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HEMORANDUM POR THE CABINET
BY THE HONOURAELE PRINE MINISTER

Extension of Pensionnbility and

Abstement of Civil Serviee Pensions

The Ministry of Finence, Customs and Port have
exgained the finasncisl implications of the implementation of
that item in the Government Electorsl Programme which provides
for the non-abstemsnt of '"National Insurance' beneflts from
givil service pensions.

2, At gresent, the nbatepent rule appliss to
Netionsl Insureanoe pensione =5 well as to other benefite
under the Wationel Insurance Schene, nanely, Harrisge Grant,
Dissblement Pension, Widow's Benefit, Widow's Allowmnoe,
Orphans' Allowance and Parent's Allowance. The awards made
under the Pensions Regulstions in respect of these other
benefits are as a general rule very few and far between and
the abondonuent of the abstement policy will not in their cese
Heve any finanpisl repercussions.

3. The effect of non-sbatement will be felt mostly
in the case of retiring pensions granted undsr Hegulation 2.
This regulation limits sbatement to those employees who beoane
pensionable on or after the 19th January, 1962. Indeed, were
it not for the extension of pensionability to the grades in
the Stmndnrdisetion of Weges Soheme (vig. Groups VI to VIII in
1961 and the 'interism arrancezents! for Grougs I to V in 1965),
the number of abatements in the next 10 years or so would hove
been negligible, and the withdraowel of the abatement provision
would not, in that event, huve had ony short—ter: adverse
finaneianl effeot. In this conneetion, it may be pointed out
that when the interim errangesents were reconzended to Cebinet,
it was not known that the question of abatement wes to be
included in the Electorsl FPrograame.

4. However, the extsnsion of pensionsbility to
industriel employees has made non-abntement auch more expensive
in the short-teru. It is estimsted that if the abateaent
rule is zbondoned the following additionsl expenditure in the
Pensione Vote during the next 10 yeors, assuming a life
expectancy of 724 yesors would be incurred:-

1366 £l6,000
1967 £20,000
19686 E22,500
19569 £26,500
1970 £30,500
1971 £3%,000
1972 £318,500
1973 £41,500
1974 £46,000
1975 £49,000

The sbove estiustes are baced on the assumption that the
interin pensionsbility arrengements made in respect of industriasl
eaployees in Wege Groups I to V will be withdrawn and e Scheme
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on & 5% basis introduced. II these arrongenents remein in
force the smdditional axger iture resulting from s non-abatement
polioy will inoresss cumtletligly by £10,000 a year. The full
impact of non-aboteuwsn: will, however, be felt in 3I0 years
time, when in sccordance with the current regulations

(Pensions Regulstic: 2 uls sbasement rule will apply to all
pensionable saployees retiriug froo the Government servioe.

Sa Tn view s th= f=ot that the cost of non-sbetensnt
depends to a large extent on the extension of pensionabilizy
to industrizl employses, it is inevitsble thet these two
gquestions be considered jointly =nd ocomcurrently. It will be
recalled that followlng r-sssure in the Malta Government Joint
Council snd subsequeni negotintions with the General Workers'
Union, the Governsent, oo the 15th Decenber, 1965, introduced
the current interia peosloaabiliiy srrangements with regard
to employees in Groups ¥ 4o ¥ of the Standardisation of Weges
pending the working cut o n permanent scheme of pensionability
for employees in thess {rours. During the negotiations, the
General Warkers' Unicn iade it ¢lear that they would socoept
nothing less thar the =2:tersion to the lowsr groups of the
54 soheme whioh emploross in Groups VI to VIII have enjoyed
sinoe 1961.

Be Since then Essabhlishments heve been examining the

possibility and implice’ iess of extending such e scheme to the
lower groups and it kas been found that the application of
& 5% schetie to the lows: groups would acoentuate certain

defects that have been Zourd to exist in that scheme and which
are giving rise to won, cvaaplainte. Briefly the difficulty

is this: Under the 19061 5! Schenme, seniority is established

on the basis of lensth of service in the Group snd not on

length of continucus service with Government. The application
of this seniority sysicm has created the snomslous situation
whereby an employes wia» is very aear o aottaining pensionability
in one gLroup would un peomotlon find hingselfd =t the botton of
the seniority list snd would, thersfore, lose all hope of =
pensionable stptus. Tn this way, enployees ere put in the
quandry of heving to choose between promotion end pensionability.

T In view o this diffioulty, slternative schefies
have bean explored. E-lefly these arai-

(a) Genersl Pool -~ sl1 the employees in Wage Groups
T to ViiL for I to Vv anly) would be pooled into
one lerge gzyoup for pension purposes (seniority
being established on the basis of length of
service) and 5% of theu declered pensionable.

Such = scheme would be relatively simple to

operate but it has been found thet as the mBen

with the longsst service (and therefore holding

the pensiorabls posts) would also be the more
advanced in veers there would be a continuous
turnround of pencionsble retirements, which _
might, in effsct, entell slmost full pensionability.

It may bz observed that the present 5% scheme,
in yractloe, sttracis as much es 207 pensionability.
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be accordsd n pension.

The sdvanteges of such a scheme ares:—

it would remove the defect inherent

5% scheae minhiammmmiﬂnﬁihm
Group;

it would not enta’l the compliostions of a8
geniopity list (requ:red under the . Po
Seheze ut (b) above) and could therefore h
opgerated departmenially rather than oen

‘e8 an employee le declared pensionable o
retirement the Gummmn;ﬁnﬂ migu na.k&t ¢ m;h 51, t
saving - rom the 'Iringe m e
muuﬂm{a:uﬂ lesve) to which employees would be
entitled were a number of pensionable posis %o h
declsred, Under s 57 scheme for Groups X to ¥y
abous 350 posts would have to be declared
pensionablej

the gratulty payeble at oge 63 years is less than
that poysble ot cge 60;

it would not m=zke Government depart from the
principle of pensionebility on the basis of
ency as an Enp‘_'.n;fe& serving for 30 mﬂ
even 25 veurs) cen be seid to have a clain %o
perasnency.

BI Ehmiﬂﬂ that such & scheme ﬂﬂu' mm
long run, constitute almost 100! pensionability as the
of a pension after, say 30U yesars service, would keep f
majority of uplqym in comtimucus employment. From
study oorrisd out, it emerged thot under such a scheme

average numoer of annual retiresenison pension during the
‘of the next fourteen years is 63 if thnmimﬂrlﬁih
oontingent on 30 years service and Elﬁﬁtﬂﬁm

msion (cusulative for &
uming n{:u.fa expectancy
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If sbetemnsnt continues,; the anmual sost of the Commuted
Pensions would be reduced by more than half to £8,500.

10, These schemes have been put forward as technically
and financieslly fermsible only bhecnuse of the existence of the
provision by which the pensions weid by the Government to new
entrante to the pensioncble establishuent are reduced by the
enount of the pensions pnid under the Hationsl Instirance Aot.
Now, however that consideration is being given to the abolition
of the abatemant systen, gny further extension in the
pensionability scheme for tenporary smployees will heve to
be viewed with the greatest ocoution. The totzl cost of
pensions le estiuated st £975,000 during the ourrent
financial yeer (1967/63) and this is btound to rise becszuse
of salery ndjustoments. As oen be sSeen from the ebove
egtinete, if sbatement iz discontinued, the recurrent zand
cumulative snnual cost of the coauted pension would more than
doubla, Tn this econacobion, 1t may be ralevent to point out
that the Ststs is contributing £300,000 annually to the
National Insurance Pund which covers =11 the benefits,
ineluding pensione, in addition to contributing as an
Enplojyer in respeot of g1l Civil Servants.
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1i. Thersforas, ifn ecags it 1ls decided to abelish the
nhbatement system it would be wvery difficult, finpneially,
to continue with the current interim pensionability arrangenents
in respect of Groups I to V (which entall practically 10073
pensionability). Howsver, in viegw of the zgrecment with the
Gensral Workers' Uniocn, these arrangements could only be
withdrawn if o definite Pension Scheme is established instead.
Under these circumstances, the least expensive proposal would
be the extension to the lower Uroups of the 1961 5%
Pensionability Scheme. AS has been sxplained above, this
Scheme has veen found to have = very serious operational
defeot which hes given rise to criticisa snd compleints from
veriocus séators, but it is thought that the weakness inherent
in this Saheus can to some sxtent be remedied by making it
possible for employees who are proroted from one group 10 &
higher group to retain, for pension purposes only, the place
and the seniority they had, on = particular date (say the
15th December, 1965, when the interin srrangeaents came into
effect) in the foruer group. It is reslised that the
establishnent of seniority lists in the Group as on
g perticular date would affect adversely muny enployzes who
had just moved to other groups but that is the price that
would heve to be paid if the scheme is to be pul on a more
rational basis. It is, therefore, considered thet in spite
of its complionted ncture snd of its Faults, this is the
only Scheme that would be sconomicelly advisable 1f the !
guestion of non-sbetement 15 proceeded withe. .

i 3 Briefly, an extension of the 57 Scheme 10
Group I to V would entail the immediate provision of another |
350 pensionable poste ond it is estimuted that there would |
be gn annual averange of 36 pensionable retiremazgs in the
course of the next ten years ot an annual cost
£7,000 (cumulative) slus £29,000 by way of snnual gratuities,
aspuning thet sll em>loyees opt, as is ususl, for a
commited pension. This expenditure on gratuities would
be partly offset by o sum of sbou; £6,000 saved by way of
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in 21l seotors of the populution, wuild slso reducs the

recurrent ond oumulotive expenditure on Govermaent pensions.
14, Tt is, thevefors, for Cabinet's oomsiderstions-

(a) whether in view of the observations mnde above,
' " the sbutement of Civil Service Pensions by the
Watlonul Insurancs Pension is to be dise

(b) if non-nbntement is decided upon, whether il
negotintions may start with the General Workers'
Union with n view to withdrawing the interim
pensionsbility srrengements and introducing a p=
schewe in respect of Groupe I to V besed on the

1961 5 Pension Scheme wi%h such zadifieation

as mry appecr necessery in order to render the

scheme more equitable.
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