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24 September 2008

Report to the Session of St John’s in the City

REVIEW OF THE RULES TO GOVERN THE

ST JOHN’S-IN-THE-CITY CAPITAL TRUST FUND
PURPOSE OF REPORT
1.
The Session of St John’s in the City at its meeting on 2 April 2008 agreed to set up a small working group to review the Rules governing the St John’s Capital Trust Fund
.  This was done in order to identify options to restructure the Rules which might give St John’s access to “greater flexibility” in funding its operations “while still meeting its original intent”. A report was requested for consideration by Session at its meeting in October 2008. 

2.
A need had been identified by Session to look again at the major source of funding available to St John’s given the many competing requests for funding, including several initiatives being developed by Session itself.

3.
The working group of David Galt, Peter Isherwood, Glen Labrum, Elaine Pearse and Ailsa Salt was appointed by Session on the 7th May 2008.  

BACKGROUND:

4.
It is important firstly to understand how the Capital Trust Fund came into existence and what the purpose and intent of the congregation was in approving the Rules to govern the Capital Trust Fund.  Eighteen years after their agreement knowledge of their development and the intent of the congregation is, arguably, not well known so we have summarised the history below.

Funds for maintenance of property:  
5.
At the end of 1985 the Board of Managers set up a committee of members of the congregation to consider how the church could find sufficient funds to pay the cost of maintenance of all its old wooden buildings and, if possible, upgrade the old Sunday school complex on the site.  The church had no capital or maintenance reserves and had ahead of it major maintenance costs of painting and reroofing.  It had no funds for upgrading the Sunday school complex.  Maintenance, wherever possible, was being done by members of the congregation and the huge burden of trying to maintain the property was not allowing members to put their effort into growing the church.  The congregation did not wish this to continue.   
Sale of Plot Ratio:
6.
The committee learnt that the Wellington City Council Town Plan then allowed for owners of Historic Places Trust listed heritage buildings to sell part of the building site’s entitlement to floor space (its plot ratio) to compensate for not being able to fully use the site
 and to provide funds for restoration or upkeep of the historic building.  As St John’s had two listed historic buildings
 it was able to take advantage of this provision and, with the approval of the Wellington City Council and the Presbyterian Church Property Trustees, proceeded to tender part of its plot ratio, for which it received $7.063 million. 

Deed signed with Wellington City Council:
7.
 The Church Property Trustees, on behalf of St John’s, signed a Deed with the Wellington City Council in April 1987 which agreed to the sale of the plot ratio and most importantly included a requirement on St John’s to “not make unlawful use of the buildings” or “willfully of negligently destroy them or alter them in such a way that they no longer have the physical state in which they were registered in the District Schemes”. We also cannot “permit them to become of such a state that they cannot reasonably be occupied for any normal use or cannot be allowed to remain erect”.

8,
If the requirements of the Deed with the Wellington City Council are not complied with any development rights the Church did not transfer may be cancelled by resolution of the Council. But more than that, the Deed is a legally and morally binding agreement entered into by the Church Property Trustees to which we are committed in perpetuity.
Maintenance of Property:
9.
New Zealand’s Christian and cultural heritage is much intertwined.  Many of its heritage buildings are churches and homes erected prior to 1900.  St John’s has one each of these buildings; the Church and Spinks Cottage. 

10.
Parliament has decreed
 that as a country we must recognise and save those buildings that are deemed of national historic value and has provided the mechanisms by which they can be identified and listed.  Central and Local Government have legislative powers to protect heritage buildings and sites.  Local Government has the right to ensure that owners of such iconic buildings maintain them in a satisfactory condition and can require owners to enter into deeds for that purpose, especially when it is an action of the Council which allows an owner to gain, from a Council town planning rule, substantial funds for no direct cost or effort by the owners.

11.
St John’s has provided Christian witness and leadership to the Wellington community for over 150 years and the church buildings and the land on which they stand have been an important part of that witness.  Spinks Cottage shows the domestic history of part of the inner city.  These buildings remind us of our past and are a positive witness of what our forebears did and left for us.  They are to treasure, to enrich the present and encourage us to meet the challenges of the future.  The ambience created by their close proximity within the Church precinct creates a special quality that exists nowhere else in Wellington.  Their heritage and spiritual values are not just of importance to the whanau of St John’s in the City, but to the city of Wellington and to the nation
.  

THE TRUST FUND RULES
Rules to Govern the Capital Trust Fund and Distribution of income:
12.
The congregation confirmed the primacy of inflation indexing and of expenditure on maintenance of buildings in agreeing to the Rules to Govern the St John’s Capital Trust Fund which sets out the management of the funds from the sale. The Rules were not produced in haste; they were the result of considerable thought and deliberation with the benefit of specialist advice. They were finally placed before the congregation in 1990 and approved without dissent. 

13.
The Congregation of the time obviously felt very strongly about the Rules to Govern the Capital Trust Fund. Not only were they passed without dissent, but the procedure to change the rules was made extremely onerous.  Any changes require a majority agreement at a general meeting of the Congregation, followed by a postal vote of all members with 40% of the ballot papers being returned and 75% of those returned being in support of the change.
14.
In summary, the congregation approved use of the income from the Capital Fund in the following order of priority. 

a)
Maintaining the Capital sum of the Trust Fund in real terms by crediting to the capital sum an amount equivalent to the increase in the Consumer Price Index for that 12 month period.

(b)
Paying any expenses of the Trustees, the Council, or the Investment Committee incurred in the administration of the Trust Fund.

(c)
Ensuring a high standard of maintenance and preservation of the church property, including buildings and furnishings, as a site of national importance, and meeting the requirements of the Wellington City Council as set out in the Deed relating to the transfer of the plot ratio.

(d)
Adjusting the Capital sum to take into account any permanent gains or losses in addition to the inflation adjustment set out in para (a) above.

The balance of the income is to be held in the Presbyterian Investment Fund of the Presbyterian Church of Aotearoa New Zealand to be disbursed as follows:

(e)
Meeting any shortfall in the current financial commitments of the parish as approved by the council or congregation.
(f)
Financing further capital developments for St John’s which have been properly authorized.

(g)
Supporting the wider work of the Presbyterian Church within the Wellington Presbytery or within or beyond New Zealand.

(h)
Supporting other Christian charitable or community causes.

First calls on the income from the Capital Trust Fund:
15.
 All the documents, reports and recommendations from the Board of Managers to the congregation make it very clear that the first calls on the income from the Fund are to be the inflation indexing of the capital, administration costs of the fund, and the maintenance of the buildings. 

Inflation indexing of the fund:  
16.
Inflation indexing was seen as essential for the long term management of a capital fund which is required to meet a perpetual obligation.  At this time New Zealand had been going through a long period in which inflation ranged between 10% and 18% per annum.  In addition, the Church Property Trustees policy was that all capital funds of the nature of the St John’s fund which are held in perpetuity, must be fully inflation indexed.  Not to do so, or to only partly inflation index the fund, would have been contrary to the belief and commitment of the congregation that St John’s as well as the Capital Trust Fund were both perpetual commitments and obligations. 

17.
Any move to not fully inflation index the Capital Trust Fund would in effect mean that the present generation would be using funds that rightfully belonged to future generations, in other words, transferring the cost of an obligation entered into now on to future generations.

18.
It is important to consider the effect of not fully inflation indexing the Capital Trust Fund.  Here are some key facts to consider:

· If there had not been full indexing up to September 2008 the fund would be worth only 55% of what it now is and St John’s would now receive at least 45% less income from the fund.  

· If the present fund of $12.843m is grown each year by setting aside funds equal to inflation of 2.5%, it will be worth $26,939m by 2038/39.  This amount will be needed to give income of $478,000 in today’s money.
· If the fund is not indexed, it will remain at $12.843m with a consequential reduction in real income by more than half the current amount by 2038/39.  

19.
Appendix One includes a number of graphs and related text that outline more fully the impact of not fully inflation indexing the Capital Trust Fund.

MANAGEMENT OF THE CAPITAL TRUST FUND

Church Property Trustees:
20.
The Presbyterian Church of Aotearoa New Zealand is the legal owner of all property, buildings, land and funds raised from the sale of such capital assets, of individual Presbyterian churches north of the Waitaki River.  This includes capital trust funds such as St John’s, as the fund came from the sale of a capital asset, an entitlement to development, thereby decreasing the capital value of the Church’s site.  
21.
The Presbyterian Church Property Act 1885 and its amendments govern how property must be managed.  The Church Property Trustees administer the Church’s responsibilities in relation to the Act and are the legal entity in which the property is vested.  Funds under the control of the Church Property Trustees are managed in accordance with the requirements of the Presbyterian Church Property Act 1885 and the Trustees Act 1956.  The Acts require trustees to be prudent when investing funds.  All decisions made about the sale of capital property require the final approval of the Church Property Trustees.

Investment Advisory Committee. 
22.
In 1987 St John’s established an Investment Advisory Committee to advise the Church Property Trustees on the investment of the Capital Trust Fund.  It is formally constituted in the Rules to Govern the Trust Fund.  The Church Property Trustees were agreeable to this as they retained the final decision making power for the investments and could decline any investment advice they were concerned about.   Members of the congregation with expertise in financial investment have been members of the committee over the years.

23.
The Investment Advisory Committee, when advising on investments, must follow the Statement of Investment Policy and Objectives approved by St John’s Council (last updated in 2003 and presently under review).  It also needs to follow principles to help ensure all important decisions are taken consistently.  Past practice has effectively included the following principles:
· Maximise income from trust investment while maintaining prudent financial management and governance practices

· Achieve a high degree of security for the investments

· Inflation adjust trust funds

· Achieve steady income flows

· Keep administration of the funds simple and manageable.

At present most investments are held in high quality fixed term securities which carry a credit rating of not less than ‘A’ from a top international rating agency.
USE OF INCOME FROM THE CAPITAL TRUST FUND:

24.
Over the last 15 years St John’s has received $12.4m in income from the Capital Trust Fund after deduction of the Church Property Trustees administration fees.  Inflation indexing over that period has amounted to $3.7m leaving $8.7m for Church expenditure.  Of that, the property costs have been $2.7m, leaving $6.0m for “meeting any shortfall in the current financial commitments of the parish as approved by the council or congregation”.
25.
Included in the property costs in St John’s Annual Financial Statements are not just repairs and maintenance but general running costs such as rates, insurance, improvements and equipment, electricity and the costly item of depreciation for which accounting rules specify the formula for its calculation.  Repairs and maintenance of the whole site and the manses is less than 50% of the $2.7m allocated to property costs over those 15 years.

26.
Costs of St John’s general church activities (staff, communications, general expenses) were $5.0m and the wider work (PCANZ levies outreach appeals, BGI, VUW lectureship etc.) $3.3m.  These costs came to $8.3m, 75% of which was funded by the balance of $6.0m from the interest from the Capital Trust Fund (see para 24) and 25%, ($2.3m,) from rentals, congregational giving and donations.
SUMMARY:
27.
In summary, the Working Group concludes that:

· the Board of Managers in 1985 when establishing the committee that resulted in the sale of the plot ratio, asked the committee to consider how St John’s could find sufficient funds to pay for the cost of maintenance of its buildings  and if possible upgrade the old Sunday School complex;
· at the time of the sale of the plot ratio, the Church Property Trustees entered into a Deed with the Wellington City Council to ensure the buildings did not become of such a state that they cannot “reasonably be occupied for any normal use or cannot be allowed to remain erect”;
· there are legislative, contractual and moral obligations to maintain the heritage buildings of the Church and Spinks Cottage;
· this need to ensure maintenance of buildings was included in the Rules to Govern the Capital Trust Fund as the second major use of the income from the Capital Trust Fund;
· the Rules to Govern St John’s Capital Trust Fund set out the priority for distribution of the income from the Capital Trust Fund and this were given very careful consideration at the congregational general meeting that agreed without dissent to approve the Rules to Govern the Capital Trust Fund;

· the congregation was very clear in its intent that the Capital Trust Fund, like St John’s itself, was to be seen as a perpetual commitment and obligation so it should be fully inflation indexed.
· the policy of the Church Property Trustees, which has final legal responsibility for the Capital Trust Fund, is to regard capital funds such as St John’s as funds in perpetuity; 
· inflation has averaged 2.8% since 1987 when the Capital Trust Fund started so if it had not been fully inflation indexed since 1987, by September 2008 there would be 45.0% less income to spend;

· if the Capital Trust Fund is not fully inflation indexed, the present generation would be using funds that rightfully belong to future generations, transferring the cost of an obligation entered into now onto future generations;

· under the current Rules, St John’s has funds to maintain its buildings in perpetuity, thus leaving its congregation free to concentrate on growth of the church within and without the congregation;
· over the last 15 years 48% ($6m) of the Capital Trust Fund income has been used for general financial commitments and activities of the parish, 30% ($3.7m) has been used for inflation indexing and 22% ($2.7m) for property maintenance and running costs.
CONCLUSION:
Change of the Rules is not prudent:
28.
The unanimous view of members of the working group is that it is not prudent in the short or long term for the Rules to Govern the Capital Trust Fund to be changed.  

(a)
We are not persuaded that the concerns, desires and principles which motivated the congregation at the time of the approval of the rules are less valid now than they were then.  We believe the foresight they demonstrated and the principle they espoused, that the Capital Trust Fund should be passed on to future generations with the same monetary values in real terms as when the plot ratio was sold, still holds true.

(b)
The impact on income of doing anything less than full inflation indexation of the Capital Trust Fund shows how quickly the value of the fund can be eroded.  

(c)
We do not see that the requirement that priority to be given to maintenance of property can or should be changed given the legal and moral commitments the Church has to properly maintain its heritage buildings and site.
(d)
Inflation continues to erode the value of New Zealand’s currency.  New Zealand’s 2.8% average rate of inflation since the inception of the Capital Trust Fund by itself indicates the risk.  Historically inflation has fluctuated over the years. The current rate of 4% is likely to go higher in the short term and overall inflationary pressures are stronger now than at most times during the last 20 years.  

Other sources of funds: 
29.
That still leaves the question of where St John’s might source further funds for its programmes from – the primary reason for reviewing the Rules to Govern the Capital Trust Fund in the first place.  There are alternatives and we would suggest that:

(a) Session and Council could consider establishing a second fund separate to the  Capital Trust Fund, with the aim of: 

· earning a substantially higher return over time; 

· providing access to funds which could be used flexibly in future; and 

· providing some protection against possible future periods when inflation exceeds the returns available on the Capital Trust Fund.

The Investment Advisory Committee consider that they can not guarantee that the required inflation protection will be achieved if a greater proportion of the Trust Fund was placed in higher yielding but more volatile assets such as shares and properties.  Consequently, St John’s has had to invest largely in fixed interest securities to date, with the probability of lower long term returns being achieved, and ultimately less funding being available for Church activities.

Saving a small additional amount each year (we suggest 0.25% of the Trust Fund returns) and placing it in a separate fund would allow higher-return investments to be undertaken.  Moreover, because this fund was sourced from income, not the sale of a capital asset and therefore subject to the Church Property Trustees rules on use of capital, it would be available for any St John’s purpose and would be beyond the requirements of inflation indexing.  Importantly, having the additional cushion of this fund would allow the Investment Advisory Committee, with the consent of the Church Property Trustees, to invest a greater proportion of the Trust Fund in higher yielding growth investments and still feel confident that full inflation indexing requirements were being met.
The return from creating a new fund comes not only from the income earned by the new fund itself, but also from the additional income earned by the Trust Fund.  This makes investment in the new fund an outstanding opportunity for the Church. Calculations have indicated that saving 0.25% each year of the current expected 6% to 7% annual income from the Trust Fund could, in 30 years time, yield additional annual income of $73,000 (in today’s dollars); all able to be used for St John’s activities.  This would also provide a buffer against St John’s not being able to fund its activities from Capital Trust Funds when inflation exceeds interest returns – as happened in the early 1950s, 1970s and 1980s in New Zealand and is happening in the United States now.  Is this a legacy that we can leave for future generations?
(b)
There is scope to raise more funds from the congregation for specific outreach and development programmes.  Congregational giving at St John’s remains extremely low on a per head basis. This may partly be because members of the congregation believe large funds are available. Educating the congregation about the nature of the trust funds and the obligations to provide for maintenance and inflation adjustment that arise from the way the funds were acquired may help to promote better giving.

(c)
The amount available to St John’s for discretionary spending after the deduction of the inflation adjustment and property maintenance and running costs (rates, insurance, depreciation, electricity, improvements and new equipment) is substantial. For the June 2009 year budgeted figures are $640,000, in 2010 they are $763,000 and in 2011 they are $784,000.  There is surely scope for St John’s to prioritise within the funding available for its expenditure and continue to secure an ongoing stable amount of funds.

These alternatives suggest that other approaches to improving St John’s income flows over time are available, which may help achieve the same ends as any adjustment to the Capital Trust Fund rules but without jeopardising income for future generations at St John’s.

RECOMMENDATIONS:

1.
The Working Group recommends that no changes be made to the Rules to Govern the Capital Trust Fund at this time.

2.
That the Finance Committee and the Investment Advisory Committee undertake further research on the options raised in para 29 Other Sources of Funds, and report to the Session and Council in March 2009.                    

David Galt, Peter Isherwood, Glen Labrum, Elaine Pearse, Ailsa Salt

Session Working Group
St John’s in the City

Appendix One

GRAPHS SHOWING EFFECT OF ADJUSTING TRUST FUNDS FOR INFLATION ON ST JOHN’S INCOME

These graphs show the effect of adjusting or not adjusting St John’s Trust funds for the effects of inflation over time.  They all show the effects of the different approaches taken for four years – 2008/9, 2009/10, 2038/39 and 2058/59.
Assumptions must be made in each case for all of these projections and are explained under each graph.
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This first graph shows the amount of income available to St John’s from trust funds available at 30 June 2008, after the inflation in that year of 4% which took the funds available to $12,843,012.  

Cumulative inflation from the June quarter of 1987, when we first received trust funds has been 77.1%, with a decline in purchasing power of 43.5%.  Had we not adjusted the original funds for inflation since the June quarter of 1987, we would now have 43.5% less trust fund income to spend.  Inflation has averaged 2.8% per annum over the period.

The graph above shows what would happen with a 7% return on invested funds and 2.5% inflation, leaving a net 4.5% annual long term real return.  Arguably this real return is higher than we can expect from fixed interest long term and historically, there are periods of high returns and negative real returns, where inflation exceeds interest – such as are being experienced by the USA and China right now.

If we adjust for inflation each year, we can derive an income of $578,000 each year from the Trust funds, into perpetuity.  If we don’t adjust for inflation, while we could enjoy an income available for spending of $899,000 in 2008/9, by the following year, it would be down to $877,000 in today’s money, to $429,000 in 2038/39 and $262,000 in 2058/59 – having by then lost 71% of its value.  The real value of trust fund income would continue to reduce from that point too.  Whether even this result is achieved depends to a large extent on Government policy.  Over the last 20 years, New Zealand Governments have been concerned to keep inflation down.  Earlier, they were much less concerned about doing so and there is no guarantee that they will have such concerns in future.
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The second graph above shows what happens to funds available for spending at our discretion, after provision for maintenance as a priority expense, with the same 4.5% real return.  The graph assumes we provide for depreciation and maintenance at $200,000 each year.  (St John’s provided for $247,000 of property expense in 2006/7, of which $62,000 was depreciation, and $61,000 related to manses.  Had depreciation been provided for at normal Financial Reporting Standard rates, a further $27,000 would have been provided.  Overall, $200,000 pa looks like a reasonable long term figure for full maintenance of existing buildings.)

Maintenance of property can reasonably be seen as a priority, as it is recorded as such in our policies for handling Trust funds.  On this basis, St John’s could expect $378,000 available per annum for other spending into the future.  If we then did not provide for inflation, but continued to provide for maintenance and depreciation as a priority, income available for other expenditure in today’s money would drop from $699,000 in 2008/9 to $677,000 in 2009/10; $228,597 in 2038/39; and $61,560 in 2058/59.
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In this graph, instead of a 4.5% real return long term, we assume 3.5% – say from 2.5% inflation and 6% interest – arguably a more realistic assumption.  Inflation adjusting gives us $450,000 pa into perpetuity – including to cover maintenance costs.  Not inflation adjusting reduces the income available from $771,000 in 2008/9 to $752,000 in 2009/10; $367,000 in 2038/9; and $224,000 in 2058/59.
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The last graph shows the effect of saving a further 0.25% of funds each year.  Reinvested, this could earn a higher return of 8% compared with 6% on the largely fixed interest investments now held.  (The reason is that the Trustees who invest our trust funds consider they could not guarantee the inflation adjustment now required if we invested in higher return/higher risk securities such as shares – but could do so with any additional amount saved.  Shares should be able to achieve an 8% long term return, but with more fluctuations from year to year.)  Saving the 0.25% higher amount would allow a higher return to be achieved on a proportion of remaining trust funds as well, as there would be some reserve to cover fluctuations.  Overall, St John’s income available for spending in today’s money would grow from $417,000 in 2008/9 to $490,000 by 2038/39 and $538,000 in 20058/59.  This would have to cover maintenance and the lower of the two sets of bars in the graph shows what would be left if providing for $200,000 for property expenses each year.  Funds available for other activities would grow from $217,000 to $338,000 over 50 years.  A further advantage of such an approach would be that St John’s would have a reserve to cover the inevitable years when inflation exceeds interest income, which we do not have at present, as well as earning a higher rate of return overall.

� The wording of the resolution referred to the ‘Trust Deed’, (properly called the Trust Fund), however it is actually the ‘rules’ as agreed to by the Congregation which set out how the Trust will operate, that are open to review, not the Trust itself (See para12).


� In a development sense, i.e. we cannot seek to extract the full economic benefit available to us by developing the commercial potential of the site.


� Both the Church (1982) and Spinks Cottage (1986) are registered with the Historic Places Trust as Category 1 historic places. The Wellington City Council has both the Church and Spinks Cottage listed as ‘Heritage Areas’ in the District Plan. 


� This legally and actually represents in a real sense the view of the country and its diverse communities.


� We can learn much from the way Maori relate physically and spiritually to places and events, and in doing so enrich our own sense of purpose and identity.
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