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REVIEW OF THE ISLE OF MAN NATIONAL INSURANCE FUND
In October 2013, Mercer was invited by Ci65 Ltd to work with them on their review of the Isle of Man social
security arrangements, building an actuarial model of the Isle of Man National Insurance Fund (the “Fund”) to
provide projections of the Fund under different scenarios. As part of this work, Mercer was asked to prepare a
report entitled “Initial Results and Reconciliation to GAD model” (the “report”) for Ci65 Ltd, providing details of
initial results of the projections of the Fund produced by the model, reconciling the results with those produced
earlier by the Government Actuary’s Department (“GAD”) and providing a summary of the data, assumptions
and method used within the model of the Fund.

Mercer has been invited to make the report produced for Ci65 Ltd available as part of the review of the Isle of
Man social security arrangements.

IMPORTANT NOTICE

The analysis contained in this report has been prepared solely for the use of Ci65 Ltd for its purpose of
undertaking 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, and is not intended for any other purpose.  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 whom Mercer
owes a duty of care in relation to this analysis is Ci65 Ltd.

Mercer retains all copyright and other intellectual property rights in this analysis.  This analysis should not be
quoted or referred to in whole or in part by any party without Mercer’s prior written consent.

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 various parties in connection with Ci65 Ltd’s
review of the isle of Man Social Security arrangements (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 financials 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 Ltd 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.

Whilst care has been taken to ensure the information provided in this analysis 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 analysis and the information contained herein.  For this reason, Mercer does not accept
responsibility for any reliance that third parties may place on the analysis.

Insofar as this analysis refers to matters of law, it should not be taken as expressing any formal opinion
whatsoever.

**************************************************
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REVIEW OF THE ISLE OF MAN NATIONAL INSURANCE FUND
INITIAL RESULTS & RECONCILATION TO GAD MODEL

This paper has been prepared for Ci65 Ltd and its purpose is to provide details of the initial set of results
of our model of the projection of the Isle of Man National Insurance Fund (“the Fund”) to 2072.  The paper
also includes a reconciliation to the Fund model prepared by the Government Actuary’s Department
(“GAD”) and a summary of the data, assumptions and method used within our model of the Fund.   We
have also included details and summary information on the Isle of Man future population projections we
have carried out as part of this project, in particular providing a breakdown between children, working age
and retired populations.

Where possible, based on the adequacy of available information, the initial output from the projection
model has been based on using the assumptions and modelling approach underlying GAD’s projection of
benefit outgo, contribution income and Fund size, as described in their report entitled ‘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’ and dated 4 March 2014 and subsequent clarifications of approach provided by
GAD. We have not been asked to provide any advice in relation to the suitability of these assumptions.

The main body of the paper focusses on the reconciliation to the GAD model, whilst details of the data,
assumptions and method underlying our model can be found in the Appendices.

THE MERCER BASE CONTROL MODEL
The graph below provides a comparison of the projections emerging from our model based on the
assumptions and modelling approach underlying GAD’s projections (as shown by dotted lines – the
“Mercer Base” model) and GAD’s projections (as shown by solid lines – the “GAD” model).  The GAD
results have been plotted to chart format using the summarised 10 year interval cashflow details provided
in their report and extrapolated on a linear basis between 10 year points.
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MERCER BASE MODEL OUTPUT

The summary outputs emerging from our model (as shown by the dotted line in the graph), based, where
possible, on the assumptions and modelling approach underlying GAD’s projection of benefit outgo,
contribution income and Fund size as described in their report dated 4 March 2014, are as follows:

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

Fund balance (£m) 664.2  820.8  887.4  407.1 - - -
* The non-pension outgo includes administration expenses and includes the Pension Supplement relating to the long-term incapacity
and widow’s pension benefits.

GAD MODEL OUTPUT

The summarised outputs detailed in GAD’s report (as shown by solid lines the graph are as follows:

2012 2022 2032 2042 2052 2062 2072

Total Pension outgo (£m) 100.3 115.6 184.1 342.4 514.5 770.7 1,102.3

Total non-pension outgo (£m)* 27.9 25.3 27.2 28.9 31.1 32.3 33.8

Total contribution (£m) 130.4 178.8 232.3 295.7 382.5 487.8 620.9

Fund balance (£m) 664.2 969.7 1,447.5 1,349.2 294.0 - -
* The non-pension outgo includes administration expenses but we understand it excludes the Pension Supplement relating to the
long-term incapacity and widow’s pension benefits which is instead included in pension outgo

COMPARISON WITH THE GAD MODEL
You will see from the graph that in our model, we have estimated that the Fund will grow to around £920m
by around 2030, and then gradually reduce, with the Fund being exhausted by around 2047. This
compares to the output from GAD’s model which shows the Fund reaching around £1,500m by 2037 and
being exhausted by around 2055.

The primary reason for the difference in the projected Fund peak is that the projected net income is lower
in our model for the first 20-30 years, meaning that the Fund is unable to benefit from the same level of
investment income across that period to the extent that is achieved under the GAD model.  A comparison
of the net income is provided below:

2012 2022 2032 2042 2052 2062 2072

Mercer - net income / (outgo) (4.2) 15.6 (27.8) (85.5) (136.2) (249.7) (562.7)

GAD - net income / (outgo) 2.2 37.8 20.8 (75.9) (163.4) (315.5) (515.4)
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The cashflows emerging from our model indicate net income of £15.6m in 2022 which switches to
become net outgo of £27.8m in 2032 and £85.5m in 2042. This compares to GAD’s projected net income
of £37.8m in 2022 which remains as income in 2032, albeit at a reduced level of £20.8m before switching
to net outgo of £75.9m in 2042.  Overall under our model, the emerging cashflows result in a period of
positive net income from 2013 to 2027 before switching to net outgo for all years thereafter. It is the
differences around 2032 that has the greatest impact.

Net outgo in the latter part of the projection period is higher under the GAD model, meaning that the
subsequent run off from the peak then occurs at a faster rate than our model and as such the Fund is
exhausted at a similar time (within five years) under the two models.  Projected net outgo from our model
increases from £136.2m in 2052 to £562.7m in 2072. This compares to GAD’s model where projected net
outgo starts at £163.4m in 2052 increasing to £515.4m in 2072.

Note that all of the income figures provided in this section are before allowance for investment income.

REASONS FOR DIFFERENCES IN NET INCOME/OUTGO
Based on the detail provided in the GAD report, subsequent correspondence with Tracey Cutler at GAD,
as well as the response from the Isle of Man on data queries, we have believe that the differences in net
income/outgo are primarily due to the assumptions that have been derived from the data and/or
information from GAD and then the application of these over the projection period.

In particular, we have been unable to verify with GAD that our approach to calculating pension benefits
accrued to date by the current working population is in line with their approach, or whether the future
profile of the working population in terms of employment and contracting out that we have used to
estimate future pension benefits is consistent.  Linking in with this, the assumptions and application
surrounding migration and UK transfers will also have a significant impact on the projection of the Fund.

There are also differences in the initial underlying data used in each of our models in terms of the total
level of benefits and following on from this, we understand (based on information provided by the Isle of
Man and GAD) that there may be differences in the level of detail provided in the data underlying each of
our models.

Further detail on each of these is provided below.

APPROACH

In order to calculate the pension benefits earned to date by the current working population, we used the
current salary distributions and qualifying years information, supplied by the Isle of Man Treasury
Department (formerly the Isle of Man Department of Social Care and the Treasury), to calculate the level
of Basic State Pension ("BSP"), State Second Pension ("S2P") and SERPS earned to 31 March 2012 at
each age.  In particular, for the S2P and SERPS calculations we used the salary increase assumption to
strip back current salaries to calculate the S2P and SERPS earned in each given historic year.  This relied
on some analysis we carried out on information around Contracted-Out status to make suitable
adjustments to the S2P and SERPS figures.

The resulting level of S2P and SERPS in our model is therefore sensitive to this approach in terms of both
past salary levels and contracting out status.  Therefore differences could arise should GAD’s approach
be different (noting that GAD were not able to share this information with us).
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In order to calculate the pension benefits that will be earned in the future, we have used the current salary
distributions, assumptions for expected earnings and promotional salary growth, expected earnings bands
and various likelihoods around employment, credits, eligibility for the Pension Supplement and
contracting-out to determine the expected level of BSP, S2P and SERPS earned for each age and gender
up to the appropriate SPA.

We have derived the assumptions around likelihood of incidence of each variable (employment, credits,
eligibility for the Pension Supplement and contracting-out) from the individual data provided, by assessing
the associated proportions of each within the current population, and assumed that these same
proportions will continue to apply across the projection period.  Therefore, if GAD have set their
assumptions in these areas using different data or allowed for changes over time, then this will result in
differences in the models.  Based on what GAD have been able to provide to us, we do not have sufficient
information to give any view on how similar or different our future assumptions are.

Importantly, as the assumptions are projected forward further into the future, it is difficult to conclude
which is the more likely outcome between our two models, given there is no guarantee that either of our
sets of assumptions will occur in practice.

In more general terms, we understand that our approach of developing a series of future assumptions and
applying these to the population projections is consistent with the GAD model.

More detail on our approach is provided in Appendix A.

MIGRATION AND UK TRANSFERS

Arising from analysis of our results and discussions with GAD, the principal reason for the differences in
cashflows is most likely due to the allowance for and interaction of migration and UK transfers. Inevitably,
there are some components to the GAD model which are “black-box” in nature, and, although we
attempted to obtain a greater degree of detail on the specific evolution of some of the underlying
assumptions, GAD were only able to provide limited information to us. In particular, it was not possible for
them to isolate and extract detailed probabilities in relation to changes in the settlement allowances
between the UK and the Isle of Man across all years within the projection period.

We have made allowances for GAD’s assumptions for future migration and UK transfers based on the
summary information provided by GAD; specifically the opening distribution of net transfers across ages,
which, in the absence of any greater degree of detail from GAD, we then assumed would be applied
consistently over the projection period.  This approach may however differ from that adopted by GAD.

As with the approach point above, as the assumptions are projected forward further into the future, it is
difficult to conclude which is the more likely outcome between our two models, given there is no
guarantee that actual migration, UK transfers, fertility and deaths will behave in line with the assumptions
made.

DATA

Our model relies on the accuracy of the data and information provided by the Isle of Man Treasury
Department (formerly the Isle of Man Department of Social Care and the Treasury).  As part of our data
validation work, we highlighted differences in the total benefits currently being paid compared to the
numbers provided by GAD.

Specifically, the non-pension benefit projections, which we have modelled using the 2011/12 data provided,
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showed differences when compared to the data shown in GAD’s report (about £1.5m higher in total during
2011/12).  This was highlighted in our data queries document shared with the Isle of Man.

The cashflows emerging from our model indicate income of £123m in 2011/12 including allowance for
contracted-out rebates and contributions to the NHS. This has been modelled using the 2011/12 data
provided which shows total contributions of £159m, before allowance of the NSH contribution of £35m. The
data shown in GAD’s report indicates contributions of £130.4m (about £7m higher in total during 2011/12).
GAD’s figures include an allowance for ‘Other Income’ of £1.8m in 2011/12 which has not been included in
our model.

Contracted-out rebates have been calculated based on salary between the Lower Earnings Limit and Upper
Earnings Limit (as indicated in the Manx National Insurance Accounts). GAD’s report indicates that they
have based contracted-out rebates on salary between the Primary Threshold and the Upper Earnings Limit
which will lead to future rebates being lower.

CONCLUSION

Whilst the models do inevitably differ, through extensive scenario testing and comparing the outputs to the
GAD model in terms of assumption changes, we were able to check that the two models responded in a
consistent manner in terms of timing shifts for when the Fund is exhausted.

In particular, we have provided below a comparison between the Mercer model and the GAD model of the
projected Fund peak and eventual year the Fund is exhausted under two sensitivities: changing to nil net
migration; and using an assumption for real earnings growth of 2.75% p.a. (in isolation to each other).

BASE POSITION Net nil migration
Real earnings growth of

2.75% p.a.

Fund peak
Year

exhausted Fund peak
Year

exhausted Fund peak
Year

exhausted

Mercer model £920m 2047 £730m 2040 £970m 2048

Change versus Mercer BASE - - -20% -7 years +5% +1 year

GAD model £1,500m* 2055 £1,200m* 2049 £1,600m* 2055

Change versus GAD BASE - - -20% -6 years +7 =
* Rounded numbers used as exact numbers not known – based on the graph outputs included in the GAD report.

This shows that under different scenarios the relative changes to the Fund peak and the year of
exhaustion and are similar under the two models.

Following analysis of our results, discussions with GAD and the scenario testing carried out, we are
comfortable with the output from our model in comparison with the output from GAD’s model.

POPULATION PROJECTIONS
The projection of the Isle of Man population used in our model is based on the population at each age in
2011, as provided in the Isle of Man Census Report 2011, dated April 2012.   The information can be
found in table 2.4 of page 17 of the Census report and a summary by age range is provided in Appendix
G.
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Using this data, for the base case scenario (GAD control model) we projected the Isle of Man population to
2072 using the mortality, fertility and migration assumptions as detailed in Appendix B – Assumptions and
Benefits.  Our total population projections were within 0.4% of GAD’s results.

The table below shows the projected future population of the Isle of Man, sub-divided into children (age 0
– 19 years), those of working age (age 20 to State Pension Age) and pensioners (above State Pension
Age), based on assuming 500 net migration per annum. The planned increase in the State Pension Age
has been allowed for in these projections, in line with the table shown in Appendix E.

The number of contributors to the National Insurance Fund is based on the 2011/12 individual data from
the National Insurance system provided by the Isle of Man Treasury Department (formerly the Isle of Man
Department of Social Care and the Treasury). This has been projected to 2072 in line with the projection of
the total population, incorporating the data derived probabilities of being a contributing individual over that
period, with allowance for the increase in the State Pension Age.

2012 2022 2032 2042 2052 2062 2072
Children 19,260 19,997 20,454 20,349 20,936 21,307 21,393
Working Age 48,667 53,278 54,621 54,924 57,678 58,882 60,231
Retired 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

Contributors to NI
Fund

40,828 44,025 45,017 45,530 47,797 48,858 49,863

The projected future population of the Isle of Man shown in GAD’s report of 4 March 2014 is shown below
for comparison, also assuming 500 net migration per annum. This is sub-divided into children (age 0 -15
years), those of working age (age 16 to State Pension Age) and pensioners (above State Pension Age).

2012 2022 2032 2042 2052 2062 2072
Children 15,150 16,128 15,968 16,085 16,650 16,755 16,849
Working Age 52,590 57,232 59,239 59,382 62,173 63,617 64,930
Retired 17,490 18,837 22,784 27,007 27,288 28,626 30,192
Total Population 85,230 92,196 97,990 102,473 106,110 108,997 111,970

We look forward to discussing the detail of this report with you.

Mercer limited
3 July 2014

IMPORTANT NOTICE

The analysis contained in this report has been prepared solely for the use of Ci65 Ltd for its purpose of
undertaking 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, and is not intended for any other purpose.  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
whom Mercer owes a duty of care in relation to this analysis is Ci65 Ltd.
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Mercer retains all copyright and other intellectual property rights in this analysis.  This analysis should not
be quoted or referred to in whole or in part by any party without Mercer’s prior written consent.

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 various parties in connection with Ci65
Ltd’s review of the isle of Man Social Security arrangements (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 financials
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 Ltd 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.

Whilst care has been taken to ensure the information provided in this analysis 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 analysis and the information contained herein.  For this reason, Mercer does
not accept responsibility for any reliance that third parties may place on the analysis.

Insofar as this analysis refers to matters of law, it should not be taken as expressing any formal opinion
whatsoever.
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APPENDIX A - MODELLING METHOD

Our model can be broken down into 4 separate elements, namely, the calculation and projection
of:

A. the pension benefits earned/accrued to date by the current working population;
B. the pension benefits expected to be earned in the future by both current and future

population;
C. the expected future income from contributions (allowing for Contracting-Out rebates and

payments towards the NHS);
D. the expected future non-pension benefits payable from the National Insurance Fund.

These projections, together with the pension benefits currently in payment (uprated as
appropriate for future increases), allowance for expected administration expenses and investment
income, are built up to form our estimate of the Isle of Man National Insurance Fund over the
projection period to 2072.  Our model is presented in 2011/12 terms and therefore the effect of
increases in inflation has been removed.

Our calculations were based on the individual 2011/12 data (summarised in appendices),
provided by the Isle of Man Department of Social Care and the Isle of Man Treasury Department.
This data was used to determine:

· The benefits currently in payment;
· Salary distributions by age and gender of the working population, built up from the

National Insurance contributions and earnings data;
· Total qualifying years, by age and gender;
· The proportion of qualifying years already earned that are in relation to the Isle of Man, by

age and gender;
· The proportion of qualifying years already earned that are on a Contracted-Out basis, by

age and gender;
· The likelihood of earning future pension benefits/paying contributions due to employment,

by age and gender;
· The likelihood of earning future pension benefits due to credits, by age and gender;
· An assumption for eligibility of the Pension Supplement;
· The likelihood of future lives being Contracted-Out.

To establish credible probabilities, we analysed the data, removing outliers and lives with missing
data, where appropriate.

Population projections were also produced (details of which are provided separately) to estimate
the working and retired populations over the period to 2072.  The population results were
compared to GAD’s own projections and our results, when based on the same mortality, fertility
and migration assumptions as GAD, were sufficiently similar (to within maximum of 0.4% across
the total).

Lastly, GAD provided an opening distribution of their assumption of net UK transfers (details of
which are also provided separately) which we were able to use to determine the impact of UK
transfers on benefits earned to date and to develop a proportion of future benefits earned that
remain Isle of Man related.

All of the calculations were carried out on an aggregate basis (i.e. not on an individual basis).
Some further detail on each of the 4 elements of the model is provided below.
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A. PENSION BENEFITS EARNED/ACCRUED TO DATE BY THE CURRENT WORKING
POPULATION

This part of the model used the current salary distributions and qualifying years information to
calculate the level of Basic State Pension ("BSP"), State Second Pension ("S2P") and SERPS
earned to 31 March 2012 at each age.  In particular, for the S2P and SERPS calculations we
used the salary increase assumption to strip back current salaries to calculate the S2P and
SERPS earned in each given historic year.  The Contracted-Out analysis (described above) was
used to adjust the S2P and SERPS figures.

This provided total pension amounts earned by age and gender at 31 March 2012 which were
then projected forward to the relevant State Pension Age ("SPA") using the appropriate uprating
assumptions (and allowing for probability of survival) - this created a series of future pension
benefit payments in respect of benefits already earned.

B. FUTURE PENSION BENEFITS EXPECTED TO BE EARNED/ACCRUED BY THE CURRENT
WORKING POPULATION

This part of the model used the current salary distributions, assumptions for expected earnings
and promotional salary growth, expected earnings bands and the above combined likelihoods to
determine the expected level of BSP, S2P and SERPS earned for each age and gender up to the
appropriate SPA.  This analysis was applied to the population projections for each age for all
future years, as well as an adjustment for future UK transfers.  A series of future pension benefit
payments is therefore built up for each year, taking into account likelihood of survival and uprating
of benefits, in respect of pension benefits expected to be earned.

C. EXPECTED FUTURE INCOME FROM CONTRIBUTIONS

Current salary distributions, assumptions for expected earnings and promotional salary growth,
expected earnings bands and National Insurance contribution rates and analysis of the
distribution of Class 1 and Class 4 contributors (based on 2011/12 data provided) were used to
determine the expected level of National Insurance Class 1 and Class 4 contributions for each
age and gender. This was applied to population projections for each age for all future years. Class
2 and Class 3 contributions were determined based on the relevant number of weeks for each
age (based on 2011/12 data provided) and National Insurance contribution rates. This was
applied to population projections for each age for all future years.

D. EXPECTED FUTURE NON-PENSION BENEFITS

The distribution of individuals across ages and gender receiving ‘non-pension’ benefits from the
National Insurance Fund was calculated based on the 2011/12 data provided. This was then
applied to population projections for each age for all future years with appropriate uprating
assumptions and allowance for any know changes in benefit level since 2011/12 (for example the
change in level of Christmas Bonus).
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APPENDIX B – ASSUMPTIONS AND BENEFITS

The table below provides details on the assumptions and initial benefit rates that underlie our base
National Insurance Fund modelling output.  Note that the National Insurance Fund output will be shown in
2011/12 prices and therefore the effect of future inflation will be removed.  The financial assumptions
below have been provided in nominal terms.

Where possible we have used assumptions consistent with the model produced by the Government
Actuary's Department ("GAD"), as described in their report entitled "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"
and dated 4 March 2014.

Base Assumption/nominal
Future Increases (per annum

unless otherwise stated)

Benefit rates (in
2011/12 terms

unless otherwise
stated)

Comments

Key modelling assumptions

Mortality assumption - all lives 2010 tables for Great Britain
produced by the ONS, with
GAD adjustments

Adjustments lead to reduced life
expectancy overall versus Great Britain

Mortality assumption - Contracted-
Out lives

2010 tables for Great Britain
produced by the ONS, with
GAD adjustments

Adjustments lead to reduced life
expectancy overall versus Great Britain

Fertility assumption 2010 tables for England and
Wales produced by the ONS,
with GAD adjustments

Adjustments lead to increased fertility
overall versus England and Wales

State Pension Age (SPA) Harmonised and increased
to 68 from 2045

Net Migration 500 net in p.a. (split equally
male/female), based on GAD
distribution by age (table F5)

Migration levels within age ranges is
assumed to be spread evenly

UK transfer rates In line with distribution table
provided by GAD

Rates are provided at start of projection
period

Proportion of lives that are contracted
out

Initial proportions (by age)
based on analysis of 2011/12
individual data and held
constant throughout
projection period

Used to determine level of future S2P

Proportion of lives in employment /
proportion of lives eligible for credits

Initial proportions (by age)
based on analysis of 2011/12
individual data and held
constant throughout
projection period

Used to determine level of qualifying years

Working life 44 years Used for S2P accrual from 2012

Band 2 earnings accrual 10% Used for S2P accrual from 2010

Single Tier date Assume continue with BSP
and S2P
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Base Assumption/nominal
Future Increases (per annum

unless otherwise stated)

Benefit rates (in
2011/12 terms

unless otherwise
stated)

Comments

CPI price inflation 2.00%

Earnings growth (non-promotional) 4.25% CPI plus 2.25% p.a.

Future s148 orders 4.25% In line with earnings - used to project
S2P/SERPS

Triple guarantee 4.50% In line with earnings plus 0.25% p.a.

Return on investments 3.15%

Pension benefit related assumptions
& rates
Retirement Pension 4.50% £102.15 p.w. Triple guarantee future increases

Retirement Pension Premium 2.00% £15.95 p.w.
maximum 2014/15

Future increases in line with CPI

Pension Supplement (excl LTIB &
Bereavement)

4.50% £49.85 p.w. (48.8%
of Retirement
Pension)

Triple guarantee future increases

Old Persons Pension 4.50% £61.20 p.w. Triple guarantee future increases

Retirement Pension Additional
Pension

2.00% Earnings related Future increases in line with CPI in
retirement

Pre 88 GMP 2.00% Earnings related Future increases in line with CPI

Post 88 GMP 2.00% Earnings related Future increases in line with CPI

Single Tier (n.b. not applicable to base
model)

4.50% £144 per week
2012/13

Triple guarantee future increases

Contribution related assumptions &
rates
Profit inflation (non-age related) 4.25% Future increases in line with earnings

Lower Earnings Limit (LEL) 2.00% £5,304 p.a. Future increases in line with CPI

Secondary Threshold (ST) 4.25% £5,980 p.a. Future increases in line with earnings

Primary Threshold (PT) 4.25% £5,980 p.a. Future increases in line with earnings

Upper Accrual Point (UAP) Fixed £40,040

Upper Earnings Limit (UEL) 4.25% £39,000 p.a. Future increases in line with earnings

Lower Profits Limit (LPL) 4.25% £5,980 p.a. Future increases in line with earnings

Upper Profits Limit (UPL) 4.25% £39,000 p.a. Future increases in line with earnings

National Insurance contribution rates Assume all rates are
unchanged in the future

Class 1: employee PT to UEL 11% p.a.

Class 1: employee over UEL 1% p.a.

Class 1: employer over ST 12.8% p.a.

Class 1: employee contracted-out
rebate LEL to UEL

1.6% p.a.
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Base Assumption/nominal
Future Increases (per annum

unless otherwise stated)

Benefit rates (in
2011/12 terms

unless otherwise
stated)

Comments

Class 1: employer contracted-out
rebate LEL to UEL

3.7% p.a.

Class 2: assumed all self-employed £2.70 per week from 2013

Class 3 £13.90 per week from 2014

Class 4: LPL to UPL 8% p.a.

Class 4: over UPL 1% p.a.

Proportion of population making Class
1 contributions

Initial proportions (by age)
based on analysis of 2011/12
individual data and held
constant throughout
projection period but with
allowance for increasing
State Pension Age

Proportion of Class 1 contributors
who are Contracted-Out

Initial proportions (by age)
based on analysis of 2011/12
individual data and held
constant throughout
projection period

Contributions after SPA Paid by Employer only

Non-Pension benefit related
assumptions & rates
Christmas Bonus 2.00% £82.50 reducing to

£40 from 2014/15
Future increases in line with CPI

Maternity Allowance 1.00% p.a. to 2015/16, then
2.00% thereafter

£179.85
(employed),
£128.73 (self-
employed)

Future increases after 2015/16 in line with
CPI

Nursing Care Pension 2.00% £111 in 2014/15 Future increases in line with CPI

Funeral Payments (NI Fund) 4.25% £210 Future increases in line with earnings

Redundancy rebates 4.25% Future increases in line with earnings

Adoption and Paternity Allowance 1.00% p.a. to 2015/16, then
2.00% thereafter

£179.85 Future increases after 2015/16 in line with
CPI

Bereavement Benefits (excl
Supplement)

2.00% Bereavement
payment £2,000
lump sum.
Widowed parents
allowance £100.70.
Bereavement
allowance - age
related (e.g. £93.65
age 54)

Future increases in line with CPI

Incapacity Benefit (Long Term) (excl 2.00% £94.25 Future increases in line with CPI
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Base Assumption/nominal
Future Increases (per annum

unless otherwise stated)

Benefit rates (in
2011/12 terms

unless otherwise
stated)

Comments

Supplement)

Incapacity Benefit (Short Term) 2.00% £71.10 lower rate,
£84.15 higher rate
under SPA

Future increases in line with CPI

Incapacity Benefit (Youth) 2.00% Future increases in line with CPI

Widow's Pension (excl Supplement) 2.00% Age related - full
rate £100.70

Future increases in line with CPI

Disablement Benefit 4.25% £150.30 (100%) Future increases in line with earnings

Jobseeker's Allowance (contribution
based)

1.00% p.a. to 2015/16, then
2.00% thereafter

£67.50 age 25 and
over

Future increases after 2015/16 in line with
CPI

Pension Supplement - long term
incapacity benefit

Fixed £40.68

Pension Supplement -
Widow's/Widower's pension

2.00% 48.8% BSP and AP Future increases in line with CPI

Administration expenses 2.00% £3,877,000
2012/13

Future increases in line with CPI and
population growth
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APPENDIX C – DATA SUMMARY

DATA
Data from the National Insurance, Benefits Payments and Tax systems was provided by the Isle of
Man Department of Social Care and the Treasury on 25 March 2014, 15 May 2014 and 2 June
2014., together with information provided in response to data queries.

EARNINGS LIMITS
Earnings limits information was provided by David Ireland in his email of 15 April 2014.

BENEFITS
The following benefits have been included in the analysis:

Pension Benefits:
· Basic State Pension (including age addition)
· Pension Supplement
· Additional Pension (State Second Pension/SERPS)
· Graduated Pension
· Retirement Pension Premium

Non-pension Benefits:
· Christmas Bonus
· Maternity Allowance
· Nursing Care Pension
· Funeral Payments (NI Fund)
· Redundancy Payments
· Adoption and Paternity Allowance
· Bereavement Benefits
· Incapacity Benefit (Long Term)
· Incapacity Benefit (Short Term)
· Incapacity Benefit (Youth)
· Widow's Pension
· Disablement Benefit
· Jobseeker's Allowance (contribution based)

Details of the level, qualifying conditions and payment of social security benefits was provided in
the "Benefits Information Guide" dated April 2012.  A summary of the level of benefit rates that
underlie our model is provided in our "Base assumptions and benefit rates" note.

In particular, the Christmas Bonus reduced to £40 with effect from April 2014, as detailed in the
"Isle of Man Social Security Benefit Rates document - From April 2014"

NATIONAL INSURANCE FUND BALANCE AT 31 MARCH 2012
The fund balance was taken from "Manx National Insurance Fund Account for year ended 31
March 2012"
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APPENDIX D – EARNINGS LIMITS

Earnings limits information provided by David Ireland on 15 April 2014.

Tax Year
Year at start of

tax year LEL LET UET UEL UAP FRAA BSP
annual annual annual annual annual annual annual

accrual
1978/79 1978 910 NA NA 6240 NA NA
1979/80 1979 1014 NA NA 7020 NA 1211
1980/81 1980 1196 NA NA 8580 NA 1411
1981/82 1981 1404 NA NA 10400 NA 1539
1982/83 1982 1534 NA NA 11440 NA 1708
1983/84 1983 1690 NA NA 12220 NA 1770
1984/85 1984 1768 NA NA 13000 NA 1861
1985/86 1985 1846 NA NA 13780 NA 1991
1986/87 1986 1976 NA NA 14820 NA 2012
1987/88 1987 2028 NA NA 15340 NA 2054
1988/89 1988 2132 NA NA 15860 NA 2140
1989/90 1989 2236 NA NA 16900 NA 2267
1990/91 1990 2392 NA NA 18200 NA 2439
1991/92 1991 2704 NA NA 20280 NA 2704
1992/93 1992 2808 NA NA 21060 NA 2816
1993/94 1993 2912 NA NA 21840 NA 2917
1994/95 1994 2964 NA NA 22360 NA 2995
1995/96 1995 3016 NA NA 22880 NA 3060
1996/97 1996 3172 NA NA 23660 NA 3180
1997/98 1997 3224 NA NA 24180 NA 3247
1998/99 1998 3328 NA NA 25220 NA 3364
1999/00 1999 3432 NA NA 26000 NA 3471
2000/01 2000 3484 NA NA 27820 NA 3510
2001/02 2001 3744 NA NA 29900 NA 3770
2002/03 2002 3900 10800 24600 30420 NA 3926
2003/04 2003 4004 11200 25600 30940 NA 4027
2004/05 2004 4108 11600 26600 31720 NA 4139
2005/06 2005 4264 12100 27800 32760 NA 4267
2006/07 2006 4368 12500 28800 33540 NA 4381
2007/08 2007 4524 13000 30000 34840 NA 4540
2008/09 2008 4680 13500 31100 40040 (36140) NA 4716
2009/10 2009 4940 13900 31800 43875 (37960) 40040 4953
2010/11 2010 5044 14100 32200 43875 (37960) 40040 5078
2011/12 2011 5304 14400 32600 42475 (39000) 40040 5312
2012/13 2012 5564 14700 33000 42475 (40040) 40040 88.40 5587
2013/14 2013 5668 15000 33700 41450 (40768) 40040 91.00 5728
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APPENDIX E – STATE PENSION AGE

The current State Pension Age (Base Assumption) is based on current pension legislation and
rounded to nearest integer.  Assume birthday of 1 October for relevant year of birth.

Pensions Act 2014 brought the increase in the SPA from 66 to 67 forward by 8 years (section
highlighted in orange).

Current State Pension Age
Birth year Males Females

1947 65 60
1948 65 60
1949 65 60
1950 65 61
1951 65 62
1952 65 63
1953 65 64
1954 66 65
1955 66 66
1956 66 66
1957 66 66
1958 66 66
1959 66 66
1960 67 67
1961 67 67
1962 67 67
1963 67 67
1964 67 67
1965 67 67
1966 67 67
1967 67 67
1968 67 67
1969 67 67
1970 67 67
1971 67 67
1972 67 67
1973 67 67
1974 67 67
1975 67 67
1976 67 67
1977 68 68
1978 68 68
1979 68 68
1980 68 68
1981 68 68
1982 68 68
1983 68 68
1984 68 68

1985 onwards 68 68
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APPENDIX F – BENEFIT EXPENDITURE 2011-12

The table below shows the total benefit expenditure and total income under each category of
benefit, as taken from the 2011/12 individual data provided by the Isle of man Department of Social
Care and the Treasury. The benefit expenditure amounts shown in GAD’s report of 4 March 2014
are shown for comparison.

2011/12
Benefit (£000's) From individual

data
From GAD’s report

Retirement Pension - Basic State Pension plus age addition 56,604 54,736
Retirement Pension - Additional Pension 10,371 11,690
Retirement Pension - Pension Premium 1,707 1,714
Retirement Pension - Pension Supplement 30,754 32,041
Retirement Pension - Graduated Pension 2,342 Included above
Incapacity Benefit (Short Term) 2,719 2,609
Incapacity Benefit (Long Term) (excl Supplement) 8,142 6,996
Incapacity Benefit (Youth) 124 123
Bereavement Benefits (excl Supplement) 662 639
Incapacity, Bereavement and Widow's Supplement 1,218 Included in

supplement above
Disablement 753 493
Lump Sum (Christmas Bonus) 1,849 1,894
Jobseekers Allowance (Contribution Based) 595 501
Maternity benefits 4,107 4,102
Nursing Care Pension 1,052 1,105
Funeral Care Payments 305 195
Adoption and Paternity 106 103
Redundancy Payment 25 71
Widow's Pension 295 243
Administration Expenses 3,826 3,826
Other (including old persons pension) Included above 147
Total 127,556 123,228

National Insurance Contribution income (£000's) 2011/12
Employee contributions 66,778 Not provided
Employer contributions 92,307 Not provided

Note that the contribution figures are net of National Insurance rebates paid in respect of
Contracted-Out lives, but do not yet allow for the NHS contribution payable.  From the 2011/12
accounts, rebates were quoted as £5,023k and the NHS contribution was quoted as £34,893k in
the Manx National Insurance Accounts.
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APPENDIX G – POPULATION SUMMARY

The expected projection of the Isle of Man population used in our model is based on the population
at each age in 2011, as provided in the Isle of Man Census Report 2011, dated April 2012.   The
information can be found in table 2.4 of page 17 of the Census report and a summary by age
range is provided below.

Age
range

Male Female Total

0-4 2,386 2,248 4,634
5-9 2,373 2,144 4,517
10-14 2,543 2,342 4,885
15-19 2,627 2,481 5,108
20-24 2,441 2,278 4,719
25-29 2,228 2,341 4,569
30-34 2,423 2,512 4,935
35-39 2,754 2,921 5,675
40-44 3,297 3,220 6,517
45-49 3,430 3,318 6,748
50-54 3,017 3,038 6,055
55-59 2,707 2,628 5,335
60-64 2,953 2,861 5,814
65-69 2,239 2,273 4,512
70-74 1,748 1,833 3,581
75-79 1,280 1,443 2,723
80-84 850 1,272 2,122
85+ 675 1,373 2,048
Total 41,971 42,526 84,497

Using the above data as our starting point, for the base case scenario we projected the Isle of
Man population to 2072 using the mortality, fertility and migration assumptions as detailed in
Appendix B – Assumptions and Benefits.
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APPENDIX H – NUMBER OF CLAIMS IN PAYMENT

The table below shows the total number of claims in payment under each category of benefit, as
taken from the 2011/12 individual data provided by the Isle of man Department of Social Care and
the Treasury.

2011/12
Number of claims in payment From

Individual
Data

From GAD’s
Report

Retirement Pension 18,983 18,396
Pension Supplement 13,696 12,998
Age Addition 4,536 3,852
Retirement Pension Premium 3,272 3,226
Old Person's Pension 44 43
Nursing Care Pension 485 325
Widow's Pension, Widow Mother's Allowance, Widow's Age Related 55 52
Pension Supplement - Widow's 5 48
Bereavement Allowance, Bereavement Payment, Widowed Parents Allowance 204 121
Pension Supplement - Bereavement 31 31
Incapacity Benefit - long term 1,857 1,607
Pension Supplement - LTIB 592 504
Incapacity Benefit - short term 4,769 997
Maternity Allowance 1,093 488
Adoption Allowance 4 1
Paternity Allowance 266 25
Industrial Injuries Benefit and Widow's Pension 290 263
Jobseeker's Allowance (contribution based) 859 214
Funeral Payment 791 Not provided
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APPENDIX I – UK TRANSFERS

The table below was provided by GAD on 18 June 2014 and summarises the opening distribution
of net transfers to the UK, in terms of people years.

We have interpreted this to mean that within the current population, the years below relate to
pension that will eventually be met by a settlement payment from the UK and therefore, where the
number is greater than zero, it will reduce the expenditure from the Isle of Man National Insurance
Fund.

Age range Male Female Total
15-19 1 -1 0
20-24 -22 -3 -25
25-29 80 112 192
30-34 187 284 471
35-39 468 508 976
40-44 806 784 1,590
45-49 1,109 1,086 2,195
50-54 1,405 1,326 2,731
55-59 1,606 1,536 3,142
60-64 1,779 1,486 3,265
65-69 1,425 1,183 2,608
70-74 982 590 1,572
75-79 510 190 700
80-84 141 11 152
85-89 5 0 5
90+ 0 0 0
Total 10,482 9,092 19,574


