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GOVERNANCE ARRANGEMENTS FOR FINANCE 

FOR THE RECONFIGURED TEAM

Key Point

1   This paper offers a strategic view from the Strategy and Resources Committee (SRC) on the best structures for dealing with financial matters within and beyond the reconfigured Connexional Team, with particular reference to governance issues.  

Starting Points

2   The Team Focus report to the 2007 Conference described new ways for raising and using funds and flows of money related to the work of the Connexional Team. Attention now needs to be given to the best structures for delivering our financial objectives in the new environment. This paper sets out a vision for an ideal structure to be achieved, and a sketch of some of the transitional steps to be taken towards achieving it in the next few years.  

3   The management map of the reconfigured Connexional Team retains a discrete finance office. Within the indicative 96 fte posts in the whole Team, 11 are in this office. The office is within the Support Services Cluster with this Cluster also covering a range of other functions, including IT, property and personnel. The Cluster reports to the Team Secretaries through the Support Services Manager. The draft Job Description for this manager does not require professional expertise in finance.        

4   The Finance office does and will provide services not just internally to and on behalf of the Connexional Team, but also to the wider Church (e.g. through the processing of payment of grants, ministerial stipends and possibly pensions).

5   Outside the Connexional Team, a diverse range of bodies have a proper interest in Connexional finances. These are illustrated in Diagram 1 and include:

· Formal governance roles for the Conference and Council

· Delegated and more detailed work by SRC

· The Finance Sub-Group of SRC, which has the single task of acting as employer on pension fund matters

· The Audit Committee of the Council, with a brief reviewed by the October 2006 Council and reproduced as Appendix 1

· The external auditors Baker Tilly, mainly focused on their statutory duties 

· The Conference Financial Committee, which advises the Conference while it is in Representative session

· The Investment Management Committee of the Strategy and Resources Committee, which works with the Central Finance Board (CFB) on investment strategy

· The Accountancy Support Group, an orphan of the former Property Committee, which advises local churches and circuits on accountancy requirements and best practice

· The Connexional Treasurer, with a wide-ranging brief given by the October 2006 Council and based on a “Vision for the role” which saw it both as an autonomous part of the checks and balances of the governance process and an exceptionally well-informed financial advisor to Team, SRC and Council discussions (see Paper MC/06/106A). 

6   In addition, the CFB and the Trustees for Methodist Church Purposes (TMCP) both relate to the Methodist Conference and have roles to play in financial matters for the different parts of the Connexion. 

7   One of the Ground-Clearing Projects addressed the myriad of Connexional grant-making processes. The Council agreed to move to a unified and simplified system. Work is in progress on converting the broad principles into practical proposals about structures and processes and these will come to the April Council. The Finance structures will need to be able to support work on the budgets for the grant-making processes and the disbursement of grants. 

8   On 13 November 2007 JSG met with the Connexional Treasurer, the Chair of the Audit Committee, an external consultant (Christopher Daws, former Deputy Secretary of the Church Commissioners), the Director of Finance and the designated Secretary for Team Operations to consider the way forward.  This paper emerges from that Consultation plus further input from the Audit Committee and SRC.     

Areas to Improve

9   The Consultation concluded that the Church could reasonably expect to make significant improvements in all the following areas within the next year or two:

· Simplifying the network of financial bodies supporting the governance bodies and the staff 

· Increasing the capacity within the Team for the provision and use of financial management information

· Refining further the role of the Connexional Treasurer 

· Giving a sharper focus in the work of the Finance staff by means of the Uniquely and Best test

· Ensuring financial processing is delivered as efficiently as possible, with a commensurate review of staffing levels

The Network of Financial Bodies

10   SRC now suggests to the Council that the current financial groups outside the Team should be simplified and their roles clarified as following. Diagram 2 illustrates the plan. New Standing Orders would be needed to underpin the proposals in paragraphs 11 and 13.
11   The Finance Sub-Committee of SRC

The brief of this sub-committee should be substantially revised and enhanced. An outline of its new way of working is set out in Appendix 2. In brief, the sub-committee:  

· Should look forwards financially (whereas the Audit Committee looks backwards)
· Should be appointed by SRC but not necessarily from amongst its members
· Should have contact with, but have distinct functions from, the Audit Committee  
· Should subsume the work of the present SRC Sub-Group, and provide the core of the Conference Financial Committee
· Should be chaired by the Connexional Treasurer who would be its link and reporting line into SRC 
12 The Audit Committee

The Audit Committee would be able to work to its 2006 Charter with responsibilities outside the Charter being more clearly located elsewhere in the structure. The Audit Committee: 

· Should look backwards in terms of accounts (whereas the Finance Sub-Committee looks forwards)
· Should be appointed by the Conference upon the nomination of the Council [SO 213A(1)]
· Should have contact with but remain distinct from the SRC Finance Sub-Committee  
· Should fulfil the responsibilities in SO 213A(5) and in furtherance of these have a communication line with the Connexional Team management through the Support Services Manager attending the Committee. 

13  The Investment Management Committee

· Should be appointed as now by the SRC 
· Should be accountable to the SRC 
· Should have a membership which overlapped with that of the SRC Finance Sub-Committee
· Should have specified delegated powers to agree investment decisions within agreed broad policies
· Should be chaired by the Connexional Treasurer
14     The Accountancy Support Group

· Should be appointed by the Connexional Team

· Should continue to give advice on accountancy questions when requested by the Team

· Should function as a network, called together when necessary 

· Should be administered by the Finance office 

Financial Management Information in the Team

15   Currently there is very little capacity in the Finance office for constructing management information or for forward-looking financial work. One consequence is that compared with senior management groups in many other organisations, JSG rarely consider financial out-turns or look at the financial aspects of new proposals in detail. The Consultation was clear that an enhanced capacity was needed in the Finance office of the reconfigured Team to support this type of work. 

16   Participants in the Consultation from outside the Team were insistent that there should be easy access from the Finance office to the Team Secretaries, so that strategic planning was intimately linked to financial planning.  

17   SRC agreed with the Consultation in supporting a dedicated sub-office within Finance with its focus on management information and supporting the Team and Connexional leadership in the financial dimension of their work. Not having dedicated staff has in practice resulted in this work being crowded out as the essential accounting tasks have taken precedence. 

18   SRC therefore agreed with JSG that the balance of the Director of Finance’s job should be shifted so that (s)he spends a substantial share of time on the wider finance questions rather than the narrower accounting issues.  In parallel, the functions of the Finance office should be broadened so that some staff are able to specialise in this wider finance work. There will have to be transitional arrangements to achieve such a goal: see paragraphs 22-24 below.

Role of Connexional Treasurer

19   The October 2006 Council accepted (via papers MC/06/106, 106A and 106B) a revised pattern for the Connexional Treasurer role which included it being done by more than one person. In practice there is currently only one Connexional Treasurer who to a significant degree defines his role as filling in where there are gaps in the staff knowledge and competence. 

20   If the recommendations in this paper were accepted and implemented, the vision set out in those papers would have to be modified and could be improved. Because the Team capacity and competence should improve in the medium term, the overlaps in the Job Descriptions of the Director of Finance and Connexional Treasurer could be reduced. Nevertheless there would be continuing role for Connexional Treasurers that would have undiminished significance. These would include providing or ensuring:

· The guaranteed presence on governance bodies and the independent scrutinising of business for its financial implications  

· The role of critical friend to the Team Secretaries and Finance staff, especially with regard to the application of technical matters to a Church context 

· The check that statute and Methodist law is being observed

· The link with volunteer Treasurers at local level

21   These roles could be divided between more than one person or different aspects of the same role could be divided if two (or more) Connexional Treasurers had expertise in different areas

Steps towards achieving the Ideal

22   JSG would seek to continue the process that it has already begun with the current Director of Finance of re-examining the processes and computer systems used by the accounting side of the existing office, with a view to a radical improvement in efficiency. JSG has already made a commitment to put in new computer systems as soon as is feasible. A first stage in restructuring the office was also completed in the last twelve months with the help of the Chair of the Audit Committee, who would be consulted in further explorations together with other appropriate advisors.   

23   The limited skills of some of the staff identified by the current Director of Finance is a severe constraint and is being addressed. There are therefore some shifts that should be able to be achieved before September 2008. As with other parts of the Team, part of the application of the Team Focus principles has been to ask which of the working patterns the Finance office has inherited from the past represent the best use of reduced Team resources.

24   The scope and the realistic timetable for efficiency gains should become clearer when the current review of IT for the Team is complete. JSG are minded to make the upgrade of finance systems the first priority.
25   In the longer term JSG would expect a significant improvement in effectiveness in the Finance office.  Staff dealing with the proposed finance functions could be appointed as soon as possible, with a view to reviewing the functions of those dealing with accounts when the new systems are in place, and then reconfiguring the staffing of the whole office in two or three years’ time. The Finance Director would continue to have management oversight of those dealing with ministerial stipends and benefits, and those dealing with pensions work (on a service level agreement paid for by the Pension Funds). What is achievable in terms of overall staff reductions substantially depends on what systems investment is made and the quality of staff employed.
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APPENDIX 1

The Methodist Church Audit Committee Charter

TERMS OF REFERENCE

1. OVERALL PURPOSE/OBJECTIVES
The Conference each year shall appoint, upon the nomination of the Methodist Council a Connexional Audit Committee as set out in the Constitutional Practice and Discipline of the Methodist Church under Standing Order 213A.

The Audit Committee will oversee the financial reporting process to ensure the balance, transparency and integrity of the Financial Statement required by Standing Order 360 which is presented to Conference on an annual basis.  The Audit Committee will also review the effectiveness of the internal financial control and risk management system; independent audit process including recommending the appointment and assessing the performance of the external auditor, the process for monitoring compliance with laws and regulations affecting financial reporting.

In performing its duties the Committee will maintain effective working relationships with the Council, the Strategy and Resources Committee, the Connexional Team and the external Auditors.  To perform his/her role effectively, each Committee member will need to develop and maintain his/her skills and knowledge, including an understanding of the Committee’s responsibilities and of the operation of the Methodist Church and the management of risks.

2. AUTHORITY
The Conference authorises the Audit Committee under Standing Order 213A within the scope of its responsibilities to:

2.1 perform activities within the scope of its Charter

2.2 request the attendance of the Connexional Treasurer, any Connexional Team member and finance officer, and representatives of SAEs at meetings as appropriate,

2.3 have unrestricted access to members of the Connexional Team (termed management in this document), Chair of the SRC, employees and relevant information,

2.4 establish procedures for dealing with concerns of employees regarding accounting, internal control or auditing matters,

2.5 be directly responsible for the appointment, compensation, retention and oversight of the work of the external auditor,

2.6 approve all auditing fees and terms as well as reviewing policies for the provision of non-audit services by the external auditor.

3. ORGANISATION

Membership

3.1 The Council will nominate the Audit Committee members.  The Chairman of the Audit Committee will be appointed by the Conference. Members of Connexional Team are not eligible to be members.

3.2 The Audit Committee will comprise of five members.

3.3 A quorum of any meeting will be three members. 

3.4 Each member should have skills and experience appropriate to the business of the Church.

3.5 Each member shall be financially literate: at least one member must have accounting or related financial expertise.

3.6 Members will be appointed for a period of six years and may be reappointed annually for a period of not more than a further three years.

3.7 The Minute Secretary of the Audit Committee will be appointed by the Connexional Team.

Meetings

3.8 Only Committee members are entitled to attend meetings.  The Audit Committee may invite such other persons as it deems necessary (e.g. appropriate members of the Connexional Team, the Finance Director).

3.9 The external Auditors should be invited to make presentations to the Audit Committee as appropriate.

3.10 Meetings shall be held not less than three times a year and should correspond with the Methodist Church’s financial reporting cycle.

3.11 Special meetings may be convened as required. The secretary will convene a meeting on receipt of a request by the external auditors.

3.12 After consulting the Chairman of the Audit Committee the secretary will circulate the agenda to the members in a reasonable period in advance of each meeting.

3.13 The Secretary of the Committee shall circulate the minutes of the meeting to members of the Committee and to members of the Strategy and Resources Committee.

3.14 As a minimum, the Chairman of the Committee (or other member of the Committee) shall attend the Council meeting at which the financial statements are approved.  

3.15 The Audit Committee will meet with external auditors at least once a year without management being present.

4. ROLES AND RESPONSIBILITIES

The Audit Committee will:

Internal Control

4.1 Evaluate whether the management is setting the appropriate ‘control culture’ by communicating the importance of internal control and management of risk.

4.2 Understand the internal control systems implemented by management for the approval of transactions and the recording and processing of financial data.

4.3 Understand the controls and processes implemented by management to ensure that the financial statements derive from the underlying financial systems, comply with the relevant standards and requirements, and are subject to the appropriate management review.

4.4 Evaluate the overall effectiveness of the internal control and risk management frameworks and consider whether the recommendations made by the external auditors have been implemented by management.

4.5 Consider how management is held to account for the security of computer systems and applications, and the contingency plans for processing financial information in the event of a breakdown or to protect against computer fraud or misuse.

Financial Reporting

4.6 Gain an understanding of the current areas of greatest financial risk and how these are being managed.

4.7 Review significant accounting and reporting issues including recent professional and regulatory pronouncements, and understand their impact on financial statements.

4.8 Oversee the periodic financial reporting process implemented by management and review the interim financial statements and annual financial statements.

4.9 Meet with management and external auditors to review the financial statements, the key accounting policies and judgements, and the significant adjustments arising from the audit.

N.B. The SRC will recommend the Accounts for approval.

Compliance with Laws and Regulations

4.10 Review the effectiveness of the system for monitoring compliance with laws and regulations and the results of management’s investigation and follow-up of any fraudulent acts of non-compliance.

4.11 Be satisfied that all regulatory compliance matters have been considered in the preparation of financial statements.

Working with Auditors

4.12 Review the findings of regulatory agencies and professional qualification of the auditors (including background and experience of partner and auditing personnel).

4.13 Consider the independence of the external auditor and any potential conflicts of interest.

4.14 Review on an annual basis the performance of the external auditors and make recommendations to the Council for the appointment, re-appointment or termination of the appointment of the external auditors.

4.15 Review the external auditors’ proposed audit scope and approach for the current year in the light of the Methodist Church’s present circumstances and changes in regulatory and other requirements.

4.16 Discuss with the external auditor any audit problems encountered in the normal course of audit work, including any restriction on audit scope or access to information.

4.17 Ensure that significant findings and recommendations made by the external auditors and management’s proposed response are received, discussed and appropriately acted upon.

4.18 Discuss with the external auditor the appropriateness of the accounting policies applied in the unified statement of Connexional finances and whether they are considered as aggressive, balanced or conservative.

4.19 Meet separately with external auditors to discuss any matters that the Committee or auditors believe should be discussed privately.  Ensure the auditors have access to the Chairman of the Audit Committee when required.

4.20 Review policies for the provision of non-audit services by the external auditor.

Reporting Responsibilities

4.21 Regularly update the Strategy and Resources Committee about the committee’s activities and make appropriate recommendations.

4.22 Prepare an annual report for the Council on the Audit Committee’s activities.

Evaluating performance

4.23 Evaluate the Committee’s own performance, both of individual members and collectively, on an annual basis.

Review of the Audit Committee Charter

4.24 Review the Audit Committee Charter annually and discuss any required changes with the appropriate member of the Connexional Team.

4.25 Ensure that any changes to the Charter are approved by the Council.

APPENDIX 2

PROPOSED SRC FINANCE SUB-COMMITTEE

A Suggested Pattern

1   Appointment

· Chaired by a Connexional Treasurer

· All individuals sharing the Connexional Treasurer role to be members

· Five other members appointed by SRC, of which at least one other should be drawn from its own membership

· Membership could overlap with membership of the Investment Management Committee or the Audit Committee.

2   Purposes

· To provide expert advice on financial matters to the SRC

· To provide the core membership of the Conference Financial Committee (SO 136A) if sufficient knowledge and expertise is available

· To act as the employer in discussions with the Trustees of Connexional pension funds (the role currently undertaken by the existing SRC Finance Sub-Committee) 

· To monitor and review the Risk Register

3   Way of Working 

· Team staff, mainly from the Finance Office, would service the Sub-Committee

· The Sub-Committee would focus mainly on the future rather than monitoring the past, and normally offer SRC a range of viable options 

· In particular, the Sub-Committee would give regular attention to budget formation, reserve policies and pensions issues

· The Sub-Committee would receive reports from the Investment Management Committee and advise SRC on any matters needing their attention

· The Sub-Committee would be available to offer professional advice to the Head of Finance and other senior staff when requested   

· The Sub-Committee would develop a cheerful complementarity with the Audit Committee

· For each Conference, the Sub-Committee would seek to provide sufficient of its members who were also members of the Conference to form the core of the Financial Committee

4   Rhythm of Meetings

·  The Sub-Committee would meet as required but typically prior to each SRC meeting 

· The Sub-Committee would dovetail its meetings with the cycles for preparing the Connexional budget and the annual accounts

