Grace Presbytery Policy on Financial Accounts and Funds
Adopted by Grace Presbytery on June 9, 2013

BACKGROUND AND SCOPE OF WORK

At its meeting on November 15, 2011, the Executive Committee (“EC”) of Grace Presbytery (“GP”) [name later changed to “Presbytery Council”] adopted the following resolution:

Motion: That any proceeds derived from the sale of property and /or royalties or rent, unless otherwise restricted by the donor, be designated for use by the presbytery, upon recommendation of the Executive Committee.

In furtherance of that motion, a task group composed of Ruling Elders Liz Williams and Mike Vaughn was appointed to bring recommendations to the EC as how to best implement the new policy with respect to proceeds from the sale of properties.  The task force’s responsibility was amplified by the EC Moderator and the General Presbyter to include the following matters:

1. Draft a policy statement to effect the decision made at the EC in November 2011 concerning disposition of proceeds from sales of real estate including sales of church properties, and other proceeds derived from ownership of any such properties, including rentals, royalties or other payments.

2. Draft a policy on acceptance of gifts to GP.  This may be an infrequent event but probably can involve tangled issues nonetheless and may be deserving of a policy statement.

3. Provide a detailed analysis of GP’s balance sheet.  

4. Examine all GP’s guaranties and current status of church loans.  Make recommendations as to the appropriate level of contingent liability that GP should incur with regard to guaranteeing loans to congregations, and establishing parameters under which loans can be guaranteed.

Thereafter, the work was expanded to include a review of the GP’s investment in the Presbyterian Mission Center, and a review of the background, assets and administration of the Jubilee Loan fund.

Liz Williams has undertaken the review and analysis of financial assets, and drafting a gift acceptance policy; Mike Vaughn has undertaken the review of real estate assets, the PMC and the Jubilee Loan Fund.  Values of the real estate assets are based on the internal financial statements of GP as of December 31, 2011, except as noted.  Amounts in the various funds, and account/fund designations are generally based on an internal GP balance sheet as of January 31, 2012.
PRIOR ACTIONS
Over many years, various accounts on the Presbytery’s balance sheet have been given designations as Restricted – Temporary or Permanent, Unrestricted, Named, by Depository Reference, and with other designations.  As to some of those accounts, specific, detailed background information exists from which the source of funds can be ascertained; others have been internal designations made by employees or committees, from time to time, that, over time, have become identified with the particular committee, when, in fact, there is no justification for such an identification other than practice.  In many instances, the existence of a particular fund or account was originally associated with the depository at which the account was maintained (TPF, Merrill Lynch, a bank); apparently, the intention was that the account would be segregated, and only transactions relating to the particular fund would be posted to the account.  Over time, that distinction has been blurred.
In many instances, funds have been commingled and moved from one account to another as a particular need arose.  In some cases, an extensive tracing effort might provide a somewhat more detailed analysis of the funds in each account; that is not possible in most instances.  Inasmuch as most account designations were made internally, those designations may be changed.  Careful attention herein has been paid to determining which accounts or assets are truly restricted by the donor, as to use or disposition, and, generally speaking, those restrictions have been followed.  However, transfers among other accounts have not been so documented, and with the passage of time and the lack of records, it is virtually impossible to provide minute records of those transactions.

Similarly, various pieces of real estate have been acquired over many years, some by purchase, some by virtue of the dissolution of a congregation, some by virtue of the dissolution of the Grace Presbytery Church Extension Committee, Inc.  Generally speaking, but with one notable exception discussed below [North Beach, Fort Worth] all those property acquisitions were without restriction, in that no deed restrictions or donor imposed restrictions were involved, and, in fact, the funds used to acquire the properties were from GP funds that were actually unrestricted, or, at most, board designated, even though internally they may have been designated as from Church Development Committee (“CDC”) funds.  

On October 1, 1984, a comprehensive report was prepared, by whom unknown.  In March 1984, the Board of Directors [Trustees] requested TPF to liquidate all of GP’s shares in the Foundation and to invest the proceeds for the time being in money market funds.  The report, which described each of the fifteen funds held by GP at that time, was designed to provide “… general reference and future guidance of persons administering or needing to know about one or more of the funds” and “… for developing instructions to the Texas Presbyterian Foundation as to investment objectives for each fund.”  Moreover, in our research we found a document that may or may not be the complete report.  The first sheet is unnumbered, and the second sheet is numbered “Page 4.”  From the context, it is obvious that pages 2 and 3 are missing.  It appears that those pages dealt with the William B. Robinson Legacy Fund, the William B. Robinson Fund, and the Morrison Fund.  Page 4 begins in the middle of a discussion about the Morrison Fund.  Information on those funds was found elsewhere, and appears to be the missing pages from the report, although we cannot be certain.

It was further noted in that 1984 report that, “In some cases … instructions will need to be officially approved by the Presbytery Board of Directors.”  If such approval was given, no record has been found; though it must be noted that records of the Board of Trustees prior to 2000 apparently cannot be located.  
On 14 June 1995, the GP Church Development Committee (“CDC”) recommended to the GP Council (“Council”), now the Executive Committee, that monies received from the sale of properties that had been going to the General Fund of GP be returned to the Division of Church Support and Development.  We found no definitive evidence that monies used to purchase any properties had come from the Division of Church Support and Development, as the use of the term “returned” suggests.  That recommendation may have been made in light of the fact that the Grace Presbytery Church Extension Committee, Inc. (the “Extension Committee”) had been dissolved in 1992, with its assets, including property, going to GP.  However, see the discussion below in connection with the Crowley property (Page 32), where the dissolution of the Extension Committee is discussed.  Funds and property that came from the Extension Committee to GP were not restricted to church development activities.  No record has been found that the Council approved that recommendation.
At that time, the Division of Church Support and Development, according to GP Standing Rules (SR2.81) [see Minutes of GP for first meeting of 1995 for Standing Rules] was “… responsible for the implementation of Presbytery’s oversight of its churches in the areas of church extension, development, and support … [and was] concerned with new church development; with pastoral and financial support of congregations; with mission strategy related to congregations; with small churches and ethnic churches; with property and building loans, and with Mexican American Affairs.”  It was not restricted to church development activities, although that is one area within its purview at the time.  
In 1996, certain funds of GP were to be consolidated into one account at TPF (#50978), and designated as Church Support and Development Funds.  See that discussion below in connection with the Legacy, Frisco property.  None of the predecessor accounts that were combined into #50978 were permanently restricted to church development.  It is not clear if the accounts were actually merged in 1996, but by 2002 they had been merged.
On September 19, 2002, the CDC adopted a policy for Jubilee Loans, setting the maximum amount for each loan at $25,000.  No record has been found that this policy was approved by anyone other than CDC.
On May 10, 2005, the Board of Trustees of Grace Presbytery, Inc.  received a report, dated February 17, 2005, from the CDC recommending “… that proceeds from any oil and gas leases on GP owned properties purchased or designated for church development be put into church development.”  No action was taken, other than to record that the matter would be considered in August, but no subsequent decision was located in the Board of Trustees minutes.  However, there was a letter, dated July 7, 2005, from Thomas Allen, Moderator of Church Development, to the Broad [sic] of Trustees, GP, supporting the request.  Even so, there is no record in the minutes that the request was approved.
By its own action on August 16, 2005, the CDC renamed certain accounts as General Church Development funds.  See discussion of that action in connection with the Legacy, Frisco property below.

On May 4, 2006, a sub-committee of GP’s Budget and Finance Committee, composed of Dale Hamilton and Linda Short met with Clark Williams and Randy Lee for the purpose of developing recommendations for the allocation of funds received from the sales of property from dissolving congregations and new church development property, and revenues received from oil and gas activities.  The sub-committee recommended that existing GP policies be affirmed: (i) that proceeds from sales of property of dissolving congregations be used in conjunction with the wishes of the congregation where compatible with the Presbytery’s primary consideration to use these assets in the new development and redevelopment of congregations, with 25% going to replenish operating reserves of GP to a six-month level, referring to an approval by Presbytery on June 1, 2002, which approval has not been found; (ii) that proceeds from sales of new church development properties be allocated to church development reserves, with 25% going to replenish operating reserves of GP to the six-month level; and (iii) that proceeds from any oil and gas leases on GP church development property, including easements, sewer, water mains, communication towers, pipelines and rights of way, be put into church development reserves and used for property taxes, legal fees, and support of new church development.  They also established, apparently for the first time, that the same rule would apply as in (iii) above for non-church development properties.
On September 7, 2006, the Presbytery approved that recommendation without change, and those actions are the default policy of GP.  However, that default policy must be read and understood in light of a broader policy that the Administrative Commission dealing with the dissolution of a congregation is expected to make a recommendation to the Presbytery as to the disposition of the assets of the dissolving congregation, and that it is the decision of the Presbytery as to that disposition, particularly in light of the trust relationship that exists among congregations within the PC(USA) and the denomination.
ANALYSIS OF FUNDS ON GRACE PRESBYTERY BALANCE SHEET

 (compiled from GP files at TPF by Liz Williams)

Assets Currently Carried as Permanently Restricted
In order to be classified as Permanently Restricted an asset must have been given by a donor who stipulated that the principal of the gift (historic dollar cost or original gift amount) must be invested and only the income spent.  The donor may further stipulate for what purpose the income may be spent.  The term Permanently Restricted as used herein is synonymous with the term “endowment fund” as defined in Chapter 163 of the Texas Property Code, the Uniform Prudent Management of Institutional Funds Act (“UPMIFA”).  Under UPMIFA, the term “endowment fund” does not include assets that an institution, such as GP, designates as an endowment fund for its own use.
If no specific purpose for spending is indicated by the donor, then the asset is considered to support any exempt purpose of the organization and is often called true unrestricted endowment and its income is considered unrestricted.  If a purpose for spending is stipulated, then the asset is considered true restricted endowment and its income is considered temporarily restricted until spent in accordance with donor intent.  In either case, only the original gift amount and any further gifts made subject to the donor’s original stipulation is to be carried on the balance sheet as permanently restricted; market value increases or decreases are carried as either unrestricted net assets or temporarily restricted net assets, depending on the spending purpose.  While this approach on presentation of fund appreciation complies, we believe, with current accounting standards, it suggests to the reader of the financial statements that market value appreciation may be consumed.  This may not be in the spirit of a true endowment whose value and ability to generate future income should presumably rise with inflation.  Consequently, we recommend that Grace Presbytery’s internal and interim financial statements show the entire amount of investment of permanently restricted funds (including both historic dollar cost as well as accumulated appreciation) as permanently restricted and use a prudent spending policy to calculate annual distributions for spending.  Furthermore, some funds may be classified as unrestricted and temporarily restricted and yet their holdings may be difficult to spend, as will be the case with investments in undivided real estate interests, the Presbyterian Mission Center being a case in point.

Under the Texas statute UPMIFA (Uniform Prudent Management of Institutional Funds Act) charitable institutions with endowed funds may adopt a prudent spending policy and still be in compliance with donor restrictions to spend income only. 

Based on the above understanding of proper accounting standards, we will recommend changes to the way GP classifies several of its funds.

Barry Loyd Billington Memorial Fund



Current Classification:
Permanently Restricted
Recommendation:  It would be helpful for the GP trustees to know why this permanent fund has such a high allocation to fixed income; perhaps this allocation has been at trustee direction, but one would expect a permanent fund to have a more substantial allocation to equities, especially at a time when interest rates are quite low.  We recommend that the trustees ask PF for a rationale for this allocation and consider requesting an increase to the investment in one of the Foundation's more equity-oriented funds.
Account Number at Presbyterian Foundation (USA):
700010510

Income:


Distributed quarterly to Candidates Committee Scholarship 




Fund at TPF

Historic Dollar Cost:

$100,000

Market Value at 12/31/2011:  $131,344.05

Investments at 12/31/2011:
PF Fixed Income Fund - $99,523.96; PF Balanced Growth 




Spending Formula Fund $30,828.63; Fidelity Inst. Government 



MMF - $991.46
 

This fund was established in 1983 by W. A. Billington of Waco and Patsy Brandenburg Billington of Santa Fe after the death of their son Barry, a student at SMU, who died in a car accident.  It was funded at that time with a gift of $100,000 and is trusteed at Presbyterian Foundation (USA).  The Billingtons directed that the income from the fund go to support candidates for ministry in Grace Presbytery.
This fund distributed $5,272.33 to GP in 2011.  We believe that most of that sum (probably around $3500) came from the Fixed Income Fund and represented its actual interest earnings.  The rest was from the Balanced Growth Fund and calculated using the Foundation's spending policy.  The distribution was credited to the Candidates Committee Scholarship Fund (TPF account 50976) since the Billington Fund is intended for candidate support.  The Presbyterian Foundation has notified GP that the spending calculation for 2012 is estimated to be $1,658.28.  In addition, GP will receive whatever the Fixed Income investment earns for 2012, resulting in a total distribution that will, in all likelihood, be slightly less than the 2011 distribution.

 

William B. Robinson Legacy



Current classification:

Permanently Restricted, income to 






support general operations
Recommendation:
Carry $244,756 of historic dollar cost plus any accumulated appreciation as permanently restricted net asset.  How GP carries the value of the PMC affects this account.  TPF should be asked to carry the fund's undivided interests in the 2 properties in Anderson County at $1 each so that readers of the financial reports will be reminded of these assets.  TPF should also be asked to take over receipt of assessment notices and property tax invoices and payment of taxes for these properties, seeking reimbursement from GP following payment.  

 

Additionally GP should compile a complete list of all known mineral interests that are a part of this fund.  In the future, if lease proposals covering any such interests are received, they should be evaluated by a professional, on behalf of GP, to insure that GP maximizes the value of these assets and that all transactions are handled expeditiously.
Account number at TPF:
50974 (also an account by this name at Merrill Lynch)

Income:


Distributed to GP quarterly for unrestricted purposes

Historic Dollar Cost:

$244,756.00

Market Value 1/31/2011
$570,930.42 (of which $374,189.34 is PMC value; $196,152.59 is in TPF’s Balanced Fund; $588.49 in cash at TPF)

Investments:


TPF Balanced Fund; undivided .104762 interest in property near Palestine, TX ( First Presbyterian Church/Palestine and Grace Presbyterian Village as well as other family members share in the ownership); $263,700 from this fund ($137,700 from TPF account 50974 and $126,000 from the Robinson account at Merrill Lynch) was used to purchase GP’s 1/3  share of the Presbyterian Mission Center;  despite the fact that only some of the funds needed to purchase the Robinson share of PMC ownership on behalf of GP, the TPF account now carries all of the Robinson share of PMC ownership.

This fund was established in 1965 from the estate of William B. Robinson of Palestine, Texas, who died on February 20, 1965.  The initial value was $244,756.  The estate distributed stock, cash, real estate and mineral interest to fund this bequest.  The real estate distributed, and still owned, is an undivided 8.7632 acres (unimproved) out of A0300,  G. W. Forbes Survey, Block 549, Tract 2X, North US Highway 79, and an undivided 10.548 acres (unimproved) out of A0578, John Murchison Survey, Block 550, Tract 8X, off Anderson County Road 352, both near Palestine, Anderson County, Texas.  GP's share of the 2011 property taxes on these two tracts was $562.48, and paid by GP directly.  A note in the file from a 1984 review says that “principal of Grace Presbytery’s share to be held to secure letters of credit and income to be used within the State of Texas for religious purposes.”
Account number at ML:
522-04D20



Current classification:

Unrestricted; “general fund reserve”

Recommendation:   Both the ML and TPF components of this fund should be considered a single investment endowment meant for generating on-going support for GP operations.  

Income:


Distributed monthly to GP ML checking account 

Market Value at 1/31/2012:
$119,669

Investments at 1/31/2012:
Bonds

Oral history has it that assets from several funds were moved to Merrill Lynch in Fort Worth from TPF for separate management by CT Scott many years ago.  CT Scott’s son, CT Scott, Jr., now handles the account.  It is not at all clear why this change was made or why all these accounts are classified as unrestricted as they are probably not different in character from the assets held in the same names at TPF.  At some point GP trustees felt that it was better to invest the ML-held funds in fixed income securities and that preference has endured for many years, it seems. 

Candidates Committee Scholarship Fund


Current Classification:
Permanently restricted

Recommendation:  Divide this fund into two new funds.  One will be designated the Blanch G Carter Endowment for Candidate Scholarships, will be considered permanently restricted and will receive 83.59% of the market value of the fund at the date of creation.  We estimate that this is the percentage that the Carter estate assets contributed to the consolidated account in 1987.  This fund should be invested in TPF’s Balanced Fund and its income (calculated by using the TPF recommended spending policy) should be distributed quarterly to the second fund .  The second fund will be called the Candidates Scholarship Fund, will be considered Temporarily Restricted, and will be initially funded with 16.41% of the market value of this soon-to-be-dissolved fund.  This new second fund will also receive income distributed from the Billington Memorial Fund at Presbyterian Foundation and any other offerings and gifts received by the presbytery for support of candidates.  This second fund should be treated as expendable, not invested as a permanent fund.  In fact, this second fund could be regularly depleted, but it will also be regularly receiving earnings from the Billington Fund at PF and the Blanch Carter Fund at TPF.
Account Number at TPF:
50976

Income:


Held until requested, presumably to be used for candidate 





scholarships

Historic Dollar Cost:
Probably only $28,064.99 (the amount from the Blanch Gooch Carter estate)

Market Value at  1/31/2012:
$143,602.09

Investments at 1/31/2012:
TPF Balanced Fund - $122,790.44; TPF Short Term Income Fund - $20,443.26; cash - $368.39

This fund was established on July 1, 1987, at TPF with $46,143.37 with the consolidation of three other Accounts.  One was the Ferrell Beck Fund, probably dating from 1974, from various donors in GP with a value of $3,671.81 at 11/26/1986; Roland Freeman told me that Ferrell Beck was a member of Churchill Way Presbyterian Church, the predecessor congregation to Bentwood Trail PC.  There is no evidence to suggest that these donors intended anything other than their gifts to be spent, rather than invested in perpetuity.  The second account was the Barry Loyd Billington Memorial Fund, which was established to receive income from the trusteed fund of the same name at Presbyterian Foundation, the original balance of which was $100,000.  
The PF-trusteed fund was established in 1983 by W. A. Billington of Waco and Patsy Brandenburg Billington of Santa Fe after the death of their son Barry (a student at SMU) in a car accident.  At the time of the account consolidation in 1987, this Billington income account at TPF held $3,900.16.  Since this fund was created to receive income, we should not consider it permanently restricted.  The third funding source for this new account was the Blanch Gooch Carter estate that had an initial value of $28,064.99.  Mrs. Carter died around 1982-82, was a member of St. Stephen PC in Fort Worth.  Notes in the file suggest that this estate should be considered permanent endowment with income used to support candidates for church vocations from GP.  Additionally there is a letter from Mac Hart to Louis R. Dunklin, then president of TPF, specifically saying that the Blanch Carter estate amount of $28,064.99 should be considered permanent endowment.

Hodgson Property Gift


Current Classification:
Permanently Restricted
Recommendation:   This fund is clearly not permanently restricted, at most, it is board-designated.  We think this fund should be designated as part of a GP loan guaranty fund.  The EC or Presbytery should act to so designate its purpose.  It is currently invested in TPF’s Balanced Fund and in bonds at Merrill Lynch (see below).
Account number at TPF:
50983 (also an account by this name at Merrill Lynch)

Income:


To be held until requested

Historic Dollar Cost:

N/A

Market Value at 1/31/2012
$169,923.47 

Investments at 1/31/2012:
TPF Balanced Fund - $163,988.07; Short Term Income Fund - $5,443.41; cash - $491.99

In 1984 when GP established a number of funds at TPF, someone prepared a document incorporating existing information about the funds.  About this fund, that document says, “In August 1980 Ray and Aubrey Hodgson, members of Northridge Church (Dallas) gave Presbytery a lot of between 3.19 and 5 acres at the intersection of Skillman and Church Road in Dallas.  The gift was without restriction.  In February of 1982, Presbytery sold the lot for $325,000.  With Presbytery approval, one-half of the proceeds were allocated to assist in building new cabins at Gilmont.  The other half was put into TPF’s money market account with instructions to hold the corpus and use the income for Presbytery’s current budget operation.  In March of 1984, the Directors (4/1/84 minutes) and Presbytery (Minutes, pp. 44, 61-62) pledged to hold this corpus as a guaranty for possible future letters of credit that members of Presbytery might provide to assist in financing second units of new church developments.”

Account number at ML:
552-04D21



Current Classification:
Unrestricted

Recommendation:  This Hodgson account, with the one at TPF, may be designated for the new GP Loan Guaranty/Emergency Reserve Fund (“LGERF”).
Income:


Distributed monthly to GP ML checking account

Market Value at 1/31/2012:
$109,258

Investments at 1/31/2012:
Bonds

See discussion under Robinson Legacy’s Merrill Lynch account.

H. L. Morrison Foundation Fund



Current Classification:
Permanently Restricted
Recommendation:  This fund should probably be considered Permanently Restricted though it is very difficult to say what the Historic Dollar Cost would be.  If indeed GP’s 50% share in 1974 was $82,701.46 (half of $165,402.92), that might be a reasonable and conservative estimate.  The TPF file for Palo Duro Presbytery's H. L. Morrison Foundation Fund contains no additional information on original gift value and duplicates the information in the GP file for this account.  Home Mission activity in the old PCUS lingo was usually associated with new church development, churches having difficulty supporting themselves, or other mission activities within the presbytery’s bounds.  Hence the income from this fund could be placed in a temporarily restricted account and used for any of these purposes, even if they were already planned for in the unrestricted budget(the appropriate accounting lingo is “released from restrictions,”  i.e., by having been used for the restricted purpose).  In fact, “home mission activity” may be sufficiently broad to justify this fund’s income being considered unrestricted.
TPF Account Number

50984 (also an account by this name at Merrill Lynch)

Income:


Held until requested

Historic Dollar Cost:
One-half of whatever 25 shares of Gulf Insurance Co stock was worth in 1926; estimate of $82,701.46 (half of 1974 value)

Market Value at 1/31/2012:
$233,123.10 (of which $152,262.37 is PMC value)

Investments at 1/31/2012:
TPF Balanced Fund - $78,036.31; PMC -$152,262.37; Short 



Term Income Fund - $2,590.30; cash - $234.12

This fund originated from 50 shares of Gulf Insurance Company stock given by John E. Morrison of Graham, Texas, to the Morrison Foundation on March 15, 1926.  The Foundation was created in a trust instrument and the Foundation’s beneficiary was to be Fort Worth Presbytery of the PCUS.  Income from the funds of the Morrison Foundation was designated for use in support of Home Mission Activities within the area served by Fort Worth Presbytery.  In 1974, it was agreed that each of the two successor bodies would retain a one-half undivided interest in the assets of the Morrison Foundation with each also sharing equally in the income from such investments.  In 1974, the Foundation assets were invested at TPF and valued at $165,402.92.  When the PMC was purchased, the Morrison fund provided $59,100 from the TPF account and $48,000 from the Morrison account at Merrill Lynch.  Now all the GP investment of Morrison funds in the PMC is carried in the TPF account despite the fact that some of the funding for the investment came from the Merrill Lynch account.

Account number at ML:
552-04D23



Current Classification:
Unrestricted; general fund reserve

Recommendation:  This fund should be considered permanently restricted and part of the fund of the same name at TPF.
Income:


Distributed monthly to GP ML checking account

Market Value at 1/31/2012:
$48,036

Investments at 1/31/2012:
Bonds

See discussion under Robinson Legacy account.  A withdrawal of $48,000 came from this account to help fund the purchase of the PMC.

Cecil H. Lang Fund


Current Classification:
Permanently Restricted
Recommendation:  Since the fund originated with a loan to a predecessor presbytery and was repaid and since it is not clear that donors actually restricted their gifts to the fund, this fund should not be considered Permanently Restricted.  Since presbytery acted to designate this fund’s use as a fund to guarantee loans for new church development, it should be considered unrestricted/board designated and presbytery may act to redesignate its use.  We recommend that redesignation of this fund as part of a new LGERF, discussed hereafter.
Account number at TPF:
50988 (also an account with this name at Merrill Lynch)

Income:


Held until requested

Historic Dollar Cost:

N/A

Market Value at  1/31/2012:
$101,405.87 

Investments at 1/31/2012:
TPF Balanced Fund - $97,863.69; Short Term Income Fund - $3,248.57; cash - $293.61

Cecil Lang was for many years (1940s, 50s, and maybe 60s) the presbytery executive in charge of church extension and was a friend of my father, Thomas W. Currie, Jr.  The notes prepared in 1984 in the file say, “The Fund was begun with a loan to Northeast Texas Presbytery from the old PCUS Board of Church Extension for $25,000, a loan that was subsequently repaid.  The monies comprising the fund were raised in various ways over a period of several years.  $7000 of the fund was advanced by Trinity Texarkana and First Greenville and subsequently repaid to them as their loans were paid up.  Early on the fund was used to guarantee 1/3 of 6 loans to churches made by Southwestern Life Insurance Company; all these loans were repaid in full so in March 1984, the Directors (4/1/84 minutes and presbytery minutes pp. 44, 61-62) pledged to hold this corpus as a guaranty for possible further letters of credit to assist in financing second units of new church developments.  On April 1, 1984, the fund’s balance was $94,376.39.  There is no evidence of donor restriction in the file.

Account number at ML:
552-04D22



Current Classification:
Unrestricted; general fund reserve

Recommendation:  The assets in this fund should be considered unrestricted just as the one of the same name at TPF.  This enlarged Lang Fund should be part of the new LGERF.
Income:


Distributed monthly to GP ML checking account

Market Value at 1/31/2012:
$61,580

Investments at 1/31/2012:
Bonds

See discussion under Robinson Legacy account and Lang history above.

Murphy & Rochester, Inc.


Current Classification:
Permanently Restricted

Recommendation:    The absence of documentation for this account make it difficult to make a firm recommendation, but it seems unreasonable to consider it permanently restricted.  Unless and until further information comes to light, we recommend that this fund continue to be invested in TPF's Balanced Fund and the income be used to support GP's general operations.

Account number at TPF:
51457

Income:


Held until requested

Historic Dollar Cost:

??

Market Value 1/31/2012:
$75,773.13

Investments at 1/31/2012:
TPF Balanced Fund - $72,751.97; Short Term Income Fund  



-$2,802.89; Cash - $218.27

The TPF file indicates that this fund apparently originated from a joint gift in 1978 from the owners of 5 service stations (Texaco) in West Texas.  Each of the 2 owners named separate beneficiaries.  Louis and Lois Rochester (Louis was a TPF trustee from 1962-81) designated a $50,000 cash gift to First Presbyterian Church-Odessa for its organ purchase and the balance of their one-half share of the gift to Austin Seminary.  Thomas D. and Rubye Murphy designated Austin College and Westminster Presbyterian Church-Odessa as equal beneficiaries of their share of the gift.  TPF still has funds for Austin College, Austin Seminary, and Westminster PC-Odessa carrying the Murphy and/or Rochester names on its books, indicating that the donors’ intent was properly fulfilled.  The file contains no information that would suggest why this fund now belongs to Grace Presbytery or why it should be considered permanently endowed.  This fund's account number at TPF dates from about 1983 and for years it was treated as jointly owned by Grace Presbytery and Palo Duro Presbytery (PDP).  In 2000 following an agreement between GP and PDP the account was split in half with GP's share remaining with this account number and PDP's share moved to a new account (#51651).

 R. L. Donald (Operations)



Current Classification:
Permanently Restricted



Recommendation:
This fund appears to be properly classified as permanently restricted and its income is being handled properly by GP.  A review of the original trust instrument confirms this fund as an endowment and its income as unrestricted.  It might be wise to assign a $1 value to the mineral interest to remind readers of the financial reports of this interest.
Account number at TPF:
53351

Income:


Distributed quarterly to GP using TPF recommended spending 




policy

Historic Dollar Cost:

$624,326.64

Market Value at  1/31/2012:
$730,331.10

Investments at 1/31/2012: 
TPF Balanced Fund - $728,146.52; cash - $2,184,58; 40% of minerals under 29 acres in Flower Mound

This was one of four funds at TPF established upon the dissolution of a charitable remainder unitrust (CRUT) when its final beneficiary, Neva Donald, died in May 2008.  The CRUT had been established at TPF on October 3, 1993 by R. L Donald, and funded with assets valued at $640,458.71.  Mr. Donald, who predeceased his wife, stipulated in the trust instrument that 40% of the remaining assets would go into a permanent fund to benefit GP’s operations, 30% would go into a permanent fund to benefit GP’s new church development program, 15% would go into a permanent fund to benefit Presbyterian Children’s Homes and Services, and 15% would go into a permanent fund to benefit the Caring Fund at Grace Presbyterian Village.  

R. L. Donald (Church Development)


Current Classification:
Permanently Restricted
Recommendation:
This fund appears to be properly classified as permanently restricted and its income is being distributed to GP and used for church development and redevelopment.  It might be wise to assign a $1 value to the mineral interest to remind readers of the financial reports of this interest.
Account number at TPF:
53352

Income:


Distributed quarterly to GP using TPF recommended 




spending policy

Historic Dollar Cost:

$468,244.98

Market Value at 12/31/2011:
$533,197.89

Investments:
At Jan. 31, 2012, TPF Balanced Fund $546,109.89; cash $1,638.43; 30% of minerals under 29 acres in Flower Mound

This fund was established in 2008 upon the death of R. L. Donald’s widow and funded with 30% of the assets of the R. L. Donald Charitable Remainder Unitrust ($468,244.98).  Income is to be used for church development or redevelopment in GP and consideration shall be given to the financial needs of Flower Mound Presbyterian Church but there shall be no required distribution to it.

Tom Currie Racial Ethnic Scholarship Fund


Current Classification:
Permanently Restricted
Recommendation:
This fund should not be considered permanently restricted since it is meant to be spent.  It should be reclassified as temporarily restricted.
Account number at TPF:
53387

Income:


Held until requested

Historic Dollar Cost:

N/A

Market Value at 1/31/2012:
$19,571.24

Investments:
TPF Balanced Fund - $17,825.63; MMF - $1,691.82; cash - $53.79

The Grace Presbytery Committee on Preparation for the Ministry, a committee on which Tom Currie served for many years, set up this fund in 2008 and decided to name it after Tom Currie.  The initial funding came in a check for $3,000 from GP on October 13, 2008.  Other contributions of $450 from GP on January 14, 2009, and of $50 from GP on February 25, 2009, were also received into this fund.  In March 2009, Liz Williams made a contribution of $10,000 to this fund.  She assumed that the fund would actually be spent to provide scholarships for racial/ethnic candidates and believe that this was the view of all donors.

Assets Currently Considered Temporarily Restricted
There are two basic types of Temporarily Restricted Assets.  The first is a fund (or earnings from a permanent fund) given by donors who require that the funds be expended for a certain purpose.  When funds are expended for the stated purpose the “assets are released from restriction,” in effect consumed and shown as transfers from “temporarily restricted” to “unrestricted.”  According to accounting standards, all expenses are unrestricted though some can be funded from temporarily restricted assets via this transfer mechanism. 
The second is the part of a permanently restricted fund itself that represents the accumulated appreciation or depreciation since its beginning.  For all practical purposes, these assets should only be expended in extremis, and then only for the purpose of the permanently restricted fund.  While this characterization of appreciation is appropriate for GP’s annual audit, we recommend that GP’s internal financial statements show the accumulated appreciation of permanently restricted funds with the corpus as also permanently restricted, since this reflects more accurately the way the permanently restricted funds will be managed.
Board designated funds are a subcategory of unrestricted net assets.  These funds originate as unrestricted assets but the presbytery or its executive committee decides to set them aside for a specific purpose.  Such actions should be recorded in the minutes of the body with sufficient detail for staff or committees to implement the body’s intent (purpose, duration, conditions suggesting reversal or release, potential investments, etc.).
General Account (TPF calls this account “Church Development Fund #1)


Current Classification:
Temporarily Restricted for church development
Recommendation:  This fund is at most board designated (unrestricted).  There is no evidence in the file of any action taken by a presbytery body, other than CDC, designating this fund as board designated; it may have become board designated in practice (if not formally).  Thus, it should be reclassified as unrestricted.  This fund may be considered as a source for funding a LGREF.
Account Number at TPF:
50978

Income:


Held until requested

Market Value at 1/31/2012:
$293,908.28

Investments on 1/31/2012:
TPF Balanced Fund - $280,199.05; Short Term Income Fund  - $12,868.58; cash - $840.65

Notes in the file from 1984 when the fund was established say that funds came from miscellaneous sources including the Cash Flow Stabilization Fund, the executive presbyter’s auto replacement fund, staff continuing education accumulations, the Church Development reserve and various program funds carried over from one budget year to the next.  A letter from Warren Moody of 6-19-1996 suggests that this fund would be a church development reserve.  Another presbytery spreadsheet listing all CDC Designated or Reserve Funds shows the sources for this account as having come from “general gifts.”

Operating Reserve


Current Classification:
Temporarily Restricted
Recommendation:  Reclassify to unrestricted.  Non-PMC assets in this account are potentially available for funding the new LGREF.
Account Number at TPF:
50979

Income:


Held until requested

Market Value at 1/31/2012:
$928,061.09

Investments on 1/31/2012:
PMC -$798,547.74; TPF Balanced Fund - $129,125.95; 




cash - $387.40

There is nothing in the file to indicate why this fund is even board designated as it shows no evidence of action by any presbytery body to designate its use.  Probably its unrestricted character accounts for the fact that some of the funding for GP’s share of the purchase of the Presbyterian Mission Center (PMC) came from this fund ($83,300).  There is also a “Reserve Account” at Merrill Lynch that is considered unrestricted.  Some of the funding for the PMC purchase came from that account as well ($246,000), but all of the current market value of the PMC funded from these two accounts now resides in this TPF account.  The January 31, 2012, statement for this account indicates that the cost basis of the PMC investment is $592,633.20.  

Jubilee Loan Fund


Current Classification:
Temporarily Restricted
Recommendation:  This fund is not temporarily restricted and should be reclassified as unrestricted.  Elsewhere in this report we recommend that it be board designated (unrestricted) for the LGREF.  The assets at TPF represent the unlent portion of the Jubilee Loan Fund.  At 12/31/2011, the fund also had approximately $191,700 in outstanding loans receivable.

Account Number at TPF:
50985

Income:


Held until requested

Market Value at 1/31/2012:
$551,659.22

Investments at 1/31/2012:
TPF Balanced Fund - $484,286.55; Short Term Income Fund - $65,919.72; cash - $1,452.95

See the discussion of the origins of the Jubilee Loan Fund elsewhere in this report.  This fund was established at TPF 9/30/1984 with $105,320.30 and was intended for small ($7500 or less) low interest loans to churches for emergency type building needs.  Earnings were to be reinvested.  In 1973 presbytery took action on this fund stating that no limit would be set on how large this fund might grow.  The file contains no information on when the fund was first established or from what sources if was first funded.  That information was found elsewhere.  Presumably, it has grown from loan activity.  At some point, there was also a Jubilee Loan account at Comerica Bank so the current balance in the fund may have resulted from a consolidation with all funds coming into this account.  A recent spreadsheet produced by the Presbytery listing all CDC Designated or Reserve Funds shows the source of this account as having come from “general gifts.”

Stella Hovey Youth Leadership Fund


Current Classification:
Temporarily Restricted
Recommendation:  This fund should be reclassified as permanently restricted  We recommend that the fund continue to be invested in the TPF Balanced Fund and the TPF recommended spend policy be used to make annual distributions for supporting GP youth programs.
Account Number at TPF:
50990

Income:


Held until requested

Historic Dollar Cost:

$19,851.26

Market Value at 1/31/2012:
$29,033.77

Investments at 1/31/2012:
TPF Balanced Fund – $27,708.14; Short Term Income Fund - $1,242.50; cash - $83.13

This fund was established on April 8, 1991, by an anonymous donor to provide a fund to support opportunities and experiences for youth between the ages of 15 and 23.  The original gift was $19,851.26, an amount that suggests a gift of securities.  There is a letter from Mac Hart, dated April 8, 1991, in which he refers to corpus and income, evidence sufficient to presume donor intent to create an endowment with the fund invested and only income spent.

NCD General Fund – St. John Dallas


Current Classification:
Temporarily restricted
Recommendation:  Since GP technically may have met the requirement of this “gift” from St. John Church by hiring an organizing pastor a few days before the three-year deadline, this fund may now be unrestricted.  The assets in this fund should be considered as a source for creating the new LGREF.
Account Number at TPF:
51464

Income:


Held until requested

Market Value at 1/31/2012:
$199,885.80

Investments at 1/31/2012:
TPF Balanced Fund - $199,287.90; cash - $597.90

This fund was established by agreement dated 3/3/1996 between St. John PC – Dallas and TPF and funded with $200,000 in cash.  The agreement states, “If no church is established in Cedar Hill within 3 years then the New Church Fund shall be transferred to the Working Hand Fund and the New Church Fund shall be terminated.”  GP hired Bruce Feltrup-Exum as organizing pastor on 2-27-1999 and he must have worked for 2.5 years as there was a request on December 20, 2001, to fund his severance package of $31,176.47 from this fund.  This account has experienced a lot of “in and out” activity.  In one large transaction on December 9, 2002, $41,646.32 was wired from this account to Merrill Lynch account #1011730 (an account no longer listed among the ML accounts).  A spreadsheet prepared by the presbytery listing all the CDC Designated or Reserve Funds show this account as having as it source a church’s designation (St. John – Dallas).

Racial/Ethnic Minister Candidate Fund


Current Classification:
Temporarily Restricted
Recommendation:  It appears that this fund is used according to the donors’ intent.  It is not clear when or why the decision was made to send the income quarterly to APTS.  Perhaps COPM should consider recommending to the EC that the entire corpus of the fund be sent to APTS for use for racial/ethnic scholarships, if no candidates exist in GP who would qualify for this assistance.  In any case, the fund should be fully expended for the support of racial/ethnic candidates.
Account Number at TPF:
51709

Income:


Amount calculated according to the TPF recommended spend 



policy and distributed quarterly to Austin Presbyterian 




Theological Seminary

Market Value at 1/31/2012:
$3,187.98

Investments at 1/31/2012:
TPF Balanced Fund - $3,081.01; MMF - $97.73; cash -$9.24

This fund was established on February 21, 2001 with a check for $25,000 from West Plano PC from anonymous donors.  Notes in the file indicate that the entire fund was expendable and could eventually be exhausted.  The donor added $50,000 to this fund on 5/19/2001.  

Youth Vocational Fund – Oak Hill PC, Fort Worth


Current Classification:
Temporarily Restricted
Recommendation:  It appears that this fund is being used for its stated purpose.  It is probably prudent to keep a significant portion of the fund in short-term investments (as is the case currently) if it is used regularly for support of Youth Connection events.  This fund could be fully consumed and used to support current expenses (even if budget-relieving) involved with Youth Connection events.
Account Number at TPF:
52099

Income:


Held until requested

Market Value at 1/31/2012:
$16,365.46

Investments at 1/31/2012:
TPF Balanced Fund - $11,313.32; Short Term Income Fund - $5,018.20; cash - $33.94

Oak Hill Presbyterian Church in Fort Worth was dissolved in 2003.  Part of the proceeds from sale of its building was to be used to establish a temporarily restricted account for GP to fund annual Youth Connection events.  The opening value of the fund was $25,000 on 12/18/2003.

Walkup-Bird CSI Legacy Fund



Current Classification:
Temporarily Restricted

Recommendation:  Julie Walkup-Bird and Adrian Bird may still be resident and active in GP.  If so, they should be consulted and informed about the Presbytery’s action last year to alter GP’s relationship with the CSI.  Perhaps other uses for this fund might be suggested to them.  A use that comes to mind may be support for Young Adult Volunteers in foreign settings.
Account Number at TPF:
42205

Income:


Held until requested

Market Value at 1/31/2012:
$21,145.58

Investments at 1/31/2012:
TPF Balanced Fund - $14,898.25; Short Term Income Fund - $5,199.63; cash - $47.70

This fund was established at TPF on October 13, 2004.  In the TPF there is a document titled “Permanent Fund Agreement:  Walkup-Bird CSI Legacy Fund” signed by David Wasserman and Jeffrey A. Finch, Grace Presbytery’s General  Presbyter and Associate General Presbyter,  respectively.  It was initially funded by the remaining monies previously donated to undergird the short term mission assignment of Julie Walkup-Bird and Adrian Bird.  Distributions were to benefit the ministry within the bounds of the Church of South India (CSI) and decisions regarding distributions were to be made by the three person group consisting of the Chair of the CSI Partnership Committee, the Moderator of Presbytery and either the Associate General Presbyter assigned to the CSI Partnership Committee or the General Presbyter.  Prior to making any distribution there would be suitable attempts made to seek the concurrence of Julie Walkup-Bird and Adrian Bird.

Quoting further from the document in the file, “Ordinarily, the annual distribution will be income only with the use of a spend rate permissible.  Should an occasion of merit arise, the distribution may be for as great as 25% of the current corpus in a given year.  If there is a recommendation for the fund to be totally distributed, such can be accomplished only by action of the Council.  In the event that the partnership with the Church of South India some day is no long a part of the mission of GP, then the Council will take action to distribute the balance of this fund to the Church of South India.”  A copy of the signed agreement is accessible in the TPF file for this account.  Reference is made in it to another agreement dated August 26, 2004, containing authorization from Julie Walkup-Bird and Adrian Bird that may be in the Presbytery’s files somewhere.

Mick Spellman Fund



Current Classification:
Temporarily Restricted
Recommendation:
Since this fund came from an unrestricted bequest, it should be reclassified as unrestricted.  We recommend that this fund be considered as a source for the new LGERF.

Account Number at TPF:
53052

Income:


Held until requested

Market Value at 1/31/2012:
$26,737.92

Investments at 1/31/2012:
TPF Balanced Fund - $23,871.55; Short Term Income Fund - $2,794.75; cash - $71.62
Mick Spellman died on August 21, 2006 and left specific bequests to a number of charities and individuals.  His bequest of $50,000 to GP was among them and no specific purpose for the gift was stated in his will, a copy of which is in the TPF file.  There is a note on the balance sheet account listing that the fund was to be used for “elder training and GP search 50/50.”  A reasonable assumption might be that this fund was used to cover these unbudgeted expenses.
David and Marney Wasserman Missional Church Fund


Current Classification:
Temporarily Restricted
Recommendation:  This fund should be reclassified as board designated (unrestricted).  In view of the fund’s modest size, we recommend that it be considered fully expendable.  Perhaps it could be used as a funding source for the grants to churches for mission projects and then closed down when it is used up.  Since there is already a program of grants to churches, this use would be budget-relieving and from an accounting standpoint would generate a “release from restriction” when grants are made from the GP operating budget.
Account Number at TPF:
53183

Income:


Held until requested

Market Value at 1/31/2012:
$6,457.20

Investments at 1/31/2012:
TPF Balanced Pool - $6,437.89; cash - $19.31

On April 12, 2007, GP’s Council adopted a resolution of thanks for the ministry of David and Marney Wasserman and established this fund at TPF.  Donations had been solicited and the initial funding came with a check from GP for $4,775.00.  Like many such funds, either honoring or memorializing individuals, this one probably did not reach the hoped for size and could not reasonably support any meaningful activity by spending income only.  It was intended to be a source of grants to congregations as “primary agents of mission to the people of their communities.”  The Congregational Support Committee was to determine such grants and the Mission Interpretation Committee was to publicize information about the Fund to churches and solicit additional gifts to the fund.

Fortunately, the Council provided for amendment in the penultimate paragraph of its resolution:  “Although it is intended that the DAVID AND MARNEY WASSERMAN MISSIONAL CHURCH FUND shall be retained by GP as a permanent fund and only the income be expended to carry out its purposes, nevertheless, the Council of Grace Presbytery shall have the power to amend the terms of the Fund, to expend any or all of the principal to carry out the purposes of the Fund, or to terminate the Fund and, to the extent practicable, transfer the remaining balance, if any, to one or more other funds that shall have purposes that are similar or analogous to this Fund.”

Church Development- Transformation Fund



Current Classification:
Temporarily Restricted

Recommendation:  This fund should be reclassified as unrestricted.  It appears that the Executive Committee has discretion over these assets and we recommend that they be used to augment the new LGREF.
Account Number at TPF:
53375

Income:


Held until requested

Market Value at 1/31/2012:
$85,840.15

Investments at 1/31/2012:
TPF Balanced Fund - $85,583.38; cash - $256.77

This fund was established on August 28, 2008 at the same time as the Church Development-Crowley Fund with a combined check from GP of $119,955.84, $87,461.64 of which was designated for this fund and $32,494.20 for the Crowley Fund.  There is nothing in the file to support any restrictions on use or source of funding.  A spreadsheet produced by the presbytery listing all the CDC Designated or Reserve Funds suggests that its source was FPC – Grand Prairie, therefore a church’s designation.  The file at TPF says nothing about FPC – Grand Prairie.  It is possible that these funds came to GP as a result of the merger of FPC-Grand Prairie and Trinity PC-Grand Prairie.

Church Development – Crowley


Current Classification:
Temporarily Restricted
Recommendation:  See above.  (Maybe the funds came from sale of property that had been purchased by the Church Extension Committee for a church site but no church was ever organized, apparently.  If that is the case, the fund is likely unrestricted.)  If unrestricted, we recommend that this fund be considered as a source for the new LGREF.
Account Number at TPF:
53376

Income:


Held until requested.

Market Value at 1/31/2012:
$98,679.88

Investments at 1/31/2012:
TPF Balanced Fund - $98,384.71; cash - $295.17

This fund was established on August 28, 2008, at the same time as the above fund.  Like the above fund, there is no documentation in the file to support any restrictions on use or information on funding source.  The spreadsheet prepared by the presbytery listing all CDC Designated or Reserve Funds indicates that this fund’s source was a gift by a donor, though no documentation of a donor exists in the TPF file.  The Crowley property was purchased by the GP Church Extension Committee and transferred to GP in 1992.
Church Development – East Mansfield


Current Classification:
Temporarily Restricted
Recommendation:  Reclassify to board designated (unrestricted).  This account is not appropriately restricted but at best may be considered internally designated, perhaps to help meet funding requirements for GP’s share of the NCD in East Mansfield.  Any decision about use of these funds necessarily involves a decision about this NCD.  (See the comments under the St. John NCD account.  More care needs to be taken in providing documentation of Board, Executive Committee or Presbytery action in establishing new funds that will be considered board designated.  No temporarily or permanently restricted account should be created without documentation from a donor.)
Account Number at TPF:
53365

Income:


Held until requested

Market Value at 1/31/2012:
$24,471.54

Investments at 1/31/2012:
TPF Balanced Fund - $24,398.34; cash - $73.20

There are two short letters in the file from Marvin Groote, Interim General Presbyter, both dated April 16, 2009.  One of them requests that $43,870 be transferred from the St. John NCD account to fund this new account.  This is shown as having been cancelled out and a new one, identical to the first except it requests that $24,019 be the amount transferred.  There is no evidence of action taken by either the presbytery or Council designating use for this fund, though there may be CDC minutes with directions, but none are in the account’s file.  A spreadsheet prepared by the presbytery listing all the CDC Designated or Reserve Funds indicates that the source of money for this fund was “general gifts.”  The TPF file says that the source was the St. John NCD account.  Unless monies have been depositing randomly to CDC related accounts, the source would appear to have been the St. John account.

Ethnic/Multicultural Ministry Church Development Fund



Current Classification:
Temporarily Restricted

Recommendation:
Reclassify as unrestricted.  It is likely that most funds under the purview of CDC were originally unrestricted in character, though they may have become board designated in practice (if not formally).  The practice of creating new accounts with new designations tends to obscure the origin of funds and inhibit flexibility in managing resources.  Therefore, we recommend that the Executive Committee consider removing many existing designations and consolidating unrestricted and some board designated accounts with similar purposes and similar time horizons for use.  This latter step is important for asset/liability matching and investment decision-making.
Account Number at TPF:
53579

Income:


Held until requested

Market Value at 1/31/2012:
$104,896.29

Investments at 1/31/2012:
TPF Balanced Fund - $104,582.52; cash - $313.77

This fund was established at TPF with a check from GP dated 4/13/10 for $93,000.  Notes in the file state that the funds are unrestricted but designated for ethnic/multicultural ministry.  There is no documentation supporting the designation either from a donor or from a presbytery body nor is there any information concerning the source of the funds.  A spread sheet prepared by the presbytery listing all CDC Designated or Reserve Funds says that the source of money for this account was “general gifts.”

Operating Reserve 


Current Classification:
Designated Fund (should be unrestricted as 



board designated is a subcategory of unrestricted)
Recommendation:  Reclassify as unrestricted/board designated.

Account Number at TPF:
53831

Income:


Held until requested

Market Value at 1/31/2012:
$300,264.03

Investments at 1/31/2012:
CDARS FICA Insured MM CD at TPF - $300,000; Short 




Term Inc Fd – $85.22; MMF - $95.77; cash - $83.04

This fund was established at TPF in a letter from Dale Hamilton, GP’s Treasurer, requesting transfer of $300,000 from the Operating Reserve account number 50979.  It is not clear why a new account was needed except as a convenience in accounting for the returns from this laddered CD program that TPF offers.  The purpose of this fund may have been to implement the Executive Committee’s direction to establish a fund that could cover six months worth of presbytery expenses.

Unrestricted Assets
All accounts at Merrill Lynch are currently considered unrestricted though several of them duplicate ones at TPF that are considered either permanently restricted or temporarily restricted.  They are listed below with their 1/31/2012 market values.  At that date, $1,117,814.20 invested in bonds, money market and cash was held at ML.  In a conversation with C. T. Scott, Jr., GP’s broker at ML, Liz Williams was told that the ML files contain no information about sources of funds or possible restrictions thereon.  The information below is discussed above under each fund.
Fund




Account Number

      Value at 1/31/2012

General fund reserve


552-04B48



$    424,120.28

Robinson



552-04D20



      119,668.77

Hodgson



552-04D21



      109,258.35

Lang




552-04D22



        61,579.55

Morrison (incorrectly styled Morris)
552-04D23



      48,036.00

CDC General Ministries

552-04013



      317,763.29

CDC Evangelism


552-04026



        85,423.96

Dale Hamilton’s schedule of financial assets includes an account named “Morris” [actually, Morrison] with the Merrill Lynch account number 552-04D23.  The general fund reserve, CDC General Ministries, and CDC Evangelism accounts are also considered unrestricted.  

Recommendation:  The CDC General Ministries and CDC Evangelism account are classified as unrestricted and likely carry labels applied by the CDC.  These accounts have significant balances at ML totaling about $400,000.  As we have recommended with other accounts carrying CDC labels, an assessment should be made to determine the need for CDC fund to support ongoing projects and any remaining assets should be added to the LGREF.  
Miscellany
At the end of the spreadsheet listing of CDC Designated or Reserve Funds three accounts are listed with the Fund Number as “C1,” signifying funds at Capital One Bank.  They are shown below.

GP Acct #
Fund Name


Amount

Date of

Source










Gift

of Gift

29811

CDC Reserves – General
$  14,464.90

-
 “General gifts”

29816

CDC Oil & Gas

    48,618.76
            -
  “General gifts”*

29827

CDC-Wilson Gunn

        410.91

 2004
  “General gifts”

*Generally speaking, one expects oil & gas interests to come from a specific source rather than “general gifts.”  This account may be accumulated royalty payments from other interests and not a value on the interests themselves.  Further research may be needed to answer questions about this fund.

Recommendation:  It is unlikely that these funds are restricted and could be added to the new LGREF as well.

Comments on the GP Financial Statements
While the annual audited financial statements are presented in standard format and the footnotes contain most of the important information we have reviewed, GP’s internal balance sheet and interim financial statements are in need of substantial revision.  The asset presentation should list asset types (cash, stocks, bonds, accounts receivable, loans or notes receivable, land,  property, capitalized equipment, accumulated depreciation, mineral interests and other investments, accrued expenses, etc.) rather than fund names.  Liabilities will include accounts payable, salaries payable, any loans payable, unearned or deferred revenue, and the like.  While it would be improper to show all the presbytery’s loan guarantees on the balance sheet, consideration should be given to showing in the footnotes, or in a supplemental schedule, a full listing of all the loans that the presbytery has guaranteed.  On the asset side, fund names give the reader no idea about what asset types constitute the funds’ holdings.  Properly speaking, the designations of permanently restricted, temporarily restricted and unrestricted generally apply only to Net Assets (the new name for Fund Balances or Owner’s Equity in for-profit enterprises) and may need to be eliminated on the asset side of the ledger.

It would be good to assign a minimal dollar value ($1, for example) to all producing mineral interests.  They could be presented in summary form on the balance sheet but perhaps listed in full in the footnotes.  This step would aid in preserving information from year to year.

Real estate assets carried in Property Fixed Assets sub-account of the Fixed Assets account should be presented with identifying information (county, city, survey, street address) rather than internally designated names that do nothing to tell a reader where the property is located.  Additionally, presentation under the name of a group that meets in the location suggests that the property was acquired for the use of that group, and that may or may not be the case.  The category of “Land Held For Sale” should contain sufficient information so that a reader may determine the location of that land.

Comments on Investments
In the consolidation of various accounts that we have recommended, more consideration needs to be given to the funds’ purposes and the time horizon over which they will be used (or left alone) to support their purposes.  When the expectation is that funds will be fully expended in the short term (one to three years), it may be best to invest in short duration securities or TPF funds that have some return but low volatility.  If the time horizon is longer, the TPF Balanced Fund is a good choice.  

It appears that GP has made extensive use of many bank and investment accounts and has depended on this mechanism to help track restrictions and designations.  This approach makes it more difficult to manage investments, results in multiple small balance accounts, lessens security with so many accounts to monitor, and confers few benefits.

Other Advice
Many organizations are prone to creating special accounts for this and that, for honoring people who have been important in their work, for creating new purposes that will require new resources and new recordkeeping.  While such efforts often reflect laudable instincts, they make prudent financial management more challenging.  We believe these temptations should be resisted to the extent possible so that projects like this one become less necessary over the years and so that presbytery resources can be more focused on the challenges of our time.  When staff is burdened and resources are meager, complexity is a drain.  Simplicity will better serve GP going forward, we believe.
GENERAL RECOMMENDATIONS
[Specific proposed resolutions of the GP Executive Committee and the Presbytery to adopt and implement these recommendations are found on Pages 51 & 52 of this report.]

We recommend that:
1.
All prior actions of the Presbytery, or any subordinate body thereof, including, but not limited to those specific actions set out in this report in the section entitled “Prior Actions,” insofar as they relate to the future use of any funds or financial assets (regardless of the manner of acquisition) held by GP, are repealed.  This repeal relates only to actions taken by the Presbytery or any of its bodies, and has no effect on endowment funds or “donor imposed” restrictions, whether permanent or temporary.  This repeal operates prospectively, and shall not in any way undo completed transactions, or expenditures of funds, of or by the Presbytery that have been concluded in the past.

2.
The Presbytery shall respectfully consider the stated wishes of a dissolving congregation as to the use of any assets (financial or otherwise) of that congregation, and any recommendation of the Administrative Commission involved in the dissolution of the congregation, but the ultimate decision as to the use shall be made by the Presbytery, upon recommendation of the EC.  Any such assets to be used in the ongoing mission and ministry of GP shall be subject to the usual budgeting practices and procedures of the Presbytery, including approval of the annual budget by the Presbytery.

3.
All other assets belonging to the Presbytery, now owned or hereafter acquired, shall be held or disposed of by the Presbytery, in furtherance of its mission and ministry of GP, upon recommendation of the EC, and subject to the usual budgeting practices and procedures of the Presbytery, including approval of the annual budget by the Presbytery.  In the case of property or investments acquired with endowment funds restricted by the donor as to use or disposition, the restrictions imposed by the donor shall be honored.

4.
A memorial plaque be procured for any congregation within Grace Presbytery that is dissolved and placed in a prominent location in the Presbyterian Mission Center, commemorating and honoring the life and witness of the dissolved congregation as a part of the Presbyterian Church(USA), or any predecessor body, and specifically noting the way in which the assets from the dissolved congregation will contribute to the work and ministry of Grace Presbytery in the future.
GIFT ACCEPTANCE POLICY

Grace Presbytery, Inc., the civil law expression of Grace Presbytery the ecclesiastical body, is a Texas non-profit corporation and is generally exempt from taxes by virtue of its status as a church.  Gifts to GP are considered tax-deductible under the United States Internal Revenue Code.

While most of the financial support for GP’s mission and service to the church comes from member congregations, gifts from individuals, foundations, and other entities are encouraged.  In order to promote its mission, to protect it from unnecessary burdens and to assure that donors are treated fairly and respectfully, GP has developed this gift acceptance policy.  GP will gladly accept gifts that will support its stated mission but reserves the right to decline gifts based on property characteristics or the proposed use.

Types of Gifts

Gifts of Cash and Publicly Traded Securities

Gifts such as cash and publicly traded securities are encouraged because of their ease of transfer.  Outright gifts of publicly traded securities will be sold with the proceeds directed to the current use or invested with the Presbytery’s asset manager (currently Texas Presbyterian Foundation).  The gift value of securities is determined by the mean of the high and the low selling price of the securities on the date that the stock is received in the Presbytery office or the date that the securities are “booked” to the Presbytery’s account with our broker.  Donors considering a gift of securities to GP are encouraged to contact the Presbytery office or Texas Presbyterian Foundation (214-522-3155 or www.tpf.org) for further assistance.

Gifts of Life Insurance

GP will accept gifts of life insurance as outright gifts.  Such gifts can be made by giving existing policies, by change of beneficiary, or by purchasing new insurance.  The Presbytery never recommends agents, agencies, or companies and will not endorse insurance programs.  GP will not assume the payment of continuing premium obligations to maintain policies in effect until the death of the insured.
Gifts of Real Estate

Gifts of real estate can be especially beneficial to donors from a tax and management perspective and can potentially also be helpful to GP.  However, real property is also the most difficult to liquidate and certain steps and precautions are necessary to make such a gift transaction complete.  The following steps are intended to make such a transaction as beneficial to all parties as possible.  The donor is responsible for establishing the value of property donated to GP.

All gifts of real property should be accompanied by evidence that the property is free from environmental hazards which would subject an owner to liability under the Comprehensive Environmental Response, Compensation and Liability Act, the Superfund Amendments and Reauthorization Act of 1986, and any other local, state or federal environmental law or regulation.

Except in extraordinary cases of good income-producing property, all gifts of real estate will be sold as soon as practical.

Gifts of real property should be accomplished under the following guidelines:

· Transfer by a General Warranty Deed, accompanied by a title insurance policy and survey, showing no unacceptable encumbrances, restrictions or easements, including current leaseholds, and evidence of marketability or adequate income to meet any expense involved with receipt and/or disposition of same.  Any indebtedness against the property must be satisfied by payment prior to acceptance by GP.

· According to IRS guidelines, for the purpose of valuing the gift, an appraisal by a certified appraiser must be obtained no earlier than 60 days prior to the date of the gift, and no later than the due date of the return on which the contribution is first claimed as a deduction.  Form 8283 will be provided to the donor upon request.  Form 8282 will be filed with the IRS on a timely basis if the property is sold within two years of receipt of the gift.

· An EPA Environmental Level 1 Inspection is required at the time of receipt of property and an Environmental Waiver at the time of both receipt and sale of the property.

· The donor must guarantee taxes, insurance, legal and other expense until liquidation unless the property has adequate income to support these expenses.

· Donor will be informed that the value of the gift will likely be reduced by sales commissions, taxes, and legal expenses at the time of sale of the property and that the net proceeds benefiting the Presbytery may, as a result, be less than the gift value.

· Acceptance and receipt of the property must be approved by the Presbytery’s Administrative Commission on Property and its Board of Trustees, to be indicated by an acceptance statement contained within the deed of transfer and executed by the authorized representative of the Board of Trustees.

Gifts of Residence or Farm, with Life Estate Reserved

GP encourages gifts of a residence or farm, with a life estate reserved.  Donors will be expected to agree in writing that property taxes, maintenance, and insurance will continue to be their responsibility as long as he or she lives at the property or until possession is given to the Presbytery for disposition, in which case any reserved life estate must be waived.

Mineral Interests

Gifts of mineral interests, especially of those in the states covered by the Synod of the Sun (Texas, Oklahoma, Arkansas and Louisiana), are encouraged whether or not they are currently under lease.

Other Gifts

Gifts of privately held company stock, of partnership interests, tangible personal property and other illiquid assets can present special challenges.  They can require special expertise to manage, often involve storage issues or other costs to hold, and may be difficult to sell.  For these reasons, the Presbytery discourages donors from attempting to make gifts of such assets.  If an immediate buyer is in place, arranged by the donor, such a gift will be considered.

Purposes of Gifts

GP gratefully accepts gifts that are intended for current use, and those that are intended to support the Presbytery and its mission in perpetuity (endowed gifts).  It is important that both types of gifts be intended to support activities that the Presbytery routinely undertakes, such as support for congregations, new church development, youth activities, support for ministerial candidates, support for Presbytery operations and care for pastors.  Many gifts are unrestricted.  These are of immeasurable help to the Presbytery as they can be used to support any and all Presbytery activities and expenses.  Heavily restricted gifts that cause Presbytery to undertake new or unfamiliar activities can present challenges to Presbytery staff and volunteers and add to administrative burdens, sometimes without adequate funding or other support.  Potential donations carrying such restrictions may, therefore, be gracefully declined or redirected to another organization more capable of carrying out the donor’s intent.

Gifts made to GP as to which no restrictions are imposed by the donor may be used by the Presbytery for any of its mission and ministry purposes on a current or future basis as determined by the Presbytery Council.

Gifts of endowed funds will be accompanied by a gift document, executed by the donor and approved by the Presbytery, that attests to the donor’s intent to create a permanent fund, stipulates the purpose, if other than unrestricted, that the endowment will support, confirms that the Presbytery may employ a prudent spending policy to determine annual distributions from the fund, and set forth provisions for disposition should the Presbytery cease to exist.  Texas Presbyterian Foundation currently manages the Presbytery’s endowed funds using its Balanced Fund.

Donors considering a bequest to GP should make their intent clear in their wills by indicating whether or not their gifts are endowed or fully expendable and what purpose, if not unrestricted, the bequest will support.

GRACE PRESBYTERY OWNED REAL ESTATE ASSETS

(Restrictions On Sale Or Use Of Proceeds)

DALLAS COUNTY
1.
Chapel Hills Property – Webb Chapel Road (On GP books as Chapel Hills 
Presbytery Center

This property acquired in the dissolution of the Chapel Hills Presbyterian Church 
as 
of May 31, 2007.  By action of the Presbytery (Jun 2006) the property was to be 
transferred to the Presbytery.  At a subsequent meeting (May 2007), the Presbytery 
voted to postpone selling the property for two (2) years.  No restrictions were 
placed on the use of any sales proceeds.

BOOK VALUE:
$1,287,560
(DCAD Value)


Comment on Value:
This is probably an unreasonably optimistic opinion of the 
value of this property.  Currently, it enjoys an exemption from ad valorem 
taxation
based on its present use for worship purposes.  If sold, there should be no roll-back 
taxes as long as it is used for worship purposes until any such sale.


Recommendation: Proceeds from a sale of this property, at this time, would be 
subject to the default policy of GP as to use.  Changes to that policy are discussed 
in 
this report.  In the meantime, we feel that any decision about the future of this 
property requires a decision about the future of the various ministries located at the 
site, and a current appraisal by a qualified appraiser, to determine its actual 
market value.  That information is necessary in deciding whether its present and 
likely future use is appropriate.  After getting such an appraisal, the book value should 
be adjusted accordingly.  If the value is substantially less than the current book value, 
continuing its current use may be the best use of the asset.  
If the value is near or 
above the current book value, sale of the property and relocation of the ministries 
currently at the site may be appropriate.
2.
Trinity Presbyterian Church Property (On GP books as Zang Blvd, Dallas)

This property acquired in the dissolution of the Trinity Presbyterian Church of 
Dallas, Texas as of May 31, 2008.  By action of the Presbytery in March 2008, the 
property was to be sold.  At a subsequent meeting, May 2008, the decision was 
made to delay the sale of the property for three (3) years.  No restrictions were 
placed on the use of any sales proceeds.

BOOK VALUE: This property was inadvertently omitted from the balance sheet 
of 
GP as of December 31, 2011.  The value as determined by the Dallas County 
Appraisal District for 2011 was $321,210


Comment on Value: The DCAD value is based almost entirely on land value; 
almost no value is attributed to the building.  There is a serious question as to the 
actual value of this property, and, more significantly, its marketability.  In 2011, it 
had an exemption from taxation based on its then current use for worship 
purposes.   
 
An application was filed for a similar exemption for 2012, and has been granted.  The 
property should be exempt as long as Iglesia Emmanuel Presbyterian Church 
worships there, but inasmuch as they plan to leave, the exemption will be lost as 
of 
January 1, 2013.

Recommendation: Proceeds from a sale of this property, at this time, would be 
subject to the default policy of GP as to use.  Changes to that policy are discussed 
in 
this report.  In the meantime, we feel that any decision about the 
future of this 
property requires a current appraisal by a qualified appraiser, to determine its 
actual market value.  It should be entered onto GP’s books at the appraised fair 
market value at the date of acquisition.
3.
Crown Road Property (On GP books as Hamggehanun Korean, Dallas)
This property acquired in the dissolution of the Korean Central Presbyterian Church in June 1995.  By action of the Presbytery (24 Jun 1995, GP Minutes, Volume 17, #2, Page 4), “all assets pertaining to this church be transferred to GP for disposition by the Division of Church Support and Development.

At that time, the Division of Church Support and Development, according to GP Standing Rules (SR2.81) [see Minutes of GP for first meeting of 1995 for Standing Rules] was “… responsible for the implementation of Presbytery’s oversight of its churches in the areas of church extension, development, and support … [and was] concerned with new church development; with pastoral and financial support of congregations; with mission strategy related to congregations; with small churches and ethnic churches; with property and building loans, and with Mexican American Affairs.”  It was not restricted to church development activities, although that is one area within its purview at the time.
When this property was transferred to GP there were outstanding loans of some amount that apparently were retired by GP.

BOOK VALUE: $125,000 

Comment on Value: Apparently this book value was the DCAD value as of the date that the property was recorded on GP’s books.  Current DCAD value is $233,680.

Recommendation: Proceeds from a sale of this property, at this time, could be used for any of the purposes described above, and would not be restricted to church development activities.  The property is currently used by the Hamggehanun Korean congregation; any decision about the future of the property would have to consider that congregation’s use and future prospects.  Such a decision should be made before the expense of a property appraisal is incurred.

4.
Cedar Hill Property – Lake Ridge Pkwy (On GP books as Land Held For 
Sale)
Acquired by purchase in December 1997.  Check for purchase price ($336,214.10) issued by Merrill Lynch on 23 Dec 1997 to Safeco Land Title, from account #552-04C11.  That account was the GP Operating Reserve Fund, which is carried on GP’s books as a Temporary Restricted Fund; actually that is only a board designation, and, therefore, is subject to action of the EC.
BOOK VALUE: $350,956
Comment on Book Value: The book value of this property may reflect that some additional funds were paid for its acquisition that are not properly recorded in the real estate files, but are recorded in the accounting files.  The discrepancy is not considered material.  Current DCAD value of the property is $210,140, and that is likely the upper end of actual fair market value; therefore GP will incur a loss based on its book value
Recommendation: This property is among the most readily salable of the Presbytery’s real estate assets.  It currently holds an exemption from ad valorem taxes based on proposed religious use.  The time limit for that exemption has long since passed, and when the property is sold there will be significant rollback taxes due.  The tract should be appraised by a qualified appraiser and listed with a competent broker.  The net proceeds from any such sale should be returned to the Operating Reserve Fund. 
5.
Highland Hills Presbyterian Church Property – Bonnie View Road (Not on GP

Books on 12-31-2011)

This property acquired by operation of law upon the dissolution of the Highland Hills Presbyterian Church, but it has not yet been formally transferred to GP.  The Administrative Commission has made no recommendation as to use of the proceeds of any sale.
BOOK VALUE: Not carried on GP’s books at December 31, 2011.

Comment on Value: DCAD value on this property is $65,050.  It is taxable, having lost its exemption on January 1, 2011 inasmuch as worship services were not ongoing on the premises.  Actual value is minimal

Recommendation: This property is more of a liability to the Presbytery than an asset with real value.  Carrying costs (maintenance, taxes, insurance) until such time as it can be sold, if ever, will have to be absorbed by the Presbytery.  It should be disposed of as soon as practicable.
TARRANT COUNTY

6.
North Beach Street Property (On GP books as Park Glen, Ft. Worth)
Acquired by purchase in February 2000 (purchase price $434,000).  Approved by Board of Trustees on 17 Feb 2000, with no statement in motion as to source of funds.  The actual purchase money was by wire transfer from Texas Presbyterian Foundation, Account #50978, which is carried on GP’s books as a Temporarily Restricted Fund internally designated to be used as needed for church development expense; actually that is only a board designation, and, therefore, is subject to action of the EC.  That account was actually only a pass-through account, as the source of the funds was First Presbyterian Church, Fort Worth, as discussed immediately below.

The file contains a letter from Wilson Gunn, Associate General Presbyter of GP, to Harry Bartel, Chairman of the Board of Trustees, First PC, Fort Worth, dated 10 Jan 2000, requesting $434,000 “from the First Presbyterian Church fund that has been set aside for New Church Development property acquisition.”  A subsequent memorandum from Bob West, Chairman of the Tarrant County Site Selection Task Group, dated 14 Jan 2000 reported that “…[f]unds for this site acquisition are available from First Presbyterian Church of Fort Worth, from Bicentennial Funds raised in 1986 for church sites in north Tarrant County….”

BOOK VALUE: $434,729 

Comment on Book Value: The difference between the cost figure and the book value is negligible and likely represents closing costs.  Current TCAD value of this property is $1,116,617, or $2 per square foot.  
Recommendation: Sale of this property would result in approximately $140,000 of rollback taxes that would be due and payable.  In light of the source of the funds to purchase this property, use of proceeds from a sale are probably restricted to the use designated by First Presbyterian Church, Fort Worth at the time the funds were given.  Approval of any different use would require approval by the donor.  Before this property might be considered for sale, the Church’s approval should be obtained and that would control the ultimate use.  No sale should be considered, if at all, without an appraisal of the property by a qualified appraiser.
7.
Crowley Property (North Beverly, Crowley – 1404 Hwy 1187
This property was acquired by GP when the Grace Presbytery Church Extension Committee, Inc. was dissolved in 1992.  At a GP meeting on March 13/14, 1992, the Presbytery instructed “… its directors [trustees] to receive the assets and liabilities of the Grace Presbytery Church Extension Committee if that committee votes to dissolve and transfer its assets to Presbytery.”  

No restrictions were included in that approval and the deed to GP was without restriction.  Minutes of the Grace Presbytery Church Extension Committee, Inc. of 13 Mar 1992, reflect that a motion was made as follows:

That Grace Presbytery [Church] Extension Committee, Inc. be dissolved effective March 31, 1992 and that its assets and liabilities be transferred to Grace Presbytery to be used for new church development or as determined by Grace Presbytery through its Division of Church Support and Development.

The minutes further reflect that an amendment was offered “… to limit the funds to be used for new church development only …” and that it failed.  The original motion was adopted by more than a 2/3rd majority.

The scope of the Division of Church Support and Development is noted above in item #3 (Page 29 above).  It was not restricted to church development activities, although that was one area within its purview at the time.  
BOOK VALUE: $167,500 

Comment on Value: The book value on this property is of undetermined origin.  There is nothing in the real estate file to indicate the basis for the value; it may have been the cost basis in the hands of the Grace Presbytery Church Extension Committee, Inc., or it may have been the tax value in 1992 when acquired by GP.  Current TCAD value is $290,327; actual internal value estimates are probably in the $50,000-$60,000 range.  An additional concern is that the property has an agricultural valuation; if sold, rollback taxes for 5 years are due, and would reduce any sales proceeds significantly.  However, there are several producing gas wells on the property that produce significant royalties.  In this regard, it is noted that substantial royalty income has been received and is carried in funds designated by CDC as for its use, discussed in detail elsewhere in this report.
Recommendation: There is no particular reason to hold this property; however, any sale will produce minimal proceeds for the Presbytery considering its value, closing costs and rollback taxes.  It should probably be sold, reserving all mineral interests, and the proceeds used for any of the purposes described above in Item #3 (Page 29 above); they would not be restricted to church development activities.  The royalties produced from this property are available for any of those same purposes.

8.
Mansfield (4517 East Broad Street, Mansfield)
Consists of two tracts of land acquired more or less simultaneously in March 2005.  Approved by Board of Trustees in March 2005.  No source of funds in Board of Trustees minutes.  GP also acquired an option to purchase .918 acres owned by Botard, one of the Sellers, that is currently leased to MCI.
The purchase price ($373,923.75) wired from Merrill Lynch, Account #552-04C11.  That account was the GP Operating Reserve Account, a Temporary Restricted Fund, and, therefore, is subject to action of the EC.  The Earnest Money for both purchases was by checks ($5000 each) drawn on GP’s Bank One account (check #’s 023776 and 023777).

BOOK VALUE: $392,581

Comment on Value: The discrepancy between the book value and the purchase cost ($373,923.75 + $10,000) is considered minimal, and may reflect additional closing costs not documented in the real estate files but from the accounting files.  Current TCAD value is $179,248, which is not unreasonable, but is far less than GP cost in the property.  That figure includes improvements which probably have little actual value in a sale.

Recommendation: This property is currently used by the East Broad NCD.  Any decision made about the future of this property is inextricably intertwined with decisions about the future of the East Broad NCD.  If the property is to be sold, an appraisal from a qualified appraiser should be obtained; the proceeds from any sale should be returned to the Operating Reserve Account.
Other Recommendation: This property was subject to ad valorem taxes in 2011.  Every effort should be undertaken to secure a tax exemption for 2012 and subsequent years based on its current use if that is possible.  It would seem to be appropriate, though probably a challenge, to obtain the exemption.

DENTON COUNTY

9.
Legacy, Frisco (Eldorado Parkway & Legacy, Frisco – Legacy NCD
Acquired by purchase in May 2003.  No mention in the Board of Trustees minutes approving this purchase.  Purchase money of $800,243.45 wired from TPF Account #50978, to Republic Title in May 2003, authorized by letter from Dan Moore, President of the Board of Trustees on May 9, 2000.  Of that sum, $200,000 was for road improvements, which was to be held until the developer completed certain work, with GP to receive the interest until it was paid.  On 30 December 2008, GP received $22,262.17 interest, when the $200,000 was released, and the interest was deposited into TPF account #50978

TPF account #50978 is now designated as Church Development Fund #1.  At December 31, 2011, it held $283,743.83.  That account was previously [as early as 21 December 1984] designated by TPF as GP Deposit Account, Account #2B040.  In 1986, the balance in the account was in excess of $600,000.  It was to hold funds not immediately needed, but to be drawn on as needed for cash flow stabilization, auto replacement funds, staff continuing education, church development and various programs, carried over from year to year.
In 1996, by a letter from Warren L. Moody, Jr. to Dan Klein, President of TPF, three different accounts – 2B040 and 2B081, Extension Committee Asset Fund, and 2B050, Frontiers of Faith, were to be combined into one fund, renaming it Church Support and Development Funds.  As discussed above, funds coming from the Extension Committee were without restriction, 2B040 was a general GP deposit account, and the Frontiers of Faith account apparently held the remaining balance from a mid-1980’s Presbytery-wide fund-raising campaign, after designated funds from the campaign had been spent.  In short, none of funds in the predecessor accounts that were combined into #50978 were restricted to church development.
It is not clear if the accounts were actually merged in 1996, but by 2002 they had been merged

By its own action on August 16, 2005, the Church Development Committee renamed certain accounts as General Church Development funds (PILP, TPF- General Church Development Fund #1 and Merrill Lynch-General Church Development Fund #2) and others as Restricted Church Development (Evangelism-Merrill Lynch Cash, Gethsemane-TPF, Jubilee Loan Fund-TPF, Jubilee Loan Fund-Comerica Cash, and Westminster Waco Fund [Heart of Texas]-TPF), and still others as New Church Development (New Church Development General Fund-TPF, St. John; New Church Development Site Fund-Merrill Lynch Cash; and Holy Seed PC NCD-Binnerri-Restricted.

As a part of that action, the CDC expressed that “… they would like to be notified of any use of CDC designated funds by the general Presbytery.” and the minutes reflect that Thomas [Allen] and Randy [Preddy] “… will speak with the Budget Committee and Council concerning the use of designated funds for use by the Presbytery’s overall budget.”

It is implicit in those actions that (i) the various accounts designated as church development reserves were so designated by their own action and (ii) they recognized that all such funds were available for use by the Presbytery through the Budget Committee and the Executive Committee in the Presbytery’s overall budget.
BOOK VALUE: $813,736

Comment on Value: The book value amount appears to be the purchase price together with some other cost items that were capitalized.  2010 DentonCAD value was $4,539,344, which is a grossly excessive amount.  The CAD has agreed to lower the value for 2011 and 2012 to $1,361,803.  The property has received an agricultural valuation of $990 since at least 2006.  If sold there will be rollback taxes due for 5 years totaling a very significant sum of money.
Recommendation: A decision about this property involves a decision about the future of the Legacy Presbyterian NCD.  Their website says that they own the property in question and that they plan to build a worship center there.  For some time after its acquisition, this property received an exemption from ad valorem taxes based on proposed future use for religious purposes.  After 3 years, that exemption was lost, and that is when the property was given an agricultural valuation.  GP is incurring a huge and continuing tax liability by holding this property.  Unless the decision is made that it will be used as a home for the Legacy Presbyterian NCD in the immediate future, it should be appraised by a qualified appraiser and listed for sale with a competent broker, realizing that a sale anytime within the next 5 years will result in payment of rollback taxes.  

10.
Lake Cities, Corinth
Acquired as two tracts (Sheets Tract and Pinnell Tract) in 2000.  Board of Trustees minutes reflect approval to purchase the Lake Cities property, with no specification of legal description, on 17 Feb 2000.  That motion said that the purchase was to be funded by Church Development Reserves.  

On 11 Apr 2000, $380,581.35 was wired from TPF to Rattikin Title, from Frontiers of Faith Account #50981 to acquire the Sheets Tract.  The Pinnell Tract was acquired a couple of months later, in the range of $170,000, but I could find nothing in the file as to the source of those funds.  It appears from other references to have come from TPF Account #50978, discussed above.
BOOK VALUE: $505,938
Comment on Value: 2011 Denton CAD value on these properties is $1,176,745, largely based on land value.

Recommendation: There is no present plan to use this property for church purposes.  It should be appraised by a qualified appraiser and listed for sale with a competent broker. 
McLennan County

11.
El Calvario, Waco (On Dutton Avenue, Waco, Texas)

This property was acquired by GP when the Extension Committee was dissolved in 
1992.  The deed to GP was without restriction.  Minutes of the Grace Presbytery 
Church Extension Committee, Inc. of 13 Mar 1992, reflect that a motion was made as 
follows:

That Grace Presbytery [Church] Extension Committee, Inc. be dissolved effective March 31, 1992 and that its assets and liabilities be transferred to Grace Presbytery to be used for new church development or as determined by Grace Presbytery through its Division of Church Support and Development.

The minutes further reflect that an amendment was offered “… to limit the funds to be used for new church development only …” and that it failed.  The original motion was adopted by more than a 2/3rd majority.

The scope of the Division of Church Support and Development is noted above in item #3.  It was not restricted to church development activities, although that is one area within its purview at the time.
The property is currently used and occupied by El Calvario, a constituted congregation of GP.

BOOK VALUE: $35,024
Comment on Value: There is no record of the basis of this property; it may be the cost basis when acquired from the Lohman Estate by the Church Extension Committee in 1983, it might be the tax basis when acquired by the Presbytery in 1992, or it might be some other figure.  Current MCAD value of the property is $186,976, almost entirely based on the improvements on the property.  The land in the area is of little value.

Recommendation: This property is actively in use by a constituted congregation of the PC(USA).  Why it is still carried on the books of GP is uncertain.  It probably should be transferred to the El Calvario congregation; if so, the deed should contain restrictions and reversionary language in the event the congregation should ever dissolve or decide to leave the denomination.

GENERAL RECOMMENDATIONS

[Specific proposed resolutions of the GP Executive Committee, Board of Trustees, and the Presbytery that will be necessary to adopt and implement these recommendations are found on Pages 49 & 50 of this report.]
We further recommend that:

1.
All prior actions of the Presbytery, or any subordinate body thereof, including, but not limited to those specific actions set out in this report in the section entitled “Prior Actions,” insofar as they relate to the future use of property or any proceeds from the disposition of property owned by GP (regardless of the manner of acquisition) and still held by GP, are repealed.  This repeal relates only to actions taken by the Presbytery or any of its bodies, and has no effect on endowment funds or “donor imposed” restrictions, whether permanent or temporary.  This repeal operates prospectively, and shall not in any way undo completed transactions, or sales of property, of the Presbytery that have been concluded in the past.

2.
The Presbytery shall respectfully consider the stated wishes of a dissolving congregation as to the use of any properties of that congregation, or any proceeds from the disposition of any such properties, and any recommendation of the Administrative Commission involved in the dissolution of the congregation, but the ultimate decision as to the use shall be made by the Presbytery, upon recommendation of the EC.  

3.
All other properties belonging to the Presbytery, now owned or hereafter acquired, shall be held or disposed of by the Presbytery, in furtherance of its mission and ministry of GP, upon recommendation of the EC, and subject to the usual budgeting practices and procedures of the Presbytery, including approval of the annual budget by the Presbytery.  In the case of property or investments acquired with endowment funds restricted by the donor as to use or disposition, the restrictions imposed by the donor shall be honored.

4.
The policies adopted here shall also include all other sums received from the ownership of properties, including rents, royalties, easement sales, condemnation awards, insurance proceeds, and sums of whatever nature, which sums shall be deposited into GP's general operating account to be used as provided herein.  Such receipts shall be dealt with in the same manner as provided herein for the property that produced the funds.

5.
In determining the use of any proceeds from the sale of property, the usual budgeting policies and practices of GP shall apply.

6.
No property be purchased by GP without specific, documented approval by the EC and the Board of Trustees of Grace Presbytery, Inc., which approval shall specifically state the source of funding to make the acquisition.

7.
Current appraisals should be obtained on any GP property that the EC considers selling; additionally, current appraisals should be obtained on any GP property that might realistically have a current value less than its book value.  Book value should be reduced to the actual market value based on those appraisals.  As to any properties to be sold, book value should reflect any selling expenses, and any tax liability as discussed below.

8.
A determination should be made as to the contingent tax liability of GP with respect to properties owned by it that are currently exempt from ad valorem taxation, or that receive special valuation for ad valorem tax purposes.  The determination should involve ascertaining the potential liability to GP if rollback taxes are imposed upon a sale of the property, or upon a determination by the taxing authorities that the basis of the exemption or the special valuation is improper.  With that information, a decision can then be made as to the advisability of creating some reserve fund to cover that possible liability.  Any such determination should also consider and decide whether GP should be claiming exemptions or special valuations that, while within the letter of the law, are clearly contrary to its intent, and whether claiming those exemptions or special valuations models conduct that is appropriate for the church.
PRESBYTERIAN MISSION CENTER

GP owns an undivided 1/3rd interest in the Presbyterian Mission Center, along with the Texas Presbyterian Foundation and Synod of the Sun Presbyterian Foundation.  The property is carried as an investment.  Unlike other real estate owned by GP, its value is marked to market periodically, and no depreciation is recorded.  As of March 2011, the appraised value was $3,975,000.  GP’s value as of December 31, 2011 is recorded at $1,324,999.45.  There is debt outstanding of $150,000; apparently, the Presbytery’s liability for 1/3rd of the $150,000 debt is contingent and is not reflected in any way.

When originally acquired, the initial acquisition cost was $2,800,000.  That amount was divided among the three owners, with each contributing approximately $933,333.  GP’s contribution came from three different funds carried as TPF accounts: $263,700 from the William B. Robinson Legacy Fund, Permanently Restricted; $107,000 from the Morrison Fund, Permanently Restricted; and $229,300 from the Operating Reserve Fund.  Those amounts total $600,000, thus indicating a short-fall in GP’s share of $333,333.

At the time of the acquisition, an extensive and successful capital campaign was undertaken to raise funds to complete the acquisition and to finish-out the building into a configuration that could be used by the three acquiring entities.  That campaign raised $2,383,120.95 from individual donors, congregations and other institutional donors.  Those gifts were allocated among the three acquiring entities on an equal basis (each receiving $794,040.31 [$794,040.31 x 3 = $2,382,120.93].

GP’s $933,333 for the initial acquisition came from the $600,000 described above and $333,334.20 from the donations, bringing GP’s total investment at that point to approximately $933,333, the needed amount.  In internally calculating and allocating the percentage interest held by GP in the PMC, the $333,333 from donations was treated as from the Operating Reserve Fund, bringing the total investment from that fund to $562,633.  

The percentages of ownership based on the various funds’ investments were then established as Robinson – 28.24%, Morrison – 11.49%, and Operating Reserve – 60.27%.  That action and allocation was approved by the GP Board of Trustees on September 22, 2005 and February 8, 2006, and those percentages have not changed.  It should be noted that the Board decided that not more than 49% of each fund should be used for this investment.

In addition to the acquisition cost, additional costs were incurred totaling $1,471,256.09 which were to be shared among the three acquiring entities on an equal basis: GP’s share of that amount was $490,418.70.  That amount was funded from the capital campaign to the extent of $460,706.11, and GP contributed an additional $50,000 from its internal funds in December 2006.  Additionally, as noted above, there is an outstanding loan of $150,000 at Northern Trust Bank.

It is not at all clear why the percentage interest attributed to each fund was not adjusted as gifts were received and additional monies contributed to the project from those gifts and from internal GP funds.  The gifts were gifts to GP, not given to the Morrison Fund or the Robinson Fund.

Apparently, it was the intention that GP’s ownership interest in the PMC, was to be internally allocated among those funds, so that as the value fluctuated, the amounts allocated to the various ownership funds would be adjusted accordingly.  Thus, at December 31, 2011, $374,189.34 was allocated to the William B. Robinson Legacy Fund (28.24%); $152,262.37 was allocated to the Morrison Fund (11.49%); and $798,547.74 (60.27%) was allocated to the Operating Reserve Fund.  Those amounts total $1,324,999.45 (100%).  Apparently, those allocations are made every time that the appraised value is revised, either positively or negatively.  

The Operating Reserve Fund is a carried as a TPF Temporary Restricted Fund, which means that it is not actually restricted other than by internal action of the EC.  It is a board designated fund and can be changed at any time.  As to the two permanently restricted funds, the principal of each fund is donor restricted, that is, each was intended as permanent endowments to benefit GP, as discussed in the portion of this report dealing with funds.  This investment was made from the corpus of each of those funds.  The total amount that the three owners spent to purchase and remodel the building for its use as the Presbyterian Mission Center ($4,271,256.09) is more than the current appraised value of the property ($3,975,000).

If this property were sold, there would have to be accounting among the various funds that contributed to its acquisition.  Depending on the sales price, there might be a gain or loss on the property.  The portion of the net sales proceeds allocated to the Robinson and Morrison funds would be restricted and would be reinvested in the corpus of those endowed funds.  The portion allocated to the Operating Reserve would be unrestricted.

Recommendation: For the sake of simplicity in understanding the internal financial statements of GP, we recommend that the line item entitled “Investments in Real Estate (PMC)” be shown on the balance sheet.  Each fund’s ownership might best be explained in a financial statement footnote.

GRACE PRESBYTERY LOAN GUARANTYS

General Information Regarding Loans and Guaranties

Any loan to a congregation that is secured by real property belonging to the congregation must be approved by the Presbytery (BOO G-4.0206a), except in the few instances within GP of congregations that elected to be exempt from this approval requirement at the time of reunion.  Even in the case of those congregations, if the Presbytery is to guarantee the loan, Presbytery approval is required.
By prior action of GP, that approval process has been granted to the Administrative Commission on Property (“ACP”), and it is vested with the authority of the Presbytery to approve a loan and to authorize a guaranty of any loan that is approved.  If the loan is in excess of $1,000,000, further approval of the GP EC, upon recommendation of the ACP, is also required.  The ACP maintains a detailed Manual of Operations that contains the standards under which a loan is considered and a guaranty authorized.  The process works well.

Some third-party lenders are willing to make a loan to a congregation without the guaranty of the Presbytery.  In those instances, approval and consent is sometimes required in light of the fact that all congregations hold their property in trust for the PC(USA).  Some third-party lenders are willing to make a loan simply upon receiving evidence that a congregation elected to be exempt at the time of reunion.

Most lenders require not only the Presbytery approval and consent, but they also require that the Presbytery guarantee the repayment of the loan in the event the congregation is unable to meet the debt obligation.  In the case of loans made by Presbyterian Investment & Loan Program (“PILP”) all must be guaranteed by the Presbytery, even those to exempt congregations.  The guaranty required in the case of most PILP loans is a standard guaranty – the usual type of guaranty in which a guarantor (the Presbytery) would be called on to pay the debt if the borrower defaulted, after some period of time of the lender working with the borrower.  In other cases, more marginal loans, PILP requires an “enhanced guaranty,” that is a guaranty that requires the Presbytery to begin making the loan payments within a very short period of time (less than 30 days) if a congregation defaults.  In those cases, there is almost no time to work out a rearrangement or moratorium – the Presbytery simply must begin making the mortgage payments.

Grace Presbytery Congregation Loans and Related Guaranties

There are three categories of loans to GP congregations, with related guaranties, that seriously and negatively impact the financial condition of the GP, its ability to engage in ministry today and its future programming and missional activities.  The first of these are loans as to which GP has signed a formal, written guaranty.

A list of those loans is shown here, with balances as of April 30, 2012, unless otherwise shown:
Loans from PILP – Standard Guaranty

Church/Location


Date
 Original Amt

Balance
Payment

Bethany Korean, Carrollton

2003
 200,000

131,041
1,462

Bethany Korean, Carrollton

2009
1,200,000

1,124,732*
9,304

Crossroads, Blue Ridge

2010
300,000

173,312
1,131

Grace, Temple



2001
74,000


28,613

574

Trinity, The Colony


2005
450,000

353,346
3,007

Woodhaven, Irving


1993
45,000


7,425

430

First, Richardson


2010
600,000+

498,143
+

*
Some accumulated late fees not included in total

+
Not into amortization yet, not fully funded

Loans from PILP – Enhanced Guaranty

Church/Location


Date
Original Amt

Balance
Payment

Trinity, Southlake


2000
400,000

200,588
2,924

Trinity, Southlake


2009
1,965,000

1,868,548*
14,617

Trinity, The Colony


2006
1,100,000

902,160
7,455

*
A principal payment of $400,000 was due in 2011 and has not been made

Other Formally Guaranteed Loans (Balances as of 12/31/2010 unless shown otherwise)+

Church/Location


Date
Original Amt

Balance
Payment

Canyon Creek, Richardson

2004
6,200,000

5,095,392
35,000+
Faith, Aledo



2009
1,574,840

1,587,897

First, Allen



2000
500,000

351,941**
First, Grapevine


2003
3,600,000

2,799,083

Lake Highlands, Dallas

2005
1,500,000

1,319,665

St. Barnabas, Richardson

2012
700,000

Woodhaven, Irving


2009
200,000

48,000

+
Blanks indicates that GP has no information
*
Estimated
**
Balance as of 12/31/2011
In addition to those contingent, though very real, contractual liabilities, which are not reflected on GP’s balance sheet in any way, GP also carries what amounts to an implicit guaranty in the case of congregations that have borrowed money without a formal Presbytery guaranty.  That implicit guaranty exists by virtue of the fact that the Presbytery would ultimately own the property of a congregation that defaulted and dissolved.  This situation is almost a “guaranty in fact,” a tacit guaranty, if not a formal, contractual liability.  
Certainly, the Presbytery could walk away from such a situation, thereby forfeiting any equity in the property, and also possibly besmirching the name of the PC(USA) and running the risk that future lenders might be unwilling to make loans to a PC(USA) congregation.  In a very real sense, this is another side of being a connectional denomination – GP cannot really walk away from debts of member congregations.
A list of those known loans, including the very minimal information that GP has about them, is shown here.  In those instances, the Presbytery has no direct liability; they are situations of the tacit or “guaranty in fact” described above.  Additionally, there are known instances as to which GP has general, vague knowledge that a congregation has borrowed money, but as to which there is not enough information known to present it, other than to suggest that the extent of potential liability is not fully known.

Unfortunately, the Presbytery does not have a method of ascertaining on an ongoing basis the status of loans from lenders other than PILP.  PILP provides a quarterly report to the Presbytery detailing the status of each loan.  Non-PILP lenders do not provide any such report; and churches have not been required, in the past, to provide that information.  That is no longer the case, but as to the loans already outstanding, the Presbytery might not learn of problems until it was contacted by the lender, asking for payment.

Other Known Loans, Not Formally Guaranteed

Church/Location


Date
Original Amt

Balance
Payment
First, Clifton



2009
450,000

Grace, Arlington


2005
200,000

Grace, Plano



2008



49,162*
2,485

Hackberry Creek, Irving

First, Temple







498,656*

Northpark, Dallas




St. Stephen, Irving




*
Balance as of 12/31/2010

TOTALS NOT SHOWN BECAUSE OF INADEQUATE INFORMATION TO PROVIDE COMPLETE DATA
There is a third category of loans, called Church Mortgage Grants, made by predecessors of the PC(USA), as long ago as 1918 and as recently as 1971.  Here is a list of the church mortgage grants that are owed to the Presbyterian Church (U.S.A.)


CHURCH




DATE


BALANCE
1.
Kaufman-Covenant UPC/1st UPC 

31 Dec 1952

$1,330

2.
(a) Dallas-Bethany



11 Jun 1959

$5,000


(b) Dallas-Bethany



30 Nov 1971

$5,000

3.
McKinney-Corinth



12 Sep 1923

$3,517

4.
Rockwall-1st PC



11 Feb 1929

$1,500

5.
Paris-Central




21 Oct 1918

$4,758.96

6.
Kerens-Kerens PC



12 Dec 1950

$2,000

The principal balances are small, but that is deceiving.  In all cases, to greater or lesser degrees, the loans were to be outstanding in perpetuity, with interest accruing at various rates, unless the property was sold, ceased to be used for a church, or the congregation left the denomination.  At December 31, 2011, the aggregate balance of those loans was a little over $23,000; however, the accrued interest is a significantly larger amount if they have to be repaid.  The congregations have an option of repaying before a triggered maturity.  In such a case, interest is waived and principal of 80% of par is accepted.  In some cases, the Presbytery has direct guaranty liability.  The loans are secured by a lien on the church property, but most are so old that local title insurance companies may or may not find them when searching title.
Recommendation: We recommend that a letter be sent to the churches who are the obligors on these church mortgage grants, advising them of their existence, of the potential liability, and their option of paying now at a discount.  If after one year, the loans have not been retired, we recommend that GP consider retiring the loans, at its own expense, notifying the churches of its action and seeking reimbursement.
Risk to Grace Presbytery from Loans and Guaranties
At December 31, 2011, the outstanding balance of loans formally guaranteed by the Presbytery, exclusive of the Church Mortgage Grants, was about $19,000,000.  In addition to that liability, the known instances of the implicit guaranty described above increases the exposure of GP by several more millions of dollars.
Monthly payments on the formally guaranteed loans is about $56,000, of which the liability on enhanced guaranties totals $25,000 per month.  That amount could be greater, inasmuch one congregation has two loans, both guaranteed, one a standard guaranty, the other an enhanced guaranty.  It is likely that if GP was called on to pay one, it would be called on to the pay the other as well.  In that case, the monthly debt service required of GP would increase to about $28,000 per month.  
There are instances of at least two congregations encountering severe financial difficulties in meeting debt service.  Those are loans as to which GP has signed “enhanced guaranties,” and they pose the most immediate risk to GP.

 In one case, the loan had to be restructured to extend over a much longer period to result in a minimal reduction in monthly payments.  Were it not for that reduction the loan might have gone into default.  That congregation is presently making those reduced payments.  

In another instance, a congregation received its loan with the specific requirement that it make a $400,000 principal reduction in 2011.  When that payment came due, the congregation was unable to pay it and asked for a modification to allow the payment to be deferred.  The lender agreed to extend that payment over three years, with annual payments of $133,333.33, the first being due in 2012.  The congregation now advises that it will be unable to make that payment.

This level of contingent liability is seriously unacceptable.  It is almost 200% of GP’s net assets, and 400% of its liquid assets.  Annualized debt service on all formally guaranteed loans approaches 75% of GP’s annual budget.  While the loans are all secured by liens on real property that had adequate value at the time the loans were made, there is no assurance that they have similar values today.  Those values were largely determined, exclusive of the land value, on the basis of construction cost of the improvements, with the congregation as an on-going entity that would be using the property.  
Determining the value of more or less “single use” structures is exceedingly difficult.  The likelihood of finding a buyer for such a largely single-use facility within any reasonable period of time is highly problematical.  Finding a buyer at a reasonable price might involve innovative financing by GP as owner, but that would require that the underlying loans be paid off, requiring cash payment by GP.  That might result ultimately in no loss being sustained, but it might be years before GP recouped the cash that it had to pay out to satisfy the loans.  Timing is a critical factor in these circumstances.  The ability to make choices, given the circumstance of a default, that might prevent or minimize a loss is directly tied to the immediate ability to retire the guaranteed indebtedness.

There are several instances today of congregations in GP that have been trying to sell property, some for years with no success.  In some cases, the only real market value is in the land rather than the improvements, thus increasing the risk of ultimate loss.  Thus, the Presbytery could easily find itself in a situation where it was required to make significant monthly payments while trying to market an unmarketable asset, thus increasing the likelihood that a “fire sale” would be necessary, resulting in significant loss to the Presbytery.  
PILP will work with the Presbytery in the event of a default, and will probably agree to “interest-only” payments for some period of time; commercial lenders will likely not be so agreeable and will demand payment of the full debt, or at least the full monthly payments, almost immediately.  However, making those interest payments may only increase the ultimate loss.  
It goes without saying that a default by either one of the borrowers for whom GP has issued an enhanced guaranty would be disastrous for its cash flow.  If either of those congregations should default, GP cannot afford the hit to its cash flow, and funding “interest only” payments has a double-barreled effect – if the asset will not cover the principal amount of the debt it certainly will not cover additional amounts advanced for interest, and, if the Presbytery is earning less on its investments than the interest rate it will be paying on the defaulted loan, it will be costing even more to hold the asset than would be earned by retaining the cash needed to pay the loan and investing it.  The net effect is that each month a property was held and monthly payments made, the ultimate loss to GP would be increased – thus increasing the urgency of disposition, leading to a “fire sale” price.
If the congregations whose loans are covered by an enhanced guaranty were to default, the combined payments would be about $28,000 per month ($336,000 on an annual basis).  There are other loans that are not quite so risky, but that could increase that monthly payment amount significantly.  If there were a confluence of defaults, the immediate cash flow shortage would be beyond disastrous, and the long-term consequences could seriously deplete the Presbytery’s assets, as properties had to be liquidated on a “fire-sale” basis.

The Presbytery has never set aside any specific reserve to cover the contingent liabilities from these loan guaranties; there have been some discussions over the past several years that such a reserve is appropriate and necessary.  In some presbyteries in the denomination, there are such reserves, and it is clear that prudence dictates that such a reserve be created in GP.

It is noted as a salutary observation that quite a few of the loans that are now guaranteed would not be made under the standards and review that are imposed today.  At an earlier time, the loan approval process was very driven by more aggressive attitudes toward church building and new church development, and less by an analysis of the reasonableness of the financial risk being assumed.  Thus, this risk is one that will not likely be growing, unless other congregations experience financial difficulty; nonetheless, it is one that must be dealt with now to insure the continued solvency of GP and its ability to continue to engage in mission and ministry.
Today, the ACP requires that a congregation wanting to borrow money agree to a series of capital campaigns that will fully retire the indebtedness within nine years, or that will reduce the outstanding debt to an amount that can be serviced from the congregation’s annual budget, with not more than 10% going to debt service.  Additionally, loan applications all are subjected to the review process afforded by PILP, even if the congregation plans to use some other lender.  PILP has specific criteria that it uses in evaluating loans, and a preliminary analysis is made available to any congregation free of charge.
Recommendations: Our recommendations fall into two distinct categories, the first dealing with the present state of GP’s balance sheet vis-à-vis its contingent liabilities, and second, dealing with future contingent liabilities.
With regard to the existing contingent liabilities, we recommend as follows:

1.
That diligent efforts be made to ascertain the exact status of all loans on a continuing basis, including current appraisals of the property securing the riskiest loans.
2.
That GP accumulate a Loan Guaranty/Emergency Reserve Fund (“LGERF”), through transfer from unrestricted funds or board designated funds (an internal categorization of unrestricted funds), and from the sale of real property not currently needed for approved ministries, sufficient to enable it to cover 100% of the contingent liabilities that exist by virtue of the loans covered by an enhanced guaranty, amounting to $2,970,000 as of April 30, 2012.  The LGREF shall be used to cover any debt service or losses on any loans guaranteed, contractually or implicitly, by GP.
3.
That the LGREF be retained at the recommended level until such time as the particular risks associated with it have been resolved, either through repayment or improvement in the financial positions of the respective congregations and continuation of that improvement over a reasonably long period of time so as to suggest that is permanent.

4.
That the income from the LGREF be accumulated and added to the LGREF until it reaches the recommended amount, subject to adjustment as described in Item #5 below.  At that point, income from the LGREF shall be returned to the GP general operating fund to be used in the mission and ministry of GP subject to the control of the Presbytery, through the Budget and Finance Committee and the Executive Committee.
5.
That the LGREF, including any accumulated income, be adjusted periodically to reflect the level of contingent liability, and the degree of risk on each guaranteed loan, working toward the time at which the risk and liability on the loans covered by enhanced guaranties no longer exist.  At that point, the amount in the LGREF should be not less than the greater of (i) the amount of the riskiest loan guaranteed by GP, or (ii) an amount equal to the debt service on all guaranteed loans for a period of three years.
6.
Any reduction in the LGREF, as contemplated in item #5 above shall be returned to the GP general operating fund.  If funds are used from the LGREF to satisfy a contingent liability of GP, contractual or tacit, the LGREF shall be replenished by an equal amount as soon as practicable, subject to adjustment as described in item #5 above.
With regard to future contingent liabilities, the terms used below are used as they are defined by PILP in its loan procedures, and we recommend as follows:

1.
That GP not guarantee any loan as to which, based on the PILP loan analysis, (i) the Debt Per Giving Unit of the congregation (based on a stable number of giving units) is in excess of $10,000, or (ii) the capital campaign that is required yields pledges less than 2½ times the congregation’s annual pledge budget, or (iii) cash flow coverage, from the capital campaign, is less than 125% of the debt service, or (iv) the percentage of church revenue devoted to debt (annual debt service divided by total annual operating revenue + capital campaign pledges expected annually) is more than 25%.  That GP not approve any loan to a congregation from a lender that does not require a GP guaranty, unless three of the four criteria herein are met.
2.
That GP not guarantee any loan to a congregation that has experienced a significant decline in membership over the previous five years, or to a congregation that has been consistently operating at a deficit.  In this regard, a careful review of the congregation’s balance sheet must be undertaken so that it is presented, accurately and consistently, without transfers from reserve funds being treated as income.

3.
That GP not guarantee any loan from any lender who will not agree to provide the Presbytery with a periodic accounting of the loan, and provide the Presbytery a copy of all correspondence and notices from the lender to the congregation involved.

4.
That GP not guarantee any loan by any congregation who does not agree, in writing, to provide GP with copies of all communications between the congregation and the lender on a contemporaneous basis.
JUBILEE LOAN FUND

The GP website has the following information about the Jubilee Loan Fund.  It is presented here, to reflect the internal understanding of the fund by the CDC, its current administrator, although, as shown below, some of its summary conclusions are incorrect.
· The Jubilee [Loan) Fund is a resource which enables the Church Development Committee to make low-interest loans to churches and new church developments in GP for non-programmatic capital expenses which are outside of normal one-year budget cycles;

· Jubilee Loans can be used for repairs, new or replacement equipment, small renovations, such as providing handicap access or meeting building codes, repairing park lots or a variety of other unexpected expenses; 

· The size of the Jubilee [Loan] Fund is approximately $400,000 and is intended to exist in perpetuity, with all interest and principal payments received from loans being deposited back into the Fund [On the December 31, 2011 balance sheet of GP, the amount in the Jubilee Loan Fund was $534,083];
· Application is made to the Church Development Committee (CDC), through the Presbytery Office, for a loan;

· Loans made from the Fund are unsecured by other assets 

· The amount of each loan generally does not exceed $25,000, the terms of repayment will not exceed 10 years and will be made at a 5% simple interest rate [In a recent meeting, the CDC voted to recommend to the EC that the interest rate be reduced to 3% per annum].

The Jubilee Loan fund was created on April 10, 1929 by the Presbytery of Dallas, when it merged certain funds – the Dallas Presbyterial Memorial Loan Fund, the special Golden Jubilee Endowment and Loan Fund of Dallas Presbytery – into the Jubilee Memorial Loan Fund of Dallas Presbytery.  The fund was to be perpetual, and was to be used exclusively for construction of churches and manses in Dallas Presbytery, with special emphasis in the Home Mission Field.  The amount in the fund at that time is not known, but it was agreed that it would be increased to $50,000 as early as practicable.

The original source of the fund, and additions to the fund for many years thereafter, came from very small contributions made as memorial gifts honoring individuals who had died or who were involved in the life and work of the church.  There is no indication that any of the gifts were ever specifically restricted, and, in fact, any such restrictions would have been largely inappropriate considering the very modest size of the gifts.  Furthermore, many uses of funds in the early years were not handled in such a way as to preserve any corpus.  They were intended to be used, including being spent, and that was done in some instances, although in other cases, funds were loaned out and repaid.

Presbytery of Dallas was merged into Northeast Texas Presbytery in 1958, which became Presbytery of Covenant in 1972.  Through various actions, Covenant became GP in 1984.  By action of the Dallas Presbytery on 27 Sep 1938 (Minutes, Page 499), the fund was designated to be used for “Home Mission work.”  

When the Presbytery of Northeast Texas became Presbytery of Covenant, Northeast Texas Presbytery requested (April 1971, Minutes, Page 82) that the successor Presbytery receive the Jubilee Memorial Fund as a permanent loan fund, and administer it in keeping with the rules and regulations then in effect by Northeast Texas Presbytery, “… until such time as circumstances may justify changing the management policies.”

On February 29, 1972, the fund, then known as Jubilee Memorial Loan Fund, was to “… be held as a perpetual trust for the purpose of providing low interest, short term loans to churches for special or emergency needs.”  The maximum loan amount was set at $7,500 and the interest rate at 4%.  The use was not restricted to loans for building churches or manses.  (Presbytery of Covenant, Minutes).
On 5 June 1973, Presbytery of the Covenant, Minutes, Page 90, reflect that the balance in the fund was $59,951.51, and it was decided that the fund would not have a limit, and that it would remain open to receive memorial gifts, special legacies, and other gifts.  It also voted that interest on the fund would be added back to the fund until it reached $75,000.
It is clear from these records, that among the original purposes of the very small fund was to provide construction loans for churches and manses in Dallas Presbytery.  It is equally clear that the purpose was, in practice, not limited to that activity.  Some funds were advanced for property purchases; others for general Home Mission activities, as early as 1938.  And, in 1971, it was made clear that any limitation on use was subject to change by the Presbytery “as circumstances may justify.”  In the various mergers to create GP, no limitations were imposed on the use of these funds.  The fund today is far in excess of the contemplation of those who originally imagined it.  Any designation of it as a “perpetual” trust or “permanent loan fund” in the past was done only by action of the Presbytery, or some subordinate body, and may be changed.  There is no evidence of any donor-imposed restrictions with regard to this fund.
In 1984, the balance in the fund was $100,167.99, and TPF was advised that its intended use was “To make low interest small loans available to churches in the Presbytery primarily for emergency needs relating to buildings.”  TPF was also advised that “The fund remains open to receive memorial, legacy and special gifts, though no such gifts have been received in the past ten years.  Interest for the Jubilee Fund was originally invested in the program of Presbytery, but by action of the Presbytery on October 10, 1978, is now added to the Fund total.”  A copy of that action has not been found.
The only records available at TPF regarding this fund are from July 1, 1999.  At that time, the account held $312,695.22.  At December 31, 2011, the cost value of the account assets was $559,956.64; market value was as shown above - $534,083.28.  Since 1999, in addition to investment earnings within the account at TPF, there have been contributions to the account from GP of $256,604.80, disbursements from principal to GP of $244,132.32, disbursements from income to GP of $50,867,68, and various transfers from income to principal.
The internal practice has been that as needed and upon request, funds were distributed by TPF to GP, held by it in a bank account until disbursed to churches, then as payments were received by GP they were deposited into that account and periodically, as the balance in the account grew, returned to TPF to be added back to the account.

Assuming that the entire loan fund was 100% loaned out for the entire 28 years since 1984, which, of course, is not the case, and that the loan funds were always repaid timely and immediately loaned out again, at 5% interest compounded annually, the account would contain, today, at the most, $392,000.  However, all funds in the account at TPF have been invested and have had some earnings.  It is clear that contributions from other sources have made their way into this account.  Other than the known contributions from GP, which may or may not have included some accumulated loan repayment funds, and earnings on the account, there is no other known way that the account can have grown to its present level.

At December 31, 2011 there were only four Jubilee loans outstanding: Rockwall, First - $62,697.47; Dallas, St. Marks - $21,296.52; Irving, St. Stephens - $18, 351.94; and Fort Worth, Westside - $20,945.20.  Of those, the loan to Rockwall is clearly outside the loan guidelines established for Jubilee loans.  

The fund is currently carried on TPF’s books as a temporarily restricted fund though the source of the restriction is unknown, other than the action of the Church Development Committee in 2005 described above.  The original purpose of the fund, for Home Mission activities, is broad enough to allow for almost any use decided by the EC.
The original concept behind the Jubilee Memorial Loan Fund was admirable, and, over its years of existence, there have been many loans made from the fund and repaid.  The initial size limitation ($7,500) has changed over the years to $25,000, though upon what authority is unknown.  Loans were contemplated among its original purpose – for construction of churches and manses – but that use was not its only purpose.  
In light of today’s construction costs, it must be noted that loans of this size would cover only modest repairs, though often very necessary; further, for a congregation to be unable to secure such a small loan from the commercial bank with whom it ordinarily deals, there would have to be some circumstance of financial difficulty involved, thus suggesting that any loan made by GP would probably contain a serious degree of risk.
Jubilee loans are approved by the CDC; documentation is generally limited to an unsecured promissory note.  There is no evidence in any of the files that the loan was approved by the Session of the borrowing congregation.  GP Treasurer monitors the loans for payments.  No insurance or financial information is maintained in the files for these loans.  There are no specific standards or procedures in place by which the loans are evaluated.

In addition to the Jubilee loans, the Presbytery has made a loan to another church [Southlake, Trinity - $69,264.99].  That loan has never been considered a Jubilee loan, likely because its size [original amount - $100,000] was far above the maximum amount that could be loaned from the Jubilee Loan Fund at the time [2006].  The risks associated with that particular congregation are considered elsewhere.  If there is a loss in connection with the two PILP loans to Southlake, then this loan will be a total loss, and a direct write-off on the Presbytery’s books.

Recommendations: We recommend that –
1.
Any designation as a restricted fund or board designated fund of any nature with respect to the Jubilee Loan Fund be repealed, but that the concept of such a loan program be continued, and known as the Jubilee Loan Program.
2.
That the unlent funds currently in the Jubilee Loan fund be transferred to the LGREF recommended herein to cover potential loan losses and that future principal payments on outstanding Jubilee Loans also be transferred to the LGREF.  
3.
That future Jubilee loans, to be funded from unrestricted GP cash not needed for current operations, be approved by the Administrative Commission on Property, upon recommendation of the CDC (with respect to NCD’s) or of the Committee on Ministry (with respect to constituted congregations), upon compliance with the ACP’s general, small loan requirements.
4.
Jubilee loans meet the following criteria:

· The aggregate principal amount of such loans outstanding at any one time shall not exceed $100,000
· Repayable in equal monthly installments over 10 years at 5% interest
· Contain covenants requiring the congregation to provide the Presbytery with financial information at least annually, and evidence of insurance coverage

· Contain a covenant that any Jubilee Loan shall be repayable in full if the congregation dissolves or becomes a member of any other denomination than the PC(USA)
· A copy of the action of the Session of the borrowing congregation authorizing the loan shall be provided to GP at the time the loan is requested
5.
Other than Jubilee loans, as provided above, GP not make direct loans to congregations, except in the most extraordinary circumstances, and then upon specific approval of the EC, as documented in its minutes.
6.
All interest earned on existing or future Jubilee loans, or other loans to congregations, be deposited into GP's general operating account.

SPECIFIC RECOMMENDATIONS FOR PRESBYTERY EXECUTIVE COMMITTEE AND PRESBYTERY ACTION

We recommend that the EC of GP adopt the following resolutions:
WHEREAS, the Executive Committee of Grace Presbytery has carefully reviewed the attached report of the Financial Statement Review Task Group, dated as of May 22, 2012; and, 

WHEREAS, the Executive Committee is cognizant of its duty of loyalty with regard to the management, investment and use of funds held by Grace Presbytery, and its duty to honor the intention expressed by donors from whom it has received funds; and,
WHEREAS, the Executive Committee has made a diligent effort, through the Task Group, to verify the history, background, facts and donor-expressed intentions, if any, with regard to all funds or assets held by Grace Presbytery, and has considered all information available to it with regard to those funds or assets; and,

WHEREAS, the Executive Committee specifically declares that by the actions taken here it does not seek to change any restrictions actually imposed by any donor with regard to funds or assets held by Grace Presbytery;

THEREFORE, BE IT:

RESOLVED, by the Executive Committee of Grace Presbytery, that the attached report of the Financial Statement Review Task Group, dated as of May 22, 2012, be approved, and that all recommendations contained therein be adopted, enacted and implemented.

RESOLVED, by the Executive Committee of Grace Presbytery, that the attached report of the Financial Statement Review Task Group, dated as of May 22, 2012, be transmitted to the Board of Trustees of Grace Presbytery, Inc., for its information;

RESOLVED, by the Executive Committee of Grace Presbytery, that the following resolution be submitted to the body of Grace Presbytery, at its meeting in Kilgore, Texas, on June 9, 2012, with the recommendation from the Executive Committee that it be adopted:

RESOLVED, by Grace Presbytery that:
All properties or funds belonging to Grace Presbytery, now owned or hereafter acquired, are merely tools for the accomplishment of the mission of Jesus Christ in the world.  They shall be held, used or disposed of by Grace Presbytery, solely in furtherance of its mission and ministry and the accomplishment of the Great Ends of the Church, upon recommendation of the EC, and subject to the usual budgeting practices and procedures of the Presbytery, including approval of the annual budget by the Presbytery.  In the case of property or investments acquired with endowment funds restricted by the donor as to use or disposition, the restrictions imposed by the donor shall be honored.
The stated wishes of a dissolving congregation as to the use of any properties of that congregation, or any proceeds from the disposition of any such properties, and any recommendation of the Administrative Commission involved in the dissolution of the congregation, shall be respectfully considered by the Presbytery, but the ultimate decision as to the use shall be made by the Presbytery, upon recommendation of the EC, and consistently with the purposes described above.
Any prior actions of the Presbytery, insofar as they relate to the future use of any funds, financial assets, property or any proceeds from the disposition of property owned by GP (regardless of the manner of acquisition) and still held by GP (including but not limited to the action of the Presbytery on September 7, 2006 relating to properties of dissolved congregations, oil and gas revenues and proceeds from sales of new church development properties), are repealed.  This repeal relates only to actions taken by the Presbytery, and has no effect on endowment funds or “donor imposed” restrictions, whether permanent or temporary.  This repeal operates prospectively, and shall not in any way affect or undo transactions that the Presbytery has already completed.
CONCLUSION

The Task Group submits this report realizing that, to some extent, its conclusions may be imperfect, due largely to lack of adequate records and documentation.  However, the conclusions are based on the best documentation, evidence and information available.  A diligent effort was made to discover any restrictions imposed on gifts to GP or its predecessors that might still be applicable, as we feel that observing those restrictions is a matter of honoring the trust on the part of the donor that motivated the gift in the first place.
We thank GP Treasurer Dale Hamilton, Stated Clerk Connie Tubb, Margaret LaPlante, Carolyn Wyatt, and other staff of GP who willingly assisted us in this project; furthermore, gracious assistance was provided by the staff of TPF, specifically Beth Wilt and John Furlow, and we note that with appreciation.

We believe that this completes our work, as assigned to us by the EC, and upon receipt of this report by the EC, we respectfully request that we be discharged.

Respectfully submitted,

FINANCIAL STATEMENT REVIEW TASK GROUP

Ruling Elder Liz Williams

Ruling Elder Mike Vaughn

PAGE  
1

