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	Contact Name and Details
	Amanda Amor – Pensions Manager

amora@methodistchurch.org.uk

	Status of Paper
	Final

	Action Required
	Decision

	Draft Resolutions
	92/1.
The Council agrees to the economic and demographic assumptions recommended by the Trustee of the Pensions and Assurance Scheme for the Lay Employees of the Methodist Church (PASLEMC) as the basis of the Actuarial Valuation.

92/2.
The Council agrees that the deficit contributions be eliminated by the payment of a single lump sum payment of £108,000 from the World Mission Fund.

	Alternative Options to Consider, if Any
	None


Summary of Content
	Subject and Aims


	To note the preliminary results of the triennial valuation for the Superannuation Scheme for Lay Mission Partners of the Methodist Church (Lay Mission Partner Scheme) and confirm the basis of the assumptions recommended by the PASLEMC Trustee Board and the contributions required to eliminate the deficit.

	Main Points


	The preliminary results of the triennial valuation for the Lay Mission Partner Scheme were presented to the PASLEMC Trustee Board in June 2014.  The PASLEMC Trustee Board have discussed and agreed the assumptions they recommend be adopted.  The Lay Mission Partner Scheme is showing a deficit for this valuation of £108,000 and deficit contributions will be required.  

	Background Context and Relevant Documents
	The Lay Mission Partner Scheme is not a registered pension scheme and is not subject to the requirements of the scheme funding regulations, however it has been previously agreed that the scheme would be treated as a regulated scheme for valuation purposes. There is no Trustee Board responsible for the Lay Mission Partner Scheme. The Trustee of PASLEMC has agreed to monitor the scheme and provide ‘expert advice’ on behalf of the Council 

	Consultations
	None
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Introduction

1. The Superannuation Scheme for Lay Mission Partners of the Methodist Church (the Scheme) was set up by the Methodist Church to provide intended benefits to Lay Mission Partners.  The benefits are not guaranteed and the intended provisions are not backed by a trust deed or contract.  The benefits are therefore entirely at the discretion of the Methodist Council.
2. The benefits payable from the Scheme depend on the length of qualifying service Mission partners complete before they withdraw from the Scheme.  Mission Partners that complete at least 10 years service have the option of a retirement pension payable from age 65.    

3. The Scheme is not a registered pension scheme and is not subject to the requirements of the scheme funding regulations, however it has been previously agreed that the scheme would be treated as a regulated scheme for valuation purposes. 
4. There is no Trustee Board responsible for the Lay Mission Partner Scheme. The Trustee of PASLEMC (Trustee) agreed to monitor the scheme and provide ‘expert advice’ on behalf of the Church.  
5. The Trustee considered the preliminary valuation results at their Board meeting on 5 June 2014 and has recommended the use of prudent assumptions as set out in this paper.  The Trustee has further recommended that the resulting funding shortfall be paid in either a single lump sum payment or spread over a maximum of three years.
6. The actuarial valuation is essentially a planning exercise.  The output is a level of assets that is considered likely to be sufficient to meet the future liabilities of the Scheme and, where a shortfall exists, the contributions that are required to meet the funding target.  
7. The technical provisions of the Scheme (the past service liabilities) are derived by projecting forward benefit cash flows, for up to 50 years or so, and discounting these to the valuation date with an allowance for anticipated investment returns that are believed to be prudent.  This is different to an economic valuation or the price that would need to be paid to secure the liabilities with a third party, both of which would result in higher values.
The employer covenant 
8. The Scheme is not subject to the requirements of the pension scheme funding regime and, in particular, the Pensions Regulator’s requirements.  However, as part of the consideration of the preliminary valuation results, the Trustee may have regard to the strength of the covenant of the Methodist Church.  
9. The Trustee has previously had extensive discussions with the Finance Sub-Committee of the Strategy and Resources Committee and a comprehensive review of the covenant of the Methodist Church has been provided to enable the Trustee to assess the strength of that covenant.  
10. The strength of the covenant of the Methodist Church is a factor in determining how prudent the actuarial assumptions need be.
Prudent assumptions

11. Funding assumptions need to be made about the likely course of events.

12. While the scheme funding regulations do not apply to the Lay Mission Partners Scheme the Trustee recommends that these are followed when considering the assumptions, as best practice.  The regulations require that the assumptions overall are chosen prudently.  By prudent, the regulations require assumptions which, if the Scheme continues on an ongoing basis, are more likely to overstate than understate the amount of money actually required to meet the cost of the benefits.

13. In particular, the Pensions Regulator expects prudent assumptions to be used for the discount rate assumptions and mortality assumptions.

Assumptions

14. The preliminary valuation results have been produced using a set of actuarial assumptions which have been agreed by the Trustee Board.  The following are main assumptions recommended by the Trustee:-  
	Assumption
	Recommendation
	Notes

	Discount rate – pre retirement
Discount rate – post retirement
	Gilts + 2.0% - 5.3% pa
Gilts + 0% - 3.3% pa
	Rate of investment return which is expected to be earned on the investments 

	Benefit Increase assumption
	3.2% pa
	Pension increases are awarded at the discretion of the Trustee with agreement of the Methodist Council. The pension increases in the last three years have been inflation (RPI) to a maximum of 5%. 

	Inflation assumption
	3.4% pa
	Based on market conditions at 1 January 2014 and the mean duration of the Scheme’s liabilities

	Mortality 
	SAPs S2 series base table 
	The most up to date mortality tables and allowing for future improvements of 1.5% pa for men and women


Assets

15. There are no formal accounts for the Scheme.  The Scheme’s income and expenditure statement, held within the Consolidated Accounts of the Methodist Council, show that its assets had a market value of £2,375,663 at 1 January 2014.
Results 

16. The results of the actuarial valuation compared to the previous valuation in 2011:

	
	2014
	2011

	Funding surplus/(shortfall)
	(£108k)
	£30k

	Funding ratio
	95.7%
	101.2%


Change in funding position

17. The valuation carried out as at 1 September 2011 revealed a small surplus of £30,000.  The position has therefore worsened to a deficit of £108,000 on 1 September 2014 and there have been a number of items affecting this result, as follows:
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18. The main reasons for the change in the past service position are the change in yields since the previous valuation and greater than expected increases in benefits.  The negative effects have been partially offset by the greater than expected investment returns.

Membership 

19. The Membership profile as at 1 January 2014 is shown below.  The scheme is closed to new entrants and to future accrual so there are no active members.  For comparison, figures as at 1 January 2011are shown in brackets.
Active




0        (0)
Deferred



8      (11)
Pensioners



60    (66)
Total




68    (77)
Funding shortfall
20. The Scheme has a funding shortfall of £108,000; the Trustee recommends that this is eliminated by the payment of a single lump sum payment of £108,000, or a series of fixed annual payments of £39,000 over three years.  

Solvency position

21. The Actuaries also reviewed the position if the Scheme were discontinued on the valuation date with all members treated as having left service and the Scheme assets used to buy immediate and deferred annuities from an insurance company.  The solvency position based on the assumptions that are used by UK pension schemes providing a Section 179 valuation to the Pension Protection Fund is 86%.  The deficit would then amount to £389,000.
Recommendation by the Strategy and Resource Committee (SRC)

22. The SRC has considered the report from PASLEMC and now recommends to the Council that the funding shortfall of £108,000 be paid as a single lump sum payment from the World Mission Fund. 
***RESOLUTIONS
92/1.
The Council agrees to the economic and demographic assumptions recommended by the Trustee of PASLEMC as the basis of the Actuarial Valuation.
92/2.
The Council agrees that the deficit contributions be eliminated by the payment of a single lump sum payment of £108,000 from the World Mission Fund. 
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