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Classification of Replacement Property Projects under SO 973
Basic Information

	Contact Name and Details
	Nick Moore, Head of Support Services; mooren@methodistchurch.org.uk
Robin Garrido, Mission Projects & Funding Manager; garridor@property.methodist.org.uk

	Status of Paper
	Final

	Action Required
	Decision

	Draft Resolutions
	1. The Council reaffirms the current interpretation of SO 973 and the existing application of the criteria by the Connexional Team on behalf of the CGC as described in this report. 

2. The Council requests that the Budget Stakeholders Forum considers the use of the CPF and the application of levies and refunds as part of its work programme.

	Alternative Options 
	The Council could ask the Connexional Grants Committee (CGC) to either amend or investigate the amendment of its existing criteria.


Summary of Content

	Subject and Aims


	Under SO 973 certain property developments can be classified as Replacement Projects. This report is a response to a paper submitted to the January 2011 Council meeting querying the current interpretation of the standing order by the Connexional Team on behalf of the CGC.

	Main Points


	· The current interpretation and application of SO 973 has been debated and endorsed by the Conference, Property Committee, Resourcing Mission Grants Committee and the CGC in recent years.
· Any change to this interpretation would potentially halve the current net annual income which is disbursed to District Advance Funds, the Pension Reserve Fund and via connexional grants.

	Background Context and Relevant Documents 
	Responding to paper MC/11/20 considered under Chair’s business during the Council’s meeting in January 2011

	Consultations
	N/a


Summary of Impact 

	Standing Orders
	N/a

	Financial
	Changing the existing criteria would potentially halve the amount of money disbursed annually from the CPF

	Legal 
	N/a

	Wider Connexional
	CPF is operating on behalf of the whole Connexion


Report to the Methodist Council regarding Replacement Projects under SO 973

Introduction

1. At its meeting in January 2011 the Council received, under Chair’s Business, paper MC/11/20 questioning the application of SO 973 by the Connexional Grants Committee (CGC) which is enacted by the Resourcing Mission Office (RMO) within the Connexional Team. SO 973 concerns Replacement Projects with regard to levies on capital proceeds of dispositions which are paid into the Connexional Priority Fund (CPF).

2. The Connexional Team was asked to investigate the issue and to report back to the Council in April.

3. The details set out in paper MC/11/20 are similar to many other cases which have been submitted for consideration over the years and as such have caused the interpretation of standing orders to be examined on a number of different occasions. Set out below therefore is the historical background of the interpretation of Standing Order 973. 

Background 

4. The matter was last debated by the Conference in 1999 when a report was presented by the then Connexional Property Committee as a result of a Memorial from the Helston Circuit. The report dealt with two issues – the definition of a replacement scheme (now project) and the number of levies which could be refunded in the event of there being multiple sales used towards a replacement scheme. The section of the report dealing with the number of levies able to be refunded is as follows:

a. It is the practice of the Property Committee only to agree that the disposition of the sales of two properties shall be devoted to a replacement scheme in exceptional circumstances.  Thus, for example if two manses are sold then the new property is regarded as the replacement for only one of them and the levy taken on the proceeds of the other.

The reason why the Property Committee operates a fairly strict interpretation of the Standing Order is that it believes it has a duty to ensure that the Connexional Advance & Priority Fund (which is quite independent and administered by a Conference appointed committee) shall have resources at its disposal to make grants for the purposes of its fund.  If churches  and circuits are able to carry out schemes and ask for the proceeds of sale of chapels or manses sold within the previous ten years to be used on the grounds that in some way the new scheme is a replacement for those earlier chapels or manses then the Connexional Advance & Priority Fund would soon be exhausted because levies from those sales in the previous ten years would have to be returned.

Conference adopted this report without reservation and resolved that it constituted its reply to the Memorial.

5. This same matter was also the subject of a paper in March 2004 to the former Resourcing Mission Grants Committee (RMGC) and The Connexional Property Committee (CPC) in May 2004. In each case no changes were made to the interpretation given regarding the refund of only one levy even though there may be more than one sale contributing to what is deemed to be a replacement scheme. There was a suggestion that where special circumstances could be demonstrated then individual cases could be brought before the committee for special consideration, although it was noted that care needed to be exercised to prevent the ‘floodgates’ being opened. It was also agreed at this meeting to broaden the criteria to be met by property projects to qualify as a replacement project. It is worth noting that to date no special cases have been considered either by the RMGC, the CPC or since its inception the CGC.
6. The CPF Levy Criteria and interpretation of S.O. 973 was the subject of a further paper presented to the CGC at its meeting on the 24 November 2009. No changes were made in this paper to the interpretation of S.O. 973 in relation to the number of sales which could qualify for exemption of a refund of the levy. However, the CGC did agree to a change enabling trustees that were receiving a refund of levy to also receive a separate CPF grant towards the project. Previously such projects were not eligible for any additional CPF funding.

7. It is clear that there has always been the possibility of S.O. 973 being misinterpreted hence the various occasions when the interpretation has been reconsidered by the appropriate committee at the time. The Conference commented in 1999 that it did not see any reason to re-word the standing order and that as it stood it left room for some flexibility if the appropriate committee so desired.

8. The rationale behind the current criteria is to prevent a fast erosion of the CPF which could be a distinct possibility given the number of replacement projects which are agreed and which are often supported by the sale proceeds from two or more properties. Forty six levy refunds were made for the Connexional year ending 31 August 2010 amounting to £1.3m including interest paid. Around 30% of these were part of multiple sales of up to three (sales) per replacement project, which on a worst case scenario, based on the average refund, could increase refunds by up to £2.5m.

9. The impact of such a change would radically change the use of the fund. Over the same year, the net income to the fund was £4.7m, so if that was reduced by £2.5m it would halve the amounts that were disbursed to District Advance Funds, the Pension Reserve Fund and used by the CGC for other connexional grants. 

10. In response to the suggestion that the CGC guidelines are at odds with the standing order, it can be seen from the above that SO 973 could be interpreted in different ways. The Conference has therefore in effect delegated the appropriate committee to interpret and provide guidance on the standing order. At regular intervals the current interpretation has been reconfirmed, the last occasion being by the then newly constituted CGC. 

Conclusion

11. Standing Order 973 (shown below) sets out the definition of a replacement project which having been established makes it eligible to be considered for an exemption or refund of the levy. It does not say that a refund should be given on every sale deemed to be being replaced by a new project. 

S O 973 Replacement Projects.
(1) This Standing Order applies when the process of one or more dispositions are to be employed in or towards a replacement project and consent to the disposition or dispositions has been granted under Section 93 on that basis.
Classification of a project as a replacement project requires the consent of the appropriate Connexional authority (S.O 931(1)(ix)).

(2) If the replacement project costs not less than the net proceeds, arrived at in accordance with Standing Order 972(2), and is implemented forthwith then no levy shall be required.

(3) If the replacement project costs less than such net proceeds and is implemented forthwith then the levy shall be calculated on the unused balance or balances, as if they were the net proceeds. 

(4) If the replacement project is not implemented forthwith then the levy shall initially be paid as if there were no such project, but if the project is implemented within five years of the disposition the levy shall be cancelled or recalculated in accordance with clause (2) or clause (3) above, as appropriate, and the overpayment refunded with interest at the rate earned by the Central Finance Board’s Trustees Interest Fund. 

Recommendations

12. That the Council is invited to re-affirm the current interpretation of SO 973 and the existing application of the criteria by the Connexional Team on behalf of the CGC. 

13. That the Budget Stakeholders Forum that was established by the Council as part of the move to three-year budget planning considers the use of the CPF and the application of levies and refunds as part of its work programme.
14. Resolutions to this effect are given on the cover sheet of this report.
