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5 May 2016 

Review of the Isle of Man's Social Security and National Insurance Schemes 

Thank you for commissioning us to test-model a number of potential options for reform of the 
Isle of Man’s Social Security and National Insurance Schemes, with particular reference to 
the National Insurance Fund, following our visit in January 2016.  I am writing with the results 
of the options testing. 

This report is divided into the following sections: 

1. Summary of findings 1 

2. List of options tested 2 

3. Comparison of projected Fund by option group 4 

Appendices 

A: Scope and general methodology 20 

B: Methodology adopted for testing individual options 23 

C: Reliances and limitations 32 

This report includes small-sized charts, for ease of comparison.  The charts are included in 
a larger size in the separate accompanying file. 

I look forward to presenting these results on 20 May, but if in the meantime you have any 
queries in respect of this letter, please let me know. 

Yours sincerely 

Deputy Chief Actuary, Advice to Government 

https://www.gov.uk/government/organisations/government-actuarys-department/about/terms-of-reference
http://www.gov.uk/gad
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1. Summary of findings

1.1. GAD has been commissioned to test a number of potential options for reform of the 
Isle of Man's Social Security and National Insurance Schemes, in terms of their 
projected impact on the Isle of Man National Insurance Fund (“the Fund”). 

1.2. The main option groups are: 
• Requiring more qualifying years before entitlement to a full State Pension
• Reforming National Insurance Contributions (NICs)
• Introducing further increases in State Pension Age
• Increasing benefits in payment differently
• Introducing a single tier pension (new State Pension) arrangement
• Phasing out or replacing the Pension Supplement

1.3. We have tested the options by adapting (but not updating) the 60-year projections in 
the 2012 review of the Fund, assuming as requested that the Pension Supplement is 
frozen in future, and (where necessary and appropriate) adapting existing GB 
modelling.  Consistent with the report on the 2012 review of the Fund, results allow for 
actual increases in benefits, prices and earnings to early 2014 when the report was 
signed, and with results expressed in terms of constant prices at the 2011-12 level. 

1.4. Fundamentally, none of the options tested is necessarily in itself a permanent and 
stable solution, as conditions do not remain static and there will be practical constraints 
involved. 

1.5. In descending order of potential efficacy as a means of delaying the projected Fund 
exhaustion date: 
• Early and sustained increases in State Pension Age could significantly improve the

projected Fund and help arrest its eventual decline in the long term, but there may
be practical limitations involved

• A significant increase in National Insurance Contribution rates could potentially
improve the projected Fund substantially and this policy would be relatively robust
under different economic conditions; however, it may not be realistic to increase
NICs by the level required in order to make a sufficient difference

• Benefit indexation of the Basic State Pension, in addition to a permanent freeze in
the Pension Supplement, could potentially be altered to improve the projected
Fund, but in most cases the Fund is still eventually projected to decline by the end
of the projection period in 2071-72 and the option testing is sensitive to the
assumptions used; also, there will be wider considerations of suitability that may
constrain the implementation of a change

• The single tier (new State Pension) options tested were more generous than the
UK, accelerating the projected decline of the Fund, and this was not offset by the
potential phasing out of the Pension Supplement as this would only be applied to
new retirements

• Altering the number of years required for a full pension did not have a material
impact on the projected Fund because although this would affect people at the
individual level, the majority of people have a long enough contribution record not
to be materially impacted.
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2. List of options tested

2.1 GAD has been commissioned to test a number of potential options for reform of the 
Isle of Man's Social Security and National Insurance Schemes, in terms of their 
projected impact on the Isle of Man National Insurance Fund (NIF). 

2.2 The options, whose methodology is discussed further in the appendices, are as 
follows: 

A. Before consideration of the potential introduction of single tier 
1. The number of contribution years that will constitute a full contribution record (vs
current 30 years) 

i. 40 years
ii. 45 years
iii. 35 years

2. Potential alterations in National Insurance Contributions
i. Change LEL, Primary Threshold and Secondary Threshold to £14k pa and
investigate what changes to NIC%s or UEL would be required to retain the 
same total level of NIC receipts 
ii. Introduce 5% employee NICs below the LEL (PT/ST)
iii. Increase the Class 1 NIC rate above UEL by 1%
iv. In addition to the projected Fund, show effect of i., ii. and iii. above on NICs
separately for employees and employers 
v. Placeholder - no test
vi. This option illustrates the effect of the limits/thresholds remaining frozen.
vii. 2% increase in NICs for employees and employers
viii. Replace Class 2 and 4 NICs with equivalent Class 1 NICs for the self-
employed 
ix. Show the effect of i. to viii. in a less optimistic economic scenario (earnings
increases = CPI increases = 2.0%pa; see Appendix A) 

3. Revisions to State Pension Age (SPA)
i. A proposal to increase SPA from 68 in 2055-56 to 70 by 2071-72, as specified
on pages 118 and 488 of the C-i65 report at 
https://www.gov.im/media/1346144/review-of-social-security-and-ni-
systems.pdf  
ii. A proposal to increase SPA from 67 in 2028-29 to 72 by 2071-72, as specified
on pages 118 and 488 of the C-i65 report 

Due to modelling constraints, this option has been treated as being of type “B”, 
i.e. after the introduction of single tier, at the UK-equivalent level.  Please see 
Appendix B for further information. 

4. Potential changes to benefit increases in payment
i. Revisit the 2012 review results, reflecting the current Pension Supplement
benefit rate freeze in perpetuity 
ii. Revisit the existing CPI indexation results, given i. above
iii. Show the effect of earnings increases (allowing for i. above)
iiia. Show the effect of RPI indexation (allowing for i. above) 

https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
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iv. Introduce a lower minimum than 2.5% in the triple lock (allowing for i. above), 
i.e. 1.5% 
v. Show the effect of i., ii., iii. and iv. in a less optimistic economic scenario 
(earnings increases = RPI increases = CPI increases = 2.0%pa; see Appendix 
A) 
vi. As per iii. but with the Pension Supplement increasing in line with earnings 
less 1.0% (minimum 0%) 
vii. As per iiia. but with Pension Supplement increasing at RPI less 1.0% 
(minimum 0%) 
viii. As per iv. but with Pension Supplement increasing at 1.0% less than the 
revised triple lock 
ix. As per iv. but with a revised triple lock minimum of 2.0% rather than 1.5% 
and Pension Supplement frozen as in i. 
x. As per ix. but with Pension Supplement increasing at 1.0% less than the 
revised triple lock 
xi. As per v. but in connection with vi., vii., viii., ix. and x. 

B. Allowing for the potential introduction of single tier 
5. Introducing single tier and altering the Pension Supplement 

i. Set single tier starting rate to £180pw from 2016, and 
ii. Phase out the Pension Supplement over 20 years, or 
iii. Phase out the Pension Supplement over 10 years 
iv. Illustrate the effect of a new type of Pension Supplement, set to 50% of the 
UK-equivalent single tier arrangement in GAD's October 2015 letter and a 
straight replacement for Pension Supplement for new retirees, from 2016 
v. Placeholder – no test 

6. The starting level of single-tier pension 
i. £170pw 
ii. £180pw 
iii. £200pw 

7. The number of contribution years that will constitute a full contribution record 
i. 40 years 
ii. 45 years 
iii. 35 years 

8. Placeholder - no test 
9. Minimum contribution record required to qualify for a single tier pension 

i. The options in B. above will automatically assume a minimum contribution 
record of 10 years 

 
2.3 The following ancillary work was also agreed, as part of this option testing project: 

C. Additional aspects 
i. to iv. Placeholders – no test 
v. Rework Figure 1.1 from the 2012 review to permit the Fund to go negative 
vi. to ix. Placeholders – no test 
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3. Comparison of projected Fund by option group 

Option testing results – preliminary note 
3.1 The main 2012 review result was based on an assumption of 500 net inward migration, 

earnings increases of 2.25%pa in excess of price inflation and triple lock pension 
increases 0.25%pa in excess of earnings.  This result allowed for the Pension 
Supplement to be increased by triple lock in future years, and Figure 1.1 from GAD’s 
report on the 2012 review was: 

 

3.2 For the purpose of this options testing, GAD were asked to update the 2012 review 
results so that the Pension Supplement is frozen in future years, assuming that recent 
practice is continued in future.  The above chart consequently changes to: 

 

3.3 This updated chart forms the starting point for the results in this options testing letter. 
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Option A.1.: Adapting the 2012 review to require more qualifying years for a full 
Basic State Pension 

3.4 The charts show that whether 30, 35, 40 or 45 years are required in order to qualify for 
a full Basic State Pension, such a decision is not expected to materially impact on 
projected results because although this will affect people at the individual level, the 
majority of people have a long enough contribution record not to be materially 
impacted. 

2012 review result (Pension Supplement frozen) 
i.e. 30 years for a full contribution record 

 

 
Option A.1.ii.: 45 years for a full contribution record 

 
Option A.1.i.: 40 years for a full contribution record 

 

Option A.1.iii.: 35 years for a full contribution record 
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Option A.2.: Adapting the 2012 review’s National Insurance Contributions (NICs) 

3.5 The charts on the left below show that while a couple of the options tested could 
potentially improve the projected Fund exhaustion date materially over the projection 
period, the Fund is still projected to eventually decline (apart from in the case of Option 
A.2.vii., where all NICs payable to the NIF are increased by 2% and whose Fund is 
projected to rise to a peak by the end of the projection period, but this is a substantial 
increase in NICs). 

3.6 The charts on the right below carry out the same option testing as those on the left, but 
on less optimistic economic assumptions (earnings increases = CPI=RPI=2.0%pa).  
These charts still show similar relativities in comparison with their 2012 review starting 
point as the charts on the left – for example, Option A.2.vii. still shows a substantial 
improvement in the projected Fund in comparison with its 2012 review (frozen Pension 
Supplement) counterpart and so consequently the conclusions of the A.2. testing are 
relatively robust to economic conditions.  However, none of the options are certain to 
prevent the Fund declining in the long term. 

3.7 In Option A.2.i., more than doubling the lower limit/thresholds above which Class 1 
NICs are payable substantially reduces projected NICs and it brings forward the 
projected Fund exhaustion date by around 20 to 30 years, depending on the 
assumptions used.  While NIC rates could potentially be increased by around 4% (on 
average) for both employees and employers to recover the resulting shortfall, the 
alternative of increasing the UEL was not a feasible means to return NICs to original 
levels, not least because it would not impact on employer NICs. 

3.8 Other potential NIC reform options tested had only a modest impact on the projected 
Fund.  We also demonstrated how freezing limits/thresholds indefinitely could bring 
forward the projected Fund exhaustion date. 
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2012 review assumptions – see preliminary note above Less optimistic economic assumptions (see Appendix A) 
2012 review result (Pension Supplement frozen) 

  
Option A.2.i. and A.2.i.ix.: From 2016, increase the lower limit/threshold above which NICs become payable from its current 
level of around £6,000pa to £14,000pa (before investigation of increased NIC rates/UEL to counterbalance the change) 

  
Option A.2.ii. and A.2.ii.ix.: From 2016, introduce 5% employee NICs below the lower limit/threshold 

 
 

Option A.2.iii. and A.2.iii.ix.: From 2016, increase the Class 1 NIC rate above the UEL by 1% (assumed to apply to 
employees only, but a similar result would apply if we had modelled this for employers only) 
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Option A.2.iv. and A.2.iv.ix.: Show the effects of i., ii. and iii. separately by employee and employer: Please see 3.9. below 
Option A.2.v. and A.2.v.ix.: Placeholder – no test 
Option A.2.vi. and A.2.vi.ix.: Freeze all NIC limits and thresholds 

  
Option A.2.vii. and A.2.vii.ix.: From 2016, increase NICs by 2% for employees and employers (assumed to apply at all levels 
of earnings above the lower limit/threshold) 

  
Option A.2.viii. and A.2.viii.ix.: From 2016, replace Class 2 and 4 NICs with equivalent (employee) Class 1 NICs 

  
 

3.9 The table below details the projected contributions for Options A.2.i., ii. and iii., 
showing the split between employees (blue lines) and employers (green lines) 
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2012 review assumptions – see preliminary note above Less optimistic economic assumptions (see Appendix A) 
2012 review result (Pension Supplement frozen) 

  
Option A.2.i. and A.2.i.ix.: From 2016, increase the lower limit/threshold above which NICs become payable from its current 
level of around £6,000pa to £14,000pa (before investigation of increased NIC rates/UEL to counterbalance the change) 

  
Option A.2.ii. and A.2.ii.ix.: From 2016, introduce 5% employee NICs below the lower limit/threshold 

 
 

Option A.2.iii. and A.2.iii.ix.:From 2016, increase the Class 1 NIC rate above the UEL by 1%  (assumed to apply to 
employees only, but a similar result would apply if we had modelled this for employers only) 
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 Option B.3.: Adapting the 2012 review to increase State Pension Age (SPA) 

3.10 As discussed in Appendix B, due to modelling constraints we have tested the SPA 
increases after the introduction of a UK-equivalent single tier pension (new State 
Pension), rather than before any reforms are introduced, which is why this option is 
now referred to as a “B” option rather than an “A” option. 

3.11 As the UK-equivalent single tier projections prepared for our October 2015 letter 
resulted in only a very modest change in projected Fund in comparison with the 2012 
review pre-single tier projections, we would expect that the desired Option A.3. testing 
would have given rise to broadly similar result to the ones that we have prepared on 
this replacement Option B.3. approach, in that in both cases there would be a small 
reduction in benefit spending arising from SPA increases but not enough to prevent 
the Fund balance falling towards the end of the projection period. 

3.12 Appendix B describes the SPA increases tested, in more detail.  In summary, these 
are the two options put forward on pages 118 and 488 of the C-i65 report, which 
proposed either an increase from 68 in 2055-56 to 70 by 2071-72 or an increase from 
67 in 2028-29 to 72 by 2071-72. 

3.13 Comparison of the two charts at the top of the next page shows that in the first case 
there is a modest improvement in the projected Fund from where the additional SPA 
increases commence in 2056-57, on the 2012 review assumptions.  However, because 
additional SPA increases commence much earlier (in the 2020s) under the second 
case, the second row of charts overpage shows that there is a significant improvement 
in the projected Fund, with the projected Fund reaching a peak by the end of the 
projection period. 

Starting point: 

2012 review result (Pension Supplement frozen) 
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October 2015 letter: single tier pension on UK-equivalent rate 

 
 

Option B.3.i.: SPA increase from 68 in 2055-56 to 70 by 2071-
72, applied to single tier pension on UK-equivalent rate  

 
Option B.3.ii.: SPA increase from 67 in 2028-29 to 72 by 2071-
72, applied to single tier pension on UK-equivalent rate 

 

(Option B.3.ii. in smaller resolution) 
 

 

3.14 These results are on the 500 net inward migration assumption from the 2012 review.  
However, as shown in the chart below, the migration assumption adopted can have a 
material impact on the emerging results, and carrying out the same SPA increase 
testing on other migration assumptions might alter the outcome.  Consequently, further 
testing could be considered, to test the robustness of the results to varying conditions. 

  



 
 

Isle of Man Social Security and National Insurance Schemes 

Report on testing of options for potential reform 
 

 
 

12 

Option A.4.: Adapting the 2012 review to increase benefits differently 

3.15 The charts on the left below show that, although altering benefit increase policy could 
potentially improve the projected Fund, this may only delay the Fund exhaustion date 
rather than result in long-term Fund sustainability per se. 

3.16 Replacing triple lock benefit increases in payment with CPI increases in Option A.4.ii. 
is projected to have a very significant impact on the development of the Fund, 
particularly from the 2030s onwards.  This is because there is a substantial (and 
compounding) reduction in assumed uprating, of 2.5% per annum, in moving from triple 
lock to CPI on the 2012 review basis (see Appendix A), which results in a significant 
improvement in the projected Fund over time.  As an indication of the compounding 
effect on the 2012 review basis – other things being equal, a 2.5% per annum reduction 
in benefit uprating will roughly halve outgo for the benefits concerned and double the 
projected Fund after around 30 years.  Option A.4.iiia. (RPI increases) and Option 4.iii. 
(earnings increases) have a lesser impact as they are closer to triple lock increases 
than CPI. 

3.17 Having said this, the projected outcome is sensitive to the economic assumptions 
adopted and the charts on the right show how what appear to be different outcomes 
for the different increase options on the left could potentially all end up looking very 
similar on the right. 

2012 review assumptions – see preliminary note above Less optimistic economic assumptions (see Appendix A) 
Option A.4.i.: 2012 review result with Pension Supplement frozen, and A.4.v.i. (on less optimistic basis) 

  
Option A.4.ii. and A.4.v.ii.: Pension Supplement frozen, triple lock replaced with CPI 
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Option A.4.iii. and A.4.v.iii.: Pension Supplement frozen, triple lock replaced with earnings increases 

 
 

 

Option A.4.iiia. and A.4.v.iiia.: Pension Supplement frozen, triple lock replaced with RPI 

  
Option A.4.iv. and A.4.v.iv.: Pension Supplement frozen, 1.5% minimum in triple lock 

  
Option A.4.vi. and A.4.xi.vi.: Pension Supplement increasing in line with earnings less 1%pa, triple lock replaced with 
earnings increases 
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Option A.4.vii. and A.4.xi.vii.: Pension Supplement increasing in line with RPI less 1%pa, triple lock replaced with RPI 

  
Option A.4.viii. and A.4.xi.viii.: Pension Supplement increasing at 1%pa less than triple lock, 1.5% minimum in triple lock 

  
Option A.4.ix. and A.4.xi.ix.: Pension Supplement frozen, 2.0% minimum in triple lock 

  
Option A.4.x. and A.4.xi.x.: Pension Supplement increasing at 1%pa less than triple lock, 2.0% minimum in triple lock 
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Option B.5.: Adapting the 2012 review to move to single tier (new State Pension) 
and reforming the Pension Supplement 

3.18 Our October 2015 letter had shown how the introduction of a single tier benefit 
equivalent to the UK’s (but keeping other benefits unchanged) would be expected to 
have little material effect on the projected Fund exhaustion date. 

3.19 The UK starting level of new State Pension (single tier pension) in April 2016 is 
£155.65pw.  However, the option testing that we have been asked to carry out uses a 
higher starting rate.  The charts below show that a higher starting rate of single tier of 
£180pw would increase costs to the Fund in comparison with the cost of existing 
benefits, so that although the projected Fund would roughly peak at the same level, 
the peak would occur earlier and the Fund would be exhausted around 8 years earlier.  
Phasing out the Pension Supplement would be expected to improve the projected Fund 
only modestly, on the basis that existing recipients of the Pension Supplement would 
be unaffected.  Replacing the existing Pension Supplement for new retirees from 2016 
with a larger benefit, based on 50% of the UK-equivalent single tier pension that is 
assumed to increase in line with triple lock in order to maintain its 50% relationship with 
the single tier benefit would be expected to give rise to a substantial additional cost to 
the Fund, bringing forward the projected Fund exhaustion date by around a further 15 
years beyond the 8 years above. 

2012 review result (Pension Supplement frozen) 

 
Option B.5.i.: Single tier starting rate £180pw (=B.6.ii.=B.7.iii.) 
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Option B.5.ii.: Single tier starting rate £180pw 
and phase out the Pension Supplement over 20 years 

 
Option B.5.iii.: Single tier starting rate £180pw 
and phase out the Pension Supplement over 10 years 

 
Option B.5.iv.: Single tier starting rate £180pw 
and for new retirees from 2016, award a Pension Supplement of 50% of 
a UK-equivalent single tier pension  
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Option B.6.: Adapting the 2012 review to move to single tier (new State Pension) 
and varying the starting rate 

3.20 Our October 2015 letter had shown how the introduction of a single tier benefit 
equivalent to the UK’s (but keeping other benefits unchanged) would be expected to 
have little material effect on the projected Fund exhaustion date. 

3.21 The charts below show that a starting rate of single tier of £180pw would increase costs 
to the Fund in comparison with the cost of existing benefits, so that although the 
projected Fund would roughly peak at the same level, the peak would occur earlier and 
the Fund would be exhausted around 10 years earlier.  Implementing the higher or 
lower starting pensions specified would be expected to bring forward or delay the 
projected Fund exhaustion date by around 5 years on the 2012 review basis. 

3.22 Further testing, varying demographic and economic assumptions could potentially be 
considered, as a means of testing the robustness of the results to varying conditions. 

2012 review result (Pension Supplement frozen) 

 

Option B.6.ii.: Single tier starting rate £180pw (=B.5.i.=B.7.iii.) 

 
Option B.6.i.: Single tier starting rate £170pw 

 

Option B.6.iii.: Single tier starting rate £200pw 
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Option B.7.: Adapting the 2012 review to move to single tier (new State Pension) 
and requiring more qualifying years for a full single tier pension 

3.23 Our October 2015 letter had shown how the introduction of a single tier benefit 
equivalent to the UK’s (but keeping other benefits unchanged) would be expected to 
have little material effect on the projected Fund exhaustion date. 

3.24 The charts below show that a higher starting rate of single tier of £180pw would 
increase costs to the Fund in comparison with the cost of existing benefits, so that 
although the projected Fund would roughly peak at the same level, the peak would 
occur earlier and the Fund would be exhausted around 10 years earlier.  However, the 
charts show that whether 35, 40 or 45 years are required in order to qualify for a full 
single tier pension, such a decision is not expected to materially impact on projected 
results because although this will affect people at the individual level, the majority of 
people have a long enough contribution record not to be materially impacted. 

2012 review result pre-single tier (Pension Supplement frozen) 
30 years for a full contribution record 

 

Option B.7.ii.: Single tier starting rate £180pw 
45 years for a full contribution record 

 
 

Option B.7.i.: Single tier starting rate £180pw 
40 years for a full contribution record 

 

Option B.7.iii.: Single tier starting rate £180pw 
35 years for a full contribution record (=B.5.i.=B.6.ii.) 
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3.25 Options B.8., C.i. to iv. and C.vi. to ix. are placeholders and there is no test involved.  
Option B.9. concerns the minimum contribution record required to qualify for a single 
tier pension and the earlier options in B. above will automatically assume a minimum 
contribution record of 10 years – there is consequently no separate B.9. option test. 

Additional aspect C.v.: Reworking Figure 1.1 from the 2012 review to permit the 
Fund to go negative 

3.26 Although not an option in its own right, we were asked to include a copy of Figure 1.1 
from GAD’s report on the 2012 review that would allow the projected Fund to become 
negative.  For this purpose, the Pension Supplement is assumed to attract triple lock 
increases in payment, as was the case in the 2012 review (please see the preliminary 
note above).  We have also assumed that the interest charged to the negative Fund 
would be at the same rate as the investment return assumed for the 2012 review. 

3.27 The chart below compares the original Figure 1.1 from the 2012 review with the 
equivalent including the negative Fund.   

Figure 1.1 from GAD’s report on the 2012 review 
 

 
The equivalent chart, permitting a negative projected Fund 
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Appendix A. Scope and general methodology 

A.1 GAD has been commissioned to test a number of potential options for reform of the 
Isle of Man's Social Security and National Insurance Schemes, in terms of their 
projected impact on the Isle of Man National Insurance Fund (NIF). 

 
A.2 The options tested are listed in section 2.  This Appendix refers to the methodology 

adopted in preparing the results in this report, in general terms.  Appendix B refers to 
specific options tested. 

 
A.3 We have tested the options by adapting (but not updating) the 60-year projections in 

the 2012 review of the Fund, assuming as requested that the Pension Supplement is 
frozen in future, and where necessary and appropriate adapting existing GB modelling.  
There has been no attempt to update results for actual economic or demographic 
changes or divergences from assumptions between 2012 and the current time and we 
have not obtained any additional Isle of Man data. 
 

A.4 Consistent with the report on the 2012 review of the Fund, results allow for actual 
increases in benefits, prices and earnings to early 2014 when the report was signed, 
and with results expressed in terms of constant prices at the 2011-12 level.  All results 
are reflected in terms of the projected Fund, contributions and benefit expenditure. 

 
A.5 As was the case in the 2012 review, since the Isle of Man arrangement generally 

follows the contribution rates in Great Britain (see paragraph C1 of our report on the 
2012 review), this letter does not project specific Isle of Man contribution rates that 
would be required in the Isle of Man to support the benefit expenditure from the Isle of 
Man National Insurance Fund. 

A.6 The results in this report rely on the assumption that the original reciprocal transfer 
arrangement – which materially affects the Fund – continues in future.  This was an 
agreed simplification, as any reforms introduced that differ from the UK’s could 
potentially result in the cessation of the reciprocal transfer arrangement (we 
understand that this is what has occurred from April 2016, with the introduction of the 
new State Pension in the UK) or the need for a new arrangement to be agreed on 
different terms. 

A.7 The main assumptions adopted for the 2012 review of the Fund were: 
• Price inflation (CPI): 2.0%pa 
• Earnings increases: 2.25%pa real 
• Triple lock: 0.25%pa in excess of earnings 
• Population projections assuming net inward migration of 500 people a year 
• Allowance was made for the continuation of reciprocal transfers. 

 
A.8 As agreed, Options A.2. (contribution reforms) and A.4. (changes to benefit increases 

in payment) have also been tested on a second (alternate) basis.  This report refers to 
this alternative basis as being “less optimistic than the 2012 review basis”.  However, 
the alternative basis sets future earnings increases equal to price inflation (2.0%pa) 
and therefore the triple lock to its underpin (2.5%, unless a different option is tested), 
which is an artificial basis chosen to test the robustness (or otherwise) of certain 
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options to the future relationship between prices and earnings, rather than a 
deliberately-expressed view of the likely future relationship between prices and 
earnings themselves. 

 
A.9 The RPI increase assumptions for Option A.4.iiia. is 1.15%pa in excess of CPI, an 

assumption consistent with the 2012 review basis in paragraph A.7 above.  For the 
purpose of the alternative economic basis in paragraph A.8. above, RPI is assumed to 
equal CPI (2.0%pa). 
 

A.10 The lower triple lock underpin option tests in Option A.4.iv. and A.4.ix. are assumed to 
attract a margin over earnings of 0.20% and 0.225%, respectively.  These assumptions 
have been set to distinguish the results from the 2012 review results which assumed 
a triple lock of 0.25% above earnings and are for illustrative purposes only – they 
should not be taken to imply a degree of accuracy beyond that supported by the 
approach described in this report.  For the purpose of preparing the alternative basis 
results, we have assumed that both of these options simplify down to an increase of 
2.0%pa. 
 

A.11 At this stage, we are not proposing more sophisticated approaches, such as varying 
the economic assumptions in each future year, but this may be something that you 
may wish to consider in future. 

 
A.12 As mentioned elsewhere in this report, the potential impact on Fund finances of options 

may in some cases be relatively sensitive to economic and demographic conditions 
and you may wish additional tests for robustness to be carried out on a short-list of 
preferred options before final policy decisions are made.  Also, should a combination 
of reforms be considered, you may wish further testing to be carried out, as the results 
are not inherently additive and – depending on the combination of reforms ultimately 
introduced – the impact on the Fund could be potentially quite different to that 
illustrated in this report. 

 
A.13 It should also be noted that the options testing was carried out within certain 

constraints, such as our assuming that the reciprocal transfer arrangement continued 
in its original form and our adapting the main 2012 results as they were, using certain 
new State Pension modelling for GB; it may be the case that the Isle of Man outturns 
could be different to the projections in this report and additional, more detailed and 
accurate testing could be carried out, if desired.  Additionally, elements of the options 
testing are similar to material in the 2013 C-i65 report, however a reconciliation of our 
results with the C-i65 equivalents is outside the scope of this options testing report. 

 
A.14 As demonstrated in the January 2016 workshop, migration policy can have a material 

impact on the projected Fund.  As demonstration of the effect on the projected Fund 
of varying migration was already illustrated in the 2012 review report, there were no 
proposals for additional options in the scope of this options testing project, although 
we have referred back to the 2012 review situation in the discussion of option B.3. in 
section 3 above.  Should additional illustrations be required, please let us know. 

 
A.15 There will be other options for reform, in connection with other and individually less 

material benefits - these are not currently under discussion, but a combination of 
alterations might potentially impact funding materially. 
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A.16 In the January 2016 workshops, GAD had enquired about whether the Isle of Man 

would wish to review the criteria for requiring people to contribute and the rules 
regarding credit arrangements, but this was not discussed as an option at the time. 

 
A.17 It was mentioned after the workshops that the Christmas Bonus has been halved, 

reducing current benefit expenditure by around £1 million a year, and that a Carer’s 
Allowance has been introduced, increasing current benefit expenditure by around £2 
million a year.  GAD would not expect this net increase in current benefit expenditure 
of around £1 million a year to be material in terms of affecting the projected Fund 
exhaustion date and have therefore not made an adaptation to the 2012 review results 
for it for the purpose of testing the reform options. 
 

A.18 The results in this letter should be read in conjunction with GAD’s report on the 2012 
actuarial review of the Isle of Man NIF dated 4 March 2014.  This gives more 
information on the data, methodology and assumptions used in the calculations, and 
the reliances and limitations that apply. 

A.19 Please also see GAD’s January 2016 presentation slide 17, a copy of which appears 
below, for ease of reference. 
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Appendix B. Methodology adopted for testing individual options 

B.1 This section refers to the methodology adopted in preparing the results in this report, 
as regards specific options tested. 

Options A.1. and B.7.: Number of contribution years for a full contribution record 

B.2 For the purpose of this option, we assumed that the change would apply to the Basic 
State Pension only, and based consequent assumptions on adapted GB information 
as this level of Isle of Man-specific detail was not available in the 2012 review.  We 
considered the effect of these potential changes on the assumed future proportions of 
the working age population contributing in the 2012 review and further contribution 
adaptation was not pursued for the purpose of this option test, on grounds of 
materiality.  Our reasoning is as follows: 

 
B.3 The NIF does not operate like a pension scheme, and there is no direct link between 

contributions made and benefits paid. 
 

• Under existing Isle of Man provisions, NICs cease at SPA for employees.  So if 
the full contribution record requirement increases then this does not mean that 
SPA would increase or that there is scope for employees to make further Class 
1 NICs (the situation is different for Class 4, but this is not material to the bottom 
line). 

 
• The benefit can diminish because the full contribution record requirement (and 

thus accrual) rules change, without the contributions themselves changing. 
 
B.4 Pages 84 and 86 of the C-i65 report at https://www.gov.im/media/1346144/review-of-

social-security-and-ni-systems.pdf refer to people potentially changing their behaviour 
in order to receive the full Basic State Pension when the full contribution record 
requirement increases. 
 

B.5 However, broadly speaking, as long as people are in the labour market (and below 
SPA) they are paying NICs, or they are receiving credits for NICs, and so it is difficult 
to see how an increase in the full contribution record requirement could bring about a 
behaviour change that would increase contributions materially at the overall result 
level. 

 
B.6 In particular, page 86 refers to an individual retiring to claim a full pension after 30 

years potentially changing their behaviour to work to 45 years.  However, at the 
moment, people carry on paying NICs up to SPA if they are in the labour market, 
irrespective of whether they have contributed for 30 years – they cannot draw their 
state pension before SPA.  If they have decided to leave the labour market after making 
30 years of contributions we would expect it to be for reasons other than the fact that 
they have paid 30 years of NICs, because they would have to have some private 
means to support themselves until SPA.  Consequently, we do not expect that 
increasing the full contribution record requirement will mean that people alter their 
behaviour in order to acquire more qualifying years through Class 1. 

 

https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
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B.7 Further, page 86 of the C-i65 report shows that around 75% of people within 5 years 
of SPA at 2012 were expected to have 45 qualifying years by SPA and this figure 
became around 60% for those within 10-15 years.  It is not clear why the younger 
cohort should be lower, as both measures are expectations at SPA.  This might reflect 
different migration patterns in the different cohorts, for example, and – if so –a change 
in the full contribution record requirement might reasonably be expected to alter 
behaviour in this regard.  However, it is not obvious that the behaviour of the remaining 
40% of those within 10-15 years of SPA at 2012 might be influenced to alter in such a 
way as to attract more qualifying years by SPA. 
 

B.8 People might opt to purchase additional qualifying years through Class 3, but Class 3 
is not material to the overall result and would involve policy decisions and transitional 
arrangements outside of the scope of this exercise, and so we have not made any 
explicit provision for altering Class 3 for increasing the full contribution record 
requirement in this regard. 
 

B.9 Class 2/4 involves separate considerations, but this is not a material part of the overall 
contributions and so we are not making any explicit provision for increasing the full 
contribution record requirement in this regard. 
 

B.10 Consequently, we are not altering NICs in Options A.1. and B.7.. 
 

B.11 Regarding the benefit expenditure projections: 
 
• For the purposes of modelling changes to the qualification rules for Retirement 

Pension and single tier pension, in scenarios A.1.i. to A1.iii. and B.7.i. to B.7.iii., we 
assume that the effect, on the average level of pension received, of changing the 
number of contributions years required for a full pension in the Isle of Man will be 
equivalent to the changes observed in analysis of entitlement to the UK state 
pensions.  In this analysis, we consider only entitlement to category A pensions, 
and we assume that the effect on both men and women receiving category B 
pension will be the same as that for men receiving category A pensions. 

• For consistency with the modelling of the single tier options under Option B., we 
assume that the new qualification rules for Retirement Pensions in Options A.1. 
apply to people reaching SPA from April 2016.  We do not model any transitional 
protection for entitlement built up before April 2016, but we do assume that if a 
person is resident in the Isle of Man then they will be awarded a qualifying year for 
every remaining year until they reach SPA. 

Option A.2.: Potential reform of National Insurance Contributions 

B.12 It has been assumed that the option changes occur from 2016, for consistency with 
the single tier option modelling. 
 

B.13 Only the effect of NICs on the NIF have been reported in this document; however, 
there may also be consequent changes to NHS contributions (outside of this report). 

 
B.14 As stated on page 43 of GAD’s report on the 2012 review, because a full set of Isle of 

Man earnings distribution data was not available at the time of the 2012 review, the 
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2012 Isle of Man review earnings distributions are assumed to be the same as the GB 
distributions.  While total contributions in the 2012 review were calibrated against the 
2011-12 Isle of Man accounts and it was ensured that the modelling using the GB 
distributions was fit for purpose, there may be limitations to the degree of accuracy of 
the results if we carry out testing that uses only part of the distributions. 

 
B.15 The question of how to potentially capture multiple low paid jobs is more a policy and 

admin issue than a matter to be tested in modelling and it is consequently not included 
in the options tested in this report. 

Option A.2.i.: Increasing the lower limit/threshold from around £6,000pa to £14,000pa and 
potentially increase NIC rates and/or UEL, to compensate 

B.16 This option only pertains to Class 1 contributions. 
 
B.17 For the purpose of this option, we assumed that: 
 

• The Lower Earnings Limit, Primary Threshold and Secondary Threshold would all 
be increased to £14,000 pa and therefore that the contracting-out rebates and 
Additional Pension would be affected, in addition to gross NICs (on testing, we 
found that focusing on gross NICs alone produced materially the same result) 

• Basic State Pension would remain unaffected 

• There would be a new limit for Additional Pension accrual 

• The Flat Rate Accrual Amount remains unchanged, although the number of people 
deemed to be accruing this benefit alters. 

B.18 The second part to this option was to examine the potential increase in NIC rates 
and/or UEL in order to mitigate the decline in NICs from increasing the lower 
limit/threshold. 

 
• As we have not updated the 2012 review to allow for actual limits/thresholds or 

experience since then, questions of the nature of “What should the UEL change 
to?” in Option A.2.i. can only be interpreted in 2012 review terms 

• The required increase in NIC rates was assumed to apply to both employee and 
employer NICs, on all earnings above the lower limit/threshold (i.e. including 
earnings above the UEL, in the case of both employees and employers) 

• The required increase in NIC rates was examined from the point of view of the 
entire increase being paid into the NIF and not split with the NHS. 

Option A.2.ii.: Introduce 5% employee NICs below the LEL (PT/ST) 

B.19 On the basis that this option is for employees only and in respect of gross NICs, 
ignoring contracted-out rebates, only the Primary Threshold (PT) would be affected, 
i.e. the additional contributions are 5% paid by employees on all earnings up to the PT. 

B.20 The additional 5% employee NICs modelled are assumed to be paid to the NIF and 
not split with the NHS. 
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Option A.2.iii.: Increase the Class 1 NIC rate above the UEL by 1% 

B.21 It was not clear whether the additional 1% would be paid by employees, employer or 
both, so for the purposes of this option test we assumed that it would be payable by 
employees only.  Having said this, an extra 1% of NICs on earnings above the UEL 
would essentially be the same, whether defined as being payable by employees or 
employers. 
 

B.22 The additional NICs modelled are assumed to be paid to the NIF and not split with the 
NHS. 

Option A.2.iv.: Show the projected split between employees and employers of A.2.i., ii. and iii. 

B.23 The split of employee/employer contributions in the table below paragraph 3.9. is a 
level of detail beyond that for which our modelling for the 2012 review was designed.  
Consequently, there may be a degree of approximation inherent in the separate 
results, as although the relevant rates and limits/thresholds applied are appropriate, 
the underlying earnings distribution is that of GB and at this level of detail there is no 
separate calibration of our modelled results against past separate Isle of Man 
employee and employer data.  Should you wish us to report more formally on this split 
in future reviews, we would be pleased to do so. 

Option A.2.v.: Placeholder – no test 

Option A.2.vi.: freeze all limits/thresholds 

B.24 GAD notes that most of the Isle of Man NIC Limits (particularly the PT, ST and UEL) 
have been frozen since 2013-14.  However, the 2012 review assumed that these Limits 
would increase in line with earnings in each future year. 
 

B.25 This option illustrates the effect of the limits/thresholds remaining frozen. 
 

B.26 For simplicity, we assumed that all limits/thresholds remained frozen after 2013-14, as 
this was materially sufficient to demonstrate the principle. 
 

B.27 Class 2 and 3 rates were allowed to continue increasing, but this will have a non-
material impact on the results, as these classes are not material to the overall result. 

Option A.2.vii.: 2% increase in NICs for employees and employers 

B.28 We are assuming that an extra 2% should be added to both employee and employer 
contributions on all relevant earnings above their lower thresholds; however, we have 
assumed that contracting-out rebates remain unaltered. 
 

B.29 We assumed that the full 2% would go to the NIF and not be split with the NHS. 
 

B.30 For employees we assumed that they pay 2% above the UEL to the NIF, where 
previously they did not. 

Option A.2.viii.: Self employed pay Class 1 employee contributions 

B.31 The change was assumed to take effect from 2016 with no transitional arrangements. 
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B.32 We have made an approximation on the contributions side, for the effect of Class 2 
and 4 NICs being replaced with Class 1 NICs.  Class 2 NICs were removed.  Because 
they effectively attract NIF NICs on the same band of earnings, Class 4 NICs were 
adapted to move from the relevant NIF NIC rates for Class 4 to those for Class 1 
(employees).  
 

B.33 We made an approximation on the benefits side for the future accrual of Additional 
Pension by the self employed, assuming that the self-employed would become eligible 
for Flat Rate Accrual but that the 10% Additional Pension accrual (which is already 
scheduled to diminish over time) would not be material and could therefore be ignored. 

Option A.2.ix.: Repeat the above options on an alternative assumption set 

B.34 Classes 2 and 3 were not rerun in this scenario, on grounds of overall materiality. 
 

B.35 Benefit increases pre and post-retirement were adapted, as appropriate, for this 
alternative assumption set. 

Option A.3. (B.3.): Revisions to State Pension Age (SPA) 

B.36 The options tested are the two options put forward on pages 118 and 488 of the C-i65 
report, which proposed either an increase from 68 in 2055-56 to 70 by 2071-72 or an 
increase from 67 in 2028-29 to 72 by 2071-72.  At the time that the options were 
formed, GAD did not put forward our own proposals for potential SPA increases as we 
were expecting to advise the UK Government on the same topic at around the same 
time.  We could, however, assist with a future full review of Isle of Man SPA, separately 
to this options testing exercise, depending on the timing of our statutory UK obligations, 
using our experience to advise you as appropriate, regarding a potential Isle of Man-
specific design. 
 

B.37 The SPA increase options testing was originally conceived as an Option A.3., in the 
pre-single tier context, with projected benefits including Additional Pension (AP) 
needing to alter with increasing SPA.  However, the GB model that projects Additional 
Pension (AP) does not have the functionality to increase SPA above currently-
legislated levels.  This is adequate for purpose in GB, as – following the implementation 
of the new State Pension – there are no future retirements with AP and therefore no 
need to model increased SPA for AP.  However, this has meant that we have not been 
able to test Option A.3. as originally requested. 
 

B.38 Instead, we have performed the Option 3 testing using the UK-equivalent single tier 
(new State Pension) projections prepared for our October 2015 letter.  As the UK-
equivalent single tier (new State Pension) projections prepared for our October 2015 
letter resulted in only a very modest change in projected Fund in comparison with the 
2012 review pre-single tier projections, we would expect that the desired Option A.3. 
testing would have given rise to broadly similar result to the ones that we have 
prepared on this replacement Option B.3. approach, in that in both cases there would 
be a small reduction in benefit spending arising from SPA increases but not enough to 
prevent the Fund balance falling towards the end of the projection period. 
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B.39 Option B.3. introduces SPA increases in steps, with increases introduced over a 2-3 
year period in each case, as shown in the C-i65 report, and this resulted in step 
changes at times in certain charts – actual policy might involve a different transition. 
 

B.40 The two options tested are: 
 

i. A proposal to increase SPA from 68 in 2055-56 to 70 by 2071-72, as specified 
on pages 118 and 488 of the C-i65 report at 
https://www.gov.im/media/1346144/review-of-social-security-and-ni-
systems.pdf: this builds on the currently-legislated increases (68 by 2046), by 
introducing SPA 69 over 2056 to 2057, then SPA 70 over 2068 to 2069; 
subsequent increases are beyond the end of the projection period (2071-72) 

 
ii. A proposal to increase SPA from 67 in 2028-29 to 72 by 2071-72, as specified 

on pages 118 and 488 of the C-i65 report: this overrides the currently-legislated 
increases (68 by 2046), by introducing SPA 68 over 2029 to 2030, SPA 69 over 
2031 to 2032, SPA 70 over 2039 to 2040, SPA 71 over 2051 to 2052 and SPA 
72 over 2062 to 2063. 

 
B.41 We have not adjusted the Pension Supplement arising from bereavement benefits or 

long-term incapacity benefit on the grounds of non-materiality. 

Option A.4.: Potential changes to benefit increases in payment 

B.42 We have assumed that changes to benefit increases in payment are introduced from 
the first year for which the 2012 review projected benefit rates, i.e. 2014.  We have 
also interpreted your request to test options in Option A.4. as referring to the triple lock 
increases applied to pensions in payment, and have therefore not adapted the 
earnings re-rating that is currently applied to Additional Pension before it comes into 
payment or its CPI increases in payment. 

Option A.4.i.: Freeze the Pension Supplement benefit rate 

B.43 We were asked to prepare this report from the starting point of the 2012 review but 
with frozen Pension Supplement benefit rate.  The 2012 review assumed that the 
Pension Supplement would attract triple lock increases over its 60-year projection 
period, however, the Pension Supplement benefit rate has been frozen from April 
2014.  It may be the case that permanently freezing the Pension Supplement benefit 
rate could potentially arrest the projected exhaustion of the Fund, depending on 
economic and other conditions. 
 

B.44 For the purposes of this report, we have ignored the different uprating of the Pension 
Supplement arising from bereavement benefits and long-term incapacity benefit on the 
grounds of non-materiality and assumed that the original uprating policy was triple lock 
for all components. 

Option A.4.v. and A.4.xi.: Repeat Option A.4. on an alternative assumption set 

B.45 Please see Appendix A for details of the assumptions involved. 
 

B.46 Benefit increases pre and post-retirement were adapted, as appropriate, for this 
alternative assumption set, as were projected contributions. 

https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
https://www.gov.im/media/1346144/review-of-social-security-and-ni-systems.pdf
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Option B.: Allowing for the potential introduction of single tier (new State Pension) 

B.47 For the purposes of this report, we have assumed that the “B.” options relating to the 
potential introduction of single tier are modelled in a manner consistent with our 
modelling of GB’s new State Pension and that similar transitional provisions apply.  
In particular, because the Pension Supplement is Isle of Man-specific, we have kept 
its projected cashflow separate and have tested the potential introduction of single tier 
against the Isle of Man’s UK “mirror” benefits. 
 

B.48 The starting point for the single tier-related options testing is GAD's October 2015 
single tier modelling.  This adapted the 2012 Isle of Man review using GB-based single 
tier modelling and assumptions (please refer to GAD's October 2015 letter for further 
details).  This means that single tier is assumed to commence from 2016, with a 
coinciding cessation of contracting out, a 10 year minimum contribution record in order 
to qualify for the benefit (also known as Option B.9.) and 35 years of contributions in 
order to qualify for the full single tier benefit (also known as Option B.7.iii.).  For the 
purpose of this modelling, single tier was initially set at a UK-equivalent level and was 
deemed to replace the UK-style benefits in the Isle of Man.  However, Option B. below 
moves on from this and considers setting a higher Isle of Man single tier starting rate 
which is also ultimately intended to cover the (phasing out of the) Isle of Man-specific 
Pension Supplement.  You asked us to include the effect of A.4.i. (freezing the Pension 
Supplement) in Option B.: doing so results in a less optimistic view of the effect of the 
change in Option B. than not allowing for it, because A.4.i. itself already reflects a more 
optimistic projected Fund before the option concerned is modelled. 
 

B.49 The interaction of the “before” and “after” single tier benefits, in combination, will need 
to be carefully considered, especially when policy as regards transitional arrangements 
is formulated. 
 

B.50 In connection with the modelling of Protected Payments as part of the single tier 
approach – although our approach gets the totals right over time, the simplification in 
the modelling means that the timing could be distorted although any distortion would 
not be material to the overall result. 
 

B.51 As mentioned above, for the purposes of projecting the effect of the introduction of 
single tier reforms, we have incorporated elements of the single tier modelling that we 
have developed for the UK, rather than using Isle of Man-specific data.  In particular 
we have: 
 

i. We have continued to adapt the available GB modelling as it stood at the time of 
the October 2015 letter, assuming that the Isle of Man single tier would take 
effect from April 2016.  Although the actual April 2016 starting figure of 
£155.65pw is now known we have continued to use the October 2015 letter 
starting rate of £154.30 per week, adjusting it for consistency with the economic 
assumptions underlying the 2012 Isle of Man review terms; Option B.6 has been 
modelled consistently with this, converting the desired starting benefit rates into 
2012 Isle of Man review terms. 

ii. Assumed that, for the projection of single tier pension from April 2016, the 
average proportion of the full rate of single tier pension received by future cohorts 
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(pensioners) is the same as the average proportion calculated for the single tier 
modelling developed and updated around a year ago for the UK. 

iii. In particular, there is an underlying assumption that new pensioners are eligible 
for 95% of the full rate of benefit, with adjustment for the effect of transitional 
arrangements. This assumption is in line with that used for the Isle of Man 
Retirement Pension under the current scheme, but there might potentially be 
marginal differences in the behaviour of this assumption, depending on the 
potential behaviour of labour market participation, and the degree to which 
credits are awarded to non-participants. 

iv. Reduced the assumed proportions of the population who are pensioners in future 
years by around 1.2%, to allow for the UK de minimis (10-year) contribution 
requirement. 

v. Assumed that if an individual is resident in the Isle of Man then they will be 
awarded a qualifying year for single tier, for every remaining year until they reach 
SPA. 

vi. Assumed that, for the projection of protected payments (reflecting the extent to 
which people will have accrued more Basic and Additional State Pension by 
March 2016 than they would have under single tier), these payments largely arise 
from Additional Pension.  We have assumed that the relationship between future 
estimated protected payments for the Isle of Man and the equivalent estimated 
Additional Pension before the introduction of the single tier reforms is the same 
as that assumed for the UK relationship, adjusting for slightly different 
assumptions for pre-retirement Additional Pension uprating between the UK 
modelling that we are using and the 2012 Isle of Man results that we are 
adapting. 

vii. Apart from in the case of Option B.5., retained the Pension Supplement cashflow 
projections from the 2012 review, adapting these to reflect a frozen Pension 
Supplement benefit rate instead of triple lock like the single tier pension; this 
means that in this exercise the implied relationship between the Pension 
Supplement benefit rate and the new single tier benefit rate will vary over time, 
instead of being in a fixed relationship. 

viii. As mentioned above, assumed that the reciprocal transfers would continue, in a 
manner consistent with the existing arrangement. 

 
B.52 As a consequence of the single tier reforms, contracting-out is due to cease with effect 

from April 2016 in the UK and our single tier estimates for the Isle of Man consequently 
also assume that contracting-out will cease, as mentioned above, hence increasing 
estimated contributions from April 2016. 

Option B.5.i.: Set single tier starting rate to £180pw from 2016 

B.53 Page 63 of the C-i65 report indicated that the average Basic State Pension plus 
Pension Supplement figure at the time (2014) was around £167pw and suggested that 
single tier start above this, at £180pw. 

Option B.5.ii., iii. and iv.: Exploring the phasing out/replacement of the Pension Supplement 

B.54 For options B.5.ii. and B.5.iii. we have amended the 2012 review projections of the 
Pension Supplement to assume that the benefit will be phased out over a period of 20 
or 10 years (starting from 2016) for new retirements. We have assumed that the 
projected expenditure on Pension Supplement is unchanged until the middle of the 
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chosen period (2026 or 2021), and then is reduced linearly to 0% of the original 
projected expenditure 30 years after the end of the chosen period (2066 or 2056).  We 
have also allowed for the benefit rate to be frozen, per Option A.4.i.. 
 

B.55 Option B.5.iv. replaces the Pension Supplement with a 50% additional benefit beyond 
the UK-equivalent single tier (and not the circa £180pw single tier starting rate 
assumed elsewhere in Option B.), based on qualifying conditions similar to a UK-
equivalent single tier, rather than the existing Pension Supplement.  We assumed that 
this proposed benefit would be introduced for new retirements from 2016 and be in 
payment for all qualifying pensioners 30 years later; we also assumed that the new 
Pension Supplement would attract the same increases as the UK-equivalent single tier 
benefit, otherwise the 50% relationship would alter over time. 

Option B.6.: The starting level of single tier pension 

B.56 The January 2016 workshops recognised that there can be various reasons for setting 
the starting pension at a different level to £180pw, including consideration of the future 
year in which it is to be introduced and whether this combines with a different form of 
benefit indexation to triple lock.  However, GAD's option testing is based on an 
adaptation of the 2012 review and using GB modelling, and so the starting rate for 
single tier will be assumed to be from 2016 in all cases.   

Option B.7.: Number of contribution years for a full contribution record – see Option A.1. 
above.   

Option B.8.: Placeholder – no test 

Option B.9.: Included in all Option B. results above 

Additional aspect C.v.: Reworking Figure 1.1 from the 2012 review to permit the Fund to go 
negative 

B.57 Although not an option in its own right, we were asked to include a copy of Figure 1.1 
from GAD’s report on the 2012 review that would allow the projected Fund to become 
negative.  For this purpose, the Pension Supplement is assumed to attract triple lock 
increases in payment, as was the case in the 2012 review (please see the preliminary 
note in section 3).  We have also assumed that the investment return applied to the 
negative Fund would be the same as that assumed for the 2012 review.  
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Appendix C. Reliances and limitations 

C.1. This report has been prepared for the use of the Government of the Isle of Man.  GAD 
understands that in the normal course of consideration of the report it may be shared 
with other departments of the Government of the Isle of Man and public bodies with 
relevant interests, but the report must not be reproduced, distributed or communicated 
in whole or in part to any other person without GAD’s prior written permission. 

C.2. Prior written permission will be conditional on assurances that, when transmitted, the 
advice will not be quoted selectively or partially, that the source of the advice will be 
identified, that the capacity in which the GAD actuary was acting will be made clear and 
that other parties whose interests may differ from those of the client be encouraged to 
seek their own actuarial advice on the matter. 

C.3. Where the Government of the Isle of Man shares this report with other departments of 
the Government of the Isle of Man or public bodies with relevant interests, it must share 
the report in full and bring to the attention of such parties the limitations in this appendix.  
Those parties should not share the report, in whole or in part, with any other person 
without GAD’s prior written permission. 

C.4. Other than the Government of the Isle of Man, no person or third party is entitled to place 
any reliance on the contents of this report, except to any extent explicitly stated herein, 
and GAD has no liability to any person or third party for any act or omission taken, either 
in whole or part, on the basis of this report.  

C.5. In preparing this report, GAD has relied on data and other information supplied by the 
Government of the Isle of Man as described in the report.  Any checks that GAD has 
made on this information are limited to those described in the report, including any 
checks on the overall reasonableness and consistency of the data.  These checks do 
not represent a full independent audit of the data supplied.  In particular, GAD has relied 
on the general completeness and accuracy of the information supplied without 
independent verification. 

C.6. GAD are not legal or investment advisers and our advice does not constitute legal or 
investment advice.  Advice in these areas should be sought from appropriately qualified 
persons or sources. 

C.7. This report has been prepared for use by persons technically competent in the areas 
covered.  This report must be considered in its entirety, as individual sections, if 
considered in isolation, may be misleading, and conclusions reached by review of some 
sections on their own may be incorrect.  

C.8. We understand that, in some circumstances, our report may be translated into other 
languages.  In this case, GAD will not be held responsible for any action taken on the 
basis of the translated report rather than the English version.  Any translation of the 
report must make it clear that only the original English language version is definitive. 
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