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Pension and Assurance Scheme for Lay Employees of the Methodist Church (“the Scheme”)
Summary Funding Statement as at 1 September 2010                                                                   

Introduction
The Trustee of the Scheme is pleased to provide members with their Summary Funding Statement covering the funding position as at 1 September 2010.  The Trustee is required by legislation to provide such a Statement to let you have updated information about the funding of the Scheme after each funding update.  This Statement summarises the results of the full actuarial valuation of the Scheme which was carried out as at 1 September 2008 and the funding update which was carried out as at 1 September 2010.  
How the Scheme operates

The benefits payable from the Scheme are set out in the Rules and summarised in the Scheme’s Explanatory booklet.  Benefits are paid to members from the Scheme’s assets which are held separately from other Methodist funds and in a common scheme.  The assets are not held in separate funds for each individual.  

Both the Participating Employers and the active members pay contributions into the Scheme.

The Trustee is responsible for ensuring that there are sufficient funds to pay all benefits as they fall due.  They therefore need to calculate what the liabilities of the Scheme will be and then have a funding plan (called the Statement of Funding Principles) to meet these liabilities.

The actuarial valuation

The Scheme’s actuary investigates the financial position of the Scheme by carrying out an actuarial valuation.  The main purpose of the valuation is to help determine how much money the Participating Employers and members need to pay into the Scheme to provide for the benefits.

As part of the valuation, the actuary calculates a target level of assets.  This is an estimate of the amount of money required now to pay benefits which have already built up in the Scheme.  If the assets actually held by the Scheme are less than the target level of assets, then deficit contributions would be needed to meet the shortfall.

The valuation also calculates the level of contributions needed to support the future benefits building up in the Scheme.

In order to carry out the calculations a number of assumptions have to be made about what will happen in the future.  No one can guarantee the future or predict the exact figures, but by making sensible

assumptions about how long people will live, and economic conditions such as the level of inflation and the return to be earned on the assets, the actuary can make informed predictions.

The results of the actuarial valuation

The results of the actuarial valuation carried out as at 1 September 2008, assuming that the Scheme continues into the future, were as follows:

	
	£’000

	Target level of assets
	
30,506

	Actual value of assets
	
28,310

	Shortfall in assets
	
2,196

	Funding level
	92.8%


In the light of the valuation results the Trustee agreed a recovery plan with the Methodist Council which was designed to eliminate the shortfall from the valuation date over the average working lives of active members of the Scheme, a period of around 12.5 years.  Under this plan, the Participating Employers have paid additional contributions of 4.5% of pensionable earnings from 1 September 2009.
The total cost of providing future service benefits amounted to 27.6% of pensionable earnings.  Members have paid total contributions of 8% of pensionable earnings from 1 September 2009.  Accordingly, the Participating Employers have paid total contributions of 24.1% of pensionable earnings from 1 September 2009.  

Change in funding position 

The Summary Funding Statement that we sent to you last year showed the Scheme’s funding position, as set out above, at the latest scheme funding valuation, together with an update calculated as at 1 September 2009.  The updated position showed a slight reduction in the funding level to 90.1%.  In accordance with statutory requirements, the Trustee has received a further actuarial report which provides an update of the funding position as at 1 September 2010.  This showed that the funding level of the Scheme had remained stable, however, the shortfall has increased to around £3.5m.  The reason for the increase in shortfall over the year is mainly due to a fall in the yields available on gilts, which has increased the value of the liabilities.  However, market conditions have changed since 1 September 2010, and the funding level is expected to have improved since that date. 

The funding update indicated that the total contributions being paid to the Scheme were not sufficient to meet the shortfall and the cost of benefits accruing, based on the position as at 1 September 2010. 

An actuarial valuation is due to be carried out as at 1 September 2011, when the position will be reviewed. 

The importance of the Participating Employers’ support

The Trustee’s objective is to have enough money in the Scheme to pay pensions now and in the future.  However, success of this plan relies on the Participating Employers continuing to support the Scheme because:

· the funding level can fluctuate, and when there is a funding shortfall, additional contributions would have to be paid, and

· the target funding level may turn out not to be enough so that additional contributions would have to be paid, and

· the Participating Employers will be paying the future expenses of running the Scheme on an annual basis, through their normal contributions
What would happen if the Scheme started to wind up?

As part of the valuation, the actuary investigates the Scheme’s solvency position if it had started to wind up (come to an end) at the valuation date.  This is part of the funding requirements and it does not mean that the Methodist Council is thinking of ending the Scheme.

To assess solvency, the actuary looks at whether the Scheme had enough money at the valuation date to buy insurance policies to provide members’ benefits in full.  Insurance companies need to invest in low risk assets, which are likely to give low returns, and their policy prices will include administration charges and a profit margin.  This means that the cost of securing benefits from an insurance company is very likely to be greater than our funding target.

If the Scheme had started winding up at 1 September 2008, the actuary estimates that the amount it would have needed to ensure all benefits were paid in full (the full solvency position) was £41m.  The assets were £28.3m.  On this basis the solvency level is 69%.

The Pension Protection Fund
If the Fund were to start winding up before you retire, the Participating Employers would have to pay whatever additional money the Scheme might need to buy the necessary insurance policies for members.  If Participating Employers were unable to meet their obligations, the Pension Protection Fund (the PPF) might step in and pay some compensation to members of the Scheme.

The PPF does not aim to match the Scheme’s benefits for all members and their dependants.  For example, there is an overall limit on the pension the PPF will pay for members who have not reached the Scheme’s normal retirement age.  Also, the level of increases would not match those of the Scheme.  However, the PPF aims to cover existing pension in full for members over normal retirement age who are already receiving their pensions.

Further information and guidance is available on the Pension Protection Fund’s website at www.pensionprotectionfund.org.uk 
Payment to the Methodist Council or any of the other Participating Employers

There has not been any payment to the Methodist Council or any of the other Participating Employers out of the Scheme’s assets in the previous twelve months.  This is information we are obliged to provide you with and the Participating Employers have no intention of receiving any payment from the Scheme.

What is the Scheme invested in?

The Trustee’s policy is to invest in a broad range of assets subject to asset class limits as follows:

Company shares (equities)
50%
 -
 70%
Corporate bonds including Government securities
25%
 - 
45%
Property
  0%
 - 
10%

Where can I get more information?

If you have any other questions, or would like any more information, please contact us.  A list of more detailed documents which provide further information is set out below.  If you want us to send you any of these documents please let us know.

Please help us to keep in touch with you by telling us if you change address.

If you are thinking of leaving the Scheme for any reason you are advised to consult a professional advisor before taking any action.

Additional documents available on request
The Statement of Investment Principles.  This explains how the Trustee invests the money paid into the Scheme.

The Statement of Funding Principles.  This sets out the Trustee’s funding plan.

The Schedule of Contributions.  This shows how much money is being paid into the Scheme.

The Recovery Plan.  This explains how the funding shortfall is being made up.

The Annual Report and Accounts of the Scheme, which shows the Scheme’s income and expenditure in each year up to 31 August.

The full report on the Actuarial Valuation following the actuary’s check of the Scheme’s situation as at 1 September 2008.

The Explanatory Booklet (you should have been given a copy when you joined the Scheme, but we can let you have another, updated, copy).

An Annual Benefit Statement – if you are not getting a pension from the Scheme (and have not received a benefit statement in the previous 12 months) you can ask for a statement that provides an illustration of your likely pension.

The Rules of the Scheme which is the governing document of the Scheme.

Yours sincerely

Karen L’Esperance

Pensions Manager and Secretary to the Trustee
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