
36.
Lay Employees’ Pension Scheme 

This paper seeks approval from the Conference to transfer assets valued at £4.4 million from the Epworth Fund to the Lay Employees’ Pension Scheme to meet part of the deficit in that scheme.

The Scheme

The Scheme provides pension benefits for the lay employees of a number of employers within the Methodist family. About two-thirds of members are employed in the connexional offices. The remainder work for Wesley College, Bristol; Guy Chester Centre; Wesley Study Centre, Durham; Cliff College; Wesley House, Cambridge; Central Finance Board; Trustees for Methodist Church Purposes; Westminster Central Hall, and Methodist Publishing House.

The Pension Benefit is 1/60th of final pensionable earnings for each year of pensionable service.  Pensionable earnings are Basic Salary less the Single Person’s Basic State pension (currently £4,266pa) and Final Pensionable Earnings are those earnings on the 1st September prior to retirement.

Retirement age is 65 but members who joined before 1 December 1997 can retire from age 60 on their full accrued pension.

In addition to this pension, members also receive the Basic State Pension and the Second State Pension.  

Contributions: Members pay 7% and the Employers 20.6% of Pensionable Earnings.

Past Service Benefits and Future Service Benefits

There are effectively two separate issues to be addressed.  The first is the provision of benefits with regard to the past service of employees.  There is a legal obligation to meet these commitments.  The new valuation of the scheme has indicated that there is a deficit in the funds required to meet these commitments.  The options would be to increase the employer’s and employee’s contributions to the scheme, or use free reserves to pay off the current deficit.

The second issue concerns the provision of benefits with regard to the future service of employees.  The Council (and the other employers listed above) would have to decide what form of scheme and levels of benefits and contributions should be applied to employees with regard to their service from this point onwards.  So far as new entrants are concerned these terms and conditions could effectively be imposed on them.  So far as existing employees are concerned, any change in the terms and conditions of the scheme with regard to their future service would have to be the subject of consultation.

The Results of the Actuarial Valuation

These have been discussed at length by the Trustees and the Finance sub-group of the SRC. The outcome is as follows.

As at 31st August 2005 the past service deficit of the scheme was £8.152m (this is different to the figure in the Methodist Council Consolidated Accounts for a  number of reasons). At the previous valuation in 2002 the figure was £3.253m. 

This is a massive deficit for a scheme with assets of only £14.65m. If the scheme were to be discontinued and benefits purchased from an insurance company the assets would only provide 42% of entitlements. 

If no other action were taken to meet this deficit, the employer contribution rate of 20.6% would have to be increased to 38.7% of Pensionable Earnings.  For the Connexional Team budget this requires an additional annual amount of £530,000.

Most of this contribution increase would be required to finance the deficit arising from the need to provide pensions which have already been earned and which we are contractually committed to pay, but the employer contribution rate for benefits to be earned in the future increases from 14.6% to 21.5%. 

There are three main reasons for the deficit which, if no lump sum payment were made into the scheme to meet it, would require these increases.
1. We are living longer.

2. The rate of investment return we can achieve on the assets is assumed to be lower than at the previous valuation. This is a direct consequence of the reduction in the yields on long-term government stock during that period.

3. The past service deficit ideally should be met over no more than ten years (the maximum period before the Pensions Regulator asks the Trustees for information to justify the payment period and ensure that it is appropriate to the circumstances).

The increase in the stock market over the last three years has been very helpful but it has not been sufficient to compensate for 2 above.

Response agreed by the Council

Another way forward which would not require the above increases in contributions would be to make a lump sum payment to meet the past service deficit.  There are a number of advantages arising from taking this approach.
· It should result in a reduced payment to the Pension Protection Fund (the payment in the current year could be as much as £35,000).

· We avoid the attention of the Pensions Regulator who has powers to seek further information about the funding arrangements and enter into discussions about appropriate funding targets.

· The trustees will have greater investment flexibility as the scheme will be in good financial health.

· Members will have greater confidence in the scheme.

· There is likely to be greater stability in future contribution rates.

· Future contribution rates for a defined benefit scheme should hopefully remain affordable.

The other employers were approached to see whether they could contribute their share of the lump sum and gave a mixed response. Generally the training colleges face immense difficulties in meeting any increases in cost. The other employers anticipate being able to pay the lump sum (or in no more than two or three instalments) with the exception of CFB who would need to pay in instalments over ten years.

The Council agreed to meet from funds within the Methodist Church Consolidated Accounts the liability of £0.54 million in respect of the training colleges with the exception of Guy Chester Centre which has adequate funds for this purpose.

The free reserves within the unrestricted part of the Methodist Church Consolidated Accounts currently stand at about £9m, which is less than required by our reserves policy.  The Connexional Treasurer is reasonably comfortable with this figure but would not wish to see a major reduction in order to meet the deficit. 

Within the unrestricted funds we do, however, have a designated fund with very substantial free reserves. This is the Epworth Fund. The balance in this fund as at 28th February was £10.29m and commitments were about £0.4m. In the last financial year it made grants/commitments of £0.25m. The Appendix provides more details of this fund.

If we reduced the balance in this account as at the end of this financial year to £5.5m plus commitments we could release the balance of £4.4m towards meeting some of the pensions deficit. 

The reduced balance of £5.5m, if appropriately invested, can generate an income of at least £200,000 per year and would represent only a modest reduction in the level of grants which can be made.

The Council recommends to the Conference that we use the Epworth Fund for this purpose.

As mentioned previously, the past service deficit at 31 August 2005 was £8.152m and funds within the Methodist Church Consolidated Accounts are liable for £6.033m. Given that this transaction cannot be completed until after the Conference, any payment/transfer will be up to a year late. This requires us to increase the amount by one year’s interest at 6.2% (the valuation rate). This increases the figure to £6.40m. £4.4m is the proposed contribution from the Epworth Fund, leaving  £2m to be found from funds within the Methodist Church Consolidated Accounts.

We need to avoid making any payment from free reserves and there is a way of achieving this. A number of funds include properties (mainly residential) amongst their assets. These properties are not income-producing and are shown in the accounts at cost. They do not form part of the free reserves as their value is not readily realisable.

Suitable properties can be identified which can be transferred to the scheme at current market value to cover most, if not all, the £2m outstanding deficit.  There will, however, be an impact on the Methodist Church Consolidated Accounts (and thus the connexional budgets) in that a market rent will have to be determined and paid to the Scheme. The Scheme Trustees have indicated that, in principle, they would be happy to receive a proportion of the deficit by a transfer of property, although their preferred option is a cash lump sum. This is, however, subject to the balance of the deficit being met mainly by a lump sum transfer of assets.

The Council agreed that the transfer of properties could be undertaken subject to the agreement of the SRC and the Scheme Trustees as to the properties to be transferred, the terms of the transfers and the rents to be charged. 

The Epworth Fund is substantially invested in equities and therefore all values quoted above are subject to change. We ask the Conference to recognise that the precise figures above will need to be varied but that we shall seek to release £4.4m and generate an income of at least £200,000pa from the continuing Epworth Fund.

In order to limit future costs, the Council agreed in principle to reduce the rate of pension accrual after 1st September 2006 from 1/60th to 1/70th. This is subject to consultation with employees. The employer contribution rate would be 18.1%.

***RESOLUTION

36/1.
The Conference adopts the Report.

Appendix: The Epworth  Fund

The Epworth Fund was set up following the sale of Epworth House, City Road, London, in 1987. The sale proceeds were £3.9m, of which £1.1m was due to the Methodist Ministers’ Retirement Fund and the balance of £2.8m formed the initial investment of the Epworth Fund.

Grants are made out of income with 60% going towards connexional initiatives administered by the Connexional Team and 40% being available to the Resourcing Mission Grants Committee. Grants are given for a variety of initiatives which do not meet the criteria of our other-grant making funds.

The fund is substantially invested in equities, which explains its current level of £10.29m. This also explains the relatively low level of income produced by the fund. A substantial switch out of equities into cash, bond funds and the property fund would increase the level of income.
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