MC/07/104

TO:
The Methodist Council

FROM:
Nigel Wrighton (Pensions Manager) and Suzanna Smith (Head of Personnel) 

DATE:
3 October 2007
SUBJECT:
Flexible Retirement – Lay Employees

The government introduced various changes to pensions and tax legislation from 6 April 2006, one of which was to permit employers and trustees of occupational pension schemes to allow employees to take flexible retirement. This means that employees could phase in their retirement by drawing part of their pension benefits whilst continuing to work part-time or in a less demanding role. Employees could continue to accrue additional pension whilst continuing in service.

An overriding requirement for flexible retirement is whether or not the employer will, in any individual case, agree that an employee may reduce their hours of work to phase in their retirement. The Methodist Council is being asked to consider this paper and approve a Flexible Retirement Pension Policy. 

Pension considerations 

The Trustee of the Lay Employees’ Pension Scheme is in favour of the concept of flexible retirement but deferred its introduction pending an examination of the cost implications. A special provision of the Scheme is that members who joined before 1 December 1997 can, on early retirement, take their pension without reduction at age 60. If these members were allowed to take the whole or part of their pension and to continue in service, there would be a cost effect to the Scheme, the consequence of which would be an increase in the employer’s contribution. In order to minimise this cost effect, the Trustee has produced some guidelines which include conditions for partial payment of pension. The guidelines, which are intended to be issued to employees in the form of a leaflet, are attached.

The Strategy and Resources Committee has already been consulted and has endorsed the Trustee’s conditions for partial payment of pension viz, that an employee must have reached at least age 55, reduced their hours of work by at least 20% and that the percentage of their accrued pension that is paid must be matched by a comparable percentage reduction in the number of hours worked. By operating this policy, the Trustee and the employer will fulfil the spirit of the government’s intentions, that is, that employees should not be permitted to take the whole of their pension and continue in employment with no variation in their hours of work or salary. The other considerations behind the guidelines set by the Trustee, can be summarised as follows:-

· To meet the phased retirement needs of members.

· Simple for people to understand.

· A balance between flexibility and administrative complexity.

· Be consistent with the employer’s retirement procedure.

Personnel Considerations

Access to an occupational pension forms an integral and valuable element of the employment benefits package. The pressures of an ageing population, greater flexibility in working patterns and retirement age and increased pension regulation are all having an impact on traditional ideas about pension provision.

After basic salary, the pension scheme is usually the most costly element of the remuneration package, especially for older workers. For a pension to be an effective benefit, employees themselves must understand its value to them. In general, pension arrangements which are simple to understand are more likely to be valued by employees. However, the degree of flexibility and choice within a pension scheme should depend on the profile of the employees. Similarly, young employees may be attracted to opportunities for career advancement, work life balance and competitive salary. However, older employees may be more attracted to competitive retirement packages, health care benefits and good salary.

The Methodist Church faces a range of challenges, including:

· providing a cost effective Lay Employee Pension Scheme which meets both employer and employee needs, and offers long term stability.

· communicating to and educating staff about the pension scheme (regular and accessible information is critical to inform retirement choices and the success of the pension scheme).

· managing the pension scheme within the law's parameters. 

Because there are important implications for employees with regard to the effect on their pension and their employment arrangements, the Pensions and Personnel Offices will be available to provide face-to-face assistance and support to any employees who would like to consider this option. 

If approved, it is proposed that the “Flexible Retirement Pension Policy” would be implemented on 1 January, 2008, thereby providing another option to some employees affected by Team Focus.

Action

The Methodist Council are asked to approve a Flexible Retirement Pension Policy for lay employees as from 1 January 2008.

PENSION AND ASSURANCE SCHEME FOR LAY EMPLOYEES

OF THE METHODIST CHURCH

FLEXIBLE RETIREMENT POLICY
Introduction

In accordance with Rule 8(d) of the Scheme, a member may apply to the Trustee to start to receive part of their pension while remaining in service and continuing to accrue further benefits, as part of a flexible retirement policy.

The purpose of this leaflet is to set out the guidelines the Trustee Board will follow when determining whether to allow part of your pension to be paid to you.

Conditions for partial payment of pension
In order for part of your pension to become payable you must have either reduced your hours of work or taken up a different post on a lower salary level.  The percentage of your accrued pension that may be permitted to come into payment must be matched, at least, by the percentage reduction in your hours of work or in your salary.

For example, if you reduce your hours by at least 20% (eg from a 5 day working week to a four day week), or your new post has a salary at least 20% lower than your previous post, you would be permitted to start to receive 20% of your accrued pension.

If you reduce your hours by at least 40% (eg from a 5 day working week to a 3 day week) or your new post has a salary at least 40% lower than your previous post, you would be permitted to start to receive 40% of your accrued pension etc.

In order to receive a partial pension you must have reached at least age 55 and your hours or salary must have reduced by at least 20%.

Pension may be taken only in multiples of 20% of your accrued pension.

You would only be permitted two opportunities to draw partial benefits as part of this flexible retirement policy.

The opportunity to take a lump sum in place of part of your pension is available at the time you partially retire, based upon the pension which you start to draw.  If you start to receive a partial pension prior to Normal Retiring Date the pension will be subject to any actuarial reduction that would have applied if you had taken early retirement at the same age, to take account of the extra cost of earlier payment.

Your pension in respect of your AVCs is not part of this flexible policy and must be taken either at the first time you draw partial benefits or at the time you fully retire.

What happens to the pension which is not drawn on?

You will continue to be treated as an active member of the Scheme in respect of the part of your pension which is not drawn and this pension will continue to be based upon your Final Pensionable Salary, adjusted to reflect your hours of service when the pension was accrued, when you fully retire (or next take an opportunity of partial retirement).

You will continue to pay pension contributions and accrue additional pension on your reduced salary.

If you die in service after you have taken partial retirement, your death in service benefits would be based upon your reduced salary.

Example
An example of a member who starts to receive part of their accrued pension on becoming a part-time employee is attached as an illustration of how flexible retirement benefits will be calculated.

Further details and Application
If you wish to apply to take flexible retirement you should first discuss the employment considerations with your Employer.  If your Employer agrees to the arrangement, you should apply in writing to the Pensions Office for partial drawing of your pension.  One free quotation per year is permitted.  There will be an administration charge if you wish to receive further quotations.

Further details are available from 


Nigel Wrighton

Pensions Manager

The Pensions Office

The Methodist Church

Methodist Church House

25 Marylebone Road

London     NW1 5JR


