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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 



The Treasury Isle of Man Government                               

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

 

21 

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  

 



The Treasury Isle of Man Government                               

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

 

25 

 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 



The Treasury Isle of Man Government                               

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

 

32 

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. 

 

  



 



 

 

 
  

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. 

 


