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	Status of Paper
	Final

	Action Required
	Discussion and Decision

	Draft Resolution
	89/1. 
The Council approves the Reserves Policy.

89/2.  The Council directs the Strategy and Resources Committee to undertake a formal review of the reserve levels every three years. 

89/3.  The Council directs that in the intervening years the Strategy and Resources Committee considers, as part of the budget process, the impact of the financial risks associated with the income and expenditure streams and balance sheet items and assesses the appropriateness of the reserves levels.


Summary of Content

	Subject and Aims


	The Council does not have a documented reserves policy for its unrestricted funds. This paper proposes a policy that has been considered by the SRC and is now proposed to the Council. Once it is adopted, it will be implemented with immediate effect.

	Main Points


	This policy only covers the charity’s unrestricted reserves (general and designated), which in the 2013 accounts, are covered in Notes 16a and b, on pages 54-55.  Endowment funds are excluded. 
A separate exercise is to be carried out for the major restricted funds (such as the World Mission Fund).
The SRC has also committed to work at its meeting in November to consider ways in which the money held in the Connexional Priority Fund (CPF) in excess of the agreed reserves level could be utilized strategically. It will then bring proposals to the Methodist Council in January 2015 as part of the pre-budget discussion.

	Background Context and Relevant Documents 
	This policy replaces the reserves policy as stated in the 2013 Annual Accounts pp22-23 which is not fully compliant with the Charity Commission’s guidelines.
MC/14/38 Connexional Central Services Budget


Summary of Impact 

	Financial
	The policy proposes the following levels of reserves:
· The Pension Reserve Fund is being intentionally built up as a hedge against pension scheme liabilities. No maximum level is therefore proposed – this will be reviewed in three years
· £7.5 million for the Methodist Church Fund (MCF), which is equivalent to  6 months’ expenditure;  At the end of August 2013, the reserves were approximately £8.7 million

· £5 million for the Epworth Fund

· £5 million in the Connexional Priority Fund
The proposed policy for the Methodist Church Fund (MCF) is based on 6 months expenditure. The alternative would be to have a target range of reserves say between £10-15m, which equate roughly to the MCF’s annual income.

	Risk
	Identify risks involved in taking the proposed action, and any measures put in place to minimise this.
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1.0  
Introduction
1.1 Charity law requires any income received by a charity to be spent within a reasonable period of receipt and requires trustees to justify the holding of income as reserves. 
1.2 Reserves are that part of a charity's unrestricted income funds that is freely available to spend. Where the trustees have a reserves policy, this policy must be set out in the trustees' annual report. However, if the trustees have not set a reserves policy, this should be stated in the annual report.
1.3 The Methodist Church does not have a blanket reserves policy to cover its operations. Rather, the policies are set locally by the relevant trustee bodies and take into account the unique risk factors faced by each entity. The Council is responsible for setting the reserves policy for the funds under its management; ie for which it is the managing trustee body.
1.4 In accordance with Charity Commission Guidance (CC19), this policy only covers the Council’s unrestricted reserves (general and designated); endowment funds are excluded.   A separate exercise is to be carried out for the major restricted funds (such as the World Mission Fund).
1.5 The value of the unrestricted and designated funds at the end of the last financial year were:
	Unrestricted
	£16.0 million

	Designated
	£29.7 million


The reserves policy in the trustees’ report (page 22, 2013 Accounts) states simply that “the target level of general unrestricted and designated reserves for the Methodist Church Fund operations can be broken down into working capital (£4.5m) and contingencies (£4.5m). As at 31 August 2013 the liquid assets associated with this fund were £8.8m (2012 - £7.3m)” which falls short of the Charity Commission’s guidance in CC19.
1.6 The proposed policy addresses this situation and considers in great detail the financial risks, assets, liabilities and existing designations in each of the funds which the Council needs to consider in estimating the appropriate levels of reserves.
1.7 The outputs of this exercise are detailed in paragraphs 2.0-4.6:  
· Paragraph 2.0 covers the outline policy of how the Council intends to formalise the process. Paragraphs 2.2-2.6 consider the underlying contextual factors, namely the financial risks faced by the Council. 
· Paragraph 3.0 covers the proposed calculated reserves levels for the Methodist Church Fund.

· Paragraphs 4.0-4.5 cover the proposed calculated reserves levels for the main designated funds.
· Paragraph 4.6 – sets out the proposed reserves levels, summarised in Table 1 as £7.5 million for the unrestricted funds and £23.2 million for the designated funds.
1.8 In approving this policy, the Couincil would need to consider the following points:

a. Whether all the financial risks have been considered (paragraphs 2.2-2.6)

b. The appropriateness of the proposed levels of reserves (Table 1), which have been calculated in accordance with Charity Commission guidance CC19.

c. Whether the proposed review periods are appropriate (paragraph 2.1). The policy recommends that it is reviewed every three years in conjunction with the review period for the Methodist Church Fund Assessment.

d. What is to happen to the Epworth Fund? What is the purpose of the £5m designation?
1.9 At the end of each financial year, the reserves levels will be recalculated and compared to the recommended reserve levels. The results will be presented to the SRC as part of the annual outturn report.

2.0
The proposed reserves policy
2.1 
The Council’s general reserves enable it to make long-term commitments to projects, and to protect its work against adverse financial events. A formal review of the reserve levels takes place every three years. In the intervening years the SRC considers the impact of the financial risks associated with the income and expenditure streams and balance sheet items and assesses the appropriateness of the reserve range. This allows time for fundamental restructuring in the event of a major downturn and to protect the current programme of work from unexpected demands. The goal is to plan for the effective deployment of the available financial resources to achieve the aims of the Methodist Church which are:

· Worship – to increase awareness of God’s presence and to celebrate God’s love;

· Learning and Caring – to help people to learn and grow as Christians, through mutual support and care;

· Service – supporting community development and action for justice, especially among the most deprived and poor - in Britain and worldwide; and

· Evangelism – developing confidence in evangelism and in the capacity to speak of God and faith in ways that make sense to all involved. 

2.2 
The Council is faced with the following financial risks:

· dependency on limited income sources (the Methodist Church Fund (MCF) Assessment, investment income and donations);
· fluctuations in investment income;

· fluctuations in income from the levies on proceeds of property sales;
· inability to attract donations from the general public;

· an unforeseen rise in demand for grants;
· an unforeseen increase in the actuarial shortfall on the pension funds for which the Council could be deemed responsible;
· an unforeseen increase in the requirement for additional connexional manses;

· a sustained fall in the value of investments and property held by the Council and appearing in the balance sheet. 

2.3 
The MCF Assessment is one of the main sources of unrestricted income for the Council. It is a major contributor to the funding of a number of key activities including the administration of the Connexional Funds, the Discipleship and Ministries Learning Network and major aspects of the governance processes such as the Methodist Council and the Conference.
2.4 
The assessment is a charge upon circuit receipts.  The impact of a reduction in membership and a turbulent economic environment has left a number of circuits expressing doubts about their ability to meet the assessment. If these trends continue there is a risk that the annual increases in the assessment will not be sustainable and in a few years we could see a decline. If this decline were to happen it would be gradual, and with the three year planning processes in place, the Council would have time to adjust. 

2.5 
Other sources of income available to the Council are in the form of voluntary income (donations and legacies) and investment income. Legacy income, when received, is lumpy, and prone to fluctuation. Unrestricted donations have been mainly from a single donor, whose support is provided on a year by year basis. In recent years the Council has seen an increase in investment income. However, there could be a reduction if a proportion of the investment assets were realised to fund the continuing activities of the Church.
2.6 
The impact of a sustained fall in the investments and other assets held by the Council would be felt in two ways: first, a deficit in the Statement of Financial Assets occurring over a number of years; second, difficulty in realising assets with the potential for consequent cash flow and operational problems. 

3.0  
General Funds

At 31 August 2013 the Methodist Church Fund totaled £16.0 million. Of this, £7.3 million is invested in tangible fixed assets, equipment and furniture used in the day to day running of the Council’s activities and therefore not available for use as a reserve.  It is considered normal practice in a reserves policy to ensure that there is sufficient cash or near cash at hand at all times to enable a charity to operate smoothly and without the disruption that might otherwise arise when receipts and payments occur lumpily or are delayed or accelerated. This would require on the basis of 6 months’ expenditure a figure of about £7.5 million as a revenue reserve, which compares with £8.7 million held at 31 August 2013. 
4.0 
Designated funds

Designated funds are part of the unrestricted funds which trustees have earmarked for a particular project or use, without restricting or committing the funds legally. The designation may be cancelled by the trustees if they later decide that the charity should not proceed or continue with the use or project for which the funds were designated. 
4.1 
At 31 August 2013 Designated Funds totalled £29.7 million, of which there were three main designated funds with balances as follows:

· The Connexional Priority Fund (CPF)


 £10.0 million 

· The Pension Reserve Fund



 
£13.0 million
· Epworth Fund 





   £6.5 million 
 £29.5 million
4.2 
The CPF (SO 970) as a large designated fund reflects the connexional nature of the Methodist Church. Its income is derived from levies on property sales. It serves to redistribute money around the Connexion as a proportion of money released in one area becomes available for new mission and ministry elsewhere. This happens via District Advance Funds (27.5% of the net levies). It has been used to promote the establishment of new church communities via VentureFX and Fresh Expressions and more recently to contribute to the general expenses of the Church through funding of the Pension Reserve Fund (45% of net levies) and a contribution of £1m pa towards the work of the Discipleship and Ministries Learning Network (DMLN).  Whilst the fund is overseen by the Connexional Grants Committee (CGC), it has not been available for new grant commitments over the last three years as a precaution to prevent its balance being eroded without any formal reserves policy having been agreed.
4.3 
The Methodist Council has now determined (MC/14/38 - Resolution 38/4) that from 2015, the long-term uncommitted reserves level of the CPF should be £5m. Around £3m of this will cover the potential claims for levy refunds as applications can be made regarding replacement projects for up to five years under SO 973. The remaining £2m will cover year-to-year fluctuations in levy income and investment values. Without this planned reduction the forecast closing balance of the fund would be £10.35m at 31 August 2017.

4.4 
The Pension Reserve Fund. One of the financial risks faced by the Council is the level of the deficit of the Ministers’ Pension Scheme (MMPS) and the Pension and Assurance Scheme for Lay Employees of the Methodist Church (PASLEMC). In order to mitigate this risk, the Pension Reserve Fund was established by the 2009 Conference to establish a fund outside of the Scheme, which could be used to meet future funding deficits. This fund has the benefit of providing comfort to the Pension Fund Trustees of the financial support of the Church for the Schemes and enables them to follow an investment policy more likely to generate higher returns than would a more conservative policy. The fund is currently making annual contributions of £1m for 10 years (ending in 2021) to the MMPS in order to help eliminate the existing deficit. The accumulating level of reserves expected to be held in this fund forms part of ‘employer covenant’ with the pension trustee boards and is therefore currently considered to be appropriate. This fund is defined by SO 974(iA); decisions regarding its use can only be taken by the Conference. 
4.5 
The Epworth Fund was set up following the sale of Epworth House, City Road, London in 1987 as a designated fund. The Church wanted the fund to be used in the long term for innovative projects, expenditure for which could not always be justified using other resources and designated an amount of £5 million for this purpose. It receives approximately £0.2 million annually from investments and has the potential for some capital appreciation.  The current expenditure policy is designed to ensure that the fund balance does not fall below the designated sum of £5 million, and a reserves policy of £5 million is therefore proposed.
4.6      Table 1 below shows that at present the reserve position exceeds the requirements of the policy by £6.7 million. £5m of this excess is in the Connexional Priority Fund and the plan is for it to be eliminated from August 2015. A further £1.5m excess is in the Epworth Fund and the planned use of the Fund, with expenditure exceeding income should eliminate this excess in coming years.   The remaining difference of £1.2m is in the Methodist Church Fund and is within a reasonable margin of error, given the size of the figures involved in total.

***RESOLUTIONS

89/1. 
The Council approves the Reserves Policy.

89/2.  The Council directs the Strategy and Resources Committee to undertake a formal review of the reserve levels every three years. 

89/3.  The Council directs that in the intervening years the Strategy and Resources Committee considers, as part of the budget process, the impact of the financial risks associated with the income and expenditure streams and balance sheet items and assesses the appropriateness of the reserves levels.

Table 1: Current and projected reserve requirements £million
	 Fund
	Balance at 31.08.2013
	
	Tangible Fixed Assets, etc
	
	Reserve Policy
	
	Difference between policy and actual reserves held

	
	
	
	
	
	
	
	

	General
	
	
	
	
	
	
	

	(Methodist Church Fund)
	16.0
	
	7.3
	
	7.5
	
	1.2

	
	
	
	
	
	
	
	

	Designated Funds
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Connexional Priority
	10.0
	
	0.0
	
	5.0
	
	5.0

	
	
	
	
	
	
	
	

	Pension Reserve
	13.0
	
	0.0
	
	13.0
	
	0.0

	
	
	
	
	
	
	
	

	Epworth
	6.5
	
	0.0
	
	5.0
	
	1.5

	
	
	
	
	
	
	
	

	Others
	0.2
	
	0.0
	
	0.2
	
	0.0

	
	
	
	
	
	
	
	

	Total Designated
	29.7
	
	0.0
	
	23.2
	
	6.5

	
	
	
	
	
	
	
	

	Grand Total
	45.7
	
	7.3
	
	30.7
	
	7.7
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