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	Subject and Aims
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MC/13/12
Context of establishing the Connexional Central Services Budget for three years commencing with 2013-14
Background

1. The process of compiling the Connexional Central Services Budget for three years beginning with 2013-14 commenced with facilitated discussions at the September meetings of the Connexional Leaders Forum (CLF) and Strategy & Resources Committee (SRC). The Council participated in similar group discussions during its meeting in October, the notes of which are summarised in the Appendix to this report. These discussions informed papers to the November meetings of the SRC and its Finance Sub-Committee (FSC). 
2. As a result the SRC and FSC have together agreed the following sets of parameters within which the three year budget commencing in 2013-14 will be prepared: 
a. The budget should be presented as a full three-year budget with appropriate annotation for each year. Specific ‘capital investments’ such as system improvements, etc., should be clearly identified.
b. The Methodist Church Fund (MCF) deficit should decrease equally over the three years; i.e. should be restricted to £400,000 in year one, £200,000 in year two and zero in year three.
c. It should reflect the first three years of a five year plan for each of the relevant restricted/designated funds where this seems to be most relevant in relation to the formation of the Discipleship & Ministries Learning Network (DMLN) and a desire to invest in specific projects and programmes for mission and discipleship. Specific funds to include are: Training, Epworth, CPF.
d. It should include some projections on alternative means of calculating the overall MCF assessment, allowing the Church to choose how closely to link the size of the central budget, and hence the Team, to the projected changes in membership.
e. It should specifically address the targets established by the SRC with regard to Support Services overall, Administrative Support and Publications. 
f. It should include the decision to earmark £100,000 per annum for the ONE programme (formerly part of the Youth Participation Strategy), with the Youth President and Assembly costs coming within the core budget.
g. The budget should include demonstration that the Senior Leadership Group (SLG) has in mind a clear direction of travel for the Connexional Team over the next three years that is supportive of the Church’s journey as a discipleship movement shaped for mission.

h. Some ‘risk analysis’ should be included for each year, denoting the potential impact on the budget from external influences, such as legislative changes, unforeseen issues, etc., and how these might be mitigated within the budget.

‘Generous’ campaign
3. It has been noted in various forums that attitudes to money and financial management are important components of discipleship as individuals and as a Church. Work is now underway about initiating a programme of teaching and reflection around this crucial subject under the ‘Generous’ banner. This will be a critical part of the context within which the Church is asked to engage with the three year Connexional Central Services Budget proposals.
Review of salaries for lay employees
4. The 2012 Conference adopted the recommendation from the Connexional Allowances Committee (CAC) that for the three years, September 2012 to August 2015, the standard stipend be increased annually by the average of CPI and AWEI. The indices to be used will be those published in October to facilitate more accurate budgeting at circuit level, namely the September CPI and the AWEI for July.  This means that the CAC will propose to the 2013 Conference an increase of 2.15% from 1 September 2013. This has been circulated to District and Circuit treasurers via the usual channels.

5. The application of the above indices to inform increases to the stipend reflects the need to balance effective remuneration with the ability of the Church to pay the assessment, and the political need to consider how pay increases are viewed across the connexion.
6. The Church (on whose behalf the Council acts as an employer) will expect its employees to perform their duties in the furtherance of the needs of the Church and of God’s people.   In return, the Church as a good employer will from time to time consider how staff members are coping with daily life; for example, how rising consumer prices during an economic downturn may be impacting on staff members’ ability to pay bills and meet their financial and familial obligations. 
7. This is not pure altruism. Pragmatically employers need to ensure that staff are as focused and as productive as possible in their work environment so that the employer receives a good return on their investments in that member of staff.  The problem for the Council is how does it, as a good employer, know whether it is offering enough to staff. How does it strike the balance between generosity and recognition of good performance and the longer term need for prudent stewardship over the Church’s finite resources? There is also the need to recognise that the majority of the Council’s employment costs are met by the MCF assessment, which is ultimately derived from the faithful giving of Methodists across the connexion who will have differing views on the extent to which the Council acts as generous versus a prudent employer.
8. A coherent approach to stewardship suggests using the same type of economic indicators for lay staff as the CAC recommends for ministers to arrive at the same base rate for the cost of living. However, these economic indicators are relatively blunt instruments and at best reflect external economic conditions; they are not correlated to any staff performance nor do they reflect the realities of the Church’s reserves or financial strategy at any given time. 
9. This is clearly a delicate balance needing many inputs and variables. Some of these inputs will be how well staff are achieving aspects of the strategy and vision of the Church and whether the employer wishes to reward particular skills and performance. The annual pay review, therefore, is an important time for deliberations and considerations which need to be a balanced mix of variables relating not only to staff performance and achievements but also various economic indicators, key employment market data and the financial need to lower staff costs.
10. In the past, the budget for the annual pay increases for lay employees has not had a significant input from specialists within the Team, including Development and Personnel, because the historical index used was the December RPI, which in recent years has been replaced by what have been seen as pragmatic compromises.
11. In this context, the SRC has agreed that for increases in lay salaries from September 2014, the  Senior Leadership Group will work with the Director of Development and Personnel to identify the elements of an annual increase that are directly related to Church needs and drivers, rather than simply cost of living issues.
12. Given that the formula that has been adopted for the annual review of stipends could be taken to be equally valid for lay salaries, the SRC has agreed that the 2013-14 budget should be calculated using the same increase; 2.15% for lay staff salary increases.
Senior Leadership Group (SLG) Reflections

13. The SLG has spent significant time reflecting on the messages gleaned from the CLF and Council group discussions. In addition to the parameters agreed by the SRC shown in paragraph 2 above, it recognised the following factors:
a. DMLN agreed funding: Based on the Fruitful Field report to the 2012 Conference £3.9 million is still to be paid from the MCF assessment annually, £1 million per annum from the CPF plus £0.927m per annum to be generated from the Network’s assets. £0.825m over two years has been committed from the Fund for Training for DMLN transition costs. The Fund for Training will also need to bridge the gap over the first few years as income from the assets is developed and cost savings take time to flow through. This needs to be communicated transparently as part of the budget. It may need to fund capital works at the Queen’s Foundation and Cliff College.
b. Publishing Costs: SRC’s aim is for these to be neutral by 2014/15. There is no agreed strategy to achieve this, but a review of the Peterborough operation is underway and the outcome will be reported to the SRC in March 2013. The whole pricing policy needs to be examined to enable paid-for materials to cross-subsidise those that are free-issue.
c. Fundraising team: A decision needs to be made as to how the costs should be shown and what is a good income for the Team to have generated. Most income may be to restricted funds, whilst the cost is borne by the MCF.

d. The Education Commission report adopted by the 2012 Conference created a new staff cohort. This is not part of the DMLN and will need to be met from the core budget.
e. There are some natural endings with cost saving implications:
· Olympics Project  has ended

· Belonging Together ends August 2013
· The Inspire Project ends August 2014 (the Project being a supporting part of the Inspire Network but not the whole of it)
· Venture FX – need to explore how phase 2 funding marries into the wider support of any future Fresh Expressions work
f. The budget for Inter Faith work was cut to zero in the budget approved by the Council in March 2011, apart from the Methodist contribution to the work of Churches Together in England (CTE). The Conference temporarily, and in part, reinstated it by adopting Notice of Motion 101 and adding £30,000 back into the 2012-13 budget to cover up to nine months whilst a working party evaluated the situation. Recommendations will therefore be brought elsewhere within the January Council papers which may have a budgetary impact. 
g. Legal fees: Expected to be lower next year but still significant and difficult to contain.
h. Reviewing governance costs is not the key issue. A review of actual governance has to be the starting point. The working party examining the size of the Conference will determine this in part. There may be options about reducing the length of the Conference, but it voted in 2012 against a venue that would have resulted in a significant cost saving.

i. Safeguarding: Core budget increased necessarily from 2012-13, with additional Past Cases Review staffing coming from the Epworth Fund over two years. The actual cost will depend on the number of issues that are found. It was recognised that some districts may themselves be forced to take difficult choices in order to pay for Safeguarding Officers that they did not employ previously.

j. Partnerships:
· Baptist Union making central redundancies and URC staff re-structuring
· Outsourcing pieces of work – not necessarily cost saving in the short term
k. Ecumenical grants: These were reduced in the 2012-13 budget, but work is ongoing to implement that with more choices to be made beyond.

l. Hope in God’s Future: Will there be costs attached to future work? Collection of energy data is a major requirement that will be incorporated into existing mechanisms, but not without significant investment
m. Lay staff pensions: The Council’s auto enrolment staging date is 1 September 2013, so a view will need to be taken on what additional costs that will generate.
n. Cash flow: Although not strictly a budget factor, the Team needs to work with FSC and Investment Committee to increase available MCF cash for day-to-day operations and ‘frontloaded’ expenditure.
14. In the light of all of these factors the SLG will be exploring what options are available, such as reviewing the services offered by the Connexional Team. Such a review may also have implications for current staffing levels. 
15. Initial estimates of 2013-14 income indicate that an overall reduction of at least £1m (around 7.5%) will be required in order to achieve an MCF deficit of £400,000.
16. The encouragement by the SRC to identify specific investments linked to the Church’s direction of travel as a discipleship movement shaped for mission, plus a thorough review of the uses of the Training, Epworth and Connexional Priority Funds, link together.
17. The SLG intends to propose that the Council recommends to the Conference that all, or a substantial part of, the £6m capital of the Epworth Fund be used for specific investment in the future of the life of the Church. It would not be used to substitute the MCF for the core work or staffing costs of the Connexional Team, but rather invested in specific programmes, such as the ONE programme or improvements to infrastructure and systems that are of demonstrable benefit to the Church, such as web-based collection of property schedules and Personnel Files for Ministers.
Methodist Church Fund (MCF) Assessment
18. Although the overall level of assessment income to the MCF for 2013-14 is already known, the formula to determine the following years needs to be agreed by the Conference in 2013. It is intended that two or three options be proposed to the Conference so that it can exercise its role as the strategic decision-making body of the Church by establishing the extent to which it feels it appropriate to cap the annual income to, and hence services provided by, the Connexional Central Services Budget.
*** RESOLUTION:
12/1 
The Council affirms the  general principles for budget preparation outlined in this paper.
APPENDIX

Methodist Council 17th - 19th October 2012 – Budget Preparation Discussion Groups Summary
Four groups met during group discussion sessions at the Methodist Council in October 2012. The groups discussed two sets of questions in relation to budget preparation and its effect on churches in the Districts.

Balanced/Deficit Budget Discussion

The questions addressed in the first group discussion that dealt with a balanced/deficit budget were:

1. What is your guidance about a balanced or a deficit budget?

2. In respect of a balanced budget, what would you be most prepared to lose?

3. In order to bring about what outcomes or focus on which activities would you agree a deficit budget?

4. What else is needed, if anything, to produce a planned longer term budget?
	Balanced/Deficit Budget Group Discussion Responses

	1. What is your guidance about a balanced or a deficit budget?
	· Deficit budget where it connects with what God is calling us to do

· Balanced budget with exceptions

· No problem using money over and above reserves in order to sustain a deficit budget

· No problem with deficit budget if we know the reasoning behind it

· Balanced budget would give some security during time of uncertainly over Fruitful Field

· 3 years rolling budget for revenue
· 5-10 year capital budget plan


	2. In order to bring about what outcomes or focus on which activities would you agree a deficit budget?


	· Unsure of impact of pieces of work on other areas of work

· Redistribution of wealth to area of church in need
· Use of reserves if: part of a sustainable short term transition, for an "invest to save" initiative, for one-off revenue project that has probability of becoming self sustaining, or for a capital investment with social or financial value

	3. What else is needed, if anything, to produce a planned longer term budget?

	· Offer a vision that people want to respond to financially/encourage increased income through giving

· Teaching at grass roots level on tithing/Christian giving/ generosity

· Need to be aware of revenue streams as well as expenditure

· We don’t have data and models and therefore it is hard to understand what the impact is of deficit budgets and changing workloads
· Undertake a zero based budget exercise and write into the rules of engagement of the Conference a requirement to identify resources


MCF Assessment Discussion 

The questions addressed in the second group discussion that dealt with MCF Assessments were:

1. Should assessment be linked to the size of the church?

2. Increase 6% fund management fee or cut costs?

	MCF Assessment Group Discussion Responses
	

	1. Should assessment be linked to the size of the church?
	· No, shouldn’t be linked to membership as not everyone is a member

· Balance Connexional vs. non Connexional value

· Yes, link budget to the size of the Church


	2. Increase 6% fund management fee or cut costs?
	· A Connexional levy of 1/4% on Circuit funds
· Cut areas of work
· Reduce number of District Chairs
· Reduce Committees
· Video Conferencing instead of travel




