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Summary of Content

	Subject and Aims


	Response to recent Government announcement to change the statutory minimum pension increases from RPI to CPI. 

	Main Points


	· Background 

· Impact on Methodist Ministers Pension Scheme

· Increases to pensions in payment

· Impact on the funding position as at 1 September 2010
· Effect on pensions in payment

· Recommendation of the Methodist Council

· Increase in Pensions in Payment as at 1 September 20

· Increase in Deferred Pensions

· Directors of Methodist Ministers Pension Trust Limited 

· S251 Pensions Act 

· Change of Normal Pension Date under MMPS
· Resolutions including Appointments

	Background Context and Relevant Documents
	In July 2010, the Government announced a change to the base for calculating statutory minimum pension increases would move from Retail Price Index (RPI) to Consumer Price Index (CPI).  This is not a statutory override and the ability of Schemes to adopt the new base is subject to the Scheme Trust Deed and Rules.

The MMPS Trustee is proposing no change to the Index used for the revaluation of pensions in payment (ie RPI will continue to be used as the base). Changes to deferred revaluation will occur in accordance with the Scheme Rules (ie CPI will be used as the base).


	Impact
	Improvement to the funding position in accordance with the change of deferred revaluation to comply with the new basis of statutory revaluation.

	Risk 
	An alternative way forward would be for the Conference to ask the Trustee to explore changing the Index used for pensions already in payment from RPI to CPI. This would involve seeking Counsel’s opinion as part of that process.


Methodist Ministers Pension Scheme (MMPS)

Background
1. The Government has published a consultation document setting out its proposals for changing the index used for the statutory minimum indexation and revaluation in occupational pension schemes from the Retail Prices Index (RPI) to the Consumer Prices Index (CPI).  On average CPI increases at a lower rate than RPI, but there have been occasions when CPI has increased more than RPI.
2. The key points to note from the Government's new proposals are as follows.
· No legislation will be made that would have the effect of directly overriding the rules of schemes to impose CPI without the consent of trustees or employers. 

· Nor will there be legislation creating a new modification power that would allow schemes to change their rules more easily if they wanted to. 

· The Government will take action so that any scheme choosing to stick with RPI increases will not have to pay the increase of CPI, if this is higher in any year. 

· Sponsoring employers of schemes which make rule amendments in response to the changes to statutory indexation and revaluation will have to consult with affected members for at least 60 days.

Impact on Methodist Ministers Pension Scheme
3. The impact depends on the way in which the rules on the indexation of pensions in payment and revaluation of deferred pensions are drafted. The rules of the MMPS are drafted in a way that leads to a different outcome for indexation of pensions already in payment and revaluation of deferred pensions respectively.  

Increases to pensions in payment
4. Pensions already in payment are increased annually in payment in line with the Index capped to a maximum of 5% for pension accrued before 1 September 2006 and 2.5% for pension accrued from 1 September 2006 onwards.  

5. The Index is defined as: “the Government’s Index of Retail Prices or other such index as shall with the agreement of HMRC, be determined by the Trustee from time to time to apply to the Scheme and notified by the Trustee to the Members affected thereby.”

6. The Trustee of MMPS has sought legal advice and although the Rules do not preclude the change, there is a question as to whether for benefits accrued to date, Section 67 of the Pensions Act 1995, which restricts the ability to reduce the value of the accrued rights applies.

7. The legal view is that if further clarity does not emerge on this and the Conference wishes the Trustee of MMPS to change to a CPI basis, then it may be necessary to seek an opinion from Counsel as to its application in this specific situation.

Impact on the funding position as at 1 September 2010
8. Based on the results of the most recent funding update as at 1 September 2010, the Scheme Actuary has estimated that the Scheme’s funding position could have improved by a reduction to the funding shortfall by around £19.6m by allowing the change to CPI based pension increases and assuming a difference of 0.7% between the assumption for CPI and RPI.  This would result in a future service reduction in the contribution charged to Circuits of 0.5%.


Effect on pensions in payment
9. The average pension in payment for a Minister retiring at age 65 is around £6,365 per annum.  The Actuaries have prepared an illustration as to how the pension would increase in line with RPI increases of 3.2% per annum, or CPI increases of 2.5% per annum, assuming that all pension has accrued prior to 1 September 2006.

	Pension at age
	RPI = 3.2% pa

£pa
	CPI = 2.5% pa

£pa

	65
	6,365
	6,365

	70
	7,415
	7,201

	75
	8,637
	8,148

	80
	10,062
	9,218

	85
	11,721
	10,430

	90
	13,654
	11,800


Recommendation of the Methodist Council
10. The Methodist Council recommends to the Conference that it continue to use RPI as the Index for the purposes of revaluing the increases to pensions in payment. This is in order to maintain the purchasing power of pensions in payment for Ministers, as RPI has been used as the base for increases to date. Pensions are next due to increase on 1 September 2011 and the Conference’s confirmation of the Index to be used will be required to enable this increase to be paid.  (Resolution 1)
Increase in Pensions in Payment as at 1 September 2010
11. The increase in the RPI in the year to 1 January 2011 is 5.1%. The pre 1 September 2006 pensions will increase by 5% and the post 1 September 2006 pensions by 2.5% with effect from 1 September 2011. (Resolution 2)
Increase in Deferred Pensions
12. Ministers who leave the active work prior to retirement are entitled to receive a deferred pension which will be paid from their normal retirement date. Deferred Pensions increase during the period between their leaving the scheme and their normal retirement date by statutory increases.  

13. The Rules of the Scheme concerning the revaluation of deferred pensions specify that the minimum increase that must be provided is that of the statutory increase.   

14. The Board has confirmed that it will adopt increases to deferred pensions in accordance with the Rules and hence the basis of increase for future years of deferment will be based on increases in the CPI, following the Government’s lead in moving from the existing RPI.  The Scheme Actuary has advised that, based on the most recent funding update at 1 September 2010, this would theoretically improve the funding position by £0.5m, however it is not expected to affect the future service contribution rate chargeable to Circuits.

15. Accordingly, the Trustee of MMPS has issued an announcement to Active and Deferred members of MMPS advising of the change in the revaluation of deferred pensions from 2011. (Resolution 3)
Directors of Methodist Ministers Pension Trust Limited
16. On the recommendation of the Methodist Council, Mr Colin Pearson and Mr Graham Danbury retiring directors of Methodist Ministers Pension Trust Limited are nominated for re-appointment.  (Resolution 4)
17. The Revd Stuart Bell has been elected as director of Methodist Ministers’ Pension Trust Limited by the active members of the Scheme to take office on 1 September 2011 in place of the Revd Dr Robert Foster. (Resolution 5)
The full list of directors of Methodist Ministers’ Pension Trust would then be:

The Revd Stuart Bell, Mr Ronald Calver, Mr Graham Danbury, Mrs Ruth Edmondson, the Revd Michael Giles, Mr Robin Harris, the Revd David Hulme, Mr Colin Pearson and Mr Keith Woodley (Chair).

S251 Pensions Act 
18. Section 251 of the Pensions Act 2004 came into force on 6 April 2006 and requires trustees to pass a resolution before 6 April 2011 if they wished to retain certain powers to repay funds to a sponsoring employer out of a scheme’s assets.  Section 251(2) states that: "No payment to the employer may be made out of funds held for the purposes of the scheme except by virtue of a resolution of the trustees under this section."  The clear implication is that, if such powers were not retained by resolution passed before 6 April 2011, they would fall away.

19. The Rules of MMPS contain certain provisions about how a funding deficit or surplus should be dealt with.  The Rules gave Trustees the power to make arrangements for the reduction or the elimination of a surplus in several ways. The legal adviser to MMPS confirmed that the rules of the Scheme enabled the repayment of a surplus to the employer. In the case of MMPS this would be the Conference.

20.  In the past it has been the practice in these circumstances to increase benefits or reduce contributions and, should a surplus arise in the future, these options would be considered.  Several conditions would need to be met before a refund of surplus could be made and it is unlikely that this position would ever be reached.

21. The Trustee Board of MMPS and the Strategy and Resources Committee have agreed to the passing of a resolution to retain the power in the Scheme Rules to refund any future funding surplus to the employer.

22. Under the legislation, both the employer and the members must be given three months notice in writing before the date on which the Trustee’s Resolution is to take effect.

23. Notices to employers and members were issued before 31 December 2010 and the Trustee Resolution came into effect on 5 April 2011. (Resolution 6)
Change of Normal Pension Date under MMPS
24. The 2010 Conference agreed in principle with a proposal to link any increase in the Scheme’s Normal Pension Date (NPD) to future increases in the male State Pension Age.  It asked the Trustee to monitor the situation and the Trustee’s Legal Adviser has since confirmed that it is legally possible to link the Scheme’s NPD with the statutory State Pension Age (SPA).
25. Within the Government’s recent spending review it has announced proposals to bring forward the rise in SPA to 66 for both men and women from 2026 to 2020.  The SPA for women is in the process of being equalised at age 65; however it is proposed that this will increase more quickly to 65 between April 2016 and November 2018. These proposed changes are not yet law and still require the approval of Parliament. 

26. The current law already provides for the State Pension age to increase to 67 between 2034 and 2036 and 68 between 2044 and 2046. However, the government is considering how the State Pension age should be changed in the future.  This may mean the timetable for increases to 67 and 68 will be revised. The government will bring forward proposals in due course. 

27. It is proposed to consider the linking of the Scheme’s NPD to SPA in conjunction with the next Actuarial Valuation and following consultation a proposal will be brought to the 2012 Conference. (Resolution 7)
***
RESOLUTIONS (Daily Record 5/27)
50/1
The Conference directed that RPI be used as the Index for the purposes of revaluing the increases to pensions in payment as RPI.

50/2
The Conference noted the increases in payment from 1 September 2011.

50/3
The Conference noted the change in the revaluation of deferred pensions from 2011.

50/4
The Conference re-appointed Mr Colin Pearson and Mr Graham Danbury as directors of Methodist Ministers’ Pension Trust Limited.

50/5
The Conference noted the appointment of Revd Stuart Bell in place of Revd Dr Robert Foster as member nominated director of Methodist Ministers’ Pension Trust Limited.

50/6
The Conference noted the resolution to retain the power in the Scheme Rule of MMPS to refund any future funding to the employer.

50/7
The Conference noted that a proposal to link the Normal Pension Date of MMPS to State Pension Age will be brought to a future Conference. 

