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Pension & Assurance Scheme for Lay Employees of the Methodist Church  
Basic Information

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



	Status of Paper
	Final

	Action Required
	Decision

	Draft Resolutions
	The Council approves the recommendation of the Trustee of the Pension & Assurance Scheme for Lay Employees of the Methodist Church contained in paragraph 14 of the paper. 

	Alternative Options to Consider, if Any
	 The Council could 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.


Summary of Content

	Subject and Aims


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

	Main Points


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

	Background Context and Relevant Documents (with function)


	In July 2010, the Government announced 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.

	Consultations


	


Summary of Impact 

	Standing Orders


	N/A

	Faith and Order


	N/A

	Financial


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

	Personnel


	N/A

	Legal 


	The revised procedure takes into account legal advice received.

	Wider Connexional


	N/A

	External (e.g. ecumenical)
	Other Church lay schemes are addressing the same issue. 


PENSION & ASSURANCE SCHEME FOR LAY EMPLOYEES OF THE METHODIST CHURCH (PASLEMC)

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, however, 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 PASLEMC

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 PASLEMC are drafted in a way that leads to a different outcome for indexation of pensions in payment and revaluation of deferred pensions respectively.  
Revaluation of Deferred Pensions

4. Members who leave service 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.  
5. The Rules of the Scheme concerning the revaluation of deferred pensions specify that the minimum which must be provided is that of the statutory increase.  
6. The Board has confirmed that it will adopt increases to deferred pensions in accordance with the minimum in the Rules and hence the basis of increase for future years of deferment will be based on increases in the CPI.  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 £0.6m, however it is not expected to affect the future service contribution rate chargeable to Employers.
7. Accordingly, the Trustee will be issuing an announcement to Active and Deferred members of PASLEMC advising of the change in the revaluation of deferred pensions from 2011.
Increases to pensions in payment

8. Pensions in payment are increased annually in line with the Index capped to a maximum of 5% for pension accrued before 6 April 2005 and 2.5% for pension accrued from 6 April 2005 onwards.  A guaranteed increase of 5% pa applies to members who joined prior to 1 December 1997, in respect of service prior to 1 September 1998.

9. The Index is defined in the Rules of the Scheme 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.

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

11. The legal view is that if further clarity does not emerge on this and Council wish the Trustee to pursue this option it is possible that Counsel’s Opinion will be required as to its application in this specific situation.

Impact on the funding position as at 1 September 2010
12. Based on the results of the most recent funding update as at 1 September 2010, the Scheme Actuary has estimated that the Schemes funding position could have improved by a reduction to the funding shortfall by around £1.1m 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 Employers of 0.6%.

Effect on pensions in payment

13. The average pension in payment for a member is currently around £4,500 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 6 April 2005.

	Pension at age
	RPI = 3.2% pa

£pa
	CPI = 2.5% pa

£pa

	65
	4,500
	4,500

	70
	5,242
	5,091

	75
	6,107
	5,760

	80
	7,114
	6,517

	85
	8,287
	7,374

	90
	9,653
	8,343


Recommendation of the Trustee

14. The Trustee is recommending that the Council agrees to maintain RPI as the Index for the purposes of revaluing the increases to pensions in payment to maintain the purchasing power of the pensions in payment, as RPI has been used as the base for increases to date. Pensions are next due to increase on 1 September 2011 and therefore confirmation will be required to enable this increase to be paid.
