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Permanent Health Insurance Benefit for members of the Pension & Assurance Scheme for Lay Employees of the Methodist Church (PASLEMC)
Basic Information

	Contact Name and Details
	Karen L’Esperance – Pensions Manager
lesperancek@methodistchurch.org.uk

	Status of Paper
	Final

	Action Required
	Decision

	Draft Resolutions
	1. Resolution 1.

The Methodist Council approves the continuation of the PASLEMC Group Income Protection Scheme to the later of age 65 or State Pension Age.

2. Resolution 2.

The Methodist Council approves the payment of premiums annually instead of monthly. 

	Alternative Options
	N/A


Summary of Content

	Subject and Aims


	To comply with the Government’s announcement to remove the Default Retirement Age from 1 October 2011.

	Main Points


	It is proposed that the Group Income Protection policy is extended to age 65, or SPA, if later.  This applies to employees who are contributing members of PASLEMC only.

	Background Context and Relevant Documents (with function)


	The Council has already agreed to amend the employment terms to comply with the change in legislation.  It also approved the changes to PASLEMC and the Group Life Assurance cover to comply with the legislation by passing the paper circulated in August by e-vote.

	Consultations
	Not applicable. 


Summary of Impact 

	Standing Orders
	N/A

	Faith and Order
	N/A

	Financial


	The effect on the premiums will be an increase of 0.5% or around £600 pa. 

	Personnel


	N/A

	Legal including impact on other jurisdictions
	N/A

	Wider Connexional
	N/A

	External (e.g. ecumenical)
	N/A


MC/11/99

Permanent Health Insurance Benefit for members of the Pension & Assurance Scheme for Lay Employees of The Methodist Church (PASLEMC)
Background 
1. The issue in this paper relates to age discrimination.  The anti-age discrimination legislation relating to pensions took effect from 1st December 2006.  The legislation prohibited schemes from discriminatory practice in respect of service after that date. However a wide range of exemptions were provided under the legislation for occupational pension schemes.

2. In the wider context of the age discrimination requirements, employers were able to operate a default retirement age of 65 i.e. employers were able to refuse an employee’s request to continue in employment after age 65.

3. The Government has now announced the removal of the Default Retirement Age (DRA) from 1st October 2011.  The Methodist Council approved changes to employment contracts to comply with the legislation by passing the resolutions in paper MC/11/25.

4. The Methodist Council also approved changes to PASLEMC and the Group Life Assurance cover to comply with the legislation by passing the resolutions in the paper circulated in August by e-vote.

Permanent Health Insurance 

5. When the DRA proposals were first announced there was widespread concern regarding the potential increased cost of group insured benefits such as income protection schemes, eg our Permanent Health Insurance benefit, if these had to be expanded to include members over age 65.  It was feared this could lead to reduced benefits for all members due to increasing costs.

6. The Government has therefore introduced an exemption for group risk insured benefits.  This exemption will allow such benefits to be withdrawn initially at age 65, but with this age increasing subsequently in line with the State Pension Age (SPA).  

7. The Methodist Council (and other participating employers in PASLEMC) provides a Group Income Protection arrangement which provides cover to all contributing members of PASLEMC. This is the PHI, which is insured with Unum.
8. The PASLEMC Board has received recommendations that the Employers take advantage of the exemption and intends to do so. However, at present, the PHI arrangement only provides cover up to age 65.

9. When a higher SPA is introduced, a member’s PHI cover would need to continue up to their own SPA, so as not to fall foul of the age discrimination regulations. If the PHI termination date of 65 is not amended, a future claimant with a SPA of, say, 66, would expose the Council to an uninsured liability between their 65th and 66th birthdays.  Hence it is recommended that the policy is amended now to reflect a termination age of either age 65 or the SPA, whichever is the higher.
Impact on the Policy
10. The current insurer, Unum, has advised that the current unit rate is guaranteed on the policy until 31 August 2012.

11. The current unit rate of premium applying to the Group Income Protection policy is £1.675 per £100 of salary roll. This unit rate allows for a 3% loading due to the monthly payment of premiums, i.e. the equivalent unit rate if premiums were paid annually is £1.626 per £100 of salary roll.

12. To change the policy to provide cover up to a maximum age of 65, or State Pension Age if higher, Unum is prepared to offer a unit rate of premium of £1.683 per £100 of salary roll. This equates to an increase in premium of 3.5%, which is in line with the market. Therefore, if the monthly premium loading continues, the unit rate of premium applying to the policy would be £1.733 per £100 of salary roll.

13. The current monthly premium is £9,424.89.  A 3.5% increase would increase the monthly premium to £9,754.76. This represents an annual increase in premium of £3,958.44. 
14. It has been confirmed that The Methodist Council could agree to the annual payment of premiums to save on the 3% loading.  This would reduce the effect of the change to a 0.5% overall increase from the date that the change in payment terms were advised to the Insurer. This is around £570pa in extra premium.
15. The proposed changes to the policy cannot be backdated and would not apply to any member currently off sick, even if they are still within the deferred period before a claim would commence. Payments under the policy do not commence until the employee has been off sick for six months; this is the deferred period.

16. For information, there are currently two claimants under the policy, one who is due reach Normal Retiring Date in the next year and the second whose SPA is 66.  For the latter, the policy will pay until their 65th birthday.

*** RESOLUTIONS
1. The Methodist Council approves the continuation of the PASLEMC Group Income Protection Scheme to the later of age 65 or the State Pension Age. 
2. The Methodist Council approves the payment of premiums annually instead of monthly. 
