MC/12/3

Preamble to MC/12/3 Methodist International Centre: Redevelopment Plan Authorisation of Borrowing

1.0
Introduction

This preamble is principally to inform the Council on a subject in which it has had previous involvement.

1.1
The April 2010 meeting of the Methodist Council asked the SRC to do some work on its behalf on the then business plan for development of MIC.  This paper provides a brief chronology to update the SRC on events since then and offers one point of clarification regarding the Council paper.

2.0
Council Action August/September 2011

2.1
As requested by MIC and agreed by the Chair of the Council, this was circulated by email. Approximately half the members of the Council responded and the majority of those were in favour of approving the loan without waiting for the next meeting of the Council but with a number not content. The Chair of the Council decided this was a sufficient basis for the Council to have been deemed to have approved the loan. This matter was reported to the Council at its last meeting.

Summary Chronology

	April 2010

Council
	Plan for conversion of MIC to hotel agreed in principle subject to the business plan and legal points being checked by the SRC.

	April 2010 

SRC
	Varied views expressed on the principle of the development but the business plan was agreed subject to a check by three members of the committee (Andrew Gibbs, Andrew Moore and Adrian Burton).  SRC were told by MIC that building work would commence in August 2010 and would increase the £8m value of the property and that HSBC would be asked to assist with funding but without any amount being specified.

	May 2010
	Chair of SRC wrote to MIC confirming that following the report he had received from the trio he was content that the Directors “move ahead” subject to their plan being revised in the light of recommendations from the trio.  Chair also requested that the revised plan should be presented to the September 2010 meeting of the SRC (this did not happen) and an update on progress with the development be offered to that meeting (this did not happen either).  Chair also requested that MIC should have periodic meetings with SRC reps (none happened until June 2011). The lack of feedback from MIC was caused by the lengthy discussions with Camden Borough Planning Department on the conversion of the asset from a hostel to a hotel. The advice from Camden Planning Department was to review the scheme so that the hostel rooms could be enhanced for use by students, but also be available to meetings and hotel guests during such times when they were not in demand for educational purposes.  

	September 2010 

SRC
	An oral report was brought that the Chair was satisfied with the trio’s scrutiny and therefore MIC were assumed to be moving ahead.

	March 2011
	MIC told the Connexional Team that their development plan would cost £7.8m with all the capital coming from HSBC.  Subsequent discussions revealed that in fact the original plan was being dropped and a smaller plan developed.

	June 2011
	The General Secretary formally instructed MIC not to commit to any new loan without Methodist Council permission (in line with the 1996 resolution of the Council explicitly excluding from the delegated powers of the MIC trustees the power to raise a mortgage). He requested a meeting to explain the revised development plan.

	21 June 2011
	The MIC trustees adopted the smaller, revised development plan.

	27 June 2011
	At the request of the General Secretary, the lead Connexional Treasurer and the Secretary for Team Operations, accompanied by other staff members, met with MIC to clarify the new plan and its funding arrangements.  That meeting accepted that the Council’s support for a new bank loan needed to be obtained and that the option of securing this support before the next Council meeting by email should be explored.

	28 July 2011
	MIC offered a first draft of the report to the Council giving the necessary background.

	August –September 2011
	As requested by MIC and agreed by the Chair of the Council, this was circulated by email. Approximately half the members of the Council responded and the majority of those were in favour of approving the loan without waiting for the next meeting of the Council but with a number not content. The Chair of the Council decided this was a sufficient basis for the Council to have been deemed to have approved the loan. This matter was reported to the Council at its last meeting.


3.0
The Reason for further consideration

3.1
In December 2011 it became clear that HSBC required a rather more specific set of resolutions to give effect to the borrowing arrangement which the Council had already approved.  Following protracted negotiations the following paper sets out the resolutions as now required by HSBC.  The resolutions do not alter the substance of the approval given by the Council in respect of borrowing by MIC for the refurbishment.
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Basic Information

	Contact Name and Details
	The Revd Dr Stuart Burgess

Stuart.Burgess@ruralcommunities.gov.uk

	Status of Paper
	Final

	Action Required
	Decision


1. Following an electronic vote in August 2011, the Council approved additional borrowing for the purposes of the refurbishment of the educational rooms at Methodist International Centre (“MIC”), being a £2.5M loan facility to be provided by HSBC Bank plc ("HSBC").  The background paper containing the resolution passed was entitled MIC Redevelopment Plan Authorisation of Borrowing and emailed to members of the 2010-11 Council in July 2011.  

2. The MIC Management Committee has progressed the negotiations for the project, but HSBC require as a condition of the provision of the loan for the refurbishment works (“the Development Loan”), that the existing loans of the MIC (presently a term loan and an overdraft facility) are replaced by a single term loan (“the Term Loan”) on different terms.   They also require a detailed Facilities Agreement, setting out the conditions for the Term Loan and Development Loan and various supplemental documents.

3. The  terms of the Development Loan are as follows:

(i) 
the Development Loan will be up to £2,800,000, £300,000 of which shall be used towards repayment of the Council's present overdraft with HSBC and the balance shall be used towards the redevelopment of Euston House, 81-103 Euston Street, London, NW1 2EZ and 1-6 Regent Buildings, London, N1 ("the Property");

(ii) 
the repayment of the Development Loan is subject to 12 consecutive quarterly instalments as set out in paragraph 4 below;

(iii) 
the Development Loan has a margin of 2.5%; and

(iv) 
the lending of the Development Loan is subject to the following financial covenants:



(a)
a loan to value ratio of 60%, to be tested annually



(b)
a debt service ratio of 1.1:1

(c)
management information to be submitted to HSBC quarterly.

4. The terms of the Term Loan are as follows:

(i) 
the Term Loan is a restructure of an existing £2,920,000 20 year term loan to a 5 year term loan;

(ii)
the repayment of the Development Loan is subject to 12 consecutive quarterly instalments as set out in paragraph 4 below; and

(ii) 
the Term Loan has a margin of 2.5%.

5. There follows the table of repayments of the Development Loan and the Term Loan as set out in the Facilities Agreement.

	Repayment Date
	Amount to be repaid
	Term Facility
	Development Facility

	31 May 2012
	£100,000
	£100,000
	-

	31 August 2012
	£100,000
	£100,000
	-

	30 November 2012
	£125,000
	£65,000
	£60,000 

	29 February 2013
	£125,000
	£65,000
	£60,000 

	31 May 2013
	£125,000
	£65,000
	£60,000 

	31 August 2013
	£125,000
	£65,000
	£60,000 

	30 November 2013
	£150,000
	£77,500
	£72,500 

	28 February 2014
	£150,000
	£77,500
	£72,500 

	31 May 2014
	£150,000
	£77,500
	£72,500 

	31 August 2014
	£150,000
	£77,500
	£72,500 

	30 November 2014
	£175,000 
	£90,000
	£85,000

	28 February 2015
	£175,000 
	£90,000
	£85,000

	31 May 2015
	£175,000 
	£90,000
	£85,000

	31 August 2015
	£175,000 
	£90,000
	£85,000

	30 November 2015
	£200,000
	£102,500 
	£97,500

	28 February 2016
	£200,000
	£102,500 
	£97,500

	31 May 2016
	£200,000
	£102,500 
	£97,500

	31 August 2016
	£200,000
	£102,500 
	£97,500

	Final Repayment Date
	All amounts outstanding under this Agreement at that time
	
	Bullet repayment to repay all amounts outstanding under both Facilities


6. The proposals have been scrutinized by the Development Group of MIC comprising of Roger Smith, a member of CFB with years of experience in corporate finance, Martin Palmer and Stuart Burgess as well as MIC treasurer Bob Webster. This group was appointed to negotiate the terms with HSBC by a resolution of MIC Trustees 15/9/11 (Resolution 9a). They tabled these terms to the Management Committee meeting on 1 December 2011 and their recommendation that they be adopted was passed unanimously.  The draft Facilities Agreement in its entirety was discussed at the 1 December 2011 meeting and its terms accepted.

***RESOLUTION 

3/1.
The Council:
(a) 
confirms its approval, contained in the resolution approved by the Council in September 2011 called “MIC Redevelopment Plan Authorisation of Borrowing” of the proposed development loan (“the Development Loan”) to the Council from HSBC to be used for the refurbishment of the educational rooms at Methodist International Centre (“MIC”);

(b) 
approves the restructuring of the existing loans to the Council for the work of MIC, (the restructured loan being called “the Term Loan”). 

7. HSBC requires a Facilities Agreement to be signed by the Council, containing the detailed terms of the Term Loan and Development Loan.  It is not appropriate to put the full draft to the Council as it is more than 80 pages long.  It has been the subject of extensive discussion between solicitors for the Council and HSBC.
8. The properties held by the Council on trust for the purposes of the MIC are already charged to HSBC to secure all indebtedness of the Council in respect of MIC including the present indebtedness.  As it is an “all monies” charge, no new charge is needed to secure the proposed indebtedness.    

9. However, in addition HSBC requires Methodist International Centre Limited (“MICL”) to guarantee the indebtedness of the Council.  MICL is a trading subsidiary of the Council that runs the non-charitable trading elements of MIC.  HSBC has been told that the profits of MICL are gift-aided to MIC, leaving it with net assets as at its year ends of a nominal amount.  At 31st August, the date of the last accounts, the net assets were £25.  HSBC also requires that the shareholders of MICL resolve that they approve the terms of, and the transactions contemplated by, the Finance Documents as defined in the Facilities Agreement.  The shareholders on the share register of MICL are Methodist Missionary Trust Association (25), the Revd Dr Stuart Burgess (1) and Mr Roger Smith (1).  Each is a holding trustee for the Council, as managing trustee and thus the approval should be given by the Council.  The preamble to Resolution (c) below alludes to the dual capacity in which the approval is being given and the resolution is then in a form required by HSBC.   

10. The Facilities Agreement contains the requirements of HSBC for term and development loans, including standard undertakings on the part of the Council and an obligation to carry out the proposed refurbishment works.  As to the latter, the Council will be entering into a building contract for the proposed refurbishment works.  The funds to discharge the payment obligations under the building contract will be advanced by HSBC under the mechanism for this contained in the Facilities Agreement.  Both loans are repayable on demand.  

11. Resolution (c) below also specifically refers to the assignment of the Building Contract and any Hedging Documents required, as these also contain obligations to be undertaken by the Council.     

12. Resolution (d) below is a form of resolution made under section 82 Charities Act, by which the named members of the Council may sign documents on behalf of all members of the Council.  Normally such a resolution would not name any individuals, but HSBC insist on named individuals only signing.  The resolution also states that the documents referred to in Resolution (c) shall be signed off, as part of the authority process to the signatories.     

13. The Facilities Agreement provides for the substitution of the Term Loan (and the £300K from the Development Loan being used to discharge the overdraft – see 2 above) for the present term facilities and overdraft, on its completion and for the remainder of the Development Loan to be drawn down on supply of a Utilisation Request, as and when the contractor requires payment for work completed.  This has to be approved by HSBC’s surveyor.  There is provision in the building contract (a JCT Design and Build Form is to be used) for the Council to raise an objection to an invoice, and a process for resolution of the dispute on this. The timetabling will be organised so that if HSBC’s surveyor objects to an invoice, notice of objection can be passed to the contractor and the liability for payment thus deferred until the dispute is resolved.  Resolution (e) proposes that the detailed management of the Building Contract and the drawing down of the Development Loan is dealt with by Mr John Nyota and/or the Revd Dr Stuart Burgess (as Chair of the Management Committee).  

14. Resolution (f) is intended to facilitate the approval of all other steps required by HSBC in connection with the borrowing for the purposes of MIC and the entry into the building contract, to which specific reference is made as this will involve material commitment of approximately £2.5 Million.  The employer under the contract will be the Council, which is thus liable to make the payments due to the contractor under it.   

***RESOLUTION
In particular the Council, 

(c)
as the managing trustees of both MIC and the shares in Methodist International Centre Limited, approves the terms of and the transactions contemplated by the proposed Facilities Agreement, and the documents supplemental thereto, required by HSBC and referred to therein as the Finance Documents, being (i) a guarantee of the obligations in the Facilities Agreement of the Methodist Council by Methodist International Centre Limited, (ii) an assignment of the Building Contract (defined below),  and (iii) the required Hedging Documents (as defined in the Facilities Agreement);

(d)
resolves pursuant to section 82 Charities Act 1993 that the documents referred to in 1(c) above and any other documents requiring signature (whether under hand or as a deed) on behalf of the Council in respect of MIC, shall be signed on behalf of the Council and may be so signed on behalf of the Council by any two of (i) Mr Andrew Gibbs (ii) Mr Kenvyn Wales (iii) Mr David Walton (iv) The Revd Dr Martyn Atkins and (v) the Revd Gareth Powell;

(e)
resolves that the persons named in 1(d) above or Mr John Nyota or The Revd Dr Stuart Burgess may sign and despatch a Utilisation Request and any other notices required to be signed and despatched pursuant to the Facilities Agreement or documents referred to in it;

(f)
delegates to a committee comprising the persons named in (d) above, power in the names of and on behalf of the members of the Council, (i) to do all things properly required (not done by the Council pursuant to the resolutions set out above) in connection with borrowing arrangements and the redevelopment/refurbishment proposed of MIC including the approval and signing of the proposed Building Contract (being a JCT (2011) Design and Build Contract) for the refurbishment referred to in (a) above, such committee to report to and be accountable for its actions to the Strategy and Resources Committee of the Methodist Church and (ii) in particular to arrange to open and conduct any bank accounts required by HSBC in connection with borrowing for the purposes of MIC. 

(g) 
resolves to supply a letter signed by the Council (acting by 2 members thereof pursuant to the resolution (d) above) addressed to HSBC confirming that the existing legal charge over the Property in favour of HSBC dated secures the Development Loan and the Term Loan.
