benefit is not experiencing the same Child 
Benefit cut as the rest of the population as they are having the ‘loss’ made up in full 
through additional IS payments, due to IS paying an ‘applicable amount’ which 
automatically made up the difference. In addition a parent on EPA would have 70% 
of the loss made up. 

It is our understanding that the reason this anomaly exists is as a result of direct 
instruction from Tynwald.  Namely that in order for the Child Benefit reduction to 
pass the ‘quid pro quo’ was protection from the reduction for the most vulnerable, 
namely parents on IS.   

Whilst the reasoning behind this decision from Tynwald is clearly designed to protect 
the vulnerable, it is nonetheless an anomaly in the system and could, arguably, set a 
precedent for other potential reductions in other state payment being avoided 
through the automatic stabiliser effect of the Applicable Amount.   

As such we simply feedback this as a potential long-term issue to management and 
would ask the question whether this ongoing expectation of automatic stabilisation 
should continue to exist?  And in the short-term whether the Child Benefit reduction 
should, or should not, be considered again for those parents on IS. 

Recommendation: 

Reconsider whether the automatic stabiliser effect of the Applicable Amount should 
over-ride broader Government austerity decisions; specifically the reduction in Child 
Benefit for a 2nd child. 

People can receive DLA at a medium rate and can also receive Carers Allowance as a 
carer for someone else 

This situation is allowed to exist within the current system; and according to our work 
with the frontline benefits teams affects ‘around 100 claimants’.100   

Put simply the anomaly and the challenge to Social Security management is this: if a 
person is considered sufficiently disabled or impaired that they can receive DLA at a 
medium rate can they be ambulant enough to care for somebody else sufficiently that 
they receive Carers Allowance. It must be noted that somebody in receipt of Carers 
Allowance is caring for the disabled person over 35 hours a week.  Furthermore one 
of the qualifying definitions of this disability that necessitates being cared for is to be 
in receipt of middle rate DLA, as those on middle rate DLA ‘need frequent help during 
the day, or prolonged or repeated help during the night’.101 

                                            
100 Due to pressures on data requests on BPS we have not been able to validate this figure – but that number 

was repeated separately by different officers working with these client groups.  However without the BPS 
analysis this represents an estimation only. 

101 IOM Benefits Information Guide 
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We recognise that when caring for disability in the family much of the caring is done 
by family members and that these family members themselves may also be infirm 
and in need of help. As such it would be unreasonable to ‘ban’ this current situation 
completely.   

However it does seem unlikely that most people would be able to both care and need 
care.  As such we would challenge management to reconsider this situation and 
create some additional guidance for frontline staff and Adjudication Officers along the 
lines of ‘extremely exceptional circumstances’ as the test for awarding this. 

Recommendation:  

Change guidance to award Carers Allowance to those claiming medium rate DLA to 
only in ‘extremely exceptional circumstances’. 

PAC is paid to people in receipt of a Budgeting Loan 

Technically a person can receive PAC whilst on benefit, and many do. Furthermore 
those on benefits are eligible to receive interest free Budgeting Loans to cover 
unexpected or large items of household expenditure, such as home redecoration or to 
replace a washing machine. The challenge made to the review team by front line 
staff during our focus group work with them was this: why can’t this PAC be 
deducted at source and used to pay off this loan? 

This seemed a fundamentally sound and sensible suggestion and one which would 
require some back office integration between BPS and Tax but one which is not 
insurmountable.   

Further we could expand this to raise the question of whether PAC should be counted 
as income or additional savings for benefit purposes.   

However as we recognise that the future of PAC is far from clear this may no longer 
be relevant. 

Income Support is seen as complex and difficult to negotiate – particularly the 
differences between IS for pensioners and those of working age – this is made worse 
by having no IOM guidance manual 

The issues around the differences between pensioner and working age IS are 
addressed elsewhere in the benefit reviews and as such are not covered here.  
However the issue that was raised in focus groups is around the lack of an IOM 
Guidance Manual to make the current situation / rules easier to understand for other 
sections and allow other staff to provide cover and / or additional capacity to help at 
times of high demand.   

Social Security does have and use UK DWP ‘How to Guides’ on IS to assist currently.  
However these are merely helpful in generalities and only up to a point. The frontline 
staff delivering this service, and those trying to engage with them internally and / or 
act as additional flexible support, need more than this. The IOM benefit system has 
its own twists and peculiarities which delivery staff know and deal with every day, 
this information needs documenting and sharing. 
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Recommendation:  

Develop an IOM specific ‘How to Guide’ for IS 

Shared Care Premium – justification and potential abuse 

The Shared Care Premium is an additional amount payable to claimants of IS or 
income-based JSA who have secondary responsibility for caring for a child or children, 
currently £24.70.   

It is our understanding through work with benefit staff and Adjudication Officers that 
this is a premium that is open to abuse as the burden of proof for receiving this 
premium is merely ‘I am claiming benefit – I have a child – I can prove it – in order 
for me to see them / play a role I need this premium.’ As such the burden of proof 
ends at the having of a child. 

In the UK the Child Support Agency for the purposes of child support laws saw shared 
care as: 

“‘Shared care does not include people who live under the same roof and share the 
care of a child. However, the following people are classed as having shared care: a 
person with care who is treated as though they are a non-resident parent (child in his 
/ her care for at least 104 nights a year) – this could be a grandparent; a non-
resident parent who looks after the child for at least 52 nights each year; or a child 
who is sometimes in the care of the local authority.”102 

Therefore perhaps the burden of proof for the purposes of Adjudication Awards could 
be that the claimant is required to prove that they provide at least 52 nights each 
year of care. This would maintain the financial support to active second parents but 
would narrow the loophole for potential abuse. 

Recommendation:  

Change burden of proof to the claimant having to evidence 52 nights a year of care 
to access the Shared Care Premium 

Nursing Care Contribution Scheme: “a subsidy for the well-off” 

The IOM adopted NCC following the Coughlan case in the UK which deemed that the 
state had a duty to meet nursing care costs as would have been borne by the NHS 
had the person been receiving treatment in hospital.  When NCC was launched in July 
2008 it was explicit that this was scheme designed for people not on IS; as IS 
claimants already received subsidised nursing care. 

NCC is non-taxable, non-income related and non-contributory.  It is paid at £111 a 
week and the claim is normally made by the nursing home, which is then reimbursed 
directly, and this £111 reduces the cost paid by the person in receipt of nursing care. 
The only qualifying condition is that the claimant is receiving nursing care in an IOM 
approved nursing home. 

The IOM is not bound by the findings of the Coughlan Case and voluntarily adopted 
the recommendations. NCC is a benefit that is clearly targeted – at residents of 

                                            
102 http://www.childsupportlaws.co.uk/shared-care-child.html 
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nursing homes. But it is not sufficiently targeted at those most in need. IS claimants 
are excluded and it is a rare example of a regressive benefit.  We would propose, at 
the very least, income testing NCC so that those on lower incomes, savings and levels 
of capital are supported rather than carte blanche. 

Recommendation:  

If the New Manx benefit is not adopted, and dependent on the means-testing 
approach used, consider the introduction of some form of means-testing and capital 
allowance assessment to target NCC at those on more modest incomes. 

Start-up grants on prison release 

People leaving prison are entitled to benefit upon leaving prison; this is normally in 
the form of a start-up grant as money to support the person in the interregnum 
between release and benefit payment.   

This payment of a grant is a sensible and justifiable policy.  However we would 
question why this benefit claim and forms / application for housing and possibly 
training are not dealt with as part of pre-release activity.  Specialist staff should be in 
place to help this process – rather than Social Security counter staff ‘doing their best’ 
and offering help as the start-up grant claim is made. 

Jobs and housing are the two pillars of sustainable rehabilitation – Social Security 
should seek to align more effectively with other agencies pre-release to assist in the 
wider policy of crime reduction.  This integrated approach should happen pre-release. 

Recommendation:  

Consider integrated programme of pre-release activity, including benefits, housing 
and training applications to support rehabilitation and reintegration. 

13.4. Conclusion 

Officers are asked to note the anomalies identified in this management report, and 
the challenges, and consider action. 

 Reconsider whether the automatic stabiliser effect of the Applicable Amount 
should over-ride broader Government austerity decisions; specifically the 
reduction in Child Benefit for a second child 

 Change guidance to award Carers Allowance to those claiming medium rate DLA 
to only in ‘extremely exceptional circumstances’ 

 Develop an IOM specific ‘How to Guide’ for IS 

 Change burden of proof to the claimant having to evidence 52 nights a year of 
care to access the Shared Care Premium 

 Introduce some form of means-testing and capital allowance assessment to 
target NCC at those on more modest incomes 

 Consider integrated programme of pre-release activity, including benefits, 
housing and training applications to support rehabilitation and reintegration. 
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THE PROJECTED TRANSFORMATION 
The key options for reform to retirement benefits and revenues have the ability to 
generate substantial direct changes to the NI Fund. Reforms to working age benefits 
on the other hand, would mostly generate indirect changes. For this reason, Mercer 
have projected the impact on the NI Fund of implementing our key 
recommendations, but excluding those relating to working age benefits (as well as 
those relating to processes). The projections corroborate the reasoning presented 
throughout the last two report sections as to why these options should be 
implemented to improve the Fund’s financial sustainability. Individually, the options 
can only generate limited improvements. The combination of reforms, however, has 
the potential to create lasting, positive change. 

This can be seen by the modelling of the following key recommended options: 

 Review SPA, linking it to life expectancy and ensuring retirement does not last 
more than 30% of working life over the projected period to 2072. The 
implementation period for this is modelled based on providing at least 15 years 
notice to those who will be affected 

 Introduce a flat rate single-tier state pension system. The implementation 
modelled has been a start date of 2016 with the maximum rate payable set at 
£180 per week 

 Extend the contributions required to qualify for a full state pension to 45 years 

 Phase out the Pension Supplement over 20 years 

 Up rate the state pension in line with growth of average earnings 

 Workers aged over SPA are liable for NICs 

 Reduce employer NICs to be in line with employee NICs  

If all seven of these reforms are implemented, the NI Fund will be sustained 
throughout the projection period, as shown by Figure 1. 
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Figure 1 - Projected NI Fund balance if reforms are implemented compared to projected NI 
Fund balance under current system 

 

Note: these projections are subject to certain sensitivities. Different rates of growth 
of average earnings, migration, and investment returns, to those used in the 
assumptions when building the model would, for example, alter the impact of the 
reforms. 

Whilst these reforms are projected to transform the Fund’s financial sustainability, 
they, and the other options recommended, are required to ensure the Fund is 
sustainable in terms of meeting the IOM population’s needs. Taken together, the 
reforms we recommend support Social Security and NI systems which meet the five 
characteristics necessary: 

 Support work 

 Provide choice 

 Guarantee a minimum income 

 Simplify the system into one that is easy to understand and run 

 Protect the vulnerable. 
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CONCLUSION 
This report has presented the options available to the IOM for reforming its Social 
Security and NI systems. We have also presented the key options we recommend for 
transforming the systems.  

We are advocating a transformation of the welfare system for working age and 
retirement benefits as only extensive measures can deliver a sustainable NI Fund. 
This should be supported by changes to the NI system. 

If transformation is not the preferred option, we recommend that the individual 
reforms recommended throughout this report are considered. However, only a 
combination of these reforms could improve the sustainability of the NI Fund over the 
projection period to 2072, providing a Fund which is both financially sustainable and 
meets the needs of the modern IOM population.  

The IOM Government must now consider and decide whether to implement any of 
the recommended options. 
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1.1. Appendix 1 – A - International Research 

International examples 

The following section describes the different policies available to reduce the real value 
of State Pension provision over time, the move towards a more targeted safety net and 
the reform of supplementary pension benefits similar to the Pension Supplement. 
Where appropriate, these policies are illustrated with examples of countries which have 
implemented the policies.  

Reduce the real value of State Pension provision over time 

There are a relatively limited number of policy options available to reduce the real 
value of State Pension provision over time. In broad terms, these measures can be 
characterised as having a primary focus, either on reducing current pension 
expenditure or on containing projected increases in future pension expenditure. 
Because people tend to receive pensions for extended periods, and the existing ‘stock’ 
of pensioners (rather than the ‘flow’ of new pension claimants) will always make up the 
majority of pensioners at any one time, both types of measure are important. To 
understand how a range of measures operate as a complete pension system, detailed 
case studies of Portugal and Germany have been included. These countries have been 
highlighted because both have implemented recent reforms to contain costs. A 
summary of the key methods available and examples of countries which have 
implemented these is available in Table 1.1. 

Table 1.1 - Key measures used internationally for reducing the real value of State Pension 
provision over time 

Circumstance Method Example Country 

Aim: stabilise the costs of current pension provision 

Rising costs require stabilisation in the short-
term 

Change indexation 
base 

Portugal 

Rising costs require stabilisation in the short-
term 

Introduce 
sustainability factors 

Portugal, Germany 

Aim: reduce or stabilise increases in the costs of future pension provision 

Rising costs can be stabilised over the long-
term and the amount of pension payable can 
be adjusted according to outside factors 

Move from a defined 
benefit to a defined 
contribution scheme 

Italy 

Rising costs can be stabilised over the long-
term and saving should be incentivised 

Reduce the 
replacement rate 
offered 

Germany (see 
research report on 
promoting the use 
of other (private) 
pension 
supplements) 

Rising costs can be reduced over the long-
term and the contributions period required 
for a full pension can be increased 

Change the 
contributions period 

Austria 
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Circumstance Method Example Country 

Rising costs can be reduced over the long-
term and the measure can be used 
selectively, for instance to incentivise later 
working 

Change the accrual 
rate 

Austria 

Rising costs can be reduced over time and 
pensionable earnings in the current pension 
system are high 

Reduce the value of 
earnings-related 
elements 

Norway, Austria, 
Spain 

 

There are two key risks for any pension reforms adopted. The first is that they do not 
produce the desired results because of unanticipated factors (an issue which the 
proposed modelling seeks to address). The second is that they would have provided an 
effective solution, but are reversed before they can take full effect; because of 
unpopularity and political unacceptability, particularly where they generate an 
increased risk of poverty in retirement. The International Monetary Fund (IMF) argues 
that ‘to reduce the risk of reform reversal, replacement rate reductions should not 
undermine the ability of public pension systems to alleviate poverty among the 
elderly.’103 

Move towards a more targeted safety net in State Pension provision 

Effective targeting can alleviate poverty, and measures that countries have taken to 
achieve this, whilst controlling pension costs, are described later in this Appendix. 
Countries have varied in the extent to which they have sought to protect different 
income groups; while the highest earners have been targeted in some countries, in 
others they have been beneficiaries of the reforms. As most (though not all) countries 
have sought to protect those on lowest incomes, middle-income groups tend to have 
been the hardest hit. The measures for effective targeting discussed later in the 
Appendix, do so in the context of two particular situations. The first is in the context of 
increases to SPA. Although this reform is broadly seen as fair, it does put some 
vulnerable people at risk, and the measures taken to target these vulnerable 
individuals through early retirement are discussed. Means-testing is perceived as a key 
tool in effective targeting, and the second context in which policy measures are 
discussed is the context of finding an appropriate balance between means-tested, 
contributory and universal provision. A summary of the key methods available, and 
examples of countries which have implemented these, is available in Table 1.2. 

  

                                            
103 IMF (2011) The Challenge of Public Pension Reform in Advanced and Emerging Economies 
http://www.imf.org/external/np/pp/eng/2011/122811.pdf 
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Table 1.2 - Key measures used internationally for moving towards a more targeted safety net in 
State Pension provision 

Circumstance / Policy Aim Method Example Country 

Aim: protect groups at risk of poverty in the context of rising SPA  

Protect disabled people Allow people with a 
disability to retire before 
SPA and cap the actuarial 
reduction for disabled 
people 

Germany 

Protect workers in physically tiring 
industries 

Allow workers in physical 
jobs to retire earlier, 
subject to them having 
enough contributions and 
accepting an actuarial 
reduction 

Austria 

Allow early retirement across the board Allow workers to retire 
early subject to having 
made enough 
contributions 

Belgium 

Aim: identify an appropriate balance between universal, contributory and means-
tested provision 

Carry out a minimum of means-testing Provide a means-tested 
supplement for those not 
entitled to a State 
Pension 

Netherlands 

Carry out a medium level of means and 
income testing 

Income test the State 
Pension and means-test 
the Supplement for those 
only entitled to a low 
level of State Pension 

Finland 

Carry out as much targeting as possible Means-test all State 
Pension provision 

Australia 

 

Future of the IOM Pension Supplement 

There is limited international evidence available to guide best practice in relation to the 
IOM Pension Supplement, since few countries have comparable provision. In countries 
which have a benefit analogous to the Pension Supplement, the benefit is clearly 
targeted via means-testing or the use of proxy categories. Some examples which may 
provide potential policy lessons will be explored, but it is important to bear in mind that 
the context in which they operate is very different. Countries highlighted to illustrate 
potential measures in this area of reform have been selected based on the provision 
they have being comparable to the Pension Supplement. 

A summary of the key methods available and examples of countries which have 
implemented these is available in Table 1.3. 
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Table 1.3 - Key measures used internationally for using Pension Supplement type provision 

Circumstance / Policy Aim Method Example Country 

Aim: have a clear rationale for abolishing or retaining the Pension Supplement 

N/A   

Aim: ensure that costs to the NI Fund remain sustainable over time 

N/A   

Aim: identify / protect groups at risk of poverty in retirement 

Protect groups without a full State Pension Use a means-tested 
pension supplement to 
provide retirement 
income to those without 
a full State Pension 

Netherlands 

Provide a supplement to vulnerable groups Provide a supplement 
independently of 
retirement pensions to 
vulnerable groups such 
as carers 

Australia 

 

Decrease the real value of State Pension provision over time – Example measures 

Measures to stabilise the costs of current pension provision 

These consist of changes to the indexation base (wages / prices, or some combination 
of the two) and also include the sustainability factors introduced by some countries, 
which link the value of both current and future pensions to rises in life expectancy. At 
present, the IOM system uses the UK ‘triple lock’ for the State Pension, so this would 
represent a major change to the existing system. 

Changing the indexation base 

This is by far the most prevalent measure which has featured in recent pension 
reforms across the OECD, typically involving a move to price indexation instead of 
wage indexation. Planned pension increases and seasonal bonuses have also been 
frozen in some countries (e.g. Portugal) as a temporary response to their fiscal crisis.  

Using consumer prices as the indexation base for pensions can, over time, lead to a 
substantial gap between the relative living standards of pensioner and non-pensioners 
in a context where wages are rising, although it does prevent absolute poverty. At 
present, because wages are relatively static, this is less of an issue. Recently, some 
countries (for instance Australia and Finland) have changed the indexation basis to 
prices specifically in order to maintain pensioner purchasing power. 104 

  

                                            
104 OECD (2013), Pensions at a Glance 2013: OECD and G20Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-45-en 
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Introducing sustainability factors 

Sustainability factors are intended to ensure the affordability of pensions both in the 
short-term and over a longer timeframe. They have been adopted in a number of EU 
countries since the financial crisis of 2008. At their simplest, they adjust the value of 
current pensions by taking account of increases in life expectancy at retirement (as in 
Portugal, see case study below), while other countries (such as Germany) use 
dependency ratios. In Germany, the sustainability factor is also used in conjunction 
with wage growth and the value of pension contributions (see case study below) so 
that it operates in a more sophisticated way.  The proposed measure in Spain is 
similar; although it appears to have been significantly modified during the passing of 
legislation. 105 

Sustainability factors have a strong potential to increase pensioner poverty, as they are 
focused solely on cost reduction, rather than protecting the vulnerable, although some 
countries have created specific exemptions. Portugal does not apply the factor to those 
who have been in long-term receipt of disability benefits, although the threshold is 
quite stringent. Both the adoption, the subsequent implementation and the impact of 
sustainability factors has been controversial in several countries (e.g. Spain106, 
Portugal107), leading to questions about whether these mechanisms will remain 
politically viable over time.   

Although Austria describes itself as having adopted sustainability factors, these are 
different from those which operate in other countries, as they do not trigger an 
automatic adjustment in pension levels, but simply initiate a debate about such 
adjustments. Moreover, they are considered only every three years, rather than 
annually and do not reflect changes such as in demographic trends, but only deviations 
from existing trends. As such, they are relatively weak in terms of controlling costs, as 
has been noted by several commentators, but they do not carry the risk of increasing 
pensioner poverty in the short-term. 

Measures to reduce or stabilise increases in the costs of future pension provision 

These measures alter the basis on which pension entitlement is calculated for future 
pensioners. They include increasing the length of contributions periods and the 
amounts payable, altering the accrual rate and reducing the value of earnings-related 
elements. These kinds of measures are likely to require transitional periods for those 
already close to retirement age. 

Moving from defined benefit (DB) to a defined contribution (DC) scheme   

An option which would contain NI Fund costs effectively is to move from a defined 
benefit (DB) scheme to a defined contribution (DC) scheme. Four OECD countries, 
Italy, Sweden, Norway and Poland, have notional defined contribution (NDC) schemes.  

In Italy, where people over 65 make up over a third of the population, reforms 
adopted in 2011 mean that all workers now contribute to an NDC scheme. 

                                            
105 http://www.ipe.com/spain-meets-european-commission-deadline-with-new-pensionslaw/10000726.fullarticle 
106 http://www.ipe.com/spain-meets-european-commission-deadline-with-new-pensionslaw/10000726.fullarticle 
107 http://www.eurofound.europa.eu/eiro/studies/tn1304032s/pt1304039q.htm 
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Contributions earn a rate of return related to GDP growth. At retirement, the 
accumulated notional capital is converted into an annuity, taking account of average 
life expectancy at retirement. It applies in full to labour market entrants from 1996 
onwards. 108 

Moving to a DC scheme for BSP would require a long lead-in period, and may lead to 
an increase in claims for means-tested benefits from those without other pension 
income. 

Reduce the replacement rate offered 

Reducing the replacement rate offered by the State Pension would increase incentives 
for pension saving, though only for those with the ability to save. However, it is 
regressive in its impact, since those lacking access to additional pension provision will 
have decreased retirement incomes as a result. This in turn creates additional pressure 
on means-tested benefits. There is a trade-off here between the low administrative 
costs involved in the payment of State Pension, and the costs of providing it 
universally.  If the replacement rate were reduced, one way of mitigating the impact 
on means-tested benefits would be to retain the Pension Supplement for those without 
other pension provision. 

Changing the contributions period 

Many countries have increased the contributions period required for a full pension. For 
instance, this is now 45 years in Germany and Belgium. At the same time, some 
countries have also reduced the minimum number of years required to receive any 
pension, and created or improved mechanisms to protect those with interrupted labour 
market histories. For example, in Austria, the current minimum eligibility requirement 
for a pension receipt is contributions covering 15 of the last 30 years, or 25 years over 
the working lifetime. This means in practice that seven years of actual contributions 
need to be made. Additional credited contributions (e.g. for child care) can bring this to 
the eligibility threshold of 15 years.109 

Changes in the accrual rate 

A number of countries have reduced the rate at which a pension accrues. For instance, 
in Austria, this has reduced from 2% to 1.78% per year.110 Germany appears to have 
one of the most sophisticated approaches to accrual (see case study below); its’ 
pension points system takes account of earnings, and points can also be earned for 
periods spent out of the labour market, e.g. caring. However, it may be regressive in 
operating to the advantage of higher earners. 

Accruals can also be used selectively, for instance to incentivise later working, or to 
achieve redistribution between people at different earnings levels. In Finland the 
accrual rate is 1.5% of pensionable earnings (with no earnings ceiling) from 18-52, 
rising to 1.9% at 53. Earnings between the ages of 63 and 68 continue to accrue 

                                            
108 OECD (2013), “Italy”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-65-en 
109 OECD (2013), “Austria”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-46-en 
110 ibid. 
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pension entitlement and are incentivised by an accelerated accrual rate of 4.5%. In 
Portugal, the standard rate of accrual is 2% of reference earnings per year for the first 
20 years of contribution. After this, the rate is slightly increased, and varies in inverse 
relationship to the earnings level111. 

Reducing the value of earnings-related elements 

A key option here is to move from systems which count the best earnings years to 
those which calculate lifetime average earnings. This is a broadly redistributive 
measure, although it can penalise those whose earnings peak early, including some 
manual workers and women who face downward occupational mobility after child-
rearing. A number of countries are in the process of making this change, which is also 
necessarily accompanied by a fairly lengthy transitional period for those already close 
to retirement. 

Another way of making earnings-related aspects of pensions less costly, and improving 
redistribution to lower earners, is capping pensionable earnings at a certain level. For 
instance, in Norway,112 this is set at about 113% of average earnings, in Austria at 
about 145%113 and in Spain 153%114 of average earnings. 

 
  

                                            
111 OECD (2013), “Portugal”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 
http://dx.doi.org/10.1787/pension_glance-2013-74-en 
112 OECD (2013), "Norway", in OECD, Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-72-en 
113 OECD (2013), “Austria”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 
http://dx.doi.org/10.1787/pension_glance-2013-46-en 
114 OECD (2013), “Spain”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 
http://dx.doi.org/10.1787/pension_glance-2013-80-en 
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CASE STUDY: PORTUGAL 

State Pension scheme 

The pension system in Portugal is notably redistributive, providing better replacement 
rates for those on lowest wages than for average earners. The income of pensioners 
has also improved relative to the rest of the population in recent years, reducing 
pensioner poverty. Recent reforms aimed at containing pension costs, including the 
introduction of a sustainability factor, are now expected to erode these gains over the 
next few years, and have been the focus of considerable controversy. SPA is currently 
65 for both men and women. The effective retirement age is 68.4 for men and 66.4 for 
women, due to a tendency to later working; however, pension must be claimed by the 
age of 70. Early retirement is normally possible from 55 onwards for those with 30+ 
years of contribution, but this was suspended from 2012 to 2014. It is possible from 
age 57 for those who became unemployed at 52 onwards and have 22 years’ 
contributions. The State Pension consists of an earnings-related pension, 
supplemented by a means-tested benefit for those with insufficient contributions. The 
formula for the State Pension is: reference earnings x accrual rate x sustainability 
factor. 

Accrual rate 

The standard rate of accrual is 2% of reference earnings per year for the first 20 years 
of contribution. After this the rate is slightly increased and varies in inverse relationship 
to earnings level. Portugal is in the process of moving from using the best 10 of the 
final 15 years earnings, to a lifetime earnings base by 2017. In the meantime, there is 
a formula for calculating entitlement during the transition.     

Indexation 

Pensions are normally indexed to prices but this was suspended in 2012 as a response 
to the fiscal crisis. 

Deferral and incentives to work later 

There are actuarial penalties for early retirement and later working is incentivised by 
increases in pension entitlement. These increases are related to the length of working 
careers, with those with over 40 years’ contributions receiving the highest rate.  

Sustainability factor 

The sustainability factor in Portugal is a measure of changes in life expectancy at 
retirement between 2006 and the year of the pension claim. In 2012 it stood at 3.92%. 
This is not applied to those who have been in receipt of disability benefits for extended 
periods.  

 
References 
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CASE STUDY: GERMANY 

State Pension scheme 

The German pension system has been extensively reformed over the past two decades 
in order to reduce costs, as the proportion of people over 65 is higher than the OECD 
average. SPA is currently 65 and one month for both men and women: it is increasing 
gradually to 67, and will be 67 for people born after 1964.  The State Pension currently 
consists of a single-tier PAYG system, which is earnings-related. Pensioners whose 
incomes are below a certain level can also claim means-tested social assistance. Early 
retirement is possible from age 63, with 35 years of contributions. The actuarial 
reduction for early retirement is 3.6 % per year. Once the SPA has increased to 67, it 
will still be possible for people to retire at age 65 with no actuarial reduction, provided 
they have paid 45 years of contributions. People with a disability (assessed at 50% or 
more) can retire at age 60, with 35 years of contributions; this is gradually being 
increased to age 62. The actuarial reduction for disabled people is capped at 10.8%.  

Eligibility 

There is a requirement of at least 5 years’ contributions for any eligibility to State 
Pension. A full pension is calculated on the basis of 45 years’ contributions. 

Accrual rate and indexation 

Entitlement is based on pension points, a point being earned for each year of 
contributions at average earnings (higher earnings attract additional points). Points can 
also be earned for caring for children less than 10 years of age. These points are 
summed at retirement and multiplied by the “pension-point value”, which was EUR 
336.84 in 2012. This process determines pension levels for both new and existing state 
pensioners. The pension-point value is adjusted annually by a formula that takes 
account of wage growth, overall contributions to both State Pension and voluntary 
pensions, and a sustainability factor.   

Replacement rate 

Until recently, a person who retired at 65, having worked for 45 years, could expect a 
replacement rate of around 70%. This has been reduced by recent reforms, including 
the introduction of a sustainability factor. 

Sustainability factor 

The sustainability factor takes into account changes in the dependency ratio in the 
State Pension scheme. The application of the sustainability factor is expected to lead to 
a reduction of 14% in the value of pension points relative to earnings over the medium 
term. 

Deferral and incentives to work later 

Deferred pension claims attract an additional 0.5% for each month of deferral. 

References 
http://www.oecd.org/els/public-pensions/PAG2013-profile-Germany.pdf 
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Move towards a more targeted safety net in State Pension provision – example 
measures 

Protecting groups at risk of poverty in the context of rising SPA 

In 1948, when SPA for women was 60 and SPA for men was 65, average life 
expectancy at birth in the UK was 78 for women; by 2010, this had increased to 89. 
Life expectancy at retirement is also increasing.  Similar increases in life expectancy 
have been observed across Europe, and Governments now have to pay pensions for 
longer, costing Governments and taxpayers considerably more. Increasing SPA is 
presented as a fair way to link retirement ages to life expectancy. All OECD countries 
are increasing SPA; many have adopted, or are working towards, 67 at present, 
although the pace of change varies. Almost all countries which still have different 
pension ages for men and women are in the process of equalising these. As discussed 
above, the IOM’s current position is broadly in line with these trends.  

As discussed in the paper on reducing cliff edges in retirement, some countries, such 
as Norway and the Czech Republic, have gone further than this, creating an automatic 
mechanism which increases SPA by a small amount annually, in line with projected 
increases in life expectancy at retirement.115 Once adopted, this avoids the need for 
frequent review of SPA, with all the administrative costs and political controversy that 
this tends to imply.  

Although increasing SPA with increasing life expectancy, while holding the period of 
retirement broadly constant, may represent an equitable principle on average, the 
outcomes are likely to be inequitable for several groups. These include: those who are 
likely to face difficulties in securing work (e.g. unemployed people over 50, those with 
health problems); those unlikely to be able to sustain the demands of their work at 
older ages (e.g. those in heavy manual work or in highly regulated environments such 
as mining or power generation); those who have characteristics associated with shorter 
than average life expectancies (e.g. those in the lowest socio-economic groups and 
those with a disability or limiting health condition) and those who started work at very 
young ages. This is particularly important in a context where the eligibility criteria for 
sickness and unemployment provision have become significantly more demanding. If it 
is important that these benefits do not undermine incentives to work until later ages, it 
is equally vital that those who are on any reasonable view retired have some means of 
accessing pension provision (IMF, 2011116, OECD, 2013117).  Measures that achieve this 
include: 

 Allowing early retirement, either across the board, or on certain specified grounds 

 Where actuarial penalties for early retirement exist, creating appropriate 
reductions or exemptions 

 Ability to claim partial pension (or partial disability benefits) alongside reduced 
work hours / earnings. 

                                            
115 See the paper on reducing cliff edges for a detailed discussion. 
116 http://www.imf.org/external/np/pp/eng/2011/122811.pdf 
117 http://www.oecd-ilibrary.org/finance-and-investment/pensions-at-a-glance-2013/ 
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Many countries allow early retirement under some conditions. However, almost all have 
tightened these criteria as part of recent reforms.118 Some examples are set out below. 

Early retirement in the Belgian State Pension scheme119 

Key features: 

 45 years contributions are required for a full pension. 

 Early retirement is possible, but access is being reduced. 

Since 2005, early retirement has been possible from age 60, subject to 35 years 
contributions. This will increase to age 62 with 40 years contribution between 2013 
and 2016. There is no actuarial reduction in the pension calculation. The pension, 
however, will be paid on a pro rata basis only where contributions have been made for 
less than 45 years. There is an earnings test which limits the opportunity to combine 
an early retirement pension with work. This is stricter than the earnings test which is 
applied after normal pension age. 

Early retirement in the German State Pension scheme120 

Key features: 

 45 years contributions are required for a full pension. 

 Early retirement is possible, but access is being reduced. 

 Disabled people are protected from full impact of recent reforms.  

The German pension system has been extensively reformed over the past two decades 
in order to reduce costs, as the proportion of people over 65 is higher than the OECD 
average. The State Pension currently consists of a single-tier PAYG system, which is 
earnings-related. Pensioners whose incomes are below a certain level can also claim 
means-tested social assistance. SPA is currently 65 and one month for both men and 
women: it is increasing gradually to age 67, and will be 67 for people born after 1964.  
There is a requirement of at least 5 years’ contributions for any eligibility to State 
Pension. A full pension is calculated on the basis of 45 years’ contributions. Early 
retirement is currently possible from age 63, once 35 years of contributions have been 
reached. The actuarial reduction for early retirement is 3.6% per year. Once the SPA 
has increased to 67, it will still be possible for people to retire at age 65 with no 
actuarial reduction, but they will need to have paid 45 years of contributions in order 
to do so. People with a disability (assessed at 50% or more) can currently retire at age 
60, with 35 years of contributions; this is gradually being increased to age 62.  The 
actuarial reduction for disabled people is capped at 10.8%.  

 
  

                                            
118 http://www.oecd-ilibrary.org/finance-and-investment/pensions-at-a-glance-2013/ 
119 OECD (2013), “Belgium”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-47-en 
120 OECD (2013), “Germany”, in Pensions at a Glance 2013: OECD and G20Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-57-en 



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

   457 
 

Early retirement in Austria121 

Key features: 

 The State Pension consists of a defined benefit, earnings-related scheme. 

 SPA is currently 65 for men and is in the process of being equalised for women.  

 Early retirement is possible on several grounds, and currently accounts for a third 
of all pension claims, although some are being phased out by 2017. 

As in the IOM, there is a strong reliance on the State Pension in Austria. Public 
pensions (including survivors and disability pensions, which make up around a third of 
the total) are the primary income source for over 95% of pensioners. SPA is currently 
65 for men, and will be fully equalised for women by 2033. Reforms were enacted in 
2005 for those then aged under 50.  Transition and harmonisation provisions mean 
that the overall impact of the reforms will not be fully realised until 2033. The State 
Pension consists of a defined benefit, earnings-related scheme. In addition, means-
tested benefits provide a guaranteed level of income for those not eligible for a full 
pension. 

Early retirement is possible on several grounds, and currently accounts for a third of all 
pension claims, although some are being phased out by 2017. In the meantime, the 
actuarial reduction for early retirement has recently been increased (but is reduced for 
those in work defined as ‘hard labour’). Early retirement criteria currently include: 

 Long-term insurance periods (“Vorzeitige Alterspension bei langer 
Versicherungsdauer”): currently an insurance period of at least 37.5 years 
(increasing to 40 insurance years from 2013 to 2017) is required, and this 
pension will be phased out in 2017. The retirement age in July 2012 was 63 years 
and eight months for men (rising to 65 by 2017) and 58 years and eight months 
for women (rising to 60 by 2017).  

 Long-term insurance contributions (“Langzeitversichertenpension – 
Hacklerregelung”): currently a contribution period of 40 (women) /45 (men) or 
more contributory years is required (with increasingly limited access conditions as 
from 2014). At present, the minimum retirement age is 62 for men, 57 for 
women, increasing stepwise to 62.  

 Physically hard work combined with long-term insurance periods of 45 years or 
more. The minimum retirement age is 60 for men, 55 for women. This is subject 
to an actuarial deduction of 1.8 % per year.  

 Corridor-pension is available at the age of 62 for both men and women who have 
37.5 or more insurance years. This will be increased stepwise from 37.5 to 40 
years between 2013 and 2017. This is subject to an actuarial deduction of 5.1% 
per year. 

                                            
121 OECD (2013), “Austria”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-46-en 
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 Disability: for those who were born 1964 or later, there will be an emphasis on 
medical or occupational rehabilitation instead of a temporary disability pension 
from 2014 onwards, limiting access to this provision. 

In addition to early retirement options on specific grounds or conditions, some 
countries have created flexible retirement options for all, which can include the option 
of partial pension receipt that can also help those who are vulnerable to poverty 
because of labour market disadvantage in later life. An example is Norway’s Flexible 
Retirement Act, which is discussed in detail in the paper on reducing cliff edges. 

Identifying an appropriate balance between universal, contributory and means-tested 
provision 

Although the majority of countries have a contributory basis for their BSP, others base 
this on residence. The relative contribution made by flat-rate universal provision, 
means-testing and occupational pensions also varies widely, as is shown in the 
examples set out below. It is important to note that what is described as income 
testing may be considerably less restrictive than full means-testing, for instance it may 
be limited to pension income and allow for earnings. 

Finland’s National Pension122 

Key features: 

 Based on residence, not contributions 

 Income tested  

 High coverage of occupational pensions. 

Residence as the requirement for the BSP is typically associated with the Nordic 
countries, where this has traditionally been seen as an important element of 
citizenship. Finland’s National Pension, the BSP, is based on residence, rather than 
contributions, and is income tested. The amount payable is reduced pro rata for less 
than 40 years’ residence. There is a strong emphasis on the provision of occupational 
pensions in Finland; coverage is high and includes self–employed groups such as 
artists, who rarely enjoy occupational pension cover in other countries. Means-tested 
Guarantee Pension then provides a minimum level of income to those whose National 
Pension and Occupational Pensions are insufficient.  

By the end of 2012, 55% of pensioners received only an occupational pension, with no 
need for a National or Guarantee Pension. 

Netherlands123  

Key features: 

 State Pension is based on residence, not contributions 

 Almost universal coverage of occupational pensions. 

                                            
122 OECD (2013), “Finland”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing.  

http://dx.doi.org/10.1787/pension_glance-2013-55-en 
123 OECD (2013), “Netherlands”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-70-en 
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Pension age in the Netherlands is 65 for both men and women and will rise gradually 
to 67 by 2023, thereafter rising automatically in line with increases in life expectancy. 
Eligibility for the BSP is based on residence rather than contributions, and accrues at 
2% for each year the person lives or works in the Netherlands. 

The State Pension consists of a flat-rate public pension scheme, plus earnings-related 
occupational pensions. Although not mandatory, industrial relations agreements mean 
that in practice over 9 in 10 employees are covered by occupational pension provision.  

The BSP is set at around 30% of average earnings. Replacement rates for occupational 
pensions vary but typically would be around 70% of earnings after 40 years of 
contributions. This is because tax rules specify that the combined pension from public 
and private sources should not exceed 100% of earnings. 

Australian Age Pension – means-testing across the board124 

Key features: 

 Means-test, which includes an asset-test 

 Funded from general taxation 

 Includes a supplement, paid independently of pension entitlement for some 
vulnerable groups  

 Both the Age Pension and the supplement can be paid at partial rates where 
other income is in payment – 75% of pensioners receive at least some Age 
Pension 

 Compulsory occupational pensions. 

At the most radical end of the targeting continuum is a move towards means-testing 
the whole of State Pension provision, as in Australia. Its’ pensions system is now 
widely regarded as one of the best in the world, having achieved good levels of 
pension coverage for relatively modest Government expenditure (4.7% of GDP in 
2010125). However, it performs poorly on poverty reduction owing to the levels at 
which these benefits have been set.126 

The State Pension, Age Pension, is non-contributory, and funded from general 
taxation. It is subject to a means-test and assets-test and can be paid at a partial rate 
(e.g. where people have other pension income); three quarters of all retired people 
receive some Age Pension. Employed earnings can be combined with Age Pension, 
although these are capped at a fairly modest level (equivalent to £6,300 in 2013), and 
self-employed earnings cannot be combined with pension receipt. This means that 
essentially people face a choice between continuing to work and claiming State 
Pension, which is a major contrast with contributory-based pension systems, which 
generally have no earnings rules after SPA, and so would run counter to the IOM policy 
aim of reducing cliff-edges in retirement. 

                                            
124 OECD (2013), “Australia”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 

http://dx.doi.org/10.1787/pension_glance-2013-45-en 
125 http://www.imf.org/external/np/pp/eng/2011/122811.pdf 
126 OECD (2013), “Old-age income poverty”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD 

Publishing. http://dx.doi.org/10.1787/pension_glance-2013-26-en 
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Previously, as in the UK and IOM, deferring Age Pension could be used to build up a 
lump sum, but this has recently been phased out; deferring a pension claim also does 
not alter the amount of regular payments since this is decided by the means-test. 

An important adjunct to Australia’s State Pension provision is a requirement for 
occupational pensions, since there would otherwise be little incentive for pension 
saving; these have been compulsory since 1992. Employers are required to contribute 
9% of pay, rising to 12% by 2020. A potential weakness of the Australian system, 
which has been noted by some commentators, is that asset-testing incentivises early 
draw-down and spending of superannuation funds in the run-up to SPA, since this is 
currently possible from age 55.127 

Future of the IOM Pension Supplement – example measures 

Australian Age Pension128 

Key features: 

 Includes a Pension Supplement, which is paid independently of pension 
entitlement for some vulnerable groups 

 The Supplement has a value of approximately 9% of the value of the full pension 

 Both the Age Pension and the Supplement can be paid at partial rates where 
other income is in payment – 75% of pensioners receive at least some Age 
Pension. 

As mentioned, the Australian Age Pension includes a Pension Supplement payable to 
those entitled to Age Pension. Its’ value is approximately 9% of the value of the full 
pension. Some people opt to have this paid quarterly to help with budgeting for larger 
expenses. Pension Supplement is also payable to people over SPA who are carers, 
have been widowed, receive disability benefits or have dependent children, regardless 
of whether or not they qualify for Age Pension. Those who receive a partial retirement 
pension (e.g. because they have other pensions, or earnings) also receive a partial 
Pension Supplement. 

Netherlands129  

Key features: 

 Means-tested Pension Supplement  

Details of the Netherlands’ pension system have already been provided. However, it is 
worth adding here that a means-tested Pension Supplement is available for those not 
entitled to a full State Pension. This is set at the same rate as the basic pension 
(approximately 30% of average earnings).  

 

                                            
127 http://crr.bc.edu/wp-content/uploads/2013/04/IB_13-5-508.pdf 
128 OECD (2013), “Australia”, in Pensions at a Glance 2013: OECD and G20Indicators, OECD Publishing. 
http://dx.doi.org/10.1787/pension_glance-2013-45-en 
129 OECD (2013), “Netherlands”, in Pensions at a Glance 2013: OECD and G20 Indicators, OECD Publishing. 
http://dx.doi.org/10.1787/pension_glance-2013-70-en 
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Best practice 

Reduce the real value of State Pension provision over time – best practice 

While it is possible to identify effective practice in terms of reducing the costs of 
pension provision, all of the options involve a loss of pension entitlement for 
individuals, and thus risk increasing pensioner poverty and reducing living standards. 
However, it is also important that the NI Fund remains solvent if it is to meet its 
obligations towards future pensioners. Best practice in this context, therefore, equates 
to identifying the most widely-used and cost-effective policy levers, and seeking 
measures which mitigate their most inequitable outcomes on pensioner incomes. Many 
other policies which potentially mitigate the impact of reductions in the real value of 
State Pension lie outside the pension system itself, including communication to allow 
individuals to plan ahead or enhanced opportunities to work. These are discussed in 
the research report on private pensions produced alongside this paper, and the 
discussion document on cliff edges, also produced as part of the Review.  

Objectives in reducing the real value of State Pension over time are likely to centre 
around three key themes: 

 Ensuring that pensions remain affordable over the long-term 

 Identifying groups at risk of poverty in retirement and ensuring that they are 
protected from negative consequences of reform 

 Considering work incentives. 

The table below summarises best practice in relation to each of these objectives and 
according to circumstances: 
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Table 1.4 - Best practice options in reducing the real value of State Pension provision over time 

Key objective: ensure that State Pension provision remains affordable over time 

Circumstance / 
Policy Aim Best Practice Advantages & Disadvantages 

Rising life 
expectancy forces 
an increase in     
SPA 130 

Automatically adjust pensions to 
life expectancy to ensure 
pensions are reviewed as 
needed. 
Examine distributional impacts 
to identify and protect 
vulnerable groups to ensure 
equity. 

There is an obvious rationale and 
legitimacy to linking SPA to life 
expectancy but there is also an 
issue of natural justice where 
people are unable to work at 
older ages and may find it 
difficult to access alternative 
income. 

The costs of current 
pensions need to be 
reduced 

Change indexation base. 
 
Introduce sustainability factors. 

Both of these are effective 
measures to reduce costs but 
have the potential to increase 
pensioner poverty. If indexation 
is linked to prices this avoids 
absolute poverty, whereas 
application of sustainability 
factors simply forces a benefit 
reduction without reference to 
prices. 

The costs of future 
pensions need to be 
reduced. 

Extend contributions period 
required for full pension. 
 
 
 
Increase amount of 
contributions. 
 
 
 
Require contributions from 
people working after SPA (and 
allow these to build further 
pension entitlement). 
 

This measure improves the NI 
funding base relative to costs, 
but may disadvantage some 
groups of workers (e.g. manual 
workers and those in poor 
health). 
Increasing the amount of 
contributions helps the NI Fund 
but has the potential to increase 
marginal tax rates, especially for 
the low paid.  
Requiring contributions from 
those over SPA improves Fund 
revenue and allows individuals to 
make good gaps in entitlement. 

  

                                            
130 This issue is discussed in the paper on targeting; the arguments are not repeated here. 
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Key objective: identify groups at risk of poverty in retirement and ensure that they 
are protected from negative consequences of reform 

Circumstance / 
Policy Aim Best Practice Advantages & Disadvantages 

Mitigate impact of 
increased NI 
contributions 
amount 

Varying inverse relationship 
with earnings. 
 
Increase or remove upper 
ceilings on contributions to 
increase redistribution. 
 

Increasing the amount of 
contribution helps the NI Fund but 
has the potential to increase 
marginal tax rates, especially for 
the low-paid. Varying the amount 
by earnings and increasing or 
removing earnings ceilings 
maximises NI Fund income and 
improves equity.  

Mitigate impact of 
increased NI 
contributions period 

Create a system of credits or 
exemptions for groups with 
broken or foreshortened labour 
market records. 

Some provision already exists – it 
may need reviewing in light of 
extended contributions periods. 

Ensure that those 
unable to work 
because of a health 
condition or 
disability do not face 
increased poverty as 
a result of pension 
reform 

Consider partial disability 
benefits or partial pensions. 131 
 

 
 
Early retirement provisions for 
those who are disabled. 
Consider eligibility criteria for 
disability benefits. Exemption 
from or reduction in actuarial 
deductions in case of early 
retirement. 

This is a complicated measure, and 
not part of the UK / IOM’s existing 
policy landscape. But would 
improve poverty rates and reduce 
impact on means-tested benefits. 
Increasing SPA indefinitely 
becomes unsustainable unless 
there are some exceptions. But the 
UK / IOM have no provision for 
early retirement in the State 
Pension scheme, so it would 
represent a major change and 
potentially cut across policy aims 
for later working. The IOM 
disability criteria are relatively 
generous by UK / OCED standards. 
This could mean that an 
unintended proportion of people 
became eligible.  

Avoiding retirement 
poverty for those in 
their 50s who are 
long-term 
unemployed 

Consider early retirement 
provisions for those who are 
long-term unemployed. 
 
Consider reductions in actuarial 
deductions in cases of long-
term unemployment. 

This would improve equity in a 
context of rising SPA. But the UK / 
IOM have no provision for early 
retirement in the State Pension 
scheme so it would represent a 
major change and potentially cut 
across policy aims for later 
working. Linking to work records 
enhances legitimacy and work 
incentives but could exclude some 
of those who need the provision 
most. 

                                            
131 This option falls outside the strict remit of this paper, but is relevant to both poverty rates and cliff edges in 

retirement.  
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Key objective: maintain work incentives 

Circumstance / 
Policy Aim Best Practice Advantages & Disadvantages 

Maintain work 
incentives 

Consider partial disability 
benefits or partial pensions. 
 
Link any exemptions or early 
retirement provision to previous 
work records. 

This measure avoids cliff edges, 
enhances work incentives and 
contains costs.  
This is complicated to introduce, 
and not part of the UK / IOM’s 
existing policy landscape. Linking 
to work records enhances 
legitimacy but could exclude some 
of those who need the provision 
most.  

Move towards a more targeted safety net in State Pension provision over time – 
best practice 

Best practice in moving towards a more targeted safety net varies according to the 
circumstances and policy objectives. These objectives are likely to centre around two 
key themes: 

 Minimising the risks of poverty for groups facing forced early labour market exit 

 Identifying the appropriate role of means-testing or asset-testing. 

The table below summarises best practice in relation to both of these objectives and 
according to circumstances: 

Table 1.5 - Best practice options in moving towards a more targeted safety net in State Pension 
provision 

Key objective: minimise the risks of poverty for groups facing forced early labour 
market exit 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

Ensure that those 
unable to work because 
of a health condition or 
disability do not face 
increased poverty as a 
result of pension reform 

Consider eligibility criteria for 
disability benefits and allow 
early retirement provisions 
for those who are disabled. 
This needs an appropriately 
targeted definition of 
disability. Exemptions from, 
or low, actuarial deductions 
could be another suitable 
option. 
 
 
 
 

Increasing SPA indefinitely 
becomes unsustainable unless 
there are some exceptions. But 
the UK / IOM have no provision 
for early retirement in the State 
Pension scheme so it would 
represent a major change and 
potentially cut across policy aims 
for later working. The IOM 
disability criteria are relatively 
generous by UK / OCED 
standards. This could mean that 
an unintended proportion of 
people became eligible. 
This measure can lead to 
complexity and disincentivises 
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Key objective: minimise the risks of poverty for groups facing forced early labour 
market exit 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

Flexible retirement for all. 
 
 
 
 
 
 
Ability to claim partial 
retirement132 / disability 
benefits.133 

workers from extending their 
working life. However, more 
flexible retirement can also 
encourage workers to work for 
longer and increase their 
capacity for work if they are able 
to have a phased retirement. 
This is a complicated measure, 
and not part of the UK / IOM’s 
existing policy landscape. But it 
would improve poverty rates and 
reduce the impact on means-
tested benefits. 

Ensure that those 
unable to work because 
of a lack of labour 
demand or inability to 
continue in heavy 
manual work do not 
face increased poverty 
as a result of pension 
reform 

Early retirement provisions 
can mitigate the risk of 
poverty, as can exemptions 
from, or low, actuarial 
deductions. This needs to be 
tightly defined if not to 
undermine incentives for 
later working – e.g. link to 
threshold in previous 
contribution record. 

Flexible retirement for all. 
 
 
 
 
 
 
 
 
Ability to claim partial 
retirement / disability 
benefits. 

This option protects older 
workers working in industries 
that are most physically 
demanding, and therefore 
hardest to continue working in 
old age. However, the measure 
risks discouraging people from 
extending their working lives.  
 
 
This measure can lead to 
complexity and disincentivises 
workers from extending their 
working life. However, more 
flexible retirement can also 
encourage workers to work for 
longer and increase their 
capacity for work if they are 
able to have a phased 
retirement, reducing cliff edges. 

This is a complicated measure, 
and not part of the UK / IOM’s 
existing policy landscape. But it 
would improve poverty rates 
and reduce the impact on 
means-tested benefits. 

 

  

                                            
132 Discussed in detail in the paper on reducing cliff edges. 
133 These are not discussed here, as they lie outside the remit of the chapter. They are widely available in EU 

countries, but have not tended to feature in UK policy debate. See http://www.oecd-ilibrary.org/social-issues-
migration-health/sickness-disability-and-work-breaking-the-barriers_9789264088856-en  
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Key objective: identify the appropriate role of means-testing or asset-testing 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

Reduce pension costs 
while maintaining 
retirement incomes of 
the poorest groups  

Design a level of means-test 
or asset-test which 
minimises additional 
administrative costs and 
does not create unhelpful 
incentive structures 

The appropriate level is difficult 
to determine and cliff edges 
could disadvantage some 
groups. However, this is an 
efficient measure to ensure 
resources are targeted at those 
who need them most. 

 

Future of the IOM Pension Supplement – best practice 

Best practice in reviewing the future for the IOM Pension Supplement varies according 
to the circumstances and policy objectives. These objectives are likely to centre around 
three key themes: 

 Having a clear rationale for abolishing or retaining the Pension Supplement 

 Ensuring that costs to the NI Fund remain sustainable over time 

 Identifying groups at risk of poverty in retirement and ensuring that they are 
protected. 

The table below summarises best practice in relation to each of these objectives and 
according to circumstances: 

 
Key objective: have a clear rationale for abolishing or retaining Pension 
Supplement 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

The introduction of the 
Single Tier Pension in 
the UK creates the need 
to review the purpose 
and the need for the 
IOM Pension 
Supplement. 

Identify arguments for and 
against retention of the 
Supplement.  
Provide clear policy aims for 
each option. 

The introduction of the Single Tier 
Pension is an opportunity to review 
provision which is unwieldy. 
However, it also creates unhelpful 
pressure on timing. 

Key objective: ensure that costs to the NI Fund remain sustainable over time 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

Costs need to be 
contained, including 
costs of assessing and 
administering benefits. 

Identify and model options 
which reduce costs but do 
not increase pensioner 
poverty. 

Means-testing is the most accurate 
way of targeting but it is by far the 
most expensive. Identifying proxy 
groups which are at risk of poverty 
may have some advantages over 
means-testing. 
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Key objective: identify / protect groups at risk of poverty in retirement 

Circumstance / Policy 
Aim Best Practice Advantages & Disadvantages 

Provision needs to be 
targeted more 
effectively in the 
context of cost 
reductions. 

Identify distributional 
impacts and mitigate as 
necessary. 

Targeting inevitably increases 
complexity and reduces social 
commitment to benefits 
expenditure.  
Not all losers can be compensated if 
cost reductions are to be achieved. 
It will be important to maintain a 
focus on those who would be 
severely affected by changes. 
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1.2. Appendix 1 – B – Stakeholder Feedback  

As part of the Review process, we have engaged with key stakeholders to hear their 
concerns about reforming the state pension offer. The consultation meetings have 
allowed us to hear challenges and recommended improvements to the options 
developed for reform. Throughout the course of these meetings, particular feedback 
emerged relating to options to reduce the impact of cliff edge retirement ages. This 
section presents the feedback received.  

Feedback on certain options covered by this workstream was provided by: 

 Representatives of the IOM’s business community 

 Representatives of the IOM’s older population. 

When discussing the options with stakeholders, the options were presented according 
to four key areas of reform which align with the IOM’s priorities: 

 Pay pensions later – this means that people would be encouraged to work for 
longer and would be able to contribute more to the economy. This area, 
therefore, aligns with the IOM’s priority of growing the economy. 

 Reduce the burden – to relieve pressure on the National Insurance (NI) Fund, the 
generosity of state pensions needs to be decreased, or a higher Fund income 
should be generated. This area of focus, therefore, aligns with the priority to 
balance Government expenditure. 

 Fill the gap before retirement – a less generous state pension system and longer 
working lives mean that provision would need to be made to support people to 
save for retirement (to fill the gap left by lower state pension payment rates). 
Arrangements will also be needed to support those unable to continue working 
into old age. This area, therefore, aligns with the priority to protect the 
vulnerable. 

 Fill the gap after retirement – as mentioned above, reduced state pension 
payments rates will leave an income gap for pensioners. Measures therefore need 
to be taken to ensure retirement incomes are maintained by increasing the levels 
of savings pensioners have and by supporting them to continue generating 
income, such as through employment, into old age. This area, therefore, also 
aligns with the priority to protect the vulnerable (this area was merged with the 
former to aid discussion). 

With regards to reforming the state pension offer, it is the feedback on options for 
reducing the burden on the NI Fund which is relevant and presented below.  
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Table 1.6 - Stakeholder feedback on options for reducing the burden on the NI Fund  

Options For Future 
Direction Stakeholder Views 

Increase NICs required 
for a full pension 

 All stakeholders were in favour of this option. The view was 
voiced that a previous change to reduce the amount of 
NICs needed to qualify for a state pension was a bad 
decision.   

 A different option suggested was to increase the amount of 
state pension available if NICs are made above and beyond 
the current amount of NICs needed for a full state pension. 

 The current system also provides too many credits to 
women who do not work. 

 People should also pay NICs if they continue to work after 
SPA, as this would give them the chance to increase their 
entitlement.  

 The State Second Pension is an incentive for people to pay 
NICs beyond the current maximum requirement.  

 Class 2 NIC rates should increase and be aligned to Class 3. 
Currently many people pay the maximum amount of NICs 
needed to qualify for a full pension and then become self-
employed to reduce their NIC bill. 

Reduce value of 
replacement rate 

 This would be difficult to explain to the public as there is a 
widely held opinion on the Island that workers have ‘paid 
their dues’ and that those who have paid NICs are being let 
down. 

 This would increase people’s reliance on private savings but 
there is currently a lack of incentives to save and many 
people can’t afford to save. In the last few years, many 
people in the private sector have seen a fall in their 
earnings which means it is very difficult to save. Service 
users of the Age Isle of Man hamper service have also 
increase significantly. 

Restrict eligibility for IOM 
Pension Supplement to 
those unable to save for 
retirement 

 Changes to the Supplement need to be made but it is hard 
to define who is ‘unable to save for retirement’, as the 
current option specifies. Entitlement to the Supplement is 
already seen as unfair. Anyone with slightly under 10 years 
of NICs in the IOM does not qualify, creating a cliff edge. 

 Other changes to eligibility could be made, e.g. the 
payment rate could change, or eligibility could be based on 
paying the maximum amount of NICs needed to qualify for 
a full state pension. Proportionality could also be introduced 
to avoid cliff edges. 
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Summary 

All stakeholders were in favour of increasing the number of NICs needed to qualify for 
a full state pension and ideas to increase the fairness of the system were mooted, e.g. 
increasing state pension payment rates for those who have paid more than the current 
required maximum of NICs. Although all stakeholders recognised that there was a 
need to save for retirement, they all voiced concern that it is currently difficult for 
much of the population to actually make savings due to low earnings. Approval for 
changing entitlement to the IOM Pension Supplement was also given by the 
stakeholders with several solutions for improving the current regulations being 
suggested. 
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1.3. Appendix 1 – C – Phase out of the Pension Supplement 

The series of tables below show the impact of phasing the Pension Supplement out 
over a period of 10 years, starting in 2026, for an individual with 20, 30 and 35 
qualifying years. If an individual had 45 qualifying years then they would simply 
receive the flat-rate of £180 per week from 2016 onwards, compared to a weekly 
income of £167 per week under the current pension system. 

Table 1.7 shows projected state pension income for an individual with an NIC history 
of 20 years if the Supplement is phased out over the course of 10 years from 2026. 
Under this arrangement, the individual would be better off under the new system until 
after the phasing out of the supplement has begun. 

Table 1.7 - Projected state pension income for an individual with NIC history of 20 years 
Pension Supplement phased out over 10 years from 2026 

 

 

 

 

 

 

BSP PS Total BSP PS Total

2015 £75 £54 £129 £75 £54 £129

2016 £75 £54 £129 £80 £54 £134

2017 £75 £54 £129 £80 £54 £134

2018 £75 £54 £129 £80 £54 £134

2019 £75 £54 £129 £80 £54 £134

2020 £75 £54 £129 £80 £54 £134

2021 £75 £54 £129 £80 £54 £134

2022 £75 £54 £129 £80 £54 £134

2023 £75 £54 £129 £80 £54 £134

2024 £75 £54 £129 £80 £54 £134

2025 £75 £54 £129 £80 £54 £134

2026 £75 £54 £129 £80 £50 £130

2027 £75 £54 £129 £80 £44 £124

2028 £75 £54 £129 £80 £39 £119

2029 £75 £54 £129 £80 £33 £113

2030 £75 £54 £129 £80 £28 £108

2031 £75 £54 £129 £80 £22 £102

2032 £75 £54 £129 £80 £17 £97

2033 £75 £54 £129 £80 £11 £91

2034 £75 £54 £129 £80 £6 £86

2035 £75 £54 £129 £80 £0 £80

Year

20 qualifying years

Current Single‐tier
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Table 1.8 shows projected state pension income for an individual with an NIC history 
of 30 years if the Supplement is phased out over the course of 10 years from 2026. 
Under this arrangement, the individual would be better off under the new system until 
after the phasing out of the Supplement has begun. 

Table 1.8 - Projected state pension income for an individual with NIC history of 30 years 
Pension Supplement phased out over 10 years from 2026 

 

 

 

  

BSP PS Total BSP PS Total

2015 £113 £54 £167 £107 £54 £161

2016 £113 £54 £167 120 £54 £174

2017 £113 £54 £167 120 £54 £174

2018 £113 £54 £167 120 £54 £174

2019 £113 £54 £167 120 £54 £174

2020 £113 £54 £167 120 £54 £174

2021 £113 £54 £167 120 £54 £174

2022 £113 £54 £167 120 £54 £174

2023 £113 £54 £167 120 £54 £174

2024 £113 £54 £167 120 £54 £174

2025 £113 £54 £167 120 £54 £174

2026 £113 £54 £167 120 £50 £170

2027 £113 £54 £167 120 £44 £164

2028 £113 £54 £167 120 £39 £159

2029 £113 £54 £167 120 £33 £153

2030 £113 £54 £167 120 £28 £148

2031 £113 £54 £167 120 £22 £142

2032 £113 £54 £167 120 £17 £137

2033 £113 £54 £167 120 £11 £131

2034 £113 £54 £167 120 £6 £126

2035 £113 £54 £167 120 £0 £120

Year

30 qualifying years

Current Single‐tier
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Table 1.9 shows projected state pension income for an individual with an NIC history 
of 35 years if the Supplement is phased out over the course of 10 years from 2026. 
Under this arrangement, the individual would be better off under the new system until 
after the phasing out of the Supplement has begun. With 35 contribution years an 
individual is entitled to a BSP of £140. With a maximum PS of £54, this means that an 
individual with 35 qualifying years can be topped up to receive the full flat-rate 
pension, earning £40 in PS under the new system. They can receive the full amount 
until the total PS entitlement falls below £40 per week. 

Table 1.9 - Projected state pension income for an individual with NIC history of 35 years 
Pension Supplement phased out over 10 years from 2026 

 

 

 

 

 

 

 

 

BSP PS Total BSP PS Total

2015 £113 £54 £167 £107 £54 £161

2016 £113 £54 £167 £140 £40 £180

2017 £113 £54 £167 £140 £40 £180

2018 £113 £54 £167 £140 £40 £180

2019 £113 £54 £167 £140 £40 £180

2020 £113 £54 £167 £140 £40 £180

2021 £113 £54 £167 £140 £40 £180

2022 £113 £54 £167 £140 £40 £180

2023 £113 £54 £167 £140 £40 £180

2024 £113 £54 £167 £140 £40 £180

2025 £113 £54 £167 £140 £40 £180

2026 £113 £54 £167 £140 £40 £180

2027 £113 £54 £167 £140 £40 £180

2028 £113 £54 £167 £140 £39 £179

2029 £113 £54 £167 £140 £33 £173

2030 £113 £54 £167 £140 £28 £168

2031 £113 £54 £167 £140 £22 £162

2032 £113 £54 £167 £140 £17 £157

2033 £113 £54 £167 £140 £11 £151

2034 £113 £54 £167 £140 £6 £146

2035 £113 £54 £167 £140 £0 £140

Year

35 qualifying years

Current Single‐tier
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Figure 1.1 below shows how much an individual with 35 qualifying years can expect to 
receive in total state pension income over the transitional period, based on the 
different phase out periods specified in the report. The purple line clearly shows how 
pensioner incomes are protected for a 10 year period through to 2026 when the 
Supplement is gradually phased out. 

Figure 1.1 - Projected state pension income for an individual with NIC history of 35 years 
Scenario Comparison 
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1.4. Appendix 1 – D – Income Based on Contribution History  

Table 1.10 - Expected retirement income based on NIC history under the current and proposed 
systems 

Qualifying 
Years BSP p.a. PS p.a. Total p.a. Single-Tier 

p.a. 

1 £196 £0 £196 £0 

2 £392 £0 £392 £0 

3 £588 £0 £588 £0 

4 £784 £0 £784 £0 

5 £980 £0 £980 £0 

6 £1,176 £0 £1,176 £0 

7 £1,372 £0 £1,372 £0 

8 £1,568 £0 £1,568 £0 

9 £1,764 £0 £1,764 £0 

10 £1,961 £2,726 £4,756 £2,080 

11 £2,157 £2,726 £4,952 £2,288 

12 £2,353 £2,726 £5,148 £2,496 

13 £2,549 £2,726 £5,344 £2,704 

14 £2,745 £2,726 £5,540 £2,912 

15 £2,941 £2,726 £5,736 £3,120 

16 £3,137 £2,726 £5,932 £3,328 

17 £3,333 £2,726 £6,128 £3,536 

18 £3,529 £2,726 £6,324 £3,744 

19 £3,725 £2,726 £6,520 £3,952 

20 £3,921 £2,726 £6,716 £4,160 

21 £4,117 £2,726 £6,912 £4,368 

22 £4,313 £2,726 £7,108 £4,576 

23 £4,509 £2,726 £7,304 £4,784 

24 £4,705 £2,726 £7,500 £4,992 

25 £4,901 £2,726 £7,696 £5,200 

26 £5,097 £2,726 £7,892 £5,408 

27 £5,293 £2,726 £8,088 £5,616 

28 £5,489 £2,726 £8,284 £5,824 

29 £5,685 £2,726 £8,480 £6,032 

30 £5,882 £2,726 £8,677 £6,240 
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Qualifying 
Years BSP p.a. PS p.a. Total p.a. Single-Tier 

p.a. 

31 £5,882 £2,726 £8,677 £6,448 

32 £5,882 £2,726 £8,677 £6,656 

33 £5,882 £2,726 £8,677 £6,864 

34 £5,882 £2,726 £8,677 £7,072 

35 £5,882 £2,726 £8,677 £7,280 

36 £5,882 £2,726 £8,677 £7,488 

37 £5,882 £2,726 £8,677 £7,696 

38 £5,882 £2,726 £8,677 £7,904 

39 £5,882 £2,726 £8,677 £8,112 

40 £5,882 £2,726 £8,677 £8,320 

41 £5,882 £2,726 £8,677 £8,528 

42 £5,882 £2,726 £8,677 £8,736 

43 £5,882 £2,726 £8,677 £8,944 

44 £5,882 £2,726 £8,677 £9,152 

45 £5,882 £2,726 £8,677 £9,360 
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2. Reduce Cliff Edge Retirement Ages by Allowing Individuals 
to Choose How and When They Move into Retirement 
 

Appendix 2 – A – Measures to Reduce Cliff Edges 

Appendix 2 – B – Stakeholder Feedback 

Appendix 2 – C – SPA under Different Scenarios 
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2.1. Appendix 2 – A – Measures to Reduce Cliff Edges 

Many jurisdictions are facing the same challenges as the IOM with regards to cliff edge 
retirement ages and the effect these have on rising state pension costs.  

International examples 

The following section describes the measures countries have taken to encourage older 
workers to remain in the workforce and reduce the impact of cliff edge retirement 
ages. The example countries highlighted have been chosen because they represent 
different areas of policy focus in addressing cliff edges, from holistic approaches with a 
focal point on improving workplace health, to more particular schemes concentrating 
on harnessing the skills and expertise of older workers. Highlighting countries which 
have used a variety of policy measures provides a wider evidence base and breadth of 
inspiration for determining options which the IOM could use.  

A summary of the policies used in the example countries is provided in Table 2.1. 

Table 2.1 Summary of example countries and measures used to reduce cliff edges 

Country Policy Policy Focus 

Finland National Programme 
on Ageing Workers 

Improving workplace health for older 
workers, although effort was also made 
to increase awareness about the issues 
faced by older workers more generally. 

Denmark, Estonia, 
Germany, UK, Latvia, 
Lithuania, Poland, and 
Sweden 

Best Agers Harnessing the skills and expertise of 
older workers through mentoring 
programmes. 

Norway Flexible Retirement 
Act 

Increasing financial incentives to work 
through options for deferring the state 
pension. 

EU wide Increase in SPA Increasing the age at which people are 
eligible for a State Pension so that there 
is a negative incentive to work for longer. 

 

Finland - National Programme on Ageing Workers 

The Finnish Government funded this four year programme which aimed to address 
older workers’ declining capacity to carry out their work. 134 Key features of the 
programme included: 

                                            
134 Arnkil, R. et al. Report to the Ministry of Social Affairs and Health. The National Programme on Ageing Workers: 

Evaluation. Available at: http://pre20031103.stm.fi/english/tao/publicat/age_evaluation/age_evaluation.pdf 
[accessed 20th March 2014] & AEGON Global Pensions, Stringer, I. & Robinson T. Phased Retirement & Ageing 
Workforces – Following the Nordics. Available at: http://www.aegonglobalpensions.com/Documents/aegon-
global-pensions-com/Publications/Newsletter-archive/2013-
Q2/Phased%20retirement%20and%20ageing%20workforces%20%E2%80%93%20following%20the%20Nordi
cs.pdf [accessed 20th March 2014] 
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 Multi-faceted approach; although there was a particular focus on improving 
workplace health (different actions including preventative action) 

 Efforts made to increase awareness across a wide front 

 Co-operation between different authorities 

 Significant proportion of funding spent on information and communications. 

The programme focused on encouraging workplace health promotion to maintain the 
workplace capacity of ageing workers and increase awareness about issues related to 
ageing. The programme also included research on issues related to ageing workers, 
studies on certain legislative topics and support for the public employment service to 
become more effective in serving older jobseekers. The primary target group was 
workers aged 45 to 64. Information and training programmes were also targeted at 
occupational health workers, HR staff, employers and the general public (in terms of 
information campaigns on ageing). Three ministries had responsibility for implementing 
the programme.  

Half the programme budget was spent on information and communications. 
Subsequent research showed that around half of city-dwellers and most of the senior 
age group (individuals aged above 50) had heard of the programme. Information was 
especially directed at employers. 59% of respondents to a survey, carried out as part 
of an evaluation of FINPAW, said that they felt the general attitude to ageing workers 
had changed for the better. In the same survey, 46% of respondents said that they 
felt that the circumstances for ageing workers staying on at work for longer had 
improved, whereas 26% of respondents felt they had deteriorated. Furthermore, 
monitoring information collected within the programme indicated that the employment 
rate for older workers (i.e. the 55-59 and the 60-64 age group) increased at a faster 
than average rate compared to the employment rate for other age groups.  

Despite the focus on improving workplace health, the multi-faceted approach meant 
that recognition was also given to other factors required to encourage workers to 
extend their working life, such as employer attitudes. This was complimented by the 
introduction of legislative changes. Research has shown that concrete incentives, such 
as the need to comply with regulation, play an important part in accompanying 
awareness campaigns.135 

Baltic Sea Region - Best Agers 

Best Agers was implemented across eight EU Member States and aimed to bring 
different age groups together to improve knowledge transfer. Key features of the 
programme included: 

 Implementation of pilot programmes rather than nationwide schemes. 

 Focus on skills and business development through mentoring activities. 

                                            
135 European Foundation for the Improvement of Living and Working Conditions: A guide to good practice in age 

management, 2006. Available at: http://www.eurofound.europa.eu/pubdocs/2005/137/en/1/ef05137en.pdf 
[accessed 20th March 2014]. 
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The programme ran for two years from January 2010 to December 2012. The 
countries involved were Denmark, Estonia, Germany, UK, Latvia, Lithuania, Poland, 
and Sweden. The project aimed to develop activities in which older professionals work 
together with different age groups in the fields of business and skills development. It 
did so by trying to show that an increased inclusion of older people in the area of 
business and skills development can increase region competitiveness. The project 
involved analysing good practice examples, testing their efficiency and transferability to 
other regions, developing new co-operative transnational solutions, and recommending 
a course of action for the improvement of economic and social regulatory 
frameworks.136 

Several pilots were carried out to research the role that older workers could have in 
mentoring young people starting a career, mentoring family businesses (particularly in 
succession planning and growth), developing age management strategies for SMEs, 
involvement in the innovation related activities of the younger generation, and setting 
up senior expert networks. Challenges associated with the provision of mentoring from 
older employees have included achieving a suitable balance in terms of providing 
enough mentoring time without taking up too much time for the employee and 
affecting their regular work. Another pilot found that older individuals appreciated 
sharing experiences and being part of business life, not as an employee but as a 
mentor, meaning that mentoring schemes could perhaps have success if set up outside 
of a company. Another interesting finding, that is particularly relevant to the IOM given 
the significant number of smaller businesses on the Island, is that age management 
appears to still be a domain for larger companies. 

The small scale of each pilot means that data associated with the project evaluation is 
not expected to be available, particularly as each pilot was assessed based on the 
‘lessons learned’. However, these lessons provide an indication of the factors required 
for schemes to successfully encourage the transfer of older workers’ knowledge and 
experience to younger workers. In particular, the project found that the assistance and 
support of job centres is important in developing and recruiting for mentoring 
programmes. The project also concluded that a special focus on SMEs should be given 
in national and regional action programmes on workforce ageing and related 
adaptation strategies. 

Norway - Flexible Retirement Act 

Norway gradually introduced its Flexible Retirement Act from 2010. Under this system, 
individuals aged between 62 and 75 can choose when to start drawing their retirement 
pension and have a phased retirement (assuming they have built up enough pension 
rights to claim a pension before SPA which is currently 67). Key features of this system 
are: 

 Increase the financial incentives to work 

                                            
136 Best Agers, The Labour Market and Demographic Change in the Baltic Sea Region: study results and 

recommendations of the Best Agers project 2012. Available at: http://www.best-agers-
project.eu/Portals/18/General_Best%20Agers_Final_121008.pdf [accessed 20th March 2014] 
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 Allow choice in terms of when to claim a State Pension, the level of pension 
claimed and the individual’s employment situation. 

The earlier a person starts claiming their pension, the less they are paid each year. 
However, each person can choose to claim their pension whilst also being in work as 
well as the amount of pension they claim. Part or the entire pension can be claimed. 
Individuals can choose to claim 20, 40, 60, or 80% of their pension if claiming it in 
part. If a worker chooses to continue working past SPA, even if they have already 
starting claiming their pension, additional pension entitlement is earned up to and 
including the year they turn 75. Currently, an additional year of work increases the 
amount of pension received by 2.5%. The total effect of deferring withdrawal by one 
year and generating new pension rights through work is about 7.5%. Tax credits also 
affect the financial gains associated with deferring pension withdrawals as tax credit is 
reduced for partial pensions and with increasing pension income. Receiving a full 
pension of a lower yearly amount over a longer period can offer greater tax relief than 
other take up patterns.137 

Since the reform, the employment rate of workers aged above 60, and particularly 
those in the 62-66 age group, has improved. It is unclear how much of the 
improvement can be attributed to the reforms, as employment rates for workers aged 
55 and above had been slowly increasing before the reforms were introduced. 
However, the option of combining pension income with work is popular, with 64.3% of 
pensioners in the 62 to 66 age group in 2011 receiving the State Pension whilst also 
working.138 This figure does not include the self-employed and so the actual figure of 
individuals working whilst drawing a pension is likely to be higher.  

This system is particularly successful in addressing cliff edges because the flexibility 
allows individuals to choose when to work until, and to start claiming a pension at a 
time that is right for them, rather than at an age decided by the State. Furthermore, 
the strong financial incentives to remain in work mean that the risks of retirement 
periods continuing to increase as life expectancy increases are mitigated (and 
compliment increases to SPA).  

EU wide - Increasing SPA 

Countries across Europe are increasing SPA as a way of providing a negative incentive 
for people to stop working. This reform addresses cliff edges by: 

 Restricting State Pension eligibility to people older than the current SPA 

 Encouraging longer working lives through restrictions to the State Pension rather 
than positive incentives. 

These reforms need to be implemented gradually. Another way in which the focus can 
be applied is to equalise the retirement age for both sexes (which generally means 
increasing the female retirement age, as this has traditionally been lower than men’s). 

                                            
137 See AEGON Global Pensions, Stringer, I. & Robinson T. Phased Retirement & Ageing Workforces – Following the 

Nordics & European Employment Observatory, Berge, O. et al. Employment Policies to Promote Active Ageing, 
2012: Norway. Available at: http://www.eu-employment-observatory.net/resources/reviews/Norway-EPPAA-
Feb2012-final.pdf [accessed 20th March 2014] 

138 ibid 
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In 1948, when SPA for women was 60 and 65 for men, average life expectancy in the 
UK was 78 for women. In 2010, UK average life expectancy for women was 89. Similar 
increases in life expectancy have been observed across Europe and Governments now 
have to pay pensions for longer, costing Governments and taxpayers considerably 
more. Increasing SPA is seen as a fair way to link retirement ages to life expectancy.  

SPA can be increased in a number of ways. When Norway implemented the Flexible 
Retirement Act, a life expectancy adjustment was introduced. The adjustment will be 
decided for each cohort of workers coming up to pension age, based on remaining life 
expectancy. Factors will be determined when workers in the cohort are aged 61 and 
will not be adjusted later. Each cohort will receive a separate life expectancy factor 
from the age of 62 until the age of 75. At the time an individual retires, the annual 
pension is calculated by dividing the accumulated pension entitlements by a life 
expectancy divisor. In order to receive a pension equivalent to that paid to older 
pensioners, an individual may therefore have to postpone drawing their retirement 
pension. Although this system allows pensions to be consistently revised with changing 
life expectancy, it does not allow workers much notice time to adjust if they want to 
postpone drawing a pension to ensure they receive the level paid to older pensioners. 

Countries with a specific SPA, like the IOM or the UK, can change legislation to 
increase SPAs. Unlike Norway, adjustments are therefore not made automatically. In 
these cases, changes are likely to be larger, and Governments need to allow an 
adequate amount of notice for SPA rises for people to adjust their working and savings 
plans. According to the Pensions Policy Institute, if less than five years’ notice is given 
for changes to male SPA, many men find it difficult to adjust. Women could need more 
than ten years’ notice of any changes to SPA.  

Although increasing SPA with increasing life expectancy is presented as a fair principle 
by politicians, it can cause hardship to those who will need to adjust their savings plans 
as a result. Furthermore, it can lead to perceived unfairness, as some workers aged 
only a few months less than other workers will need to work for longer to claim a 
pension. However, certain factors can ensure that SPA increases are introduced as 
fairly as possible. These include providing an adequate amount of notice, i.e. at least 
five, and ideally ten, years for men. Women may need more than 10 years’ notice.139 
In line with increases to SPA, the proportion of a person’s life spent receiving a state 
pension should be maintained. Distributional impacts should also be considered, such 
as on people with characteristics that mean they have shorter than average life 
expectancies. Finally, reforms to state pensions should also be complemented with 
reforms to the wider Social Security system to ensure other welfare benefits are not 
used as an alternative route into early retirement. 

 

 

                                            
139 Pensions Policy Institute, Silcock, D. November 2011. What are the implications of the Government’s latest 

legislation increasing the State Pension Age? Available at: http://www.pensionspolicyinstitute.org.uk/briefing-
notes/briefing-note-60-what-are-the-implications-of-the-government%C3%A2%E2%82%AC%E2%84%A2s-
latest-legislation-increasing-state-pension-age [accessed 20th March 2014] 
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Best practice 

Best practice in addressing cliff edges varies according to the circumstances and policy 
objectives. In the context of cliff edges, objectives are likely to centre around three key 
themes: 

 Supporting gradual retirement, i.e. evening out the cliff edges 

 Encouraging workforce participation from older individuals, i.e. extending working 
life to balance the figure of those leaving the workforce with those entering the 
workforce 

 Encouraging employers to hire and retain older workers, i.e. targeting policies to 
ensure that workers have supportive working environments and the opportunity 
to work beyond SPA if they wish. 

The table below summarises best practice in relation to each of these three objectives 
and according to circumstances: 

Table 2.2 Best practice options and advantages and disadvantages 

Key objective: support gradual retirement 

Circumstance / 
policy aim Best practice Advantages Disadvantages 

 Encourage 
workers to move 
gradually into 
retirement 

 Encourage 
workers to work 
for longer 

 Increase flexibility so 
workers can choose the 
age at which they start 
claiming their State 
Pension and the 
proportion of pension 
they claim 

 Ensure enough financial 
incentives are in place to 
delay retirement and 
communicate these 
clearly to workers 
 

 Smoothes the 
cliff edge and 
incentivises 
people to work 
for longer 

 Introduces 
complexity to the 
system 

 If not 
communicated 
effectively, take 
up may be low. 
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Key objective: encourage workforce participation from older individuals 

Circumstance / 
policy aim Best practice Advantages Disadvantages 

 Extend working 
lives for all 
workers, not just 
one target group 

 Employ a multi-faceted 
approach 

 Encourage a shared 
consensus across 
stakeholders on the 
importance of extending 
working lives 

 Likely to have 
larger impact 

 Requires strong 
co-ordination and 
appropriate 
division of 
resources 

 Ensure increased 
awareness about 
older workers 
translates into 
desired 
outcomes 

 Compliment 
communication strategies 
with concrete incentives 
(positive or negative) 

 More likely to 
affect workers 
and employers’ 
behaviours 

 Financial 
incentives would 
negatively affect 
the Government 
budget 

 Legislative 
requirements 
may be more 
beneficial in this 
sense 

 Rising life 
expectancy 
forces an 
increase in SPA 

 Automatically adjusting 
pensions to life 
expectancy ensures 
pensions are reviewed as 
needed and the 
proportion of a person’s 
life spent receiving the 
State Pension can be 
kept constant, promoting 
fairness 

 To avoid undue hardship 
adequate notice time 
should be given and 
distributional impacts 
assessed 

 Other Social Security 
benefits need to be 
reviewed to ensure they 
are not used as an 
alternative route into 
retirement 

 Automatic 
adjustments 
are more 
efficient than 
legislative 
changes 

 Automatic 
adjustments can 
disadvantage 
those 
approaching 
retirement. 
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Key objective: encourage employers to hire and retain older workers 

Circumstance / 
policy aim Best practice Advantages Disadvantages 

 Ensure all 
businesses carry 
out appropriate 
age management 

 Introduce a special focus 
on SMEs in national and 
regional action 
programmes 

 SMEs are more 
likely to 
struggle with 
skill gaps and 
succession 
planning  

 Without hard 
(e.g. legislative) 
incentives impact 
may be limited 

 Address potential 
skill gaps caused 
by experienced 
workers entering 
retirement 

 Promote mentoring 
programmes and mentor 
networks by highlighting 
to employers the value of 
knowledge transfer from 
older workers 

 Addresses skill 
gaps 

 Keeps older 
workers 
involved in the 
community 

 Uptake in 
mentoring 
unlikely to have 
significant effect 
on overall impact 
of cliff edges. 
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2.2. Appendix 2 – B – Stakeholder Feedback  

As part of the Review process, we have engaged with key stakeholders to hear their 
concerns about reforming the state pension offer. The consultation meetings have 
allowed us to hear challenges and recommended improvements to the options 
developed for reform. Throughout the course of these meetings, particular feedback 
emerged relating to options to reduce the impact of cliff edge retirement ages. This 
section presents the feedback received.  

Feedback on certain options covered by this workstream was provided by: 

 Representatives of the IOM’s business community 

 Representatives of the IOM’s older population. 

When discussing the options with stakeholders, the options were presented according to 
four key areas of reform which align with the IOM’s priorities: 

 Pay pensions later – this means that people would be encouraged to work for 
longer and would be able to contribute more to the economy. This area, therefore, 
aligns with the IOM’s priority of growing the economy. 

 Reduce the burden – to relieve pressure on the National Insurance (NI) Fund, the 
generosity of state pensions needs to be decreased, or a higher Fund income 
should be generated. This area of focus therefore aligns with the priority to balance 
Government expenditure. 

 Fill the gap before retirement – a less generous state pension system and longer 
working lives mean that provision would need to be made to support people to 
save for retirement (to fill the gap left by lower state pension payment rates). 
Arrangements will also be needed to support those unable to continue working into 
old age. This area, therefore, aligns with the priority to protect the vulnerable. 

 Fill the gap after retirement – as mentioned above, reduced state pension 
payments rates will leave an income gap for pensioners. Measures therefore need 
to be taken to ensure retirement incomes are maintained by increasing the levels 
of savings pensioners have and by supporting them to continue generating income, 
such as through employment, into old age. This area, therefore, also aligns with 
the priority to protect the vulnerable (this area was merged with the former to aid 
discussion). 

With regards to reducing the impact of cliff edge retirement ages, it is the feedback on 
options for paying pensions later which is relevant and presented below.  

Feedback on paying pensions later 

All the stakeholders spoken to were in favour of increasing the level of flexibility 
available for claiming a state pension, in terms of the ages at which a person can claim 
their state pension, or the amount of state pension that is claimed. The risk that a 
person who retires early may then run out of savings was raised, however. Stakeholders 
were also in favour of supporting older workers to remain in work for longer. They all 
reported that more people are already choosing to work for longer but that in many 
cases people must retire due to the default retirement age.    
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Table 2.3 - Stakeholder feedback on options for paying pensions later  

Options for future 
direction Stakeholder views 

Legislation to protect 
older workers 

 Workers nowadays do want to work for longer but support is 
necessary for them to do so and the Government should 
introduce legislation for this.  

 The IOM is currently behind other jurisdictions in terms of 
providing legislation for employment and to prevent disability 
and age discrimination. 

 The continuation of the default retirement age is an issue 
that needs to be addressed to enable people to work for 
longer. There have been cases of large insurance companies, 
local authorities and the civil service using the default 
retirement age to avoid making redundancies. 

Promote the benefits of 
working longer to 
employers and 
employees 

 Workers already want to work for longer so it may not be 
necessary to promote the benefits of working longer to 
employees. However, the health benefits of longer working 
lives could be better promoted. 

 Consideration needs to be given to the types of workers that 
would want to continue working beyond SPA. 

 There may also be a risk that longer working lives would 
increase the number of people claiming unemployment 
benefits. 

 The third sector would have difficulties in recruiting 
volunteers (as pensioners make up a high proportion of 
current volunteers), although volunteering could be better 
promoted as an opportunity to people approaching 
retirement.  

 Employers could be encouraged to hire older workers if they 
were given an NI holiday, similar to the scheme used to 
encourage employment of younger workers. 

Allow a phased 
retirement with 
financial incentives to 
defer pension claims 

 If people want to retire early, they should be allowed to claim 
their pension, but only at a reduced rate. 

 However, there is a risk that people who draw on their 
pension early would then run out of savings. 

 More people are choosing to defer their pension claim which 
indicates that increased flexibility would be an attractive 
option. Does the SPA currently have a real purpose? 
Flexibility should also include more choice about how much 
pension to claim. 
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2.3. Appendix 2 –  C – SPA Under Different Scenarios 

Birth year Males Females Males Females Males Females

1947 65 60 65 60 65 60

1948 65 60 65 60 65 60

1949 65 60 65 60 65 60

1950 65 61 65 61 65 61

1951 65 62 65 62 65 62

1952 65 63 65 63 65 63

1953 65 64 65 64 65 64

1954 66 65 66 65 66 65

1955 66 66 66 66 66 66

1956 66 66 66 66 66 66

1957 66 66 66 66 66 66

1958 66 66 66 66 66 66

1959 66 66 66 66 66 66

1960 66 66 66 66 66 66

1961 67 67 67 67 67 67

1962 67 67 67 67 68 68

1963 67 67 67 67 69 69

1964 67 67 67 67 69 69

1965 67 67 67 67 69 69

1966 67 67 67 67 69 69

1967 67 67 67 67 69 69

1968 67 67 67 67 69 69

1969 67 67 67 67 69 69

1970 67 67 67 67 70 70

1971 67 67 67 67 70 70

1972 67 67 67 67 70 70

1973 67 67 67 67 70 70

1974 67 67 67 67 70 70

1975 67 67 67 67 70 70

1976 67 67 67 67 70 70

1977 68 68 68 68 70 70

1978 68 68 68 68 70 70

1979 68 68 68 68 70 70

1980 68 68 68 68 70 70

1981 68 68 68 68 71 71

1982 68 68 68 68 71 71

1983 68 68 68 68 71 71

1984 68 68 68 68 71 71

1985 68 68 68 68 71 71

1986 68 68 68 68 71 71

1987 68 68 68 68 71 71

1988 68 68 69 69 71 71

1989 68 68 69 69 71 71

1990 68 68 69 69 71 71

1991 68 68 69 69 72 72

1992 68 68 69 69 72 72

1993 68 68 69 69 72 72

1994 68 68 69 69 72 72

1995 68 68 69 69 72 72

1996 68 68 69 69 72 72

1997 68 68 69 69 72 72

1998 68 68 69 69 72 72

1999 68 68 70 70 72 72

2000 68 68 70 70 72 72

2001 68 68 70 70 73 73

2002 68 68 70 70 73 73

2003 68 68 70 70 73 73

2004 68 68 70 70 73 73

2005 68 68 70 70 73 73

2006 68 68 70 70 73 73

2007 68 68 70 70 73 73

2008 68 68 70 70 73 73

2009 68 68 71 71 73 73

2010 68 68 71 71 73 73

2011 68 68 71 71 74 74

2012 68 68 71 71 74 74

2013 68 68 71 71 74 74

2014 68 68 71 71 74 74

2015 68 68 71 71 74 74

30% of working life in 

retirement based on 

life expectancy from 

SPA 

Third of working life in 

retirement based on 

life expectancy from 

SPA

In line with legislation
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3. Transfer Responsibility and Provide Support to Individuals to 
Save for Their Retirement 
 

Appendix 3 – A – Measures to Encourage Saving 

Appendix 3 – B – Stakeholder Feedback 
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3.1. Appendix 3 – A – Measures to Encourage Saving 

International examples 

Many countries have reformed their state pension offer due to demographic changes 
and have introduced measures to encourage saving into private pension schemes to 
mitigate the effects of constrained state resources. Methods to encourage saving vary 
according to how prescriptive a Government wishes to be, the funding available, and the 
groups targeted for increased coverage or replacement rates. Table 3.1 summarises the 
measures other countries have taken to encourage saving into private pension schemes. 

Table 3.1 - Key measures used internationally for promoting private pensions 

Circumstance Method Example Country 

Aim: increase coverage rates across all income groups 

High level of prescription Compulsion Australia 

Medium level of prescription  Voluntary auto enrolment UK, New Zealand  

Government spending to encourage 
uptake 

Subsidies and / or tax relief Germany, New Zealand 

Government involvement in scheme 
provision 

Provision of affordable 
pension plan 

UK 

Government involvement in scheme 
provision 

Easy enrolment USA 

Aim: increase coverage rates across certain income groups 

Increase coverage rates among low-
income workers 

Targeted subsidies  Germany  

Aim: increase replacement rates across the general population rather than a specific 
group 

Government spending available Non-targeted contribution 
matching 

New Zealand 

Prescriptive measures to increase 
saving 

Default contribution rates New Zealand 

Prescriptive measures to ensure 
sustainable retirement income 

Set minimum level of 
annuitisation 

Germany 

Aim: increase replacement rates in a targeted section of the population 

Government spending available Contribution matching Australia 

  



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

491 
   

United Kingdom 

In the UK, the Government has introduced measures to introduce more flexibility for 
savers.140 

 Automatic enrolment of workers into occupational pension schemes (with the 
choice of opting out). 

 Government loan extended to set up National Employment Savings Trust (NEST) as 
an affordable pension scheme for employers. 

 Free access to independent financial advice for anyone with a defined contribution 
(DC) pension scheme. 

 Removal of requirement for DC pension scheme members to purchase an annuity.  

 Extension of flexible drawdown to those with a minimum £12,000 per year in 
guaranteed income (instead of £20,000 as was the situation until March 2014). 

Australia 

Australia achieved its high coverage rate (one of the highest in the world at 85.7%) by 
introducing compulsory measures rather than increasing flexibility.141 

 Employers must pay the equivalent of 9.25% of an employee’s salary into a super 
fund account (rising to 12.5% by 2019). This is known as Superannuation 
Guarantee. 

 Employees can also make contributions but face no compulsion to. 

 Despite high levels of enrolment, only a quarter of the labour force was making 
personal voluntary contributions in 2006. 

 Higher contributions from low-income workers encouraged through contribution 
matching. 

 Early withdrawals are allowed in cases of hardship or serious illness. 

New Zealand 

New Zealand has seen its private pension coverage increased from less than 10% of the 
working age population to 63.7% after KiwiSaver was introduced.142 

 New employees must be automatically enrolled into a pension scheme by their 
employer, although workers can choose to opt out within two months. 

 Existing employees can choose to opt in. 

 Contributions are made from employers, employees and the Government. 

                                            
140 HM Treasury, Budget 2014: greater choice in pensions explained. Available at: 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/301563/Pensions_fact_sheet_v8.
pdf [accessed 2nd June 2014]. 

141 OECD Pensions Outlook 2012 - Centre for Retirement Research at Boston College, Agnew, J. April 2013. 
Australia’s Retirement System: strengths, weaknesses and reforms. Available at: http://crr.bc.edu/wp-
content/uploads/2013/04/IB_13-5-508.pdf [accessed 20th March 2014]. 

142 Pensions Policy Institute, Dr. Carrera, L. What are the lessons from KiwiSaver for automatic enrolment in the UK? 
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 Savers can pause contributions for a certain period and withdrawals are allowed in 
case of hardship, serious illness, or to buy a first home. 

Germany 

Germany introduced new pension products to encourage higher savings rates, using 
different incentives to target different sections of the population: 

 Voluntary and heavily subsidised private pension schemes, ‘Riester pensions’, 
introduced in 2001. 

 Different financial incentives available so that both high and low-income earners 
can be targeted. 

 Riester pensions have little flexibility compared to other pension products (70% of 
capital must be annuitised). 

 Higher incentives to enrol than to increase contribution rates. 

 Large costs imposed by providers can offset the financial incentives provided by 
Government. 

USA 

The USA has little prescription concerning pension schemes but, like Germany, products 
like the 401(k) saving scheme encourage saving: 

 Employer sponsored retirement savings plan. 

 Employees can save part of their salary before tax and can, within limits, choose 
how to invest their contributions. 

 An employee can usually only withdraw savings before the age of 59.5 in the case 
of a death or disability. Otherwise, the employee must pay a 10% penalty as well 
as income taxes. 

Best practice 

Best practice in promoting the use of private pension supplements centres on two key 
objectives: 

 Increasing coverage rates 

 Increasing replacement rates 

Several options are available to policy makers to achieve these outcomes, but best 
practice options vary according to the policy makers’ aims and the politically acceptable 
tools. For example, best practice will differ according to whether policy makers wish to 
increase coverage across all income groups or to particularly target low-income workers. 
Similarly, methods will differ according to the level of prescription deemed politically 
acceptable. Table 3.2 summarises best practice in relation to possible policy maker aims 
and a country’s circumstances. 
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Table 3.2 - Best practice options’ advantages and disadvantages 

Circumstance Best practice Advantages Disadvantages 

 Aim:  increase coverage rates across all income and population groups 

 Low level of 
prescription 

Minimum 
Government 
involvement 

 Saving can be encouraged 
through financial 
education. The most 
effective education 
explains why workers 
should save for retirement 
simply and use techniques 
used in marketing and 
advertising. 143 

 No costs 
imposed on 
employers or 
budgeting 
constraints 
imposed on 
workers. 

 Minimal cost 
of education 
programmes. 

 Not 
considered to 
be as 
effective in 
increasing 
coverage as 
schemes with 
a degree of 
compulsion. 

 Low level of 
prescription 

Government 
involvement 
in scheme 
provision 

 Affordable pension plans 
encourage small 
employers to offer plans to 
workers.  Government can 
ensure the availability of 
affordable plans by setting 
up a low cost pensions 
provider.  

 Facilitating and simplifying 
access to plans also 
encourages saving.   

 Pre-set 
parameters, 
e.g. default 
contribution 
rates can be 
set at most 
appropriate 
levels to 
ensure strong 
replacement 
rates. 

 Cost of 
setting up a 
low cost 
pensions 
provider could 
be substantial 
for 
Government 

 Low level of 
prescription 

Government 
spending to 
encourage 
uptake 

 Combination of financial 
incentives is needed to 
benefit all income groups. 
Tax relief benefits high 
income earners and flat 
subsidies benefit low-
income earners.144 

 One-off payments on 
opening retirement savings 
accounts encourage 
individuals to start saving. 

 Allow 
coverage to 
be extended 
across all 
income 
groups. 

 Option for 
targeting in 
the future 
remains as 
incentives can 
be altered. 

 Sustained 
cost to 
Government 
budget. 

 Individuals do 
not 
necessarily 
take full 
advantage of 
incentives 
available. 

 Medium level 
of 
prescription  

Maintain 
choice for 
workers 

 Require employers to auto 
enrol workers into pension 
plans, but allow workers to 
opt out.  

 The degree of prescription 
can be reduced by only 
imposing the requirement 
that certain workers (e.g. 

 Choice to opt 
out reduces 
controversy 
whilst 
coverage is 
still expected 
to increase 
significantly.  

 Substantial 
cost to 
employers. 

                                            
143 OECD Pensions Outlook 2012. 
144 See OECD Pensions Outlook 2012 
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Circumstance Best practice Advantages Disadvantages 

new employees) be auto 
enrolled, and giving 
current employees the 
option of opting in.  

 Flexibility in 
terms of who 
to apply auto 
enrolment to 
so policy 
adapt with 
changing 
priorities. 

 High level of 
prescription 

 Require employers to 
make pension 
contributions for each 
employee. 

 Guarantees 
high coverage 
rates. 

 No costs to 
workers. 

 Substantial 
cost to 
employers.  

 Can be 
viewed as 
overly 
paternalistic. 

Aim: increase coverage rates across certain income or population groups 

 Increase 
coverage 
rates among 
low-income 
workers 

 Provide combination of 
subsidies and contribution 
matching to low-income 
workers saving for 
retirement. 

 

 This 
combination 
achieves the 
highest 
coverage 
rates among 
low-income 
workers 
compared to 
other groups. 

 Sustained 
cost to 
Government 
budget. 

Aim: increase replacement rates across income and population groups 

 Government 
spending 
available 

 Introduce universal 
contribution matching. 

 Caps should be placed on 
the amount of matching 
available to limit and 
control spending. 

 Evidence 
indicates this 
is a successful 
tool in 
increasing 
contributions.  

 Many people 
do not take 
full advantage 
of 
contribution 
matches 
available. 

 Sustained 
cost to 
Government 
budget. 

 Prescriptive 
measures to 
increase 
saving 

 Set default contribution 
rates if using auto 
enrolment at a level high 
enough to ensure 

 Auto enrolled 
workers are 
likely to 
contribute the 

 None 
identified. 
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Circumstance Best practice Advantages Disadvantages 

appropriate levels of 
savings can be built up.145 

default 
contribution 
rate instead 
of selecting a 
different rate.  

 Prescriptive 
measures to 
ensure 
sustainable 
level of 
income 

 Regulate the level of 
retirement savings that 
must be annuitized. 

 Ensures 
pensioners do 
not outlive 
their 
resources. 

 Lack of 
flexibility can 
make pension 
products 
unattractive 
and dissuade 
take up. 

Aim: increase replacement rates in a targeted income or population group 

 Government 
spending 
available 

 Introduce contribution 
matching only for the 
targeted group.  

 Studies in 
Australia 
indicate 
effectiveness 
of policy. 

 Cost to 
Government 
budget. 

 

 

                                            
145 Pensions Policy Institute, Dr. Carrera L., What are the lessons from KiwiSaver for automatic enrolment in the UK? 
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3.2. Appendix 3 – B – Stakeholder Feedback 

As part of the Review process, we have engaged with key stakeholders to hear their 
concerns about reforming the state pension offer. The consultation meetings have 
allowed us to hear challenges and recommended improvements to the options 
developed for reform. With regards to promoting the use of other (private) pension 
supplements, the stakeholders we have engaged with are: 

 Representatives of the IOM pensions industry 

 Representatives of the IOM business community 

 Representatives of the IOM older population. 

In this section we report on the feedback provided by stakeholders with regards to 
possible measures for increasing coverage of private pensions.  

Voluntary enrolment 

All stakeholders from the IOM pensions industry and the IOM business community have 
been in favour of bypassing measures to increase voluntary enrolment and to introduce 
automatic enrolment or compulsion instead.  

Option  Stakeholder views 

Subsidies and tax relief  Subsidies are not likely to be enough to attract mainstream 
providers to the Island due to the small customer volumes in 
the IOM. 

 Providing IOM taxpayers’ money to UK providers would not be 
popular. 

 Tax relief tends to be more of a consideration among the 
highly educated and the high earners. However, tax relief for 
people saving up to £300,000 per year may not really be 
needed.  

 Even with financial incentives, people will need to be 
convinced that their savings won’t be ‘shackled’. 

Financial education  Education is unlikely to change behaviour enough to increase 
the coverage rate.  

 The Government needs to spread the message about the 
importance of saving for retirement.  

 Introducing a service similar to the UK’s Money Advice service 
is not the best way to inform customers, particularly as the 
service provided in the UK is not delivered by qualified 
advisers. Greater cohesion between organisations and 
advisers in the IOM could be beneficial however. 

 Education would not be needed if there was compulsion and if 
low cost products were available in the IOM. The solution to 
this might be a national savings type product.  
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Automatic enrolment 

Stakeholders representing the pensions industry have favoured the option of introducing 
automatic enrolment and uniformly agreed that workers should not be given the choice 
to opt out, although provisions for some ‘contribution holidays’ should be made. 
However, representatives of the IOM business community and of the older population 
have been more cautious, warning of the negative effect this measure could have on 
small employers and on low-income earners who lack the disposable income to save for 
retirement. Most stakeholders have agreed that the Government would have a role to 
play if a version of this measure were to be taken forward.  

Option  Stakeholder views 

Employers automatically 
enrol all employees 

 This option would place too much of a burden on small 
employers and lead to the closure of businesses. 

 Due to the number of small employers on the Island, the 
Government may have a greater role to play in automatically 
enrolling workers. In this case, workers could be given a ‘pot’ 
with contributions similar to National Insurance Contributions 
(NICs) being made to it.  

 It may be simpler to increase tax rates instead. However, 
many Financial Planners’ clients doubt whether they will 
receive a state pension, meaning that it could be difficult for 
the Government to explain a tax increase. 

 Automatic enrolment risks being patchy, particularly for the 
vulnerable. Could workers on ‘zero hour’ contracts be 
included? In these circumstances it may be appropriate for the 
Government to play a greater role in enrolling workers.   

 For this option to work, there also needs to be a wider range 
of savings tools available. At the moment, private pensions 
are expensive and tax relief has been cut, meaning there is 
little incentive to save.  

 Local banks should be encouraged to offer saving solutions 
and equity release could also be introduced. The introduction 
of ISAs, or other tax efficient saving tools, should also be 
considered. 

 This option needs to take into account that people do not 
have enough disposable income to make savings. 
Furthermore, even with a Government run scheme, this option 
would reduce the Island’s competitiveness. 
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Compulsion 

The option to introduce compulsion was the most favoured option among the 
stakeholders representing the pensions industry. Their view contradicts that of the 
business community representatives, who warned that employment rates would suffer if 
additional costs are placed on small employers.  

Option Stakeholder views 

Employers make 
contributions on behalf of 
each employee146 

 Workers should not be given the choice to opt out of making 
retirement savings. However, there could be ‘contribution 
holidays’ so that, under certain circumstances, savers would 
not be obliged to make contributions. 

 There may be a role for Government in collecting retirement 
savings, particular using the existing system for collecting 
NICs. However, it may not be best for the Government to 
have responsibility for investing pension savings, particularly 
as there is already a general perception that the Government 
has too much involvement in certain issues. It, therefore, 
could be better for the Government to oversee a provider’s 
administration of savers’ funds, rather than run the 
administration itself. 

 Savings should also be ring fenced to avoid the Government 
being able to access and use them. Despite ring fencing, there 
is a risk that, if retirement savings are overseen by 
Government, legislation could be introduced to change the 
way pension pots are managed. This risk does not occur if 
pension savings are managed by providers. 

 Savers should receive an annual statement showing their 
growing pension pot. 

Pay element of all benefit 
payments into a pension 
fund 

 This option would create a sense of ownership and embed the 
savings culture, as well as promote transparency. 

 As people get closer to retirement, the amount of benefit 
saved could increase.  

 If only £5 a week is being saved per benefit claimant, 
assuming the benefit is received weekly for 40 years, a 
claimant would only save a pension of £10,000. This measure 
may therefore not be worth it if adequate pension savings are 
not built up. 

 

  

                                            
146 Note: the discussion on this option centred on workers being mandated to make retirement savings as opposed to 

employers. 
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Increasing the savings rate 

Discussions on the options below brought challenges on whether administrative costs 
would outweigh the savings made. Stakeholders also reiterated their views on the 
importance of using mechanisms already in place, such as the tax relief system and the 
NICs collection mechanism, when considering options to increase savings rates. 

Option  Stakeholder views 

Contribution matching  Contribution matching may not be administratively feasible. 
Given that the tax relief mechanism is already in place, this 
might be a better option.  

Supplement current NI 
system with a DC system 

 A DC system would be very complex if linked to the NI 
system.  

 There could be a separate system with contributions collected 
in a similar way to NICs. However, these contributions will be 
viewed as a tax and contribution rates will need to be 
considered to ensure people save an adequate amount. 

 The NI supplement should only be applied to those not 
currently saving for retirement. 

 The administrative costs of small pots could defeat their 
purpose. Better economies of scale could be achieved if a 
Government run scheme was compulsory for all. but this 
raises the question of who interventions are being made on 
behalf of. It would be unfair to target those that are already 
saving. 

Establish a national 
savings vehicle 

 This option could address the problem posed by mainstream 
providers’ reluctance to offer products in the IOM. 

 A challenge is posed around transferability. If Island residents 
move away from the IOM and wish to move their savings, a 
different vehicle abroad would be needed. Transferring to a 
UK vehicle would be very difficult. One solution could be to 
allow savers to cash out their savings, but face a tax penalty 
for doing so. 
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REVENUES 
 

4. Consider Changes to NI Rates and Liability for NI to 
Balance NI Fund Contributions 
 

Appendix 4 – A – Entitlement to Benefits Based on NICs 

Appendix 4 – B – Summary of National Insurance Schemes 

Appendix 4 – C – Summary of Modelling Outturn 
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4.1. Appendix 4 – A – Entitlement to Benefits Based on NICs 

 

Benefit Class 1 Class 2 Class 3 Class 4 

Basic State 
Pension Y Y Y N 

Additional State 
Pension Y N N N 

Pension 
Supplement Y Y Y N 

Contribution-
based 
Jobseeker’s 
Allowance 

Y N N N 

Incapacity 
Benefit Y Y N N 
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4.2. Appendix 4 – B – Summary of National Insurance Schemes 

British Virgin Islands 

Who pays  Employee and Employer. Employees pay a percentage of their 
gross salary. Employers pay a percentage of the employee’s 
gross salary but this is not deducted from their salary. 

Rates - % applied  Private employees – 4% 
 Private employers – 4.5% 
 Civil servant employees – 3.5% 
 Civil servant employers – 4% 
 Self-employed – 8.5% 
 Voluntary – 7% 

Ages subject to NI 15 - 65 

Classes Four classes: 
 Private employee 
 Civil servant 
 Self-employed 
 Voluntary 

Earnings limits  Upper monthly earnings limit - $3,217.50 
 Maximum monthly employee contribution - $128.70 
 Maximum monthly employer contribution - $144.79 

Earnings limits 
Sterling conversion 
£1 = $1.68 

 Upper monthly earnings limit - £1,916.19  
 Maximum monthly employee contribution - £76.65  
 Maximum monthly employer contribution - £86.24  

 

Malta 

Who pays  Employee and Employer. Employees pay a percentage of their 
gross salary. Employers pay a percentage of the employee’s 
gross salary but this is not deducted from their salary. 

Rates - % applied  Employees – 10% for the majority of contributors 
 Employers – 10% for the majority of contributors 
 Self-employed – 15% for the majority of contributors 

Ages subject to NI 16 - 65 

Classes  Class 1 – majority of contributors. Comprises six sub-
categories centred on age and income amount primarily 

 Class 2 – self-employed and self-occupied 

Earnings limits 
 
 

For the majority of contributors: 
 Lower limit - €32.40 
 Upper limit - €403.16 

Earnings limits 
Sterling conversion   £1 
= €1.26 
 

For the majority of contributors: 
 Lower limit - £25.76 
 Upper limit - £320.53 
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Jersey 

Who pays  Employees and Employers.  

Rates - % applied  Employees - 6%  
 Employers - 6.5% 

Ages subject to NI 16 - 65 

Classes  Class 1 – employed people 
 Class 2 – self-employed people 

Earnings limits  Lower monthly earnings limit - £824 
 Standard monthly earnings limit - £3,918 
 Upper monthly earnings limit - £12,964 
 Maximum rate Class 2 (self-employed) per month - £670.67 

 

Guernsey  

Who pays  Employee and Employer.  

Rates - % applied  Employees – 6% 
 Employers – 6.5% 
 Self-employed – 10.5% 

Ages subject to NI School leaving age to 65. People over 65 fall into Class 3, even if 
they are still working  

Classes Three classes: 
 Class 1 – employed people (majority of contributors) 
 Class 2 – self-employed 
 Class 3 – non-employed  

Earnings limits For the majority of employees (Class 1) 
 Lower monthly limit – £554.67 
 Upper monthly limit - £11,037.00 

 

Ireland 

Who pays  Employee and Employer. Employees pay a percentage of their 
gross salary. Employers pay a percentage of the employee’s 
gross salary but this is not deducted from their salary. 

Rates - % applied  Employees – 4% for majority of contributors 
 Employers – 8.5% for majority of contributors 
 Self-employed – 4% 

Ages subject to NI 16 - 66 

Classes 11 classes dependent on type of employment, industry and age. 
The majority fall into Class A, which is people in industrial, 
commercial and service type employment and civil servants 
employed after 6th April 1995 

Earnings limits  €38 - €352 per week – employee contribution is 0%, 
employer contribution is 8.5% 

 €352.01 - €500 per week – the employee pays nil on the first 
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Ireland 

€127 and then 4% on the balance. Employer pays 8.5% on 
all  

 More than €500 per week – the employee pays nil on first 
€127 and 4% on the balance. Employer pays 10.75% on all  

Earnings limits 
Sterling conversion 
£1 = €1.26 

 £30.21 - £279.77 per week – employee contribution is 0%, 
employer contribution is 8.5% 

 £279.78 - £397.39 per week – the employee pays nil on the 
first £100.94 and then 4% on the balance. Employer pays 
8.5% on all.  

 More than £397.39 per week – the employee pays nil on first 
£100.94 and 4% on the balance. Employer pays 10.75% on 
all 

 

Sweden 

Who pays  Employer. Employers pay a percentage of the employee’s gross 
salary but this is not deducted from their salary. 

Rates - % applied  Employee - 0 
 Employer - 31.42% for those aged 26+, 15.49% for those 

aged under 26 
 Self-employed - 28.97% 

Ages subject to NI All ages  

Classes One single class 

Earnings limits  Employee Social Security rate is capped at SEK 440,622 and 
the maximum contribution is SEK 30,800 

Earnings limits Sterling 
conversion 
£1 = SEK 11.56 

 Employee Social Security rate is capped at  £38,101.55 and 
the maximum contribution is £2,663.34 

 

Singapore 

Who pays  Employee and Employer 

Rates - % applied  Employee - 20% of ordinary wages 
 Employer – 16% 

Ages subject to NI All employees of working age 

Classes One – Social Security contributions to the Central Provident Fund 
are mandatory for Singaporeans and for permanent residents 
employed in Singapore 

Earnings limits Annual wage cap of SGD 54,000 (SGD 76,500 allowing for 
additional wages such as a bonus) 

Earnings limits 
converted £1 = SGD 2.1 

Annual wage cap of £25,694.06 (£36,385.62 allowing for 
additional wages such as a bonus) 
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4.3. Appendix 4 – C – Summary of Modelling Outturn 

Increase Class 1 Primary to 12% from 2016 

 

 

 

 

 

 

 

 

 

 

  

P12%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8       106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107             
Total non-pension outgo (£m) 25.8        25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899              
Total income (£m) 123.4       133.8          142.8          169.0          215.6          273.6          356.3          472.5          645.9          18,978             

National Insurance fund balance (£m) 664.2       689.0          703.5          857.4          994.9          611.3          -             -             -             

Total contributions (included above) (£m) 167.6       181.6          193.4        229.1        292.2        371.5        484.4        642.7         878.7          25,785           

Increase Class 1 Primary to 12% from 2016

-

200 

400 
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1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072
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Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Increase Class 1 Primary to 13% from 2016 

 

 

 

 

 

  

2. P13%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          147.3          174.4          222.6          282.4          367.9          488.0          667.5          19,581        

National Insurance fund balance (£m) 664.2          689.0          708.1          894.0          1,102.4        815.5          25.9            -             -             

Increase Class 1 Primary to 13% from 2016

-

200 

400 

600 

800 

1,000 
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2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Increase upper rate of Class 1 Primary to 2% from 2016 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

3. UP2%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          140.2          165.8          211.6          268.5          349.6          463.2          632.2          18,620        

National Insurance fund balance (£m) 664.2          689.0          700.9          836.5          932.9          492.9          -             -             -             

Increase upper rate of Class 1 Primary to 2% from 2016

-

200 
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2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072
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Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Increase upper rate of Class 1 Primary to 3% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

4. UP3%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          142.2          168.1          214.5          272.1          354.4          469.4          640.1          18,863        

National Insurance fund balance (£m) 664.2          689.0          702.9          852.2          978.4          578.7          -             -             -             

Increase upper rate of Class 1 Primary to 3% from 2016

-
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Increase Class 1 Secondary to 13.8% from 2016 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

5. S13.8%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          145.3          171.9          219.4          278.5          362.6          480.6          656.6          19,298        

National Insurance fund balance (£m) 664.2          689.0          706.0          877.1          1,052.7        722.3          -             -             -             

Increase Class 1 Secondary to 13.8% from 2016

-
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Increase Class 1 Secondary to 14.8% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

  

6. S14.8%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          152.4          180.3          230.1          292.2          380.5          504.3          688.7          20,221        

National Insurance fund balance (£m) 664.2          689.0          713.1          933.5          1,218.1        1,037.5        393.7          -             -             

Increase Class 1 Secondary to 14.8% from 2016

-
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Decrease Class 1 Secondary to 11.8% from 2016 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

7. S11.8%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          131.1          155.1          197.9          251.1          326.9          433.3          592.2          17,453        

National Insurance fund balance (£m) 664.2          689.0          691.8          764.4          722.0          91.8            -             -             -             

Decrease Class 1 Secondary to 11.8% from 2016
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Decrease Class 1 Secondary to 10.8% from 2016 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

8. S10.8%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          124.0          146.8          187.2          237.4          309.0          409.7          560.0          16,531        

National Insurance fund balance (£m) 664.2          689.0          684.6          708.1          556.6          -             -             -             -             

Decrease Class 1 Secondary to 10.8% from 2016

-
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One off increase to UEL by £100 per week in 2016  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

9. UEL+100

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.8          165.4          211.0          267.8          348.7          462.1          630.8          18,575        

National Insurance fund balance (£m) 664.2          689.0          700.5          833.2          923.8          476.3          -             -             -             

Increase the UEL by £100 per week from 2016
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One off increase to UEL by £200 per week in 2016 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

10. UEL+200

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          141.0          166.8          212.9          270.1          351.8          466.0          635.8          18,728        

National Insurance fund balance (£m) 664.2          689.0          701.7          842.9          952.1          530.0          -             -             -             

Increase the UEL by £200 per week from 2016

-
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Double the weekly rate for Class 2 from 2016  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

11. C2 Double

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          138.8          164.1          209.2          265.3          345.3          457.6          624.9          18,407        

National Insurance fund balance (£m) 664.2          689.0          699.5          824.7          897.5          424.0          -             -             -             

Double the weekly rate for Class 2 from 2016
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Triple the weekly rate for Class 2 from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

12. C2 Triple

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.3          164.6          209.7          265.8          345.8          458.1          625.5          18,438        

National Insurance fund balance (£m) 664.2          689.0          699.9          828.5          907.4          440.7          -             -             -             

Triple the weekly rate for Class 2 from 2016
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Increase Class 4 contributions to 9% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

13. C4 9%cont

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          138.7          164.1          209.4          265.6          345.8          458.3          626.0          18,430        

National Insurance fund balance (£m) 664.2          689.0          699.4          824.6          898.3          427.4          -             -             -             

Increase Class 4 contributions to 9% from 2016
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Increase Class 4 contributions to 10% from 2016 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

14. C4 10%cont

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.2          164.6          210.0          266.5          346.8          459.6          627.7          18,484        

National Insurance fund balance (£m) 664.2          689.0          699.9          828.4          909.2          447.8          -             -             -             

Increase Class 4 contributions to 10% from 2016
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One off increase to annual Class 4 UPL by £1000 in 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

15. C4 UPL+1000

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          138.2          163.6          208.7          264.8          344.8          457.1          624.5          18,379        

National Insurance fund balance (£m) 664.2          689.0          698.9          821.0          888.1          408.4          -             -             -             

Increase Class 4 UPL by £1000 per annum from 2016
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One off increase to annual Class 4 UPL by £2000 in 2016 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

16. C4 UPL+2000

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          138.3          163.6          208.8          264.9          344.9          457.2          624.6          18,383        

National Insurance fund balance (£m) 664.2          689.0          699.0          821.3          888.8          409.7          -             -             -             

Increase Class 4 UPL by £2000 per annum from 2016
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Increase the Class 4 UPL to 2% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

  

17. C4 UPL 2%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          138.9          164.4          209.6          266.0          346.2          458.8          626.7          18,452        

National Insurance fund balance (£m) 664.2          689.0          699.6          826.5          903.3          436.1          -             -             -             

Increase the Class 4 UPL to 2% from 2016
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Increase the Class 4 UPL to 3% from 2016 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

  

18. C4 UPL 3%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.7          165.2          210.6          267.1          347.7          460.7          629.0          18,528        

National Insurance fund balance (£m) 664.2          689.0          700.4          832.3          919.3          465.2          -             -             -             

Increase the Class 4 UPL to 3% from 2016
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Extend requirement to pay NICs to all individuals over 16 from 2016 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

19. Pay NICS to all

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          142.6          168.6          216.3          275.4          357.3          474.2          649.1          19,040        

National Insurance fund balance (£m) 664.2          689.0          703.3          855.1          993.6          624.7          -             -             -             

Extend requirement to pay NICs to all individuals over 16 from 2016
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Extend requirement to pay NIC to employees above SPA but remove the requirement from 
employers from 2016 

 

 
 

 
 

 

 

 

 

 

 

  

20. Pay NICS to emp>SPA

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          136.5          161.6          205.8          260.7          339.9          450.7          615.8          18,129        

National Insurance fund balance (£m) 664.2          689.0          697.2          807.7          846.8          324.0          -             -             -             

Extend requirement to pay NIC to employees above SPA but remove the requirement from employers from 2016
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Reduce total Employer Class 1 contributions by 5% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

21. Red Emp 5%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          134.0          158.6          202.3          256.7          334.2          443.1          605.5          17,833        

National Insurance fund balance (£m) 664.2          689.0          694.7          787.5          789.8          221.1          -             -             -             

Reduce total Employer Class 1 contributions by 5% from 2016

-

200 

400 

600 

800 

1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

526 

Reduce total Employer Class 1 contributions by 2% from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

22. Red Emp 2%

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          136.5          161.5          206.1          261.5          340.5          451.4          616.8          18,159        

National Insurance fund balance (£m) 664.2          689.0          697.2          807.5          848.3          332.7          -             -             -             

Reduce total Employer Class 1 contributions by 2% from 2016
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11% Class 1 on all salary over PT (Employee and Employer) from 2016. 11% Class 4 on all 
profits over PT from 2016 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

23. 11% over PT

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          145.0          171.1          217.6          276.0          359.9          474.8          643.2          19,096        

National Insurance fund balance (£m) 664.2          689.0          705.7          873.1          1,034.3        677.6          -             -             -             

11% Class 1 on all salary over PT (Employee and Employer) from 2016. 11% Class 4 on all profits over PT from 2016
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From 2016 Class 1 Employee contributions in line with tax contributions. No Employer 
contributions. No c-out rebates 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

  

24. Class 1 E'ee in line with tax

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          119.0          132.8          151.5          191.7          260.0          351.6          465.4          14,023        

National Insurance fund balance (£m) 664.2          689.0          679.6          641.3          205.3          -             -             -             -             

From 2016 Class 1 Employee contributions in line with tax contributions. No Employer contributions. No c-out rebates.
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From 2016 Class 1 Employee and Employer contributions in line with tax contributions. 
No c-out rebates 

Note: although this scenario drastically increases Fund income, it is not an appropriate tool 
for the IOM, as the IOM would be seen to overcharge on NI. Furthermore, the scenario is 
not feasible due to the high NI and tax rates higher earners would become liable for. For 
example, a person earning £30,000 would have a contribution rate of 40% on their earnings 
above £20,000 (20% Class 1 Primary, 20% Class 1 Secondary) as well as 20% tax. 

 

 
 

 
 

 

 

 

 

 

 

25. Class 1 E'ee/E'er in line with tax

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          240.1          267.7          306.5          389.6          527.9          716.2          950.6          27,961        

From 2016 Class 1 Employee and Employer contributions in line with tax contributions. No c-out rebates.
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Employee Class 1 contributions of 11% on salary below the Primary Threshold 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

  

Scenario 26

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          154.1          182.7          233.4          296.0          385.7          509.2          691.1          20,437        

National Insurance fund balance (£m) 664.2          689.0          714.9          948.9          1,266.0        1,128.8        545.6          -             -             

E'ee 11% below PT
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Employer Class 1 contributions of 12.8% on salary below the Secondary Threshold 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Scenario 27

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          158.3          187.6          240.3          305.1          397.0          523.7          709.7          21,009        

National Insurance fund balance (£m) 664.2          689.0          719.1          982.1          1,366.2        1,326.9        876.6          -             -             

E'er 12.8% below ST
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Employee Class 1 contributions of 11% on salary below the Primary Threshold and Employer 
contributions of 12.8% on salary below the Secondary Threshold 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Scenario 28

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          174.2          206.8          265.0          336.3          438.0          575.9          776.4          23,071        

National Insurance fund balance (£m) 664.2          689.0          735.1          1,110.3        1,744.9        2,048.7        2,072.9        1,453.2        -             

E'ee 11% below PT and E'er 12.8% below ST

-

500 

1,000 

1,500 

2,000 

2,500 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Employee Class 1 contributions of 2% on salary below the Primary Threshold 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Scenario 29

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          141.1          167.0          213.2          270.5          352.2          466.5          636.5          18,750        

National Insurance fund balance (£m) 664.2          689.0          701.8          844.1          956.2          538.3          -             -             -             

E'ee 2% below PT

-

200 

400 

600 

800 

1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Employer Class 1 contributions of 2% on salary below the Secondary Threshold 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Scenario 30

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          141.3          167.3          213.6          271.1          352.9          467.4          637.7          18,787        

National Insurance fund balance (£m) 664.2          689.0          702.1          846.0          962.2          550.8          -             -             -             

E'er 2% below ST

-

200 

400 

600 

800 

1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Employee Class 1 contributions of 2% on salary below the Primary Threshold and Employer 
contributions of 2% on salary below the Secondary Threshold 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

Scenario 31

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          144.2          170.8          218.1          276.8          360.3          476.9          649.8          19,162        

National Insurance fund balance (£m) 664.2          689.0          705.0          869.3          1,031.0        682.0          -             -             -             

E'ee 2% below PT and E'er 2% below ST

-
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600 

800 

1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Benefits-in-Kind adjustment - increase Class 1 Secondary contributions by £844,000 
 

 

 

 

 

 

 

 

 

 

 

Scenario 32

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.0          164.5          210.0          266.5          347.0          460.0          628.2          18,490        

National Insurance fund balance (£m) 664.2          689.0          699.7          827.6          907.6          446.3          -             -             -             

BIK: Class 1 increase £844,000 in 2016, increasing with earnings and population proj

-

200 

400 

600 

800 

1,000 

1,200 

1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

537 

Benefits-in-Kind adjustment - increase Class 1 Primary by £726,000 and Class 1 Secondary 
by £844,000  
 

 

 

 

 

 

 

 

 

 

 

Scenario 33

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          139.8          165.4          211.2          268.0          349.0          462.5          631.4          18,589        

National Insurance fund balance (£m) 664.2          689.0          700.5          833.4          924.9          480.0          -             -             -             

BIK: Class 1 increase £844,000 + £726,000 in 2016, increasing with earnings and population proj

-
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400 

600 
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1,400 

2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072
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Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Other income adjustment – increase Class 1 contributions by £6.6m 
 

 

 

 

 

 

 

 

 

 

 

  

Scenario 34

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          144.8          171.5          219.4          278.5          362.6          480.3          654.0          19,272        

National Insurance fund balance (£m) 664.2          689.0          705.5          873.8          1,045.3        713.6          -             -             -             

Other Income: Class 1 increase £6.6m in 2016, increasing with earnings and population proj

-
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800 
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2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

£M

Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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Other income adjustment – increase Class 1 contributions by £34.8m 
 

 

 

 
 

 

  

Scenario 35

2012 2015 2016 2022 2032 2042 2052 2062 2072 Total (£m)
Total Pension outgo (£m) 101.8          106.2          110.7          120.8          207.5          319.5          447.9          671.3          1,149.4        24,107        
Total non-pension outgo (£m) 25.8            25.3            25.5            27.1            29.0            30.8            33.0            35.4            37.7            1,899         
Total income (£m) 123.4          133.8          173.0          205.5          265.2          337.0          438.8          579.9          780.6          23,103        

National Insurance fund balance (£m) 664.2          689.0          733.9          1,100.4        1,720.0        2,023.6        2,039.6        1,431.4        -             

Other Income: Class 1 increase £34.8m in 2016, increasing with earnings and population proj

-
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2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072
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Scenario NI Fund Balance Scenario Total Income Scenario Total Benefit outgo

Mercer Base - NI Fund Balance Mercer Base - Total Income Mercer Base - Total Benefit outgo
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WORKING AGE BENEFITS 
 

5. Simplify the IOM’s Working Age Welfare System Through 
the Introduction of a Single Working Age Benefit, the New 
Manx Benefit 
There are no appendices relevant to this chapter 

 

 

 

6. Strengthen the Gateway to Working Age Benefits and 
Develop the Activation Regime 
 

Appendix 6 – A – Options analysis 
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6.1. Appendix 6 – A – Options Analysis 

The Gateway to Benefits 

Implement the revised PCA as soon as possible 
Reassess against the new PCA existing claimants of IB and relevant claimants of Income 
Support 

Rationale To strengthen the gateway to incapacity benefits – ensuring 
that only those unable to work or with limited capability to 
work receive this support, with others supported through 
the unemployment system (JSA). 

Costs & Benefits 

One-off costs N/K Years: Cost description:  
One-off costs would be in line with 
the contract for implementing the 
PCA, which has not been provided. 

Annual costs £70k plus contract costs 
 
 

Contract costs as above; in addition 
assumed annual costs for : 
1 x FTE appeals 
1 x FTE additional JSA claims 

Benefits Lower expenditure 
More claimants receiving support to find work 
Likely more residents in work, fewer dependent on benefits 

Short-term 
option impact 
on NI Fund147 

Estimated annual reductions in spending and claimants: 
     

Year One Year Two Year Three Year Four
Claims -78 -154 -230 -304
Spending -£782,158 -£1,550,971 -£2,306,666 -£3,049,468

 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in spending.  
Reduction in costs likely to level off after reassessment process is complete

Option impact 
on protecting 
the vulnerable 

Those with limited capability or unable to work will see no change in their 
benefits. 
Those found fit for work, who will be less vulnerable, will still be able to 
claim JSA if they have low incomes or sufficient NI contributions.  However 
they may see lower benefit rates than under IB/ IS.   

Option impact 
on balancing 
Government’s 
budget 

Positive 

                                            
147 Note that for these purposes, impacts on the NI fund and general revenues are combined.  In practice, any 

savings from contributory benefits will accrue to the NI Fund, while all other savings will accrue to general 
revenues. 
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Implement the revised PCA as soon as possible 
Reassess against the new PCA existing claimants of IB and relevant claimants of Income 
Support 

Option impact 
on growing the 
IOM’s 
economy 

Positive – by reducing fiscal risk and likely having marginal positive impact 
on employment. 

Implementation obstacles Contractual risks – previous supplier was unable to deliver 
requirements 
Political risk – may prove controversial with those affected 
(and those representing these groups) 

Recommendations Implement 

 

 

  



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

543 

The Activation Regime 

Review the applications of the sanctions regime for jobseekers and ensure that it is applied 
rigorously and systematically 

Rationale To ensure that claimants comply with the conditions of claiming 
JSA, are actively seeking and available for work, and that those that 
fail to meet requirements see consequences. 

Costs & Benefits 

One-off costs £20-30k? Years: Cost description:  
Staff time 

Annual costs Perhaps £20-30k 
 
 

Will be marginal implementation 
costs if changes are made to 
waiting days; will be some impact 
on staffing if reforms lead to 
increase in sanctions activity 

Benefits More claimants doing more to look and prepare for work – leading to 
more claimants in work and fewer on benefits 
Stronger public and staff confidence in JSA regime 

Short-term 
option impact 
on NI Fund 

Not known – a 2% impact on JSA claims, for example, would lead to 
cost reductions of around £40k per year 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

No impact 

Option impact 
on balancing 
Government’s 
budget 

Marginally positive 

Option impact 
on growing the 
IOM’s economy 

Marginally positive – fiscal and employment impacts 

Implementation 
obstacles 

Staff capacity and capability 

Recommendations Implement 
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Increase requirements on jobseekers to look for and prepare for work, based on an 
‘escalating conditionality’ model 

Rationale To ensure that JSA claimants are actively seeking and available for 
work, and have the right support and regime to do so 

Costs & Benefits 

One-off costs £50-70k? Years: 
First year 

Cost description:  
Training, possible recruitment, 
changes to systems and processes 

Annual costs £70-100k 
 
 

Assuming investment in 2 new FTE 
staff, plus ongoing training and 
quality management costs 

Benefits More claimants doing more to look and prepare for work – leading to 
more claimants in work and fewer on benefits 

Short-term 
option impact 
on NI Fund 

Estimated cost reductions of £190,000 per year, assuming 10% impact 
on JSA claims and claimants 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in spending 

Option impact 
on protecting 
the vulnerable 

Positive – JSA claimants will move back to work more quickly, be more 
likely to move into work, and see household incomes increase 

Option impact 
on balancing 
Government’s 
budget 

Positive 

Option impact 
on growing the 
IOM’s economy 

Positive – more claimants in work, lower spending on Social Security 

Implementation 
obstacles 

Staff capacity and capability 
Potentially controversial, particularly if this is not seen as part of a 
package to improve support for claimants (see Chapter 5) 

Recommendations Implement 
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Reform how performance is measured within Social Security 

Rationale To ensure that the Department is focused on, and measured 
against, its success in supporting JSA claimants to leave benefits 
and enter work 

Costs & Benefits 

One-off costs - Years: 
 

Cost description:  
Likely to be marginal 

Annual costs - Part of normal running costs 

Benefits Clearer line of sight between Government objectives and frontline 
delivery 
Clearer line of sight for staff on their role in supporting those out of 
work and balancing the budget 
Performance gain – more claimants returning to work more quickly 

Short-term 
option impact 
on NI Fund 

Likely marginal but positive 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

Marginally positive – JSA claimants will move back to work more 
quickly, be more likely to move into work, and see household incomes 
increase 

Option impact 
on balancing 
Government’s 
budget 

Marginally positive 

Option impact 
on growing the 
IOM’s economy 

Marginally positive – more claimants in work, lower spending on Social 
Security 

Implementation 
obstacles 

Staff capacity and capability 
Capabilities of systems and processes to capture key 
performance indicators 

Recommendations Implement 
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Require lone parents with school-age children to be available for, and actively seeking, 
work that fits with their childcare responsibilities 

Rationale To ensure that those out of work but able to look for and take up 
work are expected to do so, with the right support and subject to 
their caring responsibilities. 

Costs & Benefits 

One-off costs Perhaps 
£30-50k 

Years: 
First year 

Cost description:  
Training, legislation, recruitment, 
changes to systems and processes 

Annual costs £50-70k 
 
 

Assuming investment in 1 new FTE 
staff member, plus ongoing 
training and quality management 
costs, and additional funding for 
employment support 

Benefits More claimants doing more to look and prepare for work – leading to 
more claimants in work and fewer on benefits 

Short-term 
option impact 
on NI Fund 

Estimated cost reductions of £410,000 per year, assuming 300 lone 
parents with school-age children and a 10% impact on benefit receipt 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in 
spending 

Option impact 
on protecting 
the vulnerable 

Positive – claimants will move back to work more quickly, be more 
likely to move into work, and see household incomes increase 
However it will be imperative to have appropriate support in place for 
lone parents placed on JSA – to look for work, prepare for work (e.g. 
training), and meet additional costs such as travel and childcare 

Option impact 
on balancing 
Government’s 
budget 

Positive 

Option impact 
on growing the 
IOM’s economy 

Positive – more claimants in work, lower spending on Social Security 

Implementation 
obstacles 

Staff capacity and capability 
Potentially controversial, particularly if this is not seen as part of 
a package to improve support for claimants  

Recommendations Implement 
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Consider the case for increasing requirements on IB claimants 

Rationale Requiring IB claimants to prepare for work, attend meetings and 
make plans should lead to improvements in wellbeing and impacts 
on employment – although the evidence from the GB is mixed. 

Costs & Benefits 

One-off costs Perhaps 
£30-50k 

Years: 
First year 

Cost description:  
Training, legislation, recruitment, 
changes to systems and processes 

Annual costs £50-70k 
 
 

Assuming investment in 1 new FTE 
staff member, plus ongoing 
training and quality management 
costs, and additional funding for 
employment support 

Benefits More claimants doing more to prepare for work and manage their 
conditions 

Short-term 
option impact 
on NI Fund 

Likely to be zero or negligible, given lack of impacts in GB 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

In principle positive, if it leads to claimants better managing health 
conditions and preparing for work 
Potential negative impacts if some claimants are sanctioned, for 
example where they have fluctuating conditions and / or chaotic lives 
and do not engage appropriately 

Option impact 
on balancing 
Government’s 
budget 

Zero or negligible 

Option impact 
on growing the 
IOM’s economy 

Zero or negligible 

Implementation 
obstacles 

Staff capacity and capability 
Potentially controversial with those affected, and those 
representing these groups 

Recommendations Do not implement 
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Financial Incentives 

Bring income-based JSA into line with contributory JSA 

Rationale To improve incentives to work for those out of work and able to 
take up work; and to bring the Island into line with international 
practice (where contributory entitlements are at least as high as 
means-tested benefits). 

Costs & Benefits 

One-off costs £30-50k? Years: 
First year 

Cost description:  
Legislation, changes to systems and 
processes 

Annual costs £500,000 (initially) 
 

Proposed cost of discretionary 
support fund, to support the most 
vulnerable 

Benefits More claimants moving back to work more quickly, lower expenditure on 
benefits 

Short-term 
option impact 
on NI Fund 

Estimated cost reductions of around £1 million per year 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in spending 

Option impact 
on protecting 
the vulnerable 

Mixed.  More claimants moving back to work more quickly would lead to 
positive impacts 
However, clearly, lower rates of benefit for those out of work would lead 
to lower incomes and potentially impacts on poverty and life chances.  
Those with high housing costs may be particularly impacted, where 
those costs cannot be met through IS supplements.  The proposed 
discretionary support fund would address this 

Option impact 
on balancing 
Government’s 
budget 

Positive 

Option impact 
on growing the 
IOM’s economy 

Positive – more claimants in work, lower spending on Social Security 

Implementation 
obstacles 

Potentially controversial, particularly if this is not seen as part of a 
package to improve support for claimants (see Chapter 5) 

Recommendations Implement 
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Consider the case for extending EPA to couple parents where both adults work for 16 hours 
per week or more, and to single claimants working 30 hours per week or more 

Rationale To ensure that work always pays for those on low incomes 

Costs & Benefits 

One-off costs £30-50k? Years: 
First year 

Cost description:  
Legislation, changes to systems and 
processes, raising awareness 

Annual costs Not known – but likely to be in 
six or seven figures 

More residents entitled to financial 
support  

Benefits More claimants taking up employment, potentially lower expenditure on 
benefits 

Short-term 
option impact 
on NI Fund 

Negative – likely higher expenditure, unlikely to be significantly offset by 
increased employment 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual increases in spending 

Option impact 
on protecting 
the vulnerable 

Positive.  Increased incomes for those in work with low incomes; 
potentially marginal impact on likelihood of moving into work 

Option impact 
on balancing 
Government’s 
budget 

Negative 

Option impact 
on growing the 
IOM’s economy 

Potentially positive – more claimants in work, higher incomes, but 
potentially higher spending on Social Security 

Implementation 
obstacles 

 

Recommendations Review 

 

 

  



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

550 

Introduce a ‘better off in work guarantee’ for all claimants moving from benefits into work 

Rationale To ensure that work always pays for those on low incomes 

Costs & Benefits 

One-off costs £50-70k? Years: 
First year 

Cost description:  
Legislation, changes to systems 
and processes, raising awareness, 
administrative costs 

Annual costs Perhaps £100,000? 
 

Payments made under the 
guarantee, and administrative 
costs 

Benefits Far simpler messaging to claimants of the benefits of employment; 
more claimants taking up employment, potentially lower expenditure on 
benefits 

Short-term 
option impact 
on NI Fund 

Negative – likely higher expenditure, unlikely to be significantly offset 
by increased employment.  For these purposes we will assume no 
positive impact 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual increases in spending 

Option impact 
on protecting 
the vulnerable 

Positive.  Increased incomes for those in work with low incomes; 
potentially marginal impact on likelihood of moving into work 

Option impact 
on balancing 
Government’s 
budget 

Marginally negative 

Option impact 
on growing the 
IOM’s economy 

Potentially positive – more claimants in work, higher incomes, but 
potentially higher spending on Social Security 

Implementation 
obstacles 

Could be administratively complex, so would require staff training 
and capacity 

Recommendations Implement 
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 Employment Support 

Develop and implement an integrated approach to adviser support and case management 
Put in place a package of training for advisers to ensure that all are equipped to provide 
personalised, case managed adviser support 

Rationale To ensure that JSA claimants have the right support to actively seek 
work and take up work 

Costs & Benefits 

One-off costs £50-70k? Years: 
First year 

Cost description:  
Training, possible recruitment, 
changes to systems and processes 

Annual costs £70-100k 
 
 

Assuming investment in 2 new FTE 
staff, plus ongoing training and 
quality management costs 

Benefits More claimants doing more to look and prepare for work – leading to 
more claimants in work and fewer on benefits 

Short-term 
option impact 
on NI Fund 

Estimated cost reductions of £190,000 per year, assuming 10% impact 
on JSA claims and claimants 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in spending 

Option impact 
on protecting 
the vulnerable 

Positive – JSA claimants will move back to work more quickly, be more 
likely to move into work, and see household incomes increase 

Option impact 
on balancing 
Government’s 
budget 

Positive 

Option impact 
on growing the 
IOM’s economy 

Positive – more claimants in work, lower spending on Social Security 

Implementation 
obstacles 

Staff capacity and capability 
Relies on continued effective joint working between DED and 
Social Security 

Recommendations Implement 
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Systematically collect information on the employment barriers that claimants face, and use 
this to target additional support 

Rationale To ensure that support is effectively targeted on those with the 
greatest needs. 

Costs & Benefits 

One-off costs £50-100k Years: 
First year 

Cost description:  
Development costs for assessment 
tool 

Annual costs £10-20k? Likely marginal running costs, 
should be part of normal business 

Benefits Support more effectively targeted on needs; leading to marginal impacts 
on numbers returning to work 

Short-term 
option impact 
on NI Fund 

Not known – a 2% impact on JSA claims, for example, would lead to 
cost reductions of around £40k per year 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

Marginally positive – JSA claimants will move back to work more quickly, 
be more likely to move into work, and see household incomes increase 

Option impact 
on balancing 
Government’s 
budget 

Marginally positive 

Option impact 
on growing the 
IOM’s economy 

Marginally positive – more claimants in work, lower spending on Social 
Security 

Implementation 
obstacles 

Staff capacity and capability 
Capabilities of systems and processes to capture key performance 
indicators 
Development time, and potential complexity, of developing an 
assessment tool 

Recommendations Implement 
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Review the availability and use of training for unemployed claimants 

Rationale To ensure that training support is available for the unemployed, 
meets their needs and the needs of employers, and is joined up 
with support to get back to work. 

Costs & Benefits 

One-off costs Perhaps 
£10-20k 

Years: 
First year 

Cost description:  
Staff time in agreeing approach  

Annual costs - 
 

Assumed cost neutral within 
existing training budgets 

Benefits Claimants better able to compete for jobs, and therefore more likely to 
return to work 

Short-term 
option impact 
on NI Fund 

Likely marginally positive, but assumed no impact for these purposes 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

Marginally positive 

Option impact 
on balancing 
Government’s 
budget 

Marginally positive 

Option impact 
on growing the 
IOM’s economy 

Marginally positive 

Implementation 
obstacles 

Relies on continued effective joint working between DED and 
Social Security 
Other calls on training resources 

Recommendations Implement 
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Explore the scope for developing an ‘employer engagement team’ to source and fill 
vacancies and identify opportunities to work in partnership 

Rationale To ensure that employers are effectively engaged in providing 
vacancies and placements, and supported with recruitment, job-
brokerage and in-work support. 

Costs & Benefits 

One-off costs £30-50k Years: 
First year 

Cost description:  
Training, recruitment, changes to 
systems and processes 

Annual costs £60-80k? Assuming 2 FTE staff and 
associated costs 

Benefits More employers offering more opportunities to out-of-work residents; 
fewer people out of work; stronger economy; less reliance on migration 
to meet entry-level needs 

Short-term 
option impact 
on NI Fund 

Not known – a 2% impact on JSA claims, for example, would lead to 
cost reductions of around £40k per year 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

Likely positive – JSA claimants will move back to work more quickly, be 
more likely to move into work, and see household incomes increase 

Option impact 
on balancing 
Government’s 
budget 

May be neutral or marginally negative 

Option impact 
on growing the 
IOM’s economy 

Likely positive – employers better able to fill vacancies, more claimants 
in work, lower spending on Social Security 

Implementation 
obstacles 

Identifying and recruiting appropriate staff 
Relies on continued effective joint working between DED and 
Social Security 

Recommendations Implement 
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 Evaluate interventions and understand what works 

Rationale To ensure that the Government understands what is working, the 
impact it is having, and how delivery can be continually improved. 

Costs & Benefits 

One-off costs - Years: 
 

Cost description:  
 

Annual costs £60-80k Budget for appointing an 
independent evaluator 

Benefits Better understanding of impacts, improved performance of 
programmes 

Short-term 
option impact 
on NI Fund 

Not known – but it would be a conservative assumption that the overall 
cost reduction from properly evaluating programmes would meet the 
costs of that evaluation – so we assume £60-80k 

Long-term 
option impact 
on NI Fund 

As above 

Option impact 
on protecting 
the vulnerable 

Marginally positive – JSA claimants will move back to work more 
quickly, be more likely to move into work, and see household incomes 
increase 

Option impact 
on balancing 
Government’s 
budget 

We assume neutral 

Option impact 
on growing the 
IOM’s economy 

Marginally positive – employers better able to fill vacancies, more 
claimants in work, lower spending on Social Security 

Implementation 
obstacles 

Capacity and capability to commission and manage research 

Recommendations Implement 
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Explore the scope for developing an ‘IOM Offer’ for the long-term unemployed – with loss 
of entitlement for those that do not take this up 

Rationale To ensure that anyone who becomes long-term unemployed has 
guaranteed access to a job, training or funded work experience 
placement; which in turn could potentially eradicate long-term 
claimant unemployment. 

Costs & Benefits 

One-off costs £50-70k Years: 
First year 

Cost description:  
Design and development, changes 
to systems and processes 

Annual costs £450-550k? As set out in Chapter 5, assuming 
mix of wage subsidies, job 
creation, training and work 
experience – net of funding from 
existing budgets 

Benefits All long-term unemployed claimants receiving intensive and valuable 
support to get back to work; more residents then moving into 
employment, with lower spending on benefits 

Short-term 
option impact 
on NI Fund 

We assume that around half of costs are recouped through lower 
benefit expenditure – in line with impact assessments of GB initiatives,  
so £250-£300 

Long-term 
option impact 
on NI Fund 

As above, cumulative impact of sustained annual reductions in 
spending   

Option impact 
on protecting 
the vulnerable 

Strongly positive – improvements in incomes and wellbeing of long-
term unemployed and their households, JSA claimants moving back to 
work more quickly and more likely to move into work 

Option impact 
on balancing 
Government’s 
budget 

Likely negative, at least in the short-run 

Option impact 
on growing the 
IOM’s economy 

Strongly positive – more claimants in work, fewer on benefit; and 
positive benefits from created and subsidised jobs 

Implementation 
obstacles 

Complexity and time to design and implement 
Relies on continued effective joint working between DED and 
Social Security 

Recommendations Implement 
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7. The Future of Passported Benefits 
 

Appendix 7 – A – International Examples 
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7.1. Appendix 7– A – International Examples 

This chapter looks at international approaches to passporting and draws from that 
some preliminary conclusions on the extent to which the IOM is in line with wider 
trends in passported benefits.  

International comparisons 

This section describes the approaches to passported benefits taken by other countries 
and trends in their reform. For the purposes of international comparison the in-kind 
passported benefits, similar to those used on the IOM, have been grouped into 
education, justice and health-related benefits. The information available on cash 
benefits largely relates to energy costs. The example countries have been chosen 
because they represent different levels of passporting for different types of benefit. 
Highlighting countries which have used a variety of approaches provides a wider 
evidence base and breadth of ideas to inform options development.  

A summary of the approaches used in the example countries and trends in reform of 
passported benefits is provided in table below. 

 

Country Approach Trends in Reform 

England High level of passporting. Eligibility 
determined largely by receipt of 
means-tested in and out of work 
benefits. Some age-based targeting. 
Health benefits subject to separate 
income test. 

Introduction of Universal Credit (UC) 
means the end of some means-tested 
benefits on which access to passported 
benefits rely. Currently working tax 
credits help to compensate for the loss 
of passported benefits on work entry. 
However UC makes the distinction 
between in and out of work / on and off 
benefit less absolute. Eligibility for 
passported benefits is being considered 
but policy is not yet clear.  

Scotland Tend to mirror England for financial 
reasons and for simplicity. Main 
difference being that some benefits 
which are passported in England are 
free for all i.e. NHS prescriptions 
and eye tests. 

Scotland will be subject to UC as above. 
The Scottish Government accepts that a 
gradual approach to revising 
arrangements for passported benefits is 
likely to be appropriate to protect the 
most vulnerable. However there is an 
appetite for greater simplification and 
integration over the longer-term. This 
may be facilitated by smaller 
administrative centre. 

Wales Tend to mirror England for financial 
reasons and for simplicity. Main 
difference being that NHS 
prescriptions are free to all so not 
passported. 

Wales will be subject to UC as above. 
The Welsh Government accepts in 
principle that it is desirable to further 
simplify eligibility for passported benefits 
to create a less complicated process for 
claimants. Further decisions will be made 
once UC has been introduced but any 
revisions may not be in line with 
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Country Approach Trends in Reform 

England. 

Northern 
Ireland 

Tend to mirror England for financial 
reasons and for simplicity. Main 
difference being that NHS 
prescriptions are free to all so not 
passported. 

Social security is devolved in Northern 
Ireland but the intention is to adopt UC 
as they share DWP systems. Again this is 
expected to present an opportunity to 
simplify current arrangements. They 
expect a mixture of cashing up and run-
ons would be appropriate. 

Ireland Moderate level of passporting. 
Eligibility for universal benefits (FSM 
and prescriptions) based on area 
characteristics. Eligibility for 
passported benefits based on 
receipt of income-based and ad-hoc 
benefits. 

No specific changes to passported 
benefits but warnings from the IMF and 
OECD about high benefit levels and low 
levels of activation may suggest 
forthcoming reviews. 

France Moderate level of passporting. 
Partial passporting of key health-
related benefits. Eligibility based on 
low-income test. Mixture of state 
subsidy and personal contribution 
for other benefits. 

New Government has announced public 
spending savings (including a freeze on 
benefit values) will go towards 
encouraging private-sector job creation, 
as well as a reduction in social charges 
for low earners. 

Sweden Low levels of passporting due to 
more generous universal provision. 
Costs of healthcare partially 
passported based on receipt of 
certain benefits or low income. 

No planned changes to welfare system, 
which is based on social insurance. 

New 
Zealand 

Moderate levels of passporting due 
to full passporting of health costs 
based on receipt of income-related 
and ad-hoc benefits. No passporting 
in other areas due to no 
Government support with costs. 

Significant shift towards simplification of 
the overall welfare system with three 
new benefits introduced in 2013 to 
replace a range of other benefits. 
Benefits will be paid on a ‘payment card’ 
which can be used to pay for goods and 
services from registered suppliers. 

USA High levels of passporting. Eligibility 
based on receipt of means-tested 
assistance programmes. Some 
variation between states around non 
education and health related 
benefits. 

Shift towards extending the time limit on 
benefit receipt during recession which 
has since been rescinded. No specific 
passporting changes. 

Benefits-in-Kind 

Benefits-in-Kind are defined as provision of a goods or service without a cash 
payment being made to the recipient of the passported benefit – which is not 
transferable and cannot be converted into cash.  
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Education-related benefits 

Comparable international examples of education-related, passported benefits largely 
relate to Free School Meals and Free School Milk. This is the focus of this section. 
Available evidence on access to school uniform vouchers is limited to UK nations. 
There is no evidence that other countries provide help with children’s sports as a 
passported benefit. 

School Meals and School Milk 

The prevailing objective behind provision of school meals and milk is to ensure that 
pupils have access to healthy, nutritious food. Evidence shows that a healthy diet can 
improve children’s concentration during school time and also build long-term healthy 
eating habits with associated positive outcomes and reductions in healthcare costs. 
The rationale for passporting access to free school meals for low-income children is 
that poor children tend to eat a less healthy range of food and have a greater 
propensity to become obese.148 The rationale for provision of free school milk is the 
same.  

Country Free School Meals (FSM) Free School Milk 

England Passported for pupils whose parents / guardians receiving income-based 
out of work benefits149, child tax credit plus low-income or pension 
credit. However take up is lower than expected at around 70-80%. 

Also used as a proxy measure of 
deprivation for payment of Pupil 
Premium and can be point of 
access to other passported 
benefits such as school transport. 

Schools and local authorities are 
not required to provide milk but 
where they choose to do so it must 
be provided free of charge to those 
pupils eligible for free school 
meals. Two thirds of local 
authorities in England top up the 
cost of school milk, but do not 
necessarily provide it to all schools 
or all age groups. 

Scotland Passported for pupils with 
parents in receipt of income-
based out of work benefits and 
low-income workers150. 

Provided to under-fives in pre-
school. Costs claimed back by 
childcare providers. Government 
looking for ways to cut cost 
including: capping claims, 
Government contracts to milk 
firms for fixed price, e-voucher 
scheme to enable schools to get 
milk at agreed price without 
having to claim it back. 

                                            
148 See for example, Belot, M. and James, J. (2009) Healthy School Meals and Educational Outcomes, Institute for 

Economic and Social Research Working Paper; School Food Trust (2007) School Lunch and Behaviour: 
systematic observation of classroom behaviour following a school dining room intervention; NHS (2010) 
National Child Measurement Programme: England, 2009/10 School Year. 

149 i.e. Income Support, Income-based JSA, Income-related ESA. 
150 i.e. in receipt of working tax credit and income below threshold. 
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Country Free School Meals (FSM) Free School Milk 

Wales As England (with the exception of Pupil Premium). 

Northern Ireland Passported for pupils with 
parents in receipt of income-
based out of work benefits and 
low-income workers plus pupils 
with SEN and on humanitarian 
grounds. 

Not passported. Funded by EU 
scheme and UK Government. 
Parents make a contribution 
towards the cost, this varies 
regionally. 

Ireland Not passported. Free meals 
provided to all children in schools 
designated as disadvantaged and 
those in Irish-speaking areas. 

Not passported. The state funds 
free school milk to disadvantaged 
schools. 

France Not passported. Half state 
subsidised, remainder 
contributed by parents who pay 
according to a means-tested 
scale. 

Not passported. Funded by EU 
scheme. 

Sweden Not passported. Free school 
meals are available to all children 
in compulsory education. 

Unknown. 

New Zealand Not passported. No national 
school meals service. 

National scheme dropped in 1967 
on grounds of cost. However a 
new, privately funded scheme 
appears to be rolling out with 
schools free to adopt. 

USA Passported. All children in 
households receiving benefits 
under Assistance Programmes 
are eligible. 

The US Department of Agriculture’s 
Special Milk Programme provides 
milk to children in schools and 
childcare institutions who do not 
participate in other Federal meal 
service programmes.  The 
programme reimburses schools for 
the milk they serve. 

 

Discussion: 

 To meet the policy objective of improved health outcomes and reduced 
inequalities amongst vulnerable groups, take up of FSM must be maximised. 
This would clearly increase the cost with wider savings only accruing over the 
longer term. To balance the budget, the income threshold for entitlement could 
be lowered and FSM focused down on the most disadvantaged. However some 
research suggests that already about 20% of children in poverty in England and 
Wales are not entitled to FSM.151 

                                            
151 London Economics (2008) Assessing Current and Potential Provision of Free School Meals 
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 The concept of free school meals is internationally accepted and, where 
available, FSM are either passported on grounds of low-income or universal in 
most comparable countries. They are viewed as important by educationalists 
and families and any changes are likely to be subject to a great deal of scrutiny. 

 A precedent has already been established for limiting access to, reducing and / 
or capping the costs of free school milk. 

School uniform vouchers 

The rationale for financial support for school clothing is to help low-income families to 
meet the costs of compulsory school uniform. Support for school clothing is often 
made in kind through voucher schemes, but can also be cash benefits - as in 
Northern Ireland. In the UK financial support for costs of school clothing is largely 
devolved down to sub-national level and, as such, practice varies substantially by 
region.  

Country School clothing vouchers / grants 

England School clothing grant offered by some local authorities and eligibility 
varies but often is passported on the basis of receipt of income-related 
out of work benefits. 

Scotland School clothing grant varies by local authority in terms of design and 
eligibility but may be linked to FSM or welfare receipt. 

Wales All Wales School Uniform Grant available to year 7 pupils in maintained 
schools and eligible for FSM, and pupils aged 11 with SEN or in special 
schools who are eligible for FSM. 

Discretionary school clothing grant – as England. 

Northern Ireland School clothing allowance is passported based on household receipt of 
income-based out of work benefits or pension credit and low-income 
workers. 

Discussion: 

International evidence indicates a trend towards flexibility in the provision of financial 
support for school clothing. These grants or allowances are not always passported 
through benefit receipt but are always subject to some test of low income. 

Health-related benefits 

Comparison of health-related support is slightly more complex across countries as the 
availability of free healthcare is very different across the world. Therefore, although 
this section considers the extent to which access to free healthcare is passported in 
example countries, more relevant comparators for the IOM will be UK nations. 
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Prescriptions 

The policy objective behind provision of free prescriptions and access to other kinds 
of medical treatment is that people on low incomes may otherwise be deterred from 
monitoring their health and seeking treatment where necessary. The wider 
implications of this are that people may have more serious illnesses which are more 
difficult and costly to treat and that they will be unable to work because of poor 
health.  

Country Healthcare Prescription charges 

England National Health Service – 
universal and free at the 
point of need. 
 
 

Passported for claimants (and partners) of 
income-related out of work benefits and 
pension credit. 
Passported credit for under 60s receiving 
certain combinations of tax credits and 
income criteria. 
Those no longer able to work due to health 
conditions or disability, who are claiming 
contributions-based benefits, do not 
receive free prescriptions. 
Those who don’t qualify for mean-tested 
benefits can apply to the NHS Low-income 
scheme for help with health costs. Costs of 
administration are high and awareness is 
low. 

Scotland National Health Service – 
universal and free at the 
point of need. 

Not passported. Universal access to free 
NHS prescriptions. 

Wales National Health Service – 
universal and free at the 
point of need. 

Not passported. Universal access to free 
NHS prescriptions. 

Northern Ireland National Health Service – 
universal and free at the 
point of need. 

Not passported. Universal access to free 
NHS prescriptions. 

Ireland Universal, free 
healthcare. 

Partially passported. Free prescriptions 
only available to those over 70 below 
certain income thresholds. 

France Partially passported. 
Health benefits provided 
through compulsory 
insurance system. State 
provides free health 
insurance for those on 
low income (including 
those in work). 

Position on prescriptions unclear. 

Sweden Partially passported. Payment required for GP visits, hospital stays and 
prescriptions but charges may be reduced for those on certain benefits 
or low income. 
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Country Healthcare Prescription charges 

New Zealand Partially passported. People on low income, including out of work 
benefits are entitled to help towards healthcare costs. Fees are charged 
for out-of-hours GP consultations, prescriptions and out-patient 
treatment but these are reduced for those on low incomes. 

USA Partially passported. Medicaid provides health coverage to certain 
categories of low-income people. Eligibility varies by state and across 
groups. However the (controversial) reforms by the current 
administration aim to expand access to Medicaid for individuals and 
households in poverty and to reduce the proportion of healthcare costs 
they must meet. 

Discussion: 

 The trend within the devolved UK nations is to make prescriptions free for all. 
This has the advantage of making it cheap and simple to administer – unlike the 
NHS low-income scheme for those not qualifying for mean-tested benefits. 
Universal entitlement also increases take up and ensures protection for the most 
vulnerable.  

 However, retaining the link to low income via receipt of income-related (in and 
out of work) benefits enables more effective targeting of resources and keeps 
costs down. 

 It is also worth noting that those receiving free prescriptions as a passported 
benefit are a minority compared to those exempt from prescription charges on 
the grounds of being aged 60 and over. These cases are often the highest cost 
due to the tendency towards ill health in later life. 

Dentistry and optical treatment 

The rationale behind passporting of dental work and optical treatment is similar to 
prescriptions as evidence suggests that these charges can be very expensive and 
hard to meet for those on low incomes. Available evidence on support to help with 
the costs of dentistry and glasses vouchers is limited to UK nations. 
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on for dentistry, sight tests and help with the cost of glasses to be common 
across the UK. It is not clear whether sight tests are also passported on the Isle 
of Man as well as vouchers for glasses. If not then this is slightly less generous 
than other comparable nations. 

 Although it has not been possible to establish wider international trends in 
provision in this kind of support it is likely that it would fall within the broader 
access to healthcare category and therefore be a mix of state subsidy and 
personal contributions (probably with some form of means-test). 

Hospital travel costs 

The costs of travel to hospital may be passported Benefits-in-Kind provided through 
Patient Transfer Services (which do exist on the Island) may be cash benefits in 
terms of refund of monies paid or could even be discounts. In UK nations outpatients 
claiming income-related out of work benefits, pension credit or qualify on the grounds 
of low income (via the NHS low-income scheme) with a valid GP or consultant 
appointment can claim money back for the costs of travel to appointments under the 
Healthcare Travel Costs Scheme (HTCS). 

Justice-related benefits 

Legal Aid 

The rationale for the provision of Legal Aid to help with the costs of legal advice, 
assistance and representation is to enable access to court processes for people who 
cannot afford to pay, to help them to understand their legal obligations, protect basic 
rights, to get a fair hearing and sort out disputes.  

Country Dentistry Optical treatment 

England Passported. Everyone (and partners) 
receiving income-related out of work 
benefits and low income workers is 
eligible. 

Passported. 

Sight tests free to everyone receiving 
income-related out of work benefits and 
low-income workers (and their 
partners). 

Vouchers for glasses also provided for 
those receiving income-related out of 
work benefits and low-income workers 
(and their partners). 

Scotland Passported as England. Passported as England. 

Wales Passported as England. Passported as England. 

Northern 
Ireland 

Passported as England. Passported as England. 
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Country Legal Aid 

England and 
Wales 

Passported for those on income-related out of work benefits and 
pension credit. Court fee remission and help with costs of prison visits 
also passported for this group and low-income workers. 

Where not automatically passported an individual can claim Legal Aid if 
they have a gross monthly income of less than £3,000 and disposable 
income of less than £315 per month. Where disposable income is 
between £315 and £733 per month contributions can be made on a 
sliding scale. 

There has been recent reform in the type of civil cases that qualify for 
Legal Aid - advice on welfare benefits no longer qualifies - a residency 
test introduced and removal of aid for borderline cases. There have also 
been changes to contracting arrangements with law firms. 

Scotland Passported for those on income-related out of work benefits but also 
any person that the Scottish Legal Aid Board believes has probable 
cause. Court fee remission and help with costs of prison visits also 
passported for this group and low-income workers. 

Northern Ireland Passported for those on income-related out of work benefits and 
pension credit. Court fee remission and help with costs of prison visits 
also passported for this group and low-income workers.  

However Northern Ireland has some of the highest Legal Aid costs and 
in mid-2013 the Government consulted on reforms such as a new 
system of means-testing and threshold limits for criminal Legal Aid. The 
introduction of UC provides an opportunity for this type of reform. 

Ireland Not passported. Eligibility is assessed based on a means-test to ensure 
disposable income is less than approx £15,000 per annum and 
disposable capital less than approx £80,000. There is also a merit test 
used to assess chances of success, options for non-court action and 
probable costs.  

France Not passported. Access to Legal Aid is subject to its own mean-testing, 
with a sliding scale of support if your income is above the basic income 
threshold. The maximum net income in 2013 to obtain Legal Aid at the 
rate of 100% is €929 per month (no dependents). Where income 
exceeds the threshold figure someone may still be entitled to 
partial Legal Aid on a reduced scale from 85-15%. 

Sweden Not passported. Anyone can receive Legal Aid from the state for the 
whole or part of the cost of a legal representative up to 100 hours 
provided disposable gross income is less than the threshold equivalent 
to approx.. £22,500 per year. 
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Country Legal Aid 

New Zealand Not passported. Legal reforms began in 2009 to deal with rising Legal 
Aid and the belief that the Legal Aid system did not always provide 
clients with the quality of service they should expect, was not targeted 
to those who need it most, and did not incentivise people to resolve 
more minor personal and civil disputes out of court. 

Eligibility for the amount of aid is determined by a calculation of how 
long a case should take, and the hourly rate based on the lawyer’s 
experience and the type of case.  There is then a means-test to 
determine the level of personal contribution required. 

USA Not passported. Legal Aid is provided by a variety of public interest law 
firms and community legal clinics.  Such firms may impose income and 
resource ceilings as well as restrictions on the types of cases they will 
take.  Funding usually comes from charities, private donors, the Federal 
Government and some local and state Governments. 

Discussion: 

 The UK and IOM appear to be distinct in offering Legal Aid as a passported 
benefit. In other countries this support is subject to a means-test but it is not 
linked to receipt of welfare.  

 Trend for reform of Legal Aid already established in the UK and internationally. 
Means-testing already used extensively internationally.  

 Legal Aid is a complex area and differences in legal systems make international 
comparisons difficult. Should an options appraisal wish to consider Legal Aid 
reform it is recommended that further research is conducted to make informed 
decisions. 

Transport-related benefits 

It is not currently clear whether the car tax exemption and bus pass are benefits-in-
kind but it is assumed that they will be. Without greater evidence on eligibility it is 
difficult to draw comparisons with other countries.  

It is possible that the car tax exemption applies to vehicles used by a disabled 
person, which is the same as the UK Social Security system, where individuals can 
apply for exemption from paying vehicle tax if they receive the higher rate mobility 
component of Disability Living Allowance, the enhanced rate mobility component of 
Personal Independence Payment and War Pensioner’s Mobility Supplement. 

There is no evidence from other nations that bus passes are passported benefits. 
Although there are age-related free bus passes and also help with transport costs 
associated with participation in employment support schemes. 
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Other benefits-in-kind 

The existence of TV licences is unique to the UK so international comparisons are not 
relevant. However all UK residents can get a free TV licence if they are aged over 75, 
blind or in residential care. Assuming that is also the qualifying criteria for IOM then it 
is in line with wider practice. 

Cash benefits 

Cash benefits are those which must be claimed back or reimbursed, or represent cash 
transfers direct to the recipient. The evidence on the existence of these benefits 
internationally is more limited and this section focuses on comparisons with UK 
nations and Republic of Ireland (where possible). 

Energy-related benefits 

The key function of passported benefits which assist with energy or utility costs is to 
provide those on low incomes and in vulnerable households with help towards energy 
costs, to keep their homes warm during the winter months. It is assumed that the 
IOM Winter Bonus is a payment of this kind.  

The value of the IOM Winter Bonus at £300 is higher than the Cold Weather Payment 
at £25 which is available to those on working age benefits in England, Wales, 
Scotland and Northern Ireland. However it is equivalent in value to the UK Winter 
Fuel Payment which is £100-£300 (depending on age) and which is paid to all those 
over 60.  

Discussion: 

 In the UK there has been much debate about the level of expenditure on Winter 
Fuel Payments which are not targeted at the poorest but which are universal, 
ostensibly to ensure support reaches all those that need it. However this is 
sometimes part of a broader debate around the preferential treatment accorded 
to pensioners who have been relatively unaffected by the Government’s welfare 
reform programme (and who are more likely to vote than other age groups). 

Other 

Christmas Bonus 

This bonus is paid across the UK to those on a range of disability-related benefits, 
pensioners and widow(er)s. The rate is set at £10 per person but evidence may 
suggest this is £40 on the IOM. No international evidence on this benefit. 

Summary 

The IOM system (and the UK system on which it is based) of passporting is not 
mirrored in other countries, where passported benefits play a far less significant role 
in the benefits system. The reasons for this differ though in that, in some countries, 
such as Sweden, much provision is universal; the levels of benefit payments tend to 
be higher and social insurance systems are in place. In others, such as the USA, 
passporting is not common because much support is means-tested, independent of 
receipt of welfare benefits. 
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There are a number of key messages arising about apparent disparities in provision 
which may help to inform development of options for reform on the Isle of Man. 

Evidence suggests that the Isle of Man may be more generous than other countries in 
terms of passporting: 

 Help with children’s sports – no state subsidy in other countries.   

 Support with transport costs, namely car tax exemption and bus passes – limited 
state subsidy in other countries. 

 Christmas Bonus – higher rate than the UK. 

The Isle of Man is broadly in line with the UK in terms of: 

 Some health-related benefits such as help with the costs of dentistry, optical 
treatment and hospital travel costs but co-payments are less on the IOM.  

 Education-related benefits such as free school meals and milk and school 
clothing grant. 

 Access to Legal Aid. 

 Emergency loans and grants – with the exception of England. 

The evidence on international practice also clearly demonstrates not only the 
differences between countries but also that there are significant anomalies within 
countries in terms of which groups of benefit claimants are eligible for which 
passported benefits. This confusing array of entitlements highlights the opportunity 
for simplification and supports both the intended purpose of Universal Credit and 
potential demand for reform of passported benefits on the IOM. 

The level of international variation around the passporting of some benefits, such as 
Legal Aid and free school meals and milk, would also support any potential reform on 
the IOM. Recent changes to crisis loans and community care grants also suggest a 
possible area for reform. However these are also some of the more high-profile and 
highly-valued passported benefits (on the grounds of their support for the vulnerable) 
and any changes would be the subject of some scrutiny. 

  



The Treasury Isle of Man Government                        

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

570 

8. Consider the Introduction of a Benefit Cap 
 

Appendix 8 – A – Individuals over the benefit cap of£500 per week 

Appendix 8 – B – Theoretical Maximal – Scenarios



The Treasury Isle of Man Government                       

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

571 

8.1. Appendix 8 – A – Individuals over the benefit cap of £500 per week 

Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben) 

Christ
mas 

Bonus 

Other
** Total 

16109 50,38
3                         83 0 50,507 

39394     34,6
54           4,934   4,71

0   3,12
0 83 0 47,704 

14322 8,905     26,103   3,827           3,120   83 0 46,347 

8730 13,01
4     26,058   2,850           3,480   83 0 45,634 

14723 45,06
4                         83 0 45,185 

14025 4,822     29,682         6,746     3,180   83 0 44,806 

14981 43,99
4                         83 0 44,104 

22759         29,8
64       6,621       3,12

0 83 3,98
9 43,883 

9386 9,363     26,445   4,416           3,300   83 0 43,871 

43616         33,8
52       6,621       3,12

0 83 0 43,833 

1661       29,950         6,621     3,120   83 3,64
0 43,727 

13356 8,648     24,909         6,621     3,120   83 0 43,719 

11200 5,482     28,055         6,621     3,120   83 0 43,674 

9942       29,796         6,500     3,120   83 3,64
0 43,450 

15101       33,134         6,621     3,120   83 0 43,220 

70223     15,4
55   19,4

31     1,06
1 3,647         83 3,18

9 43,077 

14388 8,563     25,955         4,934     3,120   83 0 42,968 

1758 8,684     23,242         7,746     2,940   83 0 42,901 
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me 
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ce 
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ty 

Living 
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al 
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ent 
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Nursin
g Care 
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on) 
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g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

13902 8,808     26,299   4,048           3,240   83 0 42,638 

18624         28,9
47       6,329       2,96

6 83 3,98
9 42,496 

11269 8,790     14,901                   83 0 42,412 

18709         29,8
64       4,934       3,12

0 83 3,98
9 42,197 

17883     5,66
4   19,4

81       6,621   7,01
4   3,12

0 83 0 42,190 

18115         32,2
50       6,500       3,10

3 83 0 42,070 

84300 9,783     24,849         3,899     3,120   165 -83 42,054 

97723 8,584     23,928         6,121     3,120   83 0 42,052 

14848       27,844         6,621     3,120   83 3,98
9 41,969 

597 8,848     25,784   3,827           3,120   83 0 41,924 

378 9,226     25,407   3,827           3,120   83 0 41,924 

14093 8,871     25,761   3,827           3,120   83 0 41,924 

14064 12,48
4     22,149   3,827           3,120   83 0 41,919 

16756 10,78
6     23,824   3,827           3,120   83 

-
4,57
5 

41,905 

10612 1,108     32,580         4,844       3,12
0 83 0 41,898 

27762 10,26
3     24,355   3,827           3,120   83 0 41,889 

24297 8,759     25,842   3,827           3,120   83 0 41,872 

94112 8,806     25,176   4,470           3,120   83 0 41,841 

7468 8,807     25,808   3,827           3,120   83 0 41,823 
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Inco
me 
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ort 

(ISS) 
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nce 

Allowan
ce 

Budgeti
ng 
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Child 
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it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 
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ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

9534 8,867     26,227   3,312           3,180   83 0 41,820 

16626 10,74
9     23,694   3,827           3,120   83 0 41,735 

63 8,373     25,947   3,827           3,120   83 0 41,612 

8452 10,07
1     24,152   3,827           3,120   83 0 41,514 

7689 8,883     25,315   3,827           3,120   83 0 41,489 

1393 11,52
0     22,723   3,827           3,120   83 0 41,468 

9491 8,648     25,518   3,827           3,120   83 0 41,458 

1389 8,790     25,231   3,533       221   3,120   83 0 41,450 

13164 6,913     27,144   3,827           3,120   83 0 41,349 

18862         32,9
81       4,934       3,12

0 83 0 41,274 

96141 2,669     31,274   3,827           3,120   83 0 41,234 

79384 5,498     28,441   3,827           3,120   83 0 41,231 

94546 5,554     28,371   3,827           3,120   83 0 41,216 

1173 5,482     28,371   3,827           3,120   83 0 41,150 

12425       30,185   3,827           3,120   83 3,64
0 41,116 

12969 4,621     29,232   3,827           3,120   83 0 41,095 

7482 8,652     25,206   3,827           3,120   83 0 41,092 

10246 6,844     27,008   3,827           3,120   83 0 41,072 

11102 8,715     25,204         3,647     3,120   83 0 41,072 

24172       33,852   3,827           3,120   83 0 41,064 

21075 8,714     22,176         6,621     3,120   83 0 41,036 
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Id 

Retire
ment 
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n 
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ed 
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nce 
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me 
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(Othe
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For 
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ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 
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ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

13360 10,15
6     23,577   3,827           3,120   83 0 41,025 

12105 11,63
2     23,232   2,944           2,940   83 0 40,991 

9362 8,713     24,983   3,827           3,120   83 0 40,922 

15282 5,482     28,059   3,827           3,120   83 0 40,832 

16469 7,157     26,317   3,827           3,120   83 0 40,766 

8384 10,00
4     23,189   3,827           3,120   83 0 40,485 

8657 8,942     24,243   3,827           3,120   83 0 40,478 

77579 9,681     23,340   3,827           3,120   83 0 40,319 

68761 6,297     26,765   3,827           3,120   83 0 40,293 

11263 10,43
2     22,537   3,827           3,120   83 0 40,260 

15273 9,209     23,702   3,827           3,120   83 0 40,202 

13336 8,748     25,386   2,564           3,120   83 0 40,162 

16938 10,20
5     19,632         6,621     3,120   83 0 40,055 

12203 9,340     23,397   3,827           3,120   83 0 39,982 

79065 12,02
8     22,055   2,810           2,820   83 0 39,953 

98589 8,309     21,500         6,621     3,120   83 0 39,951 

13024 8,734     25,139   2,564           3,120   83 0 39,919 

13684 8,734     24,192   3,570           3,120   83 0 39,871 

15419 8,876     18,733   3,827           3,120   83 0 39,730 

94658 4,870     27,533   3,827           3,120   83 0 39,637 

643 8,648     17,284   3,827           3,060   83 0 39,636 
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Retire
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ed 
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nce 
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me 
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Income 
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Pension

ers 

Inco
me 

Supp
ort 

(ISS) 
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nce 
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ce 

Budgeti
ng 
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(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

95724 9,086     23,277   3,827           3,120   83 0 39,596 

7475 8,467     24,240   3,533           3,000   83 0 39,580 

77568 9,641     22,596   3,827           3,120   83 0 39,534 

8222 9,383     22,778   3,827           3,120   83 0 39,453 

13935 10,86
6     18,433         6,621     3,120   83 0 39,385 

77572 8,315     24,234   3,533           3,000   83 0 39,340 

7626 6,253     25,836   3,827           3,120   83 0 39,327 

86834 39,29
7                           0 39,304 

12595 8,693     23,374   3,827           3,120   83 0 39,298 

77878 8,789     24,528   2,564           3,120   83 0 39,251 

94898 8,607     21,390   3,533           3,120   83 0 39,251 

14084 9,510     22,472   3,827           3,120   83 0 39,234 

68718 8,750     23,020   3,827           3,120   83 0 39,062 

96368 8,799     23,001   3,827           3,120   83 0 39,060 

12962 8,648     22,872   3,827           3,120   83 0 38,894 

7264 5,528     25,925   3,827           3,120   83 0 38,744 

8826 10,46
0     20,981   3,827           3,120   83 0 38,743 

13334 8,759     22,648   3,827           3,120   83 0 38,713 

10197 8,005     25,955   1,251           3,120   83 0 38,681 

94438 6,324     25,025   3,827           3,120   83 0 38,641 

8257 8,706     22,284   3,827           3,120   83 0 38,563 

13503 5,482     25,851   3,827           3,120   83 0 38,546 
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me 
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ort 

(ISS) 
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nce 
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ce 

Budgeti
ng 
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Child 
Benef

it 

Disabili
ty 

Living 
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nce 

Funer
al 
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ent 

 
Incap 
Ben 
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g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

87849 38,35
2                         83 0 38,461 

11096 5,482     25,682   3,827           3,120   83 0 38,373 

7374 9,952     22,333   2,564           3,120   83 0 38,312 

1291 9,135     23,270   2,564           2,940   83 0 38,172 

94443 5,476         3,827           3,120   83 0 38,007 

12390 5,485     23,515         5,334     3,120   83 0 37,851 

9365 8,714     23,071   2,564           3,120   83 0 37,814 

13715 9,117     22,712   3,386           2,700   83 0 37,796 

96959 8,583     25,788               3,120   83 0 37,775 

24217 7,982     22,855   3,533           2,880   83 0 37,586 

14398 7,910     21,627         1,036         83 -500 37,118 

94878 5,536     24,287   3,827           3,120   83 0 37,115 

26140         22,9
32       6,621   7,30

5     83 0 37,095 

37960       23,263         6,621     3,120   83 3,64
0 36,973 

7274 6,391     24,145   3,606           2,220   83 0 36,587 

7825 5,775     23,408   3,827           3,120   83 0 36,475 

27817 5,970     23,840   3,238           3,120   83 0 36,425 

9461 9,066     22,255   1,619           2,640   83 0 36,278 

333 5,704     23,264   3,827           3,120   83 0 36,254 

15628 7,712     20,600   3,827           3,120   83 0 35,677 

11158 8,648     20,588   2,944           3,120   83 0 35,601 

85633 35,23                         83 0 35,368 
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Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
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7 

11365 8,648     18,184   3,827           3,120   83 0 35,358 

89915 35,14
3                         83 0 35,275 

1221 12,07
6     17,570   2,761           2,640   83 0 35,272 

8724 9,652     18,278   3,827           3,120   83 0 35,228 

82 5,621     24,023   2,169           3,120   83 0 35,186 

487 7,317     21,323   2,944       221   2,640   83 0 34,984 

12751 10,98
1     17,364   3,681           2,700   83 0 34,946 

1286 6,444     21,074   3,827           3,120   83 0 34,810 

70920 6,058     21,229   3,827           3,120   83 0 34,729 

96403 12,35
7     16,326   2,564           3,120   83 0 34,601 

22390     1,54
3   21,2

98       3,758   7,73
2     83 0 34,570 

79347 6,326     20,753   4,269           2,820   83 0 34,372 

16805 9,216     20,304   2,285           2,400   83 0 34,364 

19654     1,87
4   28,0

21       5,047         83 -791 34,328 

24213       27,084   3,827           3,120   83 0 34,288 

532 8,648     19,600   2,564           3,120   83 0 34,193 

76419     8   14,5
98     6,51

0 3,758   8,56
8     83 300 34,036 

14380 9,083     17,910         6,621         83 0 33,854 

24441 31,63
1                         83 0 33,768 
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95198 5,482     22,051   2,564           3,120   83 0 33,588 

95086 8,648     18,854         5,334         83 0 33,566 

8669 7,670     18,485   3,018       1,00
1   2,520   83 0 33,486 

98756 7,236     24,887         1,036         83 0 33,398 

429 6,411     21,833   2,429           2,460   83 0 33,367 

16051 8,276     23,804         1,036         83 0 33,355 

88053 7,316     25,847                   83 0 33,350 

7631 5,526     21,698   2,564           3,120   83 0 33,252 

15511 8,546     20,488         3,899         83 0 33,172 

13754 8,462     21,129               3,120   83 0 33,114 

10250 8,972     21,334         2,564         83 0 33,107 

16447 7,344     20,675         4,844         83 0 33,100 

14497 8,063     23,696         1,036         83 0 33,034 

8729 4,226     24,560         3,899         83 0 33,031 

15969 7,916     20,008         4,844         83 0 33,006 

24573         26,1
67       2,611         83 3,98

9 33,005 

16825     108 27,769         4,934         83 0 32,999 

12133 5,482     24,754   2,564               83 0 32,972 

69892         31,7
01       1,036         83 0 32,924 

9380 8,698     16,950   3,827           3,120   83 0 32,909 

12730 10,35
4     16,146   4,048           2,100   83 0 32,860 



The Treasury Isle of Man Government                       

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

579 

Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

20906 8,320     16,046 1,45
4       6,621         83 0 32,677 

17261         29,8
68       2,611         83 0 32,667 

9719 8,984     23,345                   83 0 32,585 

11372 7,738     19,508         2,414 849       83 0 32,562 

24157 7,318     18,587   3,238       221   2,640   83 0 32,544 

1321 6,353     19,073   3,754           3,120   83 0 32,527 

15624 11,35
5     15,719         4,934         83 0 32,253 

10255 1,415     25,263         4,934         83 0 31,851 

85237 2,187     26,202               2,280   83 0 31,785 

12620 9,140     19,097   2,282           900   83 0 31,620 

10004     61 27,597         2,611         83 1,08
1 31,595 

1283 8,648     13,551   3,827           3,120   83 0 31,566 

21966         30,3
30       1,036         83 0 31,553 

24980         31,3
46                 83 0 31,483 

10126 10,51
7     13,937         4,746     1,560   83 0 31,149 

95964 6,368     17,552   3,827           3,060   83 0 31,041 

20793 8,221     14,854 1,10
1       6,030   551     83 0 30,960 

12908 1,639     24,122   1,972           2,400   83 0 30,937 

77621 3,524     21,857   2,944           2,340   83 -74 30,910 

79201 11,27
1     12,734         6,621         83 0 30,865 
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s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

85558         25,3
89           5,27

2     83 0 30,835 

9303 8,712     14,607   3,827           3,120   83 0 30,824 

15414 9,841     12,740         7,871         83 0 30,690 

77578 6,984     16,672   3,238       458   2,520   83 0 30,573 

24328 8,979     14,705   3,533           3,000   83 0 30,557 

13392 6,713     18,900   2,944           1,560   83 0 30,528 

31361     231   20,5
94   940 5,30

4           83 3,18
9 30,499 

86528 8,941     14,610         6,621         83 0 30,412 

89955         15,8
16       6,621   7,73

2     83 0 30,409 

91067 9,227     10,888         6,621     3,120   83 0 30,203 

30 7,004     15,490   2,564           3,120   83 0 30,157 

9249 8,648     14,119   3,827           3,120   83 0 30,059 

8448 8,723     14,225   3,706           3,120   83 0 30,023 

13628 11,85
1     17,921                   83 0 29,959 

1869 10,07
7     14,252         5,334         83 0 29,902 

8298 9,955     15,477   2,564           1,320   83 0 29,850 

76952         18,3
46       5,334   5,61

7     83 300 29,834 

9419 8,860     16,820   3,827               83 0 29,695 

7395 9,949     17,755   1,775               83 0 29,674 

24117 6,651     17,182   2,944           2,400   83 0 29,660 

30567     20,0           5,236         83 3,98 29,554 
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Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

92 9

31861     26,6
79           2,564         83 0 29,428 

15485 8,685     14,364         6,127         83 0 29,418 

95234 8,687     15,059         5,334         83 0 29,319 

12985 6,548     13,114         5,121 869   2,640   83 0 29,319 

1382 6,606     14,759   3,827           3,120   83 0 29,283 

94216 10,98
6     16,183   368           1,440   83 0 29,231 

13263 9,780     13,645   2,355           3,120   83 0 29,134 

27071         23,5
37       5,334         83 0 29,058 

94786 8,288     10,430         6,621     3,120   83 0 28,835 

87729 28,64
5                         83 0 28,777 

77926 10,17
9     14,466   3,827               83 0 28,660 

8589 12,18
0     10,511   4,342           1,440   83 0 28,656 

11157 7,982     17,504               2,880   83 0 28,617 

97912 28,46
5                         83 0 28,600 

36096     22,8
02         5,30

4           83 300 28,595 

14930 10,49
3     16,329               1,380   83 0 28,421 

8244 11,04
6     10,528   4,858           1,560   165 0 28,260 

14899 10,09
7     14,124   3,827               83 0 28,238 
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Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

9585 9,421     14,908         3,647         83 0 28,215 

16611 10,97
6     7,437   3,827               83 0 28,204 

86157 2,602     21,563   3,827               83 0 28,180 

13548 9,891     14,676   2,564           840   83 0 28,170 

95662 4,947     19,202   3,827               83 0 28,164 

47586     14,6
83       400 7,50

7           83 5,28
9 28,089 

95241 9,767     11,694   3,171           3,120   83 0 28,088 

1375 8,678     15,391   3,827               83 -48 28,037 

7369 6,596     17,355   3,827               83 0 27,965 

4125   1,328 2,90
5   17,9

46   653       4,65
7       384 27,965 

10315 10,30
1     13,774         3,647         83 0 27,962 

8239 9,082     14,857   3,827               83 0 27,954 

13545 5,839     17,962   3,827               83 0 27,816 

1316 6,423     17,361   3,827               83 0 27,799 

24168     955   15,2
14       7,371         83 3,98

9 27,767 

79507 9,918     11,838   2,564               83 0 27,745 

1139 6,425     14,138   2,355       1,51
7   2,160   83 0 27,715 

10780 3,310     5,118 10,1
79       3,758   5,07

0     83 0 27,662 

9431 11,22
6     12,350   3,827               83 0 27,606 

74542         21,0
88   730       5,19

0     165 300 27,578 
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Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

89667 109     23,445   3,827               83 0 27,568 

11233 5,482     18,067   3,827               83 0 27,563 

12347 8,695     11,540   3,827           3,120   83 0 27,498 

80755       19,595         3,647         83 3,98
9 27,469 

1185 8,648     14,797   3,827               83 0 27,459 

8786 8,652     14,901         3,647         83 0 27,439 

12123 5,729     15,575   3,217           2,700   83 0 27,426 

85170 27,14
5                           0 27,155 

15412 9,093     11,559   4,784           1,380   165 0 27,068 

7715 8,828     15,475   2,564               83 0 27,053 

94996 2,451     20,538   3,827               83 0 27,049 

1045 7,551     16,749   2,564               83 0 27,047 

9064 11,58
9     12,614   2,564               83 0 26,954 

68674 8,918     11,164   3,680           3,000   83 -74 26,919 

95734 8,582     14,324   3,827               83 0 26,918 

20714 26,79
5                         83 0 26,912 

12403 5,525     7,148   2,723           2,160   83 0 26,889 

15254 11,36
9     12,621   2,564               83 0 26,741 

94305 8,759     16,874   345           420   83 0 26,741 

95655 5,530     18,358         2,611         83 0 26,738 

9598 9,310     15,556   1,528               83 0 26,571 
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Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

1310 9,708     14,049   2,564               83 0 26,509 

10071 8,978     14,073         3,303         83 -84 26,504 

9264 8,783     13,703   3,827               83 0 26,500 

15121 9,406     15,335               1,140   83 0 26,469 

646 9,298     14,592   2,613               83 0 26,449 

12887 8,859     14,832   2,564               83 0 26,442 

45307     22,7
70         3,18

2           83 300 26,442 

30991     7   19,2
90   280 3,42

7           83 3,18
9 26,433 

7338 8,865     14,797   2,564               83 0 26,413 

271 8,759     14,901   2,564               83 0 26,411 

80796         12,6
08       6,621       2,94

0 83 3,98
9 26,400 

16882 9,710     16,416                   83 0 26,390 

15446 8,309     15,276   2,564               83 0 26,336 

8516 8,852     10,215   3,827           3,120   83 0 26,312 

1257 6,058     17,491   2,564               83 0 26,300 

46061     8   21,0
31   430 4,24

3           165 300 26,285 

19041 6,581     15,816         3,647         83 0 26,284 

10721 10,43
4     13,084   2,564               83 0 26,269 

9603 9,597     10,742   3,827           1,800   83 0 26,240 

15337       23,537   2,564               83 0 26,236 

94902       23,537   2,564               83 0 26,236 
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Id 

Retire
ment 
Pensio

n 

Employ
ed 

Person'
s 

Allowa
nce 

Inco
me 

Supp
ort 

(Othe
r) 

Income 
Support 

For 
Pension

ers 

Inco
me 

Supp
ort 

(ISS) 

Attenda
nce 

Allowan
ce 

Budgeti
ng 

Loan 
(Is) 

Child 
Benef

it 

Disabili
ty 

Living 
Allowa

nce 

Funer
al 

Paym
ent 

 
Incap 
Ben 

Nursin
g Care 
Payme

nt 
(Pensi
on) 

Nursin
g 

Care 
Paym
ent 

(Gen 
Ben)

Christ
mas 

Bonus 

Other
** Total 

8442 8,677     14,801   2,564               83 0 26,230 

8572 11,15
7     12,652   542           1,680   83 0 26,222 

7657 5,482     17,987   2,564               83 0 26,219 

16537 7,594     15,706         2,562         83 0 26,185 

94277 8,734     12,741   2,637       1,42
2   240   83 0 26,173 

97279 6,468               2,723         83 0 26,165 

14430 8,783     13,383         3,647         83 0 26,158 

8546 9,214     11,496   2,797           2,400   83 0 26,117 

13388 11,83
3     14,026                   83 0 26,055 

7816 9,847     13,810   2,169               83 0 26,001 

0 

** Other is Journal Entry, Carers Allowance, Maternity Allowance, Exceptional needs Allowance, Winter Bonus 0 
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8.2. Appendix 8 – B – Theoretical Maximal – Scenarios 
Benefits Interaction Analysis – Scenario 1 

 

 

 

 

 

 

 

 

 

 

 

 

 

     

 

 

 

 

 

    

EPA Inc 
support with 

housing 

Child Benefit 
x2 

School 
Meals 

Christmas 
Bonus Milk 

Couple. Both Working 
one working 37 hours 
PW the other working 

8 hours PW. 2x 
Children. Children are 

9 & 8 rented 
accommodation 

paying £165 per week.  

 

Benefits 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid 
Dentistry 

School 
Sports 

School 
Uniforms 

Benefits PA = £12,444.64  

Passporting PA = £266.50 
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Benefits Calculation 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 EPA  Child Benefit 1st Child Benefit 2nd  Free School Meals     PW PA 

 185.92  20.40  13.50 19.50    239.32  12,444.64 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

   PA 
  

80.00 132.00 7.70 46.80    266.50 

This scenario is also entitled to access to Legal Aid, grants & budgeting loans, school uniforms and help with school sports. 

  

 

EPA -Basic amount   £       273.45  less Income 
First child  £        21.20  Earnings (37x £6.40) +(8 x£6.40)  £   288.00  
Second child  £        61.25  less Income  £   265.60 
Plus 24h Addition  £        32.70  70%  £   185.92 
Rent  £       165.00  
Child care costs  £             -    Weekly amount of EPA Payable  £   185.92 
Total prescribed amount  £       553.60  
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Benefits Interaction Analysis – Scenario 2 

 

 

 

 

 

                                                

 

 

 

 

 

           

 

 

 

 

 

Single, working age. 
Not working 

(unemployed for 7 
months), No children. 

Rented 
accommodation 

paying £116 p/w. No 
income no savings. 

Benefits 

JSA Inc 
support with 

housing 

Benefits PA = £11,234.60  

Passporting PA = £87.50 

 

Dentistry 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid 
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Benefits Calculation 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 JSA           PW PA

 216.05            216.05  11,234.60   

 

Benefit type & value 

Annual or one off payment Total 

 Dentistry Prescriptions  Voucher for 
glasses  

       PA 

 33.00 7.70 46.80      87.50

This scenario is also entitled to access to Legal Aid 

 

 

 

Personal  allowances  £       100.05  Other income  £         -    
Housing allowance (capped at £116)  £       116.00  Less other income  £   216.05  
Applicable amount  £       216.05  

Income based JSA  £   216.05  
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Benefits Interaction Analysis – Scenario 3 

 

     

     

     

     

  

Child Benefit 

Milk 

Benefits 

Working age single 
(24 years old) not 

working (unemployed 
for 4 months). 1 x 

child 3 years old. Rent 
of £153 

JSA inc 
support with 

housing 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid Dentistry 

Benefits PA = £15,496.00  

Passporting PA = £153.50 
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Benefit Calculation 

 

 

 

 

 

 

 

Value of Benefits 

 

Benefit type & value 

Weekly Total 

 JSA (cont)  JSA (income) Child Benefit 1st  Free Milk     PW PA 

57.35  216.05 20.40  4.20    298.00  15,496.00 

 

Benefit type & value 
Annual or one off payment Total 

Dentistry Prescriptions Voucher for 
glasses  

    PA 

99.00 7.70 46.80     153.50 

 

This scenario is also entitled to access to Legal Aid 

Personal  allowances  £        100.05  Other income (contributory JSA)  £     57.35  
Child addition  £        33.35  
Housing allowance   £       153.00  Less other income  £   216.05  
Applicable amount  £       273.40  

Income based JSA  £   216.05  
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Benefits Interaction Analysis – Scenario 4 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits 

Working age, couple, 
not working, no 

children. Both been 
unemployed for over 6 
months. Private rent 

£116.00 p/w 

Benefits PA = £13,967.20 

Passporting PA = £153.50 

JSA inc 
support with 

housing 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid Dentistry 
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Benefit Calculation 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

JSA (income)         PW PA 

 237.60        268.60 13,967.20 

 

Benefit type & value 

Annual or one off payment Total 

Dentistry Prescriptions Voucher for 
glasses  

    PA 

99.00 7.70 46.80      153.50 

 

This scenario is also entitled to access to grants and budgeting loans 

 

Personal  allowances  £       152.60  Other income   £         -    
Child addition  £             -    
Housing allowance   £       116.00  Less other income  £   268.60  
Applicable amount  £       268.60  

Income based JSA  £   268.60  

 



The Treasury Isle of Man Government                       

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

594 

Benefits Interaction Analysis – Scenario 5 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

  

JSA inc 
support with 

housing 

Child Benefit 
x3 

School 
Meals 

Benefits Benefits PA = £27,027.00 

Passporting PA = £219.50 

 

Milk 

Working age, couple, 
not working, 3 x 

children. Both been 
unemployed for over 6 
months. Rent £182 p/w 

Children 2, 7 & 8  

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid Dentistry 
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Benefits Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

JSA  Child Benefit 1st Child Benefit 2nd & 
3rd 

Free Milk   Free School Meals   PW PA 

 448.65  20.40 27.00  4.20  19.50   519.75  27,027.00 

 

Benefit type & value 
Annual or one off payment Total 

Dentistry Prescriptions Voucher for 
glasses  

    PA 

165.00 7.70 46.80     219.50 

 

This scenario is also entitled to access to grants and budgeting loan 

Personal  allowances  £       152.60  Other income   £         -    
1st Child addition  £        33.35  Less other income  £   448.65  
2nd Child addition  £        40.35  
3rd Child addition  £        40.35  
Housing allowance (capped at £182)  £       182.00  
Applicable amount  £       448.65  

Income based JSA  £   448.65  
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Benefits Interaction Analysis – Scenario 6 

 

 

 

 

 

 

 

* 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £9,146.80 

Passporting PA = £573.00 

 

Pension 

Pension 
Premium 

Income 
Support 

Christmas 
Bonus 

Over 80s 
addition 

TV Licence 

Single over 81 years 
old. Independently 
living in own house, 

no mortgage. Savings 
of £10,000.  

Vouchers for 
glasses 

Prescriptions 

Dentistry 
Bus Pass 

Winter 
Bonus 
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Benefit Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 Basic 80s Pension  Over 80s Add. RT premium Income Support     PW PA 

67.80 2.00  15.95  90.15    175.90  9,146.80 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter Bonus TV Licence  PA 

40.00 33.00 7.70 46.80 300.00 145.50  573.00 

 

  

Income Support 
Basic over 80s pensions  £       67.80  Personal Allowance  £100.05  
Over 80s addition  £        2.00  Pensioner Premium  £  62.60  
Retirement pension premium  £       15.95  Maintenance & Insurance    £  13.25  

Total  £       85.75  Total  £175.90  
Less income  £  90.15  

Total Income   £       85.75  Income Support Payment   £  90.15  
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Benefits PA = £18,946.20 

Passporting PA = £646.00 

 

Benefits Interaction Analysis – Scenario 7 

 

 

 

 

 

 

 

* 

 

 

 

 

 

 

 

 

 

 

  

Benefits 

Income 
support with 

housing 

Retirement 
Pensions x2 

Christmas 
Bonus 

Winter 
Bonus 

Couple, one is 73 the 
other 74.  Living in 

private housing paying 
rent of £116.00 p/w. 

£2,000 of savings 

Pension 
Supplement 

x2 

Vouchers for 
glasses 

Prescriptions 

Dentistry 
Winter 
Bonus 
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Benefits Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

Pensions  Pen. Supplements Income Support       PW PA 

180.90 85.95  97.50     364.35  18,946.20 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter Bonus TV Licence  PA 

80.00 66.00 7.70 46.80 300  145.50  646.00 

 

 

 

Income Support 
Cat A Pension  £     113.10  Personal Allowance  £152.60  
Cat B Pension  £       67.80  Pensioner Premium  £  95.75  
Pension Supplement 1  £       53.75  Rent  £ 116.00  
Pension Supplement 2  £       32.20  Total  £364.35  

Less income  £  97.50  
Total Income   £     266.85  Income Support Payment   £  97.50  
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Benefits Interaction Analysis – Scenario 8 

 

 

 

 

 

 

 

* 

 

 

 

 

 

 

 

 

 

 

  

Incapacity 
inc support 

with housing 

Child Benefit 
x2 

School 
Meals 

Christmas 
Bonus 

Benefit Benefits PA = £23,342.80 

Passporting PA = £566.50 

 

Milk 

Winter 
Bonus 

Working age couple, 
one has been 

incapacitated for 34 
weeks the other is not 
working, in receipt of 
maternity payment. 

Private rent £162 p/w. 
2 x children 10 & 12 

years old. No Savings. 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid Dentistry 

School 
Sports 

School 
Uniforms 
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Benefit calculation 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

Incapacity  Income Support 
Inc. Housing 

Child Benefit 1st & 
2nd total 

Free Milk   Free School Meals  PW PA 

92.95 298.35 33.90  4.20 19.50   448.90  23,342.80 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter bonus   PA 

80 132 7.70 46.80 300   566.50 

 

This scenario is also entitled to school uniforms and sports 

 

IS Personal Allowance (couples)  £                 152.60  Incapacity  £      92.95  
First child  £                  33.35  less Income  £     294.35  
Second child  £                  40.35  
Rent  £                 165.00  

Total  £                 391.30  Total Income support  £     298.35  
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Benefits Interaction Analysis – Scenario 9 

 

 

 

 

 

 

 

* 

 

 

 

 

 

 

 

 

 

 

  

Mobility 
Income 
Support 

Benefits Benefits PA = £25,404.60 

Passporting PA = £533.50 

 

Carers 
Allowance 

Winter 
Bonus 

Couple of working age. 
1 x long-term 

disability, 1 x Carer. 
No children, no 

savings. Social housing 
£116 

DLA 
Christmas 

Bonus 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Legal Aid Dentistry 
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Benefits Calculation 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 DLA (HR)  Mobility Carers Allowance Income Support     PW PA 

 75.65 54.10  61.35  297.45    488.55 25,404.60 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter Bonus   PA 

80.00 99.00 7.70 46.80 300.00   533.50 

 

This scenario is also entitled to transport for hospital 

 

 

IS Personal Allowance (couples)  £                 152.60  Higher rate care component DLA  £      75.65  
Disability Premium  £                  53.15  Mobility  £      54.10  
Single Carer Premium  £                  37.05  Carers Allowance  £      61.35  
Rent   £                  116.00  Income  £     191.10  

Total  £                 358.80  Income support payable  £     297.45  
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Benefits Interaction Analysis – Scenario 10 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £27,193.40 

Passporting PA = £533.50 

 

Income 
Support 

Vouchers for 
glasses Prescriptions Grants and 

budgeting 
Loans 

Legal Aid 

Dentistry 

Couple working age,  
1 x Carer, 1 x long-
term incapacity, 1 

child with a disability, 
Private rent £153 p/w, 

no savings 

School 
Sports School 

Uniforms 

Child Benefit 
x1 

School 
Meals 

Christmas 
Bonus 

L/T 
Incapacity 

Benefit 
B

M/R DLA 
Winter Bonus 
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Benefit Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 Income Support  L/T Incapacity 
Benefit 

Child Middle Rate 
DLA  

Carers Allowance   Free School Meals Child Benefit   PW PA 

276.65 104.10  50.70 61.35  9.75 20.40 522.95 27,193.40 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter Bonus   PA 

80.00 99.00 7.70 46.80 300    533.50 

Notes: Dentistry 2 x check-ups per person per annum. Glasses one claim PA  

This scenario is also entitled to school uniforms, school sports and Class I NI credits 

IS Personal Allowance (couples)  £                 152.60  LT Incapacity  £     104.10  
Disability Child Premium  £                  40.60  Child Middle Rate Disability Allowance  £      50.70  
Single Carer Premium  £                  37.05  Carers Allowance  £      61.35  
Incapacity Premium  £                  25.50  
Rent  £                 153.00  Income  £     216.15  
1st Child allowance  £                  33.35  

Total  £                 442.10 Income support payable  £     276.65  
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Benefits Interaction Analysis – Scenario 11 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £21,187.40 

Passporting PA = £427.50 

Single 67 year old, with 
a disability, Social 

housing £80.00 p/w 

Retirement 
Pension 

Vouchers for 
glasses 

Prescriptions 

Grants and 
budgeting 

Loans 

Buss Pass Dentistry 

Travel to 
Hospital 

Winter 
Bonus 

Pension 
Supplement 

Attendance 
Allowance 

Christmas 
Bonus 

Income 
Support 
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Benefit Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

Retirement 
Pension 

 Pension 
Supplement 

Attendance 
Allowance  

Income Support      PW PA 

 113.10  53.75  75.65 164.95     407.45  21,187.40 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Winter Bonus   PA 

40.00 33.00 7.70 46.80 300.00   427.50 

 Notes: Dentistry 2 x check-ups per person per annum. Glasses one claim PA 

This scenario is also entitled to a bus pass 

Personal Allowance  £     100.05  Cat A Pension  £113.10  
Pensioner Premium  £       62.60  Pension Supplement 1  £  53.75  
Disability Premiums  £       53.15  Attendance Allowance  £  75.65  
Rent  £       80.00  AA Disregard   £-75.65 

Total  £166.85  

Less Income  £129.40  

Total  £     295.80 Income Support payable £164.95
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Benefits Interaction Analysis – Scenario 12 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £42,629.60 

Passporting PA = £127.50 

 

Retirement 
Pension 

Pensioner living in a 
residential home, no 

savings or 
investments. 
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Attendance 
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Travel to 
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Supplement 

Nursing 
Care 

Contribution 
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Benefit Calculation 

 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 Retirement 
Pension 

 Pension 
Supplement 

Attendance 
Allowance  

Nursing 
Contribution  

 Income Support   PW PA 

113.10 53.75  75.65 111.00 466.30   819.80 42,629.60 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

   PA 

40.00 33.00 7.70 46.80    127.50 

Notes: Dentistry 2 x check-ups per person per annum. Glasses one claim PA. This scenario is also entitled to a bus pass and transport to hospital 

     
Personal Allowance  Less Income 
Nursing Home Charge  £     711.20  Retirement Pension  £  113.10  
Personal Expenses  £       32.95  Pension Supplement  £    53.75  

Attendance allowance   £    75.65  
AA Disregard -£    75.65  
Nursing Care Contribution   £  111.00  

Total income  £  277.85  

Total  £     744.15  Income Support payable  £  466.30  
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Benefits Interaction Analysis – Scenario 13 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Benefits Benefits PA = £32,428.24 

Passporting PA = £160.50 

EPA inc 
support with 

housing 
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Prescriptions 
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Lone Parent with a 
disability, working 24hr 
p/w. Earning £153.60 
pw, 1 x child 8 years 

old. Rent private £155 
pw 

School 
Sports 

Child Benefit 
x1 

School 
Meals 

Christmas 
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H/R Mobility 

DLA 
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Benefit Calculation 

 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 EPA  Child Benefit 1st Child care costs HR Mobility DLA  Free School Meals   PW PA 

379.37  20.40 160.00   54.10  9.75   623.62 32,428.24 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for glasses     PA 

40.00 66.00 7.70 46.80     160.50 

 Notes: Dentistry 2 x check-ups per person per annum. Glasses one claim PA 

This scenario is also entitled to school sports 

 
EPA -Basic amount   £       328.65   Less Income  
First child  £        21.20   Earnings (24x £6.40)   £   153.60  
Child care costs  £        160.00   Disability Living allowance (HR Mobility)  £    54.10  
Plus 24h Addition  £        32.70   Disability Living allowance - Disregard -£    54.10  
Rent   £       153.00   total  £   153.60  
   less Income  £   541.95  
Total prescribed amount  £      695.55   70%  £   379.37  
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Benefits Interaction Analysis – Scenario 14 
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Benefit Calculation 

 

 

 

 

 

 

 

 

Value of Benefits 

Benefit type & value 

Weekly Total 

 Pension  Pension Premium Income support Maintenance and 
Insurance 

   PW PA 

113.10  15.95 46.85 13.25    189.15  9,835.80 

 

Benefit type & value 
Annual or one off payment Total 

Christmas Bonus Dentistry Prescriptions Voucher for 
glasses  

Bereavement 
Payment 

Winter bonus  PA 

40.00 33.00 7.70 46.80 2000 300   2,427.50 

 Notes: Dentistry 2 x check-ups per person per annum. Glasses one claim PA 

Assumptions for Passport Benefits used in theoretical maximal 

      
Personal Allowance     £     100.05  Less Income 

Pensioner Premium    £       62.60  Retirement Pension  £  113.10  
Maintenance and insurance allowance    £       13.25  Retirement Pension Premium  £    15.95  

 
Total income  £  129.05  

      Total   £      175.90  Income Support payable  £    46.85  
  



The Treasury Isle of Man Government                       

Review of the Isle of Man’s Social Security and National Insurance Schemes – Final Report 

 

614 

 
 Dentistry – 2 check-ups per year as recommended (no treatments, therefore we believe this is conservative) 

 Prescriptions -  2 x Per Annum 

 Vouchers for Glasses – x1 
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9. Means-Testing Benefits 
 

Appendix 9 – A - International 
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9.1. Appendix 9 - A - International 

Many nations operate a mixed system containing means-tested and universal, 
universal conditional or contributory benefits. This reflects differing policy objectives 
as well as different political approaches.  It is therefore difficult to compare the 
current benefit system on the Isle of Man directly with international case studies.  In 
addition there is generally very little existing empirical information of the impact of 
means-testing.  

The UK and the IOM use means-testing more than most developed economies. 
International comparisons are difficult because of variations in the definition of 
benefits. However the Organization for Economic Cooperation and Development 
estimates that in 2005, the UK ranked fourth of 30 advanced countries in means-
tested benefit expenditure as a proportion of national income, behind Australia, New 
Zealand and Canada, and closely followed by Ireland.152 These five nations are the 
focus of this section of the report.  

Country Trends in Means-Testing 

United Kingdom Trend to increasing means-testing through the introduction of Universal 
Credit, restricting eligibility for Child Benefit, greater assets-testing for 
Legal Aid  and varying repayment requirements for HE loans, plus 
intentions to target support with energy costs through passporting.  

Australia The current Government has recently indicated that there will be further 
increases in an already heavily means-tested system. Indications are 
that the Government will introduce a $6 co-payment for bulk-billed GP 
appointments, raise the age of the pension from 67 to 70 and seek to 
address the growth in Family Tax Benefit B.  

New Zealand Ongoing debate about the need to means-test superannuation and 
pensions, given the ageing population, however no clear plans. Recent 
reforms have focused on activation strategies with benefit sanctions for 
non-participation. 

Canada  Changes to pension eligibility over recent years have focused on 
raising retirement ages rather than greater income-testing.  

Ireland IMF reports on Ireland’s bailout and plans for economic recovery 
highlighted targeting of benefits as a likely area for reform. However 
these came in the form of withdrawal of some benefits, lower benefit 
rates and greater conditions (i.e. more days off sick for sickness 
benefits) rather than increased means-testing. 

 

  

                                            
152 H. Immervoll, Minimum income benefits in OECD countries – policy design, effectiveness and challenges, 

OECD Social, Employment and Migration Working Papers No. 100, January 2010. 
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United Kingdom 

Approach 

Within the United Kingdom, Jobseeker’s Allowance is the main benefit for those out of 
work. Jobseeker’s Allowance is made up of two parts, a contributory benefit based on 
insurance contribution payment and an income-based part which is not based on 
insurance payment. Employment and Support Allowance replaced Incapacity Benefit 
for new claims in 2008. There is also Income Support, a general means-tested benefit 
for those with low income who are unable to work. In addition there are a number of 
specific means-tested benefits: Council Tax Benefit, Housing Benefit, the Working Tax 
Credit which is an in-work benefit and, for people with children, Child Tax Credit 
(CTC). There is also means-tested Child Benefit for people with children.153 

The UK depends heavily on means-testing to concentrate support on those in need 
while limiting overall spending. Greater reliance on universal or contributory benefits 
would require either large increases in spending or reductions in the level of support 
provided to many people. For example, average Working Tax Credit awards were 
£3,173 per claimant in 2009-10. Providing this amount universally across the working-
age population would cost £122 billion, more than 16 times current expenditure. 

Recent changes 

Major reforms to means-tested benefit include replacing many benefits for those of 
working age with the new means-tested Universal Credit from 2013. Other proposed 
changes will affect the extent of means-testing. For instance, reforms to the State 
Pension should reduce reliance on means-tested Pension Credit. On the other hand: 
Child Benefit is no longer a universal benefit, as families with higher-rate taxpayers 
will be ineligible; higher earners will accrue higher rates of interest on their higher 
education loans - compared to lower earners; reforms to Legal Aid include removing 
assistance for a number of civil cases and changes to capital eligibility tests; and in 
2011 eligibility criteria for help with energy costs was amended to better target 
support to households that receive certain income-related benefits. It is clear that 
means-testing will continue to be used extensively for the foreseeable future.154 

Australia 

Approach 

The Australian Social Security system is funded from general taxation revenue and 
not from employer or employee Social Security contributions. Duration of payment 
receipt is not time limited, with income support payments being paid subject to the 
continued meeting of eligibility criteria and means-testing arrangements.  

The Australian income support system consists of various pensions and benefits, each 
with its own eligibility criteria and, where applicable, ‘looking for work’ or other 
‘activity’ requirements relating to the reason claimants are unable or not expected to 
fully support themselves through paid work. For example, there are categories of 
payment for the aged, people with disability and their carers, primary carers of 

                                            
153 OECD (2012) Benefits and Wages: Country specific information 
154 NAO Ibid. 
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dependent children, the unemployed and full-time students. Income support 
payments do not include spousal assistance, and partners of unemployment payment 
recipients must claim an income support payment, generally an unemployment or 
parenting payment, in their own right. Income support payments are both income 
and asset-tested with regimes differing depending on whether a payment is classified 
as a 'pension' or 'benefit'. Unemployment and parenting payments for members of a 
couple are 'benefits', while the parenting payment for single parents is classified as a 
'pension'. Unemployment-related and parenting payments and the Age Pension are 
taxable.  

Most payments for families with dependent children are subject to income-testing 
either on individual or parental income or the income of the ‘second-earner’. Family 
and Rent Assistance payments are non-taxable. Paid Parental Leave scheme 
payments are taxable.155 

Recent changes 

The current Government has recently indicated that there will be further increases in 
an already heavily means-tested system. "Means-testing must become an even more 
important part of Australia's transfer system to ensure the sustainability of our 
income support payments. Support must be targeted to those in most need.” 
Indications are that the Government will introduce a $6 co-payment for bulk-billed GP 
appointments, raise the age of the pension from 67 to 70 and seek to address the 
growth in Family Tax Benefit B.156 

New Zealand 

Approach 

The provision of Social Security benefits in New Zealand is funded from general 
taxation and not specific Social Security contributions. Social security benefits for the 
unemployed are not funded from specific employee / employer contributions and 
there are no minimum working hours or earnings required in order for a person to be 
covered. All New Zealanders, regardless of their employment history, are covered by 
the benefits provided under the Social Security Act 1964. All benefits are payable 
without a fixed duration (although eligibility is reviewed on a regular basis and people 
receiving Unemployment Benefit have to re-apply every 12 months). In addition to 
the specific qualifying criteria for each benefit, provision is subject to a New Zealand 
residence requirement and personal income (joint income in the case of married, civil 
union and de facto couples).157 

People on low incomes are eligible for help with health-care costs. Access is via an 
entitlement card system. Where a person qualifies and requires treatment for which 

                                            
155 OECD Ibid. 
156 The Guardian online (23/4/14) ‘Joe Hockey warns aged pension is in the sights of budget razor 
gang’ 
157 OECD Ibid. 
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there is a fee, presentation of the card gives access to a reduced charge. Entitlement 
is passported to those on a variety of benefits (not just income-related).158 

Recent changes 

There has been a significant shift towards simplification of the overall welfare system 
with three new benefits introduced in 2013 to replace a range of other benefits. 
There are new obligations for people on benefits as a condition of receipt, with 
sanctions for failure to comply. These differ by group but include making sure 
children get health checks, drug tests, clearing arrest warrants.  

Total welfare expenditure, as a percentage of GDP, is shrinking so further means-
testing is not the current focus of debate, however spending on healthcare and 
superannuation is projected to grow. The rising cost of superannuation is the subject 
of debate with options considered including increasing the age of eligibility, reducing 
the relative value of payments, and means-testing. Decisions are yet to be made.159 

Canada 

Approach 

The system of benefits and incentives in Canada comprises a number of programmes, 
including benefit programmes and tax assistance. Some are the responsibility of the 
Federal (national) Government, while others are administered by provincial and 
territorial Governments. These programmes include unemployment benefits, social 
assistance (or welfare), and a number of Federal and provincial benefits and credits 
delivered through the personal income tax system (related to children, shelter, 
supplements for working income, etc).  

With respect to benefits, Employment Insurance provides temporary income support 
to Canadian workers while they are temporarily unemployed and looking for work or 
upgrading their skills, while they are pregnant or caring for a newborn or adopted 
child, while they are sick, or caring. Benefits are earnings-related and are subject to a 
maximum amount.  

Social assistance provides financial assistance to cover the cost of basic living 
requirements, and in-kind goods and services, for an individual or family when all 
other financial resources have been exhausted. The Canada Child Tax Benefit, which 
includes the National Child Benefit Supplement, is a federal income-tested benefit for 
families with children. Provinces and territories also provide a range of benefits and 
services for families with children. Both the Federal Government and the provinces 
and territories are involved in the provision of child care assistance through direct 
benefits, the personal income tax system and subsidies.160 

Recent changes 

Recent efforts to reduce costs of welfare spending have largely focused on raising the 
age of entitlement for the Guaranteed Income Supplement over time, increase from 

                                            
158 Department for Work and Pensions (2012) Universal Credit: the impact on passported benefits: Report by the 

Social Security Advisory Committee 
159 NZ Treasury (2013) Affording Our Future: statement on New Zealand’s long-term fiscal position 
160 OECD Ibid. 
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65 to 67 over six years, starting in April 2023 from 65 to 67 over six years, starting in 
April 2023.161 

Ireland 

Approach 

Unemployment Benefit (Jobseeker’s benefit) is a weekly payment for persons who 
have made Social Security contributions and are out of work. Payment is made at flat 
rates with reduced amounts for persons who have low earnings while in work. 
Unemployment Assistance (Jobseeker’s Assistance) is paid to those unemployed who 
have exhausted their entitlement to Jobseeker’s Benefit or who do not qualify for that 
payment. Unemployment Assistance is means-tested. Payment is made at flat rates 
reduced by the amount of any means. Additions are made to Unemployment Benefit 
and Unemployment Assistance for any adult or child dependants, while family 
benefits are universal.162 

Recent changes 

In its December 2013 Budget the Irish Government announced spending cuts and tax 
rises worth £2.1bn. A number of social welfare benefits are to be withdrawn or 
reduced; a grant to help with funeral costs and a telephone allowance for pensioners 
have been cut. The savings measures include a review of the Irish medical card 
system, which entitles eligible people to access certain health services free of charge. 
There will also be greater restrictions on sickness benefit - the number of days a 
person must report sick from work before they are eligible to claim will double from 
three to six days.163  

Summary 

Targeting low-income groups is a central design feature of cash transfer programmes 
in several OECD countries, including the UK, Ireland, New Zealand, Canada and, most 
notably, Australia. In countries with extensive social insurance benefits the budgetary 
relevance of means-tested transfers is lower.  

International comparisons are difficult because of variations in the definition of 
benefits and there is limited evidence setting out variation in approaches to means-
testing by nation. However the available data enables the identification of some 
trends across countries where means-testing is prevalent:  

 Many nations operate a mixed system containing means-tested and universal, 
universal conditional or contributory benefits. This is likely to reflect differing 
policy objectives for different benefits and changes in political approach to state 
support. However this is also likely to increase complexity, administrative burden 
and impact on work incentives. 

 Cuts to welfare expenditure have been a key feature of Governments’ responses 
to the economic downturn.  

                                            
161 Government of Canada (2014) Changes to the Old Age Security System 
162 OECD Ibid. 
163 BBC News online (15/10/13) ‘Irish budget: Spending cuts and tax rises to save 2.5bn euros’ 
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 Australia and the UK appear to have adopted increased means-testing as a cost 
cutting measure to a greater extent than other countries. 

 Most nations do not (and are not obviously considering) means-test child 
benefits; this is likely to be for reasons of addressing child poverty. The UK and 
IOM are unique in this respect, although the newly announced Australian reform 
programme includes reform of Family Tax Credit. 

 The most common trend in benefit reform relates to pensions and 
superannuation. This reflects trends across many developed nations of an 
ageing population and increasing costs of support. However solutions have not 
included an increase in means-testing. 
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10. Income Tax Personal Allowance Credit  
 

There are no appendices relevant to this chapter. 

 

 

11. Reform Housing Benefits Payment to Ensure Individuals 
Transitioning from Unemployment to Employment are 
Protected 
 

Appendix 11 – A – List of Properties and Housing Providers 

Appendix 11 – B – Public Sector Housing Stock by Property Type 

Appendix 11 – C – Public Sector Housing Stock Type by Tolson Proposed 
Reformed Area 

Appendix 11 – D – Methodology for Estimating the Total Number and Costs of 
Claimants Receiving Housing Support 
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11.1. Appendix 11 – A – List of Properties and Housing Providers 

 

 

 

(Source: Tolson Report, 2013) 
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11.2. Appendix 11 – B – Public Sector Housing Stock by Property Type 

 

Property Type   

BEDSIT  17 

1 BED FLAT   377 

1 BED BUNGALOW  133 

1 BED HOUSE  5 

2 BED BUNGALOW  500 

2 BED FLAT  592 

2 BED HOUSE  1169 

3 BED FLAT  51 

3 BED BUNGALOW  11 

3 BED HOUSE  2489 

4 BED FLAT  14 

4 BED HOUSE  154 

5 BED HOUSE  4 

7 BED HOUSE  1 

SHELTERED    

BEDSIT (S)  40 

1 BED BUNGALOW (S)  41 

1 BED FLAT (S)  440 

2 BED BUNGALOW (S)  5 

2 BED FLAT (S)  114 

Grand Total  6157 

(Source: DHSC Housing Dept. April 2014) 
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11.3. Appendix 11 – C – Public Sector Housing Stock Type by Tolson Proposed 
Reformed Area 

 

  
DOUGLAS EAST NORTH SOUTH WEST 

Grand 
Total 

BEDSIT 6     6 5 17 

1 BED FLAT  293 6 28 34 16 377 

1 BED BUNGALOW 82 21 10 18 2 133 

1 BED HOUSE   3     2 5 

2 BED BUNGALOW 43 133 91 177 56 500 

2 BED FLAT 235 57 132 151 17 592 

2 BED HOUSE 523 226 174 130 116 1169 

3 BED FLAT 17   28   6 51 

3 BED BUNGALOW 2 4 5     11 

3 BED HOUSE 984 291 366 633 215 2489 

4 BED FLAT 14         14 

4 BED HOUSE 63 17 33 18 23 154 

5 BED HOUSE 1 1 2     4 

7 BED HOUSE       1   1 

SHELTERED             

BEDSIT (S) 21     13 6 40 

1 BED BUNGALOW (S)       18 23 41 

1 BED FLAT (S) 70 121 85 103 61 440 

2 BED BUNGALOW (S)       4 1 5 

2 BED FLAT (S) 4 12 58 40   114 

Grand Total 2358 892 1012 1346 549 6157 

(Source: DHSC Housing Dept. April 2014) 
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11.4. Appendix 11 – D – Methodology for Estimating the Total Number and Costs of 
Claimants Receiving Housing Support 

As housing costs are blended into benefits, there is currently no way of definitively 
extracting the precise amount paid by DHSC for housing. As such what is set out 
below is a series of assumptions and projections based upon analysis of caseloads 
and knowledge of the current system and clientele. This methodology has been 
developed by C-i65 in conjunction with Darrin Oldam of Social Security. 

As this activity is concerned about using housing as part of the route back to work, by 
definition we are only concerned with the working age population. Therefore 
pensioners receiving some form of housing support are not an intrinsic part of this 
overall analysis. 

Level of Rents: 

 It is assumed that where a level of rent is above the agreed maxima that DHSC 
does not pay any more of this rent – even if the claimant meets these costs 
themselves from within their overall benefit payment. 

Working Age Benefit Budget: 

Based upon actual 2013/14 spend:164 

 IS: Sick and Disabled £13,936,732 

 IS: Families £6,837,392 

 EPA: £8,529,962 

 Income Based JSA: 5,736,930 

Total: £35,041,016 

In respect of EPA: 

 Where the amount of EPA payable to a claimant exceeds their housing costs, 
then the amount paid towards their housing costs is 100% of their liability  

 Where the amount of EPA payable is less than their housing costs then the 
amount payable towards their housing costs is the amount of EPA payable to 
them. 

A detailed caseload analysis was done on EPA by DSC in November 2013 and using 
the assumptions above: 

The EPA Caseload analysis showed, of the 1155 claimants: 

 516 received public sector housing support 

 343 received private sector housing support 

 224 received owner-occupier support. 

Further analysis of the EPA records by DSC showed this to mean that: 

 £2.3million pa is paid towards public sector rents (incl. rates) 
                                            
164 Source: DHSC April 2014 
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 £2.2million pa is paid towards private sector rents (incl. rates where applicable); 
and 

 £0.8million p.a. is paid towards the housing costs of owner / occupiers 
(mortgage interest, rates and a standard allowance towards maintenance and 
insurance of the property). 

Total expenditure on EPA in the last financial year was around £8.5million, so if the 
assumptions above are accepted, it can be said that 62% of expenditure on EPA goes 
towards meeting housing costs. 

In respect of IS: 

A BPS caseload analysis was carried out in April 2014 to support this work it found 
that: 

Accommodation Status Pensioner Caseload Non-Pensioner Caseload 

Public Sector Rent 755 801 

Private Sector Rent 147 687 

Owner / Occupier 219 173 

Non-Householder 34 303 

Board & Lodgings 12 85 

DHSC Care-in-Community Home 8 38 

Private Nursing Home 188 12 

Private Residential Home 124 17 

DHSC Residential Home 76 3 

No Fixed Abode 0 4 

Hospital In-Patient 2 4 

 

A similar IS caseload analysis was done in December 2012 and showed a virtually 
identical level of claimants in public sector (1555: 2012; 1556: 2014) but those 
renting in the private sector has risen by over 10%, up from 730 in 2012 to 814 
currently, and the number of owner occupiers has fallen very slightly from 402 in 
2012 to 392 in 2014; with board & lodging virtually unchanged – up from 96 to 97.  

These rising numbers of claimants renting in the private sector are inevitably going to 
be more expensive to DHSC, as rents in the private sector are substantially higher. 

Given the holistic assessment of IS from this analysis, we can see that 2879 claimants 
receive some form of housing support either through rent support, board and lodging 
or costs towards maintenance and insurance of their own home. If we discount those 
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in residential and nursing care, hospital or no fixed abode then this means that 
89.4% of IS claimants receive some form of housing support, or 85% of the working 
age caseload. 

The actual level of housing payment within the benefit is harder to assess.  If we 
were to identify a lone parent with one dependent living in 2-bed public sector 
accommodation then we can see an IS payment of £133.40 plus housing costs – 
which on average would be £68.32; in this case housing is 34% of benefit.  For the 
same lone parent in private accommodation we have £133.40 of benefit and £153 of 
housing costs; in this case housing is over 53% of benefit. 

Given the rising trend of private sector to public sector rents within the non-pensioner 
caseload, and the significantly higher costs of rent within the private sector, we judge 
the likely costs of housing within income support to working age claimants to be 
closer to 45-50% overall.  

Income Based JSA 

This is a much harder figure to assess administratively, as these claims are not 
compiled on BPS and, as such, are not available to be easily interrogated and, 
operationally, as JSA is a far more fluid benefit with people entering and leaving 
constantly.  A realistic minimum working assumption would be that the majority of 
those long-term unemployed on JSA would be receiving some form of housing 
support.  As at March 2014 there were 255 long-term unemployed (12 months+) JSA 
claimants. As such we have assumed 200 claims for housing assistance – and we 
have assumed, for the purposes of this exercise, that this 200 is split evenly public 
and private.  We readily accept that this figure of 200 is likely to be an under-
assessment but, given the nature of the benefit and the client group, a focus on 
those longest unemployed seemed a sensible starting position. 

Housing costs as a proportion of overall benefit are high for those on JSA. Taking a 
very ‘simple’ case, i.e. jobseeker aged over 25 living in a flat paying £500 a month 
rent (= £115.38pw). Their income-based JSA would be made up of a personal 
allowance of £100.05 and a housing allowance of £115.38 (note: they are within the 
2014 cap of £116 pw), making a total of £215.43. So their housing costs make up 
53.5% of their total benefit. This percentage rises to 59% for younger jobseekers, as 
they are entitled to a lower rate of personal allowance (£80.00).  Note: these figures 
are exactly the same for a “single person” on IS – although if they were single and 
with limited means they would generally be on JSA rather than IS.  

This gives a total number of people receiving housing assistance at: 

 Public: 2172 

 Private: 1277 

 Owner Occupier: 616 

 Board and Lodging: 97 

A total of 4162 claimants – of which 3029 are of working age and 1133 pensioners. 
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Cost of Housing within Benefits 

The Working Age Benefit Budget for 2013/14 was £35million. 

 If we assume that: 

 ‘On average’ 50% of IS was spent on housing – this is 50% of 20.77million – 
10.38million 

 The EPA housing bill was £5.3million 

 We apply the average 2-bed rental for the 100 public (£355 000) and the 2-bed 
maxima for the private (£795 600) JSA claimants - £1.15million 

This gives us an indicative housing benefit budget for those of working age of 
£16.83million – or 48% of the budget.  

Other ‘Costs of Housing’ to the IOM Government 

The exchequer’s costs for housing are not merely restricted to benefit payments. The 
IOM Government also is the lead body for housing on the Island.  It does this in three 
ways: 

 Through being the national body for housing legislation, strategy, policy and 
standards 

 Through being the lead body for the provision of, and accounting for, funding to 
assist in the development, maintenance and operation of the stock of local 
authority and sheltered housing providers 

 Through being the provider of over c.1200 miscellaneous properties across the 
Island. 

 First Time Buyers / House Purchase Assistance Scheme – 1400 assisted – loan 
book of approx. £28m 

 Equipment and Adaptations Assistance 

 House Improvement & Energy Conservation Scheme. 

It is outside of this report to cost these items individually. However, the 2014/15 Pink 
Book has two housing budget lines – “administration costs” and “deficiency 
payments”.  

It is not possible to identify (given the dual role fulfilled by DHSC Housing as both 
provider and national / lead body) how much of the £2.57million administration costs 
are associated with housing delivery. 

However the deficiency payments line of £6.37M relates directly to “losses” incurred 
in the maintenance and operation of the 6157 properties and any deficits incurred in 
the development of (future) new build properties. 

As such the minimum cost of social housing for the IOM Government is therefore 
estimated at: 

£16.83million + £6.37million = £23.2million. 
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12. Include Required Reforms to ‘Ad Hoc’ Benefits, Which Fall 
Outside Wider Mainstream Benefits, in the Larger Reforms 
to the Social Security System 
 

Appendix 12 – A – International Comparisons 

Appendix 12 – B – Breakdown of Home Improvement Grants 
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12.1. Appendix 12 – A – International Comparisons 

VTFSS 

England 

Offers training programmes, Apprenticeships, Back to Work Training, but it doesn’t 
appear to be on an Ad-Hoc basis, they are national schemes or targeted at specific 
groups. 

16-19 Bursary Fund 

The UK offers Bursaries for 16-19 year olds to pay for essential educational related 
costs, and F.E training. This is a payment of up to £1,200 a year that is paid directly 
to the College or F.E provision for them to decide when and how it is paid and it is 
only available to: 

 Young people in care 

 Care leavers 

 Those on Income Support or receiving Universal Credit in place of Income 
Support 

 Disabled young people (in receipt of both Employment Support Allowance and 
Disability Living Allowance or Personal Independence Payment). 

Others can apply but allocation is decided on circumstances. 

Discretionary Learner Support 

The UK also offers discretionary learner support which is aimed at those aged 19 or 
over, on a further education course and facing financial hardship. 

Application is through the learning provider for DLS. Payment amounts are dependent 
on individual circumstances. 

The money can help pay for things like: 

 Accommodation and travel 

 Course materials and equipment 

 Childcare - if you qualify. 

Wales 

The Redundancy Action Scheme (ReAct II) helps people affected by redundancy gain 
new skills and encourages recruiting employers to employ a redundant worker. 

ReAct II for Employees 

Support under the ReAct II scheme is available for individuals who: 

 Have become unemployed in the last six months as a result of redundancy, are 
currently unemployed, and who have not been in continuous employment for 6 
weeks or more since being made redundant  

 Are currently under notice of redundancy 
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 Have not undertaken any publicly funded training since being made redundant, 
including the work-based learning suite of programmes. 

There are 3 elements to ReAct II: 

 Recruitment and training support 

 Discretionary award - vocational training 

 Discretionary award - extra support. 

Under this part of the scheme for employees the following financial support is 
available: 

 100% of training costs to acquire new skills (up to a maximum of £1,500) 

 Help with the cost of special equipment to remove barriers to training 

 Help towards the cost of travelling to training courses 

 Overnight accommodation costs, where appropriate 

 A contribution towards childcare costs whilst training (subject to limits and 
conditions). 

ReAct II for Employers 

There are two packages for taking on someone who has been made redundant: 

 Employer recruitment support, funds employers who recruit individuals made 
redundant in the past six months. The award offers up to £3,000, paid in four 
instalments, as a contribution towards wage costs 

 Employer training support, is a separate discretionary fund of up to £1,000 that 
an employer can put towards the cost of the new recruit’s job-related training. 

Employers can choose whether to apply for Recruitment Support alone or 
Recruitment and Training Support. Employer Training Support can only be used in 
conjunction with Employer Recruitment Support. 

Who qualifies for the funding? 

Employer Recruitment and Training Support is available to businesses if the individual 
they are wishing to recruit is either under formal notice of redundancy or has become 
unemployed in the last six months as a result of redundancy. The individual must 
have been a resident in Wales at the time they first became eligible for ReAct II. 

Individuals working 25 hours per week or more will attract a full wage subsidy whilst 
those employed between 16 and 24 hours per week will receive a wage subsidy equal 
to 50% of the full time rate.  No wage subsidy is payable for employees who work 
less than 16 hours per week. 

Employer Recruitment and Training Support is available if: 

 Businesses are expanding and the post is new 

 They are seeking a justifiable replacement for a vacant post 
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 The business does not have a director in common with the company that made 
redundant the person who is being recruited 

 The job is at least 16 hours per week 

 The job is expected to last for at least 12 months 

 The job is not being supported by any other public or European Fund 

 The business has not reached the ‘de minimis’ threshold for State Aid rules. 

The House Improvement and Energy Conservation Scheme 2013 

England 

In England Home Improvement Grants and Home Energy Efficiency Schemes are 
administered separately.  

Home Improvements Grants are overseen by Local Authorities, applicants apply to 
their Local Authority, who each have their own application forms for help, and their 
own rules about what you have to do to apply for help. Applicants may be offered 
assistance to:  

 Adapt, improve, or repair their home. This could be in the form of a grant or 
loan. It could be by providing labour, tools, or cheap materials to help them 
carry out the work. It could be by providing details of builders who can carry out 
the work, or by providing free or low cost surveys, or advice on carrying out 
repairs; or 

 Buy a new home if it decides that this would be a better way of improving their 
living conditions than carrying out work on their current home. The help could 
be in the form of a grant or loan; or 

 Buy a new home, if it has decided to buy their current home. The help could be 
in the form of a grant or loan; or 

 Demolish their home, or build a new home for them, if their previous home has 
been demolished. The help could be in the form of a grant or loan. 

Home Energy Efficiency Schemes 

There are various energy efficiency schemes and grants available. The main scheme 
is a home energy efficiency scheme known as the Energy Companies Obligation 
(ECO) 

Energy Companies Obligation (ECO).  

This helps low-income households and properties that are harder to treat. If citizens 
are eligible, they can get this help from any energy supplier, whether or not they 
supply energy to them.  

Under the Carbon Saving Communities Obligation (CSCO) - it provides help with 
insulation and glazing if you: 

 Live in a specified postcode area or 
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 Live in a low-income household in a rural area. This means you live in private or 
social housing, in a population of under 10,000 homes and get, or someone who 
lives with you gets, the same benefits as you need for the Affordable Warmth 
Scheme (State Pension Credit, Child Tax Credit, Income-Based Job Seeker’s 
Allowance, Income-Related Employment and Support Allowance, Income 
Support and Working Tax Credit.  Some of these state benefits have conditions 
attached such as also having parental responsibility for a child under the age of 
16 or being in receipt of a Disability Allowance.) 

Under the Carbon Emissions Reduction Obligation (CERO) - it provides help with solid 
wall and cavity wall insulation for households in hard to treat homes. 

Under the Home Heating Cost Reduction Obligation (HHCRO) – the Affordable 
Warmth Scheme - it provides help with all or part of the cost of loft or cavity wall 
insulation, boiler repairs or replacements if you: 

 Own your home outright, have a mortgage or are a tenant in a privately owned 
property and 

 Get, or someone who lives with you gets, certain benefits under the Affordable 
Warmth Scheme (as above). 

Wales 

NEST 

Nest is the Welsh Government’s fuel poverty scheme. It aims to help reduce the 
number of households in fuel poverty and make Welsh homes warmer and more fuel-
efficient places to live. 

Applicants may be eligible for home improvements under the scheme if: 

 They own or privately rent their home, or they live in a shared ownership 
property 

 They live in a home that is not energy efficient (F or G rated) 

 And they, or someone who lives with them, receives a means-tested benefit: 

 Child Tax Credit: where the household money coming in is below 
£16,010 a year 

 Council Tax Reduction Scheme (reductions and discounts do not qualify 
on their own) 

 Housing Benefit 

 Income-based Jobseeker’s Allowance 

 Income-related Employment and Support Allowance 

 Income Support 

 Pension Credit - savings and guarantee 

 Universal Credit 

 Working Tax Credit: where the household money coming in is below 
£16,010 a year  
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When eligibility has been established a Whole House Assessment, carried out by a 
surveyor, determines the home improvements required at no cost to the customer. 
These could include: 

 A new central heating boiler 

 Insulation for a hot water cylinder 

 Loft, cavity wall and solid wall insulation 

 Renewable energy technologies such as air source heat pumps. 

Northern Ireland 

Historically NI has offered several types of grants: 

 Renovation Grants 

 Repair Grant 

 Disabled Facilities Grant 

 Replacement Grant 

 Home Repair Assistance Grant 

Due to the reduction in grants funding, The Northern Ireland Housing Executive are 
currently only accepting applications for mandatory Disabled Facilities and Repair 
Grants. Discretionary Renovation, Replacement and Home Repair Assistance Grants 
are only available in exceptional circumstances. Exceptional circumstances are 
deemed to exist where there is an imminent and significant risk to the occupier. They 
are not currently accepting new applications for Houses in Multiple Occupation 
(HMO), Living over the Shop (LOTS), or Group Repair Scheme. 

Warm Home Scheme 

The Warm Homes Scheme is funded by the Department for Social Development to 
make homes warmer, healthier and more energy efficient. The Warm Homes Scheme 
is for people who receive certain qualifying benefits (Income Support, Income 
Related Employment Support Allowance, Income Based Job Seeker’s Allowance, 
Pension Credit, Child Tax Credit (with relevant income less than £15,910), Working 
Tax Credit, Disability Living Allowance, Attendance Allowance, and Housing Benefit) 
and own or rent their home from a private landlord in Northern Ireland. 

The Warm Homes Scheme is delivered on behalf of the Department for Social 
Development by Bryson Charitable Group and H & A Mechanical Services. 

There are two levels of help available: 

 Warm Homes – Offers a range of insulation measures to households on a 
qualifying benefit: 

 Cavity Wall Insulation 

 Loft Insulation 

 Hot Water Tank Jacket 

 Benefit Entitlement Check 
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 Energy Advice 

 Warm Homes Plus – Offers insulation and heating measures to households in 
receipt of a qualifying benefit and who are identified through the assessment 
process to have Economy 7 , Solid Fuel, Bottled Gas / LPG or no system at all. 

As well as the improvements available under Warm Homes, householders who 
are in receipt of one of the qualifying benefits may also be eligible for: 

 Installation of a fully controlled energy-efficient oil or gas central heating 
system, where no system currently exist. 

 Conversion of an existing bottled gas (LPG), solid fuel or Economy 7 
heating system to oil or natural gas. 

 Wood pellet boilers may be available for those householders in receipt of 
a Warm Homes Plus qualifying benefit, where oil or gas is not available. 

 Internal dry lining may be available for householders in receipt of a 
Warm Homes Plus qualifying benefit, where the property has solid 
external walls. 

Scotland 

Local Authorities did provide Housing Improvement and Repair Grants to help with 
the cost of bringing private houses up to modern standards, dealing with serious 
disrepair and adapting houses to meet the need of disabled occupants. From 1 April 
2010, Local Authorities no longer provide grants for repairs and improvements. They 
have moved to providing assistance which can be in the form of information, advice, 
guidance and practical assistance. 

Care & Repair services offer independent advice and assistance to help homeowners 
repair, improve or adapt their homes so that they can live in comfort and safety at 
home in their own community. The service is available to owner-occupiers, private 
tenants and crofters who are aged 60 or over or who have a disability. 
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12.2. Appendix 12 – B – Breakdown of Home Improvement Grants  

Costs of Grants from 2011 

2011 - 2012 

Type of Application No. of Applications (per 
type of App) 

Amount Spent 
(per type of App) 

Boiler Replacement 0 £0 

Cavity Wall Insulation 10 £3,720.50 

Central Heating  2 £6,313.15 

External Door 3 £750.00 

Electrical Works 2 £5,446.50 

Groundworks, Damp etc 1 £897.50 

Lead Piping 0 £0 

Loft Insulation 14 £1,991.28 

Rendering  0 £0 

Replacement Windows 5 £8,729.75 

Roof Repairs 4 £15,751.06 

Totals:  41 £43,599.74

  

 2012 - 2013 

Type of Application No. of Applications (per 
type of App) 

Amount Spent 
(per type of App) 

Boiler Replacement 0 £0 

Cavity Wall Insulation 4 £1,392.69 

Central Heating  2 £3,888.06 

External Door 0 £0 

Electrical Works 4 £5,731.43 

Groundworks, Damp etc 3 £15,869.50 

Lead Piping 0 £0 

Loft Insulation 5 £828.20 

Rendering  2 £3,246.00 

Replacement Windows 5 £15,151.65 

Roof Repairs 5 £22,744.76 

Totals:  30 £68,852.29
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2013 - 2014 

Type of Application No. of Applications (per 
type of App) 

Amount Spent 
(per type of App) 

Boiler Replacement 0 £0 

Cavity Wall Insulation 0 £0 

Central Heating  0 £0 

External Door 1 £250.00 

Electrical Works 0 £0 

Groundworks, Damp etc 1 £103.24 

Lead Piping 0 £0 

Loft Insulation 5 £898.57 

Rendering  1 £1,875.00 

Replacement Windows 4 £22,621.29 

Roof Repairs 4 £15,460.50 

Totals:  16 £41,208.60
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13. Address Anomalies in the Benefits System 
 

Appendix 13 – A – List of Anomalies Identified 
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13.1. Appendix 13 – A – List of Anomalies Identified 

 

Anomaly Identified Action / Decision 

Child Benefit on 2nd child is being reduced - 
but this reduction has been given back 
through raising IS 

Anomaly: Included in Anomaly Report 

DLA at mid-high rate also receiving Carers 
Allowance as carer for somebody else 

Anomaly: Included in Anomaly Report 

PAC paid to people in receipt of a budgeting 
loan - could it not be used to pay off the 
loan in the first instance? 

Anomaly: Included in Anomaly Report 

What is the justification for IS long-term 
incapacity premium? 

Justification clear in legislation and benefit 
rules – and has been reduced recently – 
rejected as not an anomaly 

Funeral payment - abolish it – antiquated Dealt with in Future of Benefit Reports 

If you work 24-29 hours on EPA you can't 
claim any benefit as a couple 

Dealt with in Activation Report 

You must apply for IB in order to get IS on 
sickness grounds - yet only the IB desk see 
the medical certificate online - general 
benefits have to physically go and look at 
files 

This was seen as minor operational issue but 
not an anomaly or worthy of further 
investigation 

Unable to calculate costs electronically (as in 
a built spreadsheet) and when move 
benefits it means everything is re-calculated 
manually  

Not an anomaly just a function of older ICT 
equipment 

High success rate for EPA (DLA?) appeals - 
so appears system is too lenient, or are EPA 
awards wrong, or is guidance at fault? 

Not an anomaly – clear processes and 
protocols in place for appeals and 
adjudication therein 

Start-up grants on leaving prison - why? This not an anomaly per se; however it 
should be handled better pre-release: 
Included in Anomaly Report due to its 
potential importance 

Maternity Pay - why is reward so high 
relative to contribution? 

Factually incorrect – calculation procedure 
and supporting protocols sound and valid 

Guidance vs regulation: IS regulations for 
pensioners is seen as complex and difficult 
to run but there is no formal guidance 
manual 

Anomaly: Included in Anomaly Report 
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Anomaly Identified Action / Decision 

Regulatory? IS Pensions anomaly - if a man 
is 63/64 and goes on IS as sick they are 
taken on the "young" IS system and then 
have to be re-entered, and treated as an 
entirely new claim - when they reach 65 

This is not an anomaly – will always be a 
margin / handover point between benefit 
systems 

Nursing Care Contribution Scheme - as this 
£111 pw is taken into account in IS 
calculations it is a payment to wealthier IOM 
citizens 

Anomaly, despite Coughlan ruling.  Covered 
in Anomaly Report 

Bed Blocking: Does the IOM have a legal 
loophole that means pensioners can't be 
moved / are allowed to stay as a long-term 
patient in hospital (with NHS paying and in 
receipt of pensions etc) and don't have to / 
aren't able to be made to go into nursing-
residential care, where they have to pay? 

This issue is being addressed through AGs 
Office – outside purview of this review 

JSA IT system - difficulty exchanging / 
sharing information 

Not an anomaly just a function of older ICT 
equipment 

Abuse of 2 steps rule for getting into work: 
no validation - no real follow-up with 
employers 

Covered in Activation Report 

16 hour rule JSA - 30 hour rule EPA - gap 
too wide 

Covered in Activation Report 

JSA while training? Shouldn't this be paid by 
Dept of Training as person not actively 
seeking work whilst training 

Not an anomaly – partly addressed in ‘ad 
hoc’ Benefits report looking at VTFSS 

Private Sector rent cap too low "making 
slum landlords rich" 

Not factually correct – covered in Housing 
Report 

Greater verification needed in disability 
assessments 

Not factually correct 

ADHD and ODD as eligible conditions for 
DLA 

Not an anomaly – medical decisions 

Sharing of information not possible between 
Depts - as different Ministries - data 
protection regulatory issue? 

Anomaly – has been addressed inside the 
IOM Government 

“Christmas bonus too generous” Covered in Future of Benefits Report 

Regulations for Carers Allowance "too 
vague" 

Not factually correct – guidance accompanies 
regulation 
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Anomaly Identified Action / Decision 

BPS needs to flag up an alert when a benefit 
commences or stops 

Issue has been raised with BPS team  

DLA and AA are non-income based, why pay 
out a Christmas bonus? 

Covered in Future of Benefits Report 

Merge Blue Badge and Disability Claims 
teams 

Not an anomaly 

Do away with voucher payments - as people 
lose them and expensive and time 
consuming to reissue 

Not an anomaly  

“Pensioners Premium makes no sense” Not an anomaly 

Non-working person in EPA couple has no 
incentive to find employment 

Covered in Activation Report 

EPA childcare regulations "farcical since 
2012 change” 

Not factually correct 

Owning other property not taken into 
account in EPA income calculations 

Not factually correct – is taken into account 

Why do people on EPA get a Christmas 
bonus? 

Not an anomaly 

Contributory based JSA is less for under 25s 
than 25+ despite both paying 2 year of NI 

Not an anomaly  

Shared Care Premium requires no proof - 
just word of claimant 

Anomaly: Included in Anomaly Report 

No longer can take pay in lieu, holiday or 
final wage into consideration when deciding 
start of JSA payment 

Not an anomaly 

Weaknesses of sanctions on JSA Covered in Activation Report 

Why do we pay JSA to Under 18s? Covered in Activation Report 

Residential Qualification ruling (5 years 
before claiming benefit) is being eroded 
through 3/4 year people getting benefit on 
appeal 

Not an anomaly – protocol and procedure in 
place 

Change the minimum hours rules for 
parents once their children reach minimum 
ages (i.e. 12 and secondary school) 

Not an anomaly.  This change has taken 
place already 

Why are there two Income Support teams. Not an anomaly 
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Anomaly Identified Action / Decision 

One for pensioners and the other team for 
none pensioners when the system and 
processes are basically the same? 

How does housing decide on rent levels and 
how does it relate to build costs, internal 
business models and deficiency payments? 

Covered in Housing Report 

Legal Aid as a passported benefit Not an anomaly  

Why should 1 benefit give you 20? Covered in Passported Benefit Report 

Housing as a disincentive to get back to 
work 

Covered in Housing and Activation Reports 

PAC - justification - seems a luxury Covered in ‘ad hoc’ Benefit Report 

 



 

 

 
  

Any actuarial analysis contained in this report has been 
prepared for the purpose of the review of the Isle of Man 
Social Security arrangements, as set out under the terms of 
Mercer’s Engagement Letter dated 7 November 2013. Unless 
Mercer expressly agrees otherwise, by written agreement 
with the relevant party, Mercer does not accept any liability 
or responsibility to any party other than Ci65 Ltd in respect 
of this analysis.  The only party to who they owe a duty of 
care in relation to this analysis is Ci65 Ltd.  

Mercer retains all copyright and other intellectual property 
rights in the analysis. 

This analysis relies on the accuracy of the data and 
information provided by the Isle of Man Treasury and 
supplementary information provided by the Government 
Actuary's Department ("GAD") in relation to their report 
dated 4 March 2014. Mercer does not accept responsibility 
for advice based on wrong or incomplete data or information 
provided.  

It is anticipated that the results of this analysis will be shared 
with The Treasury Isle of Man Government as well as Ci65 
partners (this project only) for information purposes in 
connection with possible changes to contributions or benefits 
payable (although please note this remains subject to the 
disclaimer set out in the first paragraph above in relation to 
whom we owe a duty of care). Further actuarial advice not 
covered by this analysis may be required to confirm the 
likely impact on the finances of the National Insurance fund. 
It may also be appropriate to take into account non-actuarial 
matters, such as legal, administrative and policy issues, 
which this analysis does not cover 

The analysis has been based on base assumptions and 
modelling approach adopted by GAD in their paper titled 
“Report by the UK Government Actuary on the operation of 
the Social Security Acts in the Isle of Man for the period 1 
April 2007 to 31 March 2012” dated 4 March 2014 and 
subsequent clarifications of approach provided by GAD in 
Tracey Cutler's emails of 18 June 2014, 19 June 2014 and 20 
June 2014, and any subsequent assumptions advised by 
Ci65 for modelling purposes.  We have not been asked to 
provide any advice in relation to the suitability of these 
assumptions and do not accept any liability should the 
underlying model assumptions prove to be unsuitable for the 
purpose intended.”  

 

This report is prepared solely for the use of Senior 
Management of The Treasury Isle of Man Government.  
This report should not be quoted or referred to in whole or 
in part without prior written consent.  No responsibility to 
any third party is accepted as the report has not been 
prepared, and is not intended for, any other purpose. 

Whilst every care has been taken to ensure that the 
information provided in this report is as accurate as 
possible, based on the information provided and 
documentation reviewed, no complete guarantee or 
warranty can be given with regard to the advice and 
information contained herein. 

For this reason, we do not consider it appropriate for the 
report to be made available, in part or in full, to third 
parties without our written prior consent.  Nor do we accept 
responsibility for any reliance that third parties may place 
upon the report. Insofar as this report refers to matters of 
law, it should not be taken as expressing any formal 
opinion whatsoever. 

 


