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GRANT-MAKING RULES:

COMPLIANCE WITH AUDITING AND CHARITY COMMISSION REQUIREMENTS

1. The 2006 Conference adopted a recommendation that a system of using a commitment or approval basis for grant-making be instituted for connexional funds [Agenda pp 281-285; Resolution 37/4 p. 296 (Daily Record 5/21/1)]. This was a policy decision prompted by the Charities Statement of Recommended Practice (SORP) 2005. 

The Conference also took steps to apply this new policy to the existing commitments made for future grants made by the Resourcing Mission Grants Committee from the Fund for Home Mission, Mission Alongside the Poor Fund, Fund for World Mission and, by implication, the Connexional Advance and Priority Fund (CAPF). The Conference approved changes in the Standing Orders of CAPF to enable a one-off payment from its reserves to cover half the commitments made for future grants from these funds, with the other half coming from the free reserves of the Methodist Church Fund.

2. Questions have since been raised as to (a) whether the policy is required by SORP 2005 to the extent previously thought, and (b) to which funds and processes for grant-making throughout the connexion it should be applied. 

3. With regard to (a), SORPs are recommendations on accounting practices for specialised industries or sectors issued by industry or sectoral bodies recognised for the purpose by the Accounting Standards Board (ASB), and approved by the ASB. A SORP is required to carry a statement by the ASB confirming, as appropriate, that the SORP does not appear to contain any fundamental points of principle that are unacceptable in the context of current accounting practice or to conflict with an accounting standard or the ASB's plans for future standards. 
4. With regard to the Charity sector, what the Charity Commission has done to date is to lay down the rules and principles of best practice and to encourage charities to modify their practices and internal policies accordingly as a way of promoting advocacy generally within the sector. It undertakes annual reviews of charity accounts and highlights perceived trends as well as any areas which, in its view, are not consistent with best practice. Additionally, auditors within the charity sector also seek to add value to the statutory audit by drawing attention of the Audit Committee to areas where in their view, accounts do not fully comply with the spirit and letter of applicable Statements of Recommended Practice - Accounting for Charities (SORP 2005), and where processes are not consistent with best practice.  
(n.b. as an excepted charity, the Methodist Church has to a large extent not been exposed to the same scrutiny as other registered charities of similar size.  For a start, we do not at present submit any accounts or returns to the Charity Commission, which means that they do not have ready access to our accounts.  This is all going to change with the new Charities Act that was passed last year.) 

5. SORPs in general, and those applying to the Methodist Church as an excepted charity in particular, are therefore not in themselves legally binding but the opinion of Counsel on the subject is that a finance professional would have to think twice before deviating from an applicable SORP.  SORP 2005 is therefore now the officially recognised industry standard of “best practice”. 
The Methodist Church would wish to abide by “best practice” unless there is an overwhelming argument for not doing so.
6. SORP 2005 requires reserves to be in hand to cover formal (i.e. legally contracted) future commitments, regardless of future expected income flows. It may not be legally necessary to put funds aside where an informal indication is given that current recipients may make further applications for grants in the future, and that such indications will be looked on favourably if resources allow. But such a situation would require multiple applications for grants and repeated decisions about them, thereby increasing bureaucracy. It would decrease stability for the recipients and increase their uncertainty about the future. Moreover the boundary between formal and informal commitments has yet to be tested in law. 
It would therefore be less than prudent for the Methodist Church not to apply the formal SORP understanding to its grant-making processes. 

7. SORP 2005 applies to grants to third parties. Many Methodist grants however are better understood as intra-organisational contributions from one part of the body of the Connexion to another (e.g grants from connexion-wide funds to districts and circuits, and from district funds to circuits), which mirror the contributions which circuits make to districts and the connexion through the assessment. Nevertheless, the theology of stewardship requires a rigorous planning for the future use of resources and a proper accounting for them even when they are being used within the one body.

It would therefore be less than prudent not to apply the SORP policy to grant-making in the connexion. 

8. With regard to (b), the policy should be applied to other grants made from connexion-wide funds, including the Fund for Property, Auxiliary Fund, Epworth Fund and grants made to overseas partners from the Fund for World Mission.

9. Similarly, the policy should also be applied to grants made from district funds such as District Advance Funds. To help establish this practice, a one-off contribution from CAPF should be made from CAPF to districts to cover the future commitments that they have already made.   

SRC approved the principles and policies set out in this paper.
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