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Noti ce

General Liability Disclaimer:

The Alabama@aptist State Board of Missions, and/or its agent assumes no liability for
any direct or consequential damages suffered by anyone using this material, nor is any
liability assumed in relation to the content provided herein. This materiahislpdofor
reference and basic awareness only légal or financiakdvice is offered here. For
professionahdvice, you should seek the counsel of a qualgiedessional

Ownership and Use:

This mderial content provided herein is the property of th&bhAma Bapst State Board

of Missions and/or its agent, and are, wherever applicable, copyrighted. The content of
this booklet may be photocopied for personal use only, unless otherwise indicated, or
unless prior written permission is obtained from thab&ma BaptisState Board of
Missions and/or its agent.

Required by the IRS:

This information is not intended or written to be used, and cannot be used, for the
purpose of avoiding penalties that may be imposed on you by the Internal Revenue
Service.
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Introduction: How to Use this Guide

This guide is intended to be a resource for church treasurers, financial secretaries, pastors, staff and finance
committees. Each p@on involved in the financial responsibilities of the church al-e different priorities
concerning this resource.

Church treasurers and financial secretaries should begin with sectieBs These involve the tax reporting
requirements of the chures an employer (section 1), compensatiorupdbor employees andme unique rules
for ministers in section 2 and Charitable Contribution rules in section 3.

Finance committees as well as treasurersill be concerned about section 4 Administering Chifahds.

Special attention should be given to the 12 Basic Int€oatrols. These internal controls are recommended for

the protection of the church and for the protection of the peoplswhos ve as st ewards over the churchos
resources.

Committeeswill be interested in section 5 regarding policies. The policies section is quite extensive and not all
policy suggestions will apply tall churches. Committee members can select topics that apply.

Secti oihé&€ urch and the I RS

How does the IRS define fichurcho?

The term church is not specifically defined

a) The Internal Revenue Code (IRC) uses the thorch butdoesnot specifically definehurch

b) The term includes conventions and associations of churches as well as intgxai@des of a
church. e tax code does not define the tefitonvention or association of churchegher.

¢) The Church Audit Procedures Act imposes detailed limitations on IRS examinations of chomthes
does not coveconventions and associationscbiurches

Automatic exemption for churches vs. 501(c)(3)

d) The t e-exme igeremllyrefers to the ability to receive deductible contributions. Tanis
exemptstatus does noelate tosalestaxes.

e) A church is automatically exemas long as the cinch meets the IRS requiremts

f) Religious Organization§ncluding the Alabama Baptist Conventiaggnerally must apply to the IRS
for taxexempt statu# their gross receipts normally exceed $5,000 annu@Ryp form 1023)

g) Church exemption may come thugh a central/parent orgamationd s 5 0.LhucchegeBognized
by the Executive Committee of the Southern Baptist Convera®moperatingchurchesare covered
by the Southern BaptiSonvect i onds 50 hrdstatd cBriventiodss reoiocoveredt i o n s
and must file ontteir ownif a 501(c)(3)exemptions desired

Employer Identification Number (EIN)

h) Every taxexempt organization, includingour church, should have an Employer Identification
Number (EIN), whethr or not the organization has any employees.
i) There are rany instances in which an EIN is necessary.
i) Whenyour churchopens a bank account
ii) In order to be listed as a subordinate in a group ruling, or
ii) If your churcHiles returns with the IRS (e.g., Fosri-2, 1099941, or990-T).

LIRS publication 1828 andww.irs gov/charities/charitable/article/0,,id=96099,00.h{subject to change).
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What MUST a church report to the IRS?
The amount of any taxable compensation

The compensation and TIN of anyone who meets 2 requirements:

a) Performs a service for the chutch
i) Preating, leading or performing usic,secretarial etc.
ii) Teaching, playing a piano, running the sound systemynormadly voluntary act.
b) Receives ampensation from the church
i) Any amount of casfs taxable compensation.
ii) Gift certificates are treated as cash.
iii) Propertyis considered compensation.
iv) Certain de minimus gifts do not coifritash and cash equivalents aever de minimus. See
IRS Publication 18 de minimus.

Climate of Uu. S. Charities and the I RS

Remarks of Steven T. Miller, Commissioner, Tax Exempt and (avent Entities
Internal Revenue Service, October 22, 2687://www.irs.gov/publ/irgege/stm_isetor_10_22_07.pdf

Concerns

1. Nominally charitable pursuits have been twisted to capitalize on gaps in the marketplace and then used to
make a profit rather timato serve a public purpose. (Example: credit counseling)

2. There exist some bad actors out theve eikample, schemes in which a donor claims a deduction but
maintains control over the contributed assets, often using them for personal benefit. We algmahave
appears to be a disturbing trend, the acceptance by charities of unusoath@ssets thare of
questionable utility to the charity.

3. In some organizations, we see a sense of entitlement by donors and those in charge, arising from a lack of
accountability

4. Blurring of lines between the f@rofits and nofprofits. This shows up across wholetsesi health care
is one example, but not the only one. It also appears whesprofinorganizations undertake
commercial activities that mimic those dad on by the taspaying forprofit organizations. Here we
have restaurants and gift shops, gyets,

It is an increasingly skeptical environmé&ran environment that is not as willing as before to extend the benefit

of the doubt. Moreover, it is an émnment in which some are questioning whether the public benefits that tax

exempt organizatongae pr ovi ding are commensurate with the organizations6 resourc
receive. In addition, increased transparency has led to sometahslagitimate questions about certain practices

and what they cost the public.

How will the IRS respond? (1) Education and (2) increased examination.
Underlying concerns about charities (1)Transparency, (2) Good governance (3) Accountability

fiLet me wrap up. Today the taxempt community is under a microscope. Problems that a few yearsgigo mi

have gone unnoticed now get picked up and widely broadcast. The result is that while compliance within the tax

exempt community may actually begoodt doesnét always | ook so good to the public, or to C
steady drumbeat of bad newppaarticles can hurt a reputation. Unfortunately, the IRS, by itself, cannot rescue

the community from this predicament. We cannot restore your repuéatio

2 Publication 535@Gifts of nominal value. If, to promote employee goodwill, you distribute turkeys, hams, or other merchandise of
nominal value to your employees at holidays, yandeduct the cost of these items as a-wage business expense. Your deduction for
de minimus gifts of food or drink are not subject to the 50% deduction limit that generally applies to meals
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| RS rules unique to churches

Churches may consider or call some employees ministers, but thpks/ees may not be ministers for tax

purposes accordirtg the criteria of the IRS. Churchemustidentify employees otheir payrolls who are

ministers br tax purposes so they can understamd follow special payroll and reporting rules that apply to

those taxpayerd he ter m fAmi ni st er 0 genamallymbaasimiresters forddx purpbsess g ui de

Mi ni sters have aordsgeataoltheir ghurchsconapensation.

a) They are always sedmployed for Social Security purposes.
i) Churches musflOT treat ministers as employees for Social Security purposes.
ii) ChurchesmusfiOTwi t hhol d t he empl o yitg&ndMedisareRICA of Soci al Secu
taxes.
b) Most ministers are employees for federal income tax reporting purposes.

A minister6s c exapmframanconoenax withholding whether
a minister reports his income taxes as an employee or as self-employed.
¢) This does not mean the minister is exempt from federal income taxes.
d) Ministers should use one of two procedures: Many church

i) Use the estimated tax pratee to pay their federatic o me t a x € s | |eaders do not
ii) Enter into a voluntary withholding agreement with their employing church know that the

Ministers are eligible for a housing allowance. way they pay
Housingis not required tde reported on the V2. (It maybe shown in box 14 of the a m'n_'Ster may
W-2). Ministers must papECA (Social Security taxpn housingand salary drastically

L . . increase the

Ministers deserve maximum tax benefits minister

In 1934,the 2 Circuit Court of Appeals ruled that every citizen should pay only what the taxes.

law demands.

AfAnyone may ar r arnhistaxdsishall ba sfloa asrpassibdephe is hoabound
to choose that pattern which best pays the treasury. There is nat evpatriotic dutyto

increase omeodys weaxansy public duty to pay more than the | aw demands. 0
Maximize tax benefs for ministers without additional expense to the church by following IRS Mbsy
church leaders do not know thatthewah ey pay a mini ster may drastically increase the minis

Unfortunately,many ministers may not understand these issugsy hesitatéo discuss them with their church.
1. Housing allowancexclusion. See pagi.
2. Accountable reimbursemeat ministry expensesSee pag8&8.

Complyimgpayitoll tax reporting obligations

Churches araotexempt from federal reporting requirements. Churches that do not comply with the following 11
reporting obligatins can face substantial penalties.

Obtain an Employer Identification Number (EIN) if the church does not have
one.

a) Completea FormSS4. You may download onat www.irs.govor order one a800-829-4933

b) Obtain an EIN online http://www.irs.gov/Businesses/Smdllsinesses -Sel-Employed/Applyfor-
anEmployerldentificationNumber(EIN)-Online

c) An EIN is not aftax exempbn numbegand does not r el-@ditstatisot t he churchoés non
identifies the churclas an employer subject to tax withholding and reporting and ensures that the
church receives proper credit for payments of withheld taxes.

3 Judge Learned Han#ielvering v Gregory, 69 F 2d 809, 81 Circuit Court of Appeals, 1934.
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Overview of the process to pay someone

In order to handle tax reporting properly, the following determinations finstsbe made:
1. Determine which workers are employees and which are contract workers. See below.
2. Determine which are ministers for tax purposes. Seelge
3. Among employees, determine which are exempt and which arexeonp. Ministers are typically
exempt. Support staff are typically rerempt. See pa@3

Determine whether each church worker is an employee or self-employed.

The 3 Factor Test

1. Behavioral Does the company control or have the right to control what the worker does and how the worker
does his or her job?

2. FinancialAr e t he business aspects of the workerés job controlled by the p
worker is paid, whether expenses are reimbursed, who provides tools/supplies, etc.)

3. Type of RelationshipAre there written contracts or employee type benefits (i.e. pension plan, insurance,
vacation pay, etc.)? Will the relationship continue and is the work performed a key aspect of the business

The IRS may usea 20-factor test Unfortunatelythere is no prescribed way of using the test or scoring it, so
there is no way to predict how it will be used in an audit.
1. Istheworker equi red to f ol |l ow autwhemgphere, arebwdosvork?n st ructi ons abo
2. Does the worker receiven-the-job trainirg from an experienced employee?
3.Are the workerdés services integrated into the employero6s busines:
4. Is the workerexpected to perform the services pegdlyn and not use a substitute?
5. Does he employg or the worker, hire and pay any assistants?
6. Does he workerhavea continuing working relationship with tieenployer?
7. Does the employer establish set hours of work?
8. Is the worker expected tievotefull time to the employer or may he have ethjobs?
9. Istheworkdone on the employero6s premises?
10. Must the work be performed in an order or sequence prescribed by the employer?
11. Must the workesubmit regular oral or written reports to #m@ployer?
12. Is the worker paid by the hour, weekmonth? Or in a lump sum fdhe job?
13. Arethe wor ker 6s business expenses rei mbursed by the employer?
14. Does he employeor the worker furnish he wor ker 6 s tequiprhest? suppl i es, and
15. Significant investment. Does the employer furnish all necessaritiésdl
16. May the worker reatie a profit or suffer a loss as a result of his services?
17. Does he worker work for more than one organization at a time?
18. Does he worker advertise his or her services to the gepetdic?
19. Can the church dismiss the worker ay éme? Or is there a coatt to fulfill?
20. Right to resign. Can the worker end the relationship at any time without liability? (a contract to
fulfill)
2) Weber v.Commissioner(1994 createda sevenfactor balancetest The answer to each question is either
employee or contractofhe answer chosen most often by the auditor deterrtiieeslassifcation
i) Degree of control employer has over details of work.
(1) Employee if employer decides how work is to be done
(2) Contractor ifworker decides
i) Which party invests in facilities used for work?
(1) Employee if employer owns equipment & supplies
(2) Contractor if worker owns them
iii) Opportunity the worker has for profit or loss.
(1) Employee if work performed for one employer
(2) Contractor if multipleemployers
iv) Whether employer has right to discharge worker.
(1) Employes if worker loses job


http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Behavioral-Control
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Financial-Control
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Type-of-Relationship

(2) Contractor if worker keeps job with other employers

V) Whet her work is part of employerdés regular business.
() Empl oyee i f work is part of employerés business
(2) ContractorifworkisNOpart of employerés business

vi) The permanency of relatiomp.
(1) Employee if worker performs service regularly without being called each time
(2) Contractor if worker performs the service only when called
vii) The relationship the parties thitthey are creating.
(1) Employee if both believe they work for church
(2) Contractor if oth believe they are independent of each other.
b) If in doubt, treatheworker as an employesnd provide a \A2
¢) For more information about hotlie IRS decides if a worker is ardependentontractor or employee,
seelRS Publication 15A, E mp | o $uppledestal Tax Guide (SupplementRablication 15
(Circul ar HaxGuidemthe IR®Web siewww.irs.gov.

Obtain the Social Security number for each worker

d) For enployeesuseForm W-4 AND AlabamaForm A-4
e) For nonemployees, use Form @&/
f) A worker who does not have a Social Security numbereamesbne by filing FormSS5.

Have each employee complete the four required forms plus E-Verify

g) Form W-4 (IRS). www.irs.gov

i) Should be renewechaually.

i) If an employe does not complete this form, then the church must treabthministeremployee
asfisingleand 0. 0O

h) Form A-4 (Alabama DOR}houldbe renewed annuallwww.revenue.alabama.gov
i) Form 1-9 from the USCI$ www.uscis.govA9

i) Employees must complete thisfbrethe firstday of work.

i) Upon requesemployers musshow completed forms to authorized officials of tHeCIS,the
Bureau of Immigration and Customs Enforcemenpdenent of Laborand/or the Justice
DepartmentKeep the 19s for 3 years or 1 year after the employee leaves, whichever is longer.

j) E-Verify. See the USCIS web sitewatvw.uscis.gov/everifyAlabama has madéé process simpler
for small employers dtttps://verify.alabama.gov
k) New Hire Form. Before 5thday of work (Alabama DIR)www.labor.alabama.gov/nh

Computeeachempl oyeeds taxabl e wages

) The amount of taxes that a church should withhold from an empl oyee
i) The amount of agehtamd e mpl oyeeds w
i) The information on4the employeeds Form W
m) A church must determine the wages of each employee thattaeetsio withholding.
i) Wagesare compensatiofor services performed.
ii) Pay may be in cash or in other forms. Measure pay that is not in money (such as property) by its
fair market value.
iii) Wages often include a number of items in addition to salary. SeBuBi#ation 15 and
Publication15A for additional information.

Determine t he amount of i ncome tax to withhold from each enm

wages.

n) Obtain a new Publication 15 (Circular E) each January. It contains updated tables for computing the
amountofincom¢ axes to withhold from employeesd wages and other hel pful
0) Perform the calculatioriThe most common methods are:
i) Wage bracket methol.ocat e empl oyeeds taxable wages for the applicable pay!
(weekly, biweekly or monthly) on the wageabket withholding tables ilRS Publication 15

9
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ii) Percentage method.
(1) Multiply the value of one withholding allowance (derived from a table in Publication 15) by
the number of allowances an employee claims on Forh W
(2) Subtracthe total from the mp | o yages,&sd determirtke amount to be withheld
from the appropriate tahle
iii) Let your payroll software do the calculation.

Withhold Social Security and Medicare (FICA) taxes from non-minister
empl oyeesd wages

p) The combined Social Security and Medicare (FIEAA x r ate i s 15. 3%
i) The employer and employeaypthis rate equally, with each paying a tax @5% of the
empl oyeeds wages.
ii) This 7.65% rate has two components:
(1) Medicarehospital insurance tax of 1.45%, and
(2) AOld-age, survivomnddisabilityd (Social Security) tax of 6.2%.
iii) There is nanaximum amountfovages subject to the Medicare tax.
iv) TheSocial Security tax rate (6.2% for both the employereamip | oy e e)
wages up to but n@xceeding a maximum amou#L42,800in 2021).
g) Wages subject to Social Security and Medi¢&t€A) taxes include a number of items in addition to a

of each

applies to an

churchsalary. For example, they include:

i) Voluntary contributiongby a salary reduction agreement) to a 403(b) retirepiantfor

empbyees who are not ministers for faxrposes;
ii) Imputed cost of group term life insuranineexcess of $50,000

paid by the employdor an employeeand
iii) Imputed cost of group term life insurance if #mployer pays
for more than $2,000 of coverage fasmuse and dependents

Deposit the taxes withheld.

r) Churches accumulate three kinds of federal payroll taxes:
i) Income taxes withhell r om empl oyeesd w

Warning

Federal law specifies
that any corporate
officer, director, or
employee who is
responsible for

empl oyeeds

wages.

empl oyeeds

i) The employeesd share of SodWwithholdingtaxesand |and Medi care (FI CA)
taxes (withheld from empl oy payingthem overto
il Theempl oyer 6s share of Soci g thegovernmentmay d Medicare (FI CA)
taxes. be liable for a penalty
s) Deposit status is determined by tqtalyrolltaxes reported in Bour in the amount of 100%
quarterflookbaclo period. of such taxes if they
i) Monthly depositor rule -- payroll taxes of $50,000 or less are either not withheld
(1) depositwithheld taxes on a monthbasis t paid over to the
2 Payroll taxes along with ornotp . s share of FICA
taxesmustbe deposited by thEsth day of the following governrr_lent. Thls.
month. penalty is of special

(3) Employers with less than a $2,500 tax liability during a
quarter may skip deposit requirements and skeeid
taxeswith aForm 94.-V

i) Semiweekly depositor rule-- Payroll taxs of more than
$50,000

(1) Depositwithheld taxes on a semiweekly basis.

(2) For paydays falling on Wednesday, Thursdaysriday,

relevance to church
leaders, given the high
rate of noncompliance
by churches with the
payroll reporting
procedures.

the payroll taxes must be deposited on or by the followeginesday.
(3) For all othempaydays, payroll taxasust be deposited on the Fridafyerthe payday.

iii) Electronic Federal Tax Payment System (EFTPS)
(1) Since2011,EFTPS is requiredfor all payroll tax deposits.
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(2) Smaller churches with withholding of less than $2500 for the current qaseteot
required to make tax deposits and may pay the amount owed wifRSHerm 941V
(3) To enroll or get more information about EFTPS, call-866-4477 or 806945-8400.

Employers subject to income tax withholding, Social Security and Medicare
(FICA) taxes, or both, must file Form 941 quarterly.

t) Churches with only one employee (the minister) do not need to file a3drihthe minister has not
elected voluntary withholding.

u) Issuing a Form W2 without filing a Form 941 may trigger an IRS inquiry, buibsitting a Form 941
repor ti ngwagesmthnawsthhadingsgor Social Security or Medicare taxes will also raise
questions.

v) A simple response will clear this up easily.

Prepare a Form W-2 for all employees, including ministers

Reduce the discrepancies between amounts reported on Forms W-2, W- 3, and 941
i) Be sure the amounts on Form3\are the total amounts from Forms2aV
if) Reconcile Form W8 with your four quarterly Form 94&ports by comparing amounts for:
(1) Income tax withholding (Box 2);
(2) Sodal Security and Medicare wages (Boxes 3 and 5); and
(3) Social Security and Medicare taxes (Boxes 4 and 6).
(4) Form W3 should include Form 941 adjustments only for the current year.
w) The amounts on the four quarterly Forms 941Suocial Security and Mediare taxes including
current year adjustments, shouldamproximately twice the amounts on Form W3.
X) Amounts reported on Forms-&/W-3, and 941 may not match for valid reasons.
i) If they do not match, you should determine that the reasons are valid.
ii) Keep your reconciliation in case there are inquiries from the IRS or the SSA.

Prepare a Form 1099-NEC for every person receiving non-employee
compensation of $600 or more for the year

y) Issuea Form 1099NECto any noremployee to whom the church pays r@rployee compensation
of $600 or more during the year
i) Issuebefore February 1 of the following year
ii) Submit a copy to the IRBy January 3{along with a Form 1096 transmittal form).
z) Travel expense reimbursements paid to aeseiployed person under an auotdle reimbursement
plan do not count toward the $600 figure.
aa) Backup withholding.
i) If a nonemployee performs services for your church and earns at least $600 for thkeyear,
must be asked forovide you witha Taxpayer Identification Number (SSNEIN). If they fail or
refuse to do sthe churchmustwithholdibackup wi t hhol di ng. o
i) The backup withholding rais 28%andis reported on Form 945.
bb) fiChurches can be penalized if the Social Security number they report on a ForiMED89
incorrect, unlesthey have exercise@ue diligencéd A chur ch wi | | be deemed to have exercised d
diligence if it has selemployed persons provide their So@alcurity numbers on IRS Form-® It is
a good idea for churches to present-sefiployed workers (e.g., guespeakers, contract laborers) with
aWw-9 form, and then to b acokplgesand retarfsthefof;m. unl ess t he worker

“Ri char d EharchraadrClergyiTax Developments in 2005 ( www. Ch ur ¢ h Law&TTaxdRappitApublination of
Christianity Today International, Carol Stream),|2005.
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Ot hBequi rement s

Form 990 or Form 990-EZ is not required

All other charities must file a 99@However churches and ceiit churchaffiliated organizations amexcepted
from filing. i IRS https://www.irs.gov/charitieson-profits/churchegeligiousorganizaions/filing-

requirements
Form 990-T may be required

IRS Form 996T may be required if the church has uatetl business income. Unrelated business income tax
may be due if (1) the activity constitutes a trade or businesthg2rade or business is regularly carried on and
(3) the trade is not substanti al | talincoenk, soyaties, capital t he or gani zati onbds exemp
gains and interest and dividends are not subject to unrelated business income tdinantesswith borrowed
money. Typical examples of unrelated business income can include: buying up homes around the church and
rentingthem to pay for the property (Neighborhood Land Rule is an exception); church operating a book store or
coffee shopary sales to the public on a regular badswvntown church rents out its parking spaces during the
week;Cellular Communication tower orinarch propertyetc. See pages 4 of IRS Publication 1828 for the
basics; see IRS Publication 598 for more inforamafThe 990T is due May 18 for calendar year filers.

Form 5578

Form 5578Annual Certification of Racial Nondiscrimination for a Private School This form applieso both
schools and daycares. The defining criterion is that the daycare or preschmaolingsulum. The form states
that the school admits the students of any race to all the rights, privileges, prograatsivities generally
accorded or made available to students at that school and that thedss®onbt discriminate on the basis o
race This form is due May 15for those whose fiscal year is the calendar yReavate schook are required to
advertisetheir racial nondiscrimination in the local newspaper.

Federal Unemployment Tax Act (FUTA)

Churches and religious organizations aot liable for FUTA tax. Fdurther information on FUTA, see IRS
Publication 517Social Security and Other Informatiorr fdembers of the Clergy and Religious Workers

Alabama Unemployment Compensation (UC)

Churches and religious organizations areliabte for Alabama Unemploymer@ompensationfiThe Alabama
UnemploymenCompensatiohaw provides that services performedtie employ of a church or convention or
association of churches; or an organization that is operated primarily for religiousgauapdswhich is operated,
supervised, controlled or principally supported by a church or convention or association ofshbatheot be
considered covered employmént.

Wor kersd Compensation

Wor kerds compensation | aw of Al abama

Alabama Codé&ections 25-1 through 255-340

Any business that has five (5) or more employees, other than contractors, is required by awte wor ker s &
compensation coverage. The term employee includes all full otiperemployeesMinisters count as

employees.(Note: sef-insuringrequires tremendous amounts of money and assets.)

Are churches exempt from the workerscompensation law?No.

Alabama Department of Industrial Relations FAQsheee bout wor kers6 compensati on:
http://dir.alabama.gov/wc/fag.aspx

We recommend to you that you fybutchurchdodsmot kewe Sedplogeesmp | n
because i f an accident occurred, the church could be
Insurancevould have done.

5 For more information oreligious @ganizations contact the Status Unit at Status Unit, 649 Monroe St. RM. 416, Montgomery, Al
361314200, 334.242.8830, FAX: 334.242.2067, http://dir.alabama.gov/uc/.
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Many churches think that itheygive theirworkers 1099s and treat them as cacitworkers, thethe worker

doesndét have tWorike rcar rCioefkbisidintatatt e nc e .

First, the IRS requires that workers are propeldgsified. Second, many insurance companies audit the

Wor kers6 Comp cover amgte(l)wBgesd2ytheualasve danger oftihe prefassion §8p

the claims experience of the church. The company asks for both-gseat the 1099audng the audit.

Concerning the 1099s, the auditor will ask if these workers provided proofkfavors 6 comp i nsur ance. I f not
the church will be charged for these workers in addition to the employees.

For more informati on a bedshetlabdfarDepartmerd of @BdusirialdRalaiens i on, s

Wor ker s 6 Chtp/dir.glabagne.go/vc/

Wor kems chur adhper emectt axteat us

Three questions to ask before classifying employees for IRS tax status:

Is a volunteer a volunteer; or not?
i) By definition, a volunteer has m@mpensationn© loveofferingsnor gifts of cash or property).
ii) If a person performs a service as a volunteertheytare given a githy the churchn a particular
quarer, they areno longer a volunteer. They aaa employee for that quarter.
iii) Compensang a volunteer, even if unintentional, createsredincome fromthechurch
b) Is the person an employee or a contractor?
Use the Weber v. Commissioner (1994) seven fdeiron pag8.
c) Is the person a minister?

Tax status of persons earning income from a church

Minister employees
i) Beingclassifiedby the IRSasa ministeris not an optionlt is amandatory facts and
circumstacesclassificationby the IRS.
i) To beclassified ag ministerby the IRS, a person must be both:
(1) Credentialecas a minister
(a) Licensed commissioned or ordained
(2) Serving as a ministeKnight Test (balanced) by answering yes to number one and at least
two others?®
(a) Ordained?
(b) Perform worship?
(c) Administer sacraments?
(d) Management in church or denomination?
(i) Administration of religious organization.
(i) Teach at seminary.
(iii) Serve as a denominational leader or employee.
(e) Considered a religious leader?
iii) Special tax provisias for ministers.
(1) Housing exclusioii Section 107.
(2) Selfemployed status for Social Secuiitpection1402(c).
(3) Exempt from mandatory withholding.

Non-minister employees

The church is required to withhold on rominister employees including FICA (in all @s®and Federal Income
Tax and State Income Tax if the compensation is enough to require withholding, or if the employee requests
additional withholding on a Wt and A4.

6 Some IRS agents still use Wingo
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Independent contractor (hon-employee)
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Al abama Wi thhol ding

www.revenue.alabama.goor call 334242-1170

Get the bookletStarting a New Businesshttps://revenue.alabama.gov/

You may call the Business Registration Unit of the Alabama Department of Revenue if you have
questions about thierm COM: 101 to obtain an Alabama employer identification number.

ALL BUSINESSES THAT HAVE EMPLOYEES:
1. To register for an Alabama withholding tax account number contact the Alabama Department of
Revenue, Business Registration Unit, (334)-2420 and request For@OM:101 (Combined
Registration Form), Forms-A (Alabama Exemption Certificates), and Alabamahiblding
Tax Tables. These forms and tables can also be obtained from t
www.revenue.alabama.gov/withholding/

2. Contact the Alabama Department of Industriall Ret i ons t o obtain requirements for Worker ¢
Compensation Insurance at (334) 2858 or 1800-528-5166 and State Unemployment
Compensation tax at (334) 28830 Additional information can be obtained at
www.labor.alabama.gav

3. Contact city and county officials to determine if any occupational taxes are applicable.
4. Have all employees complete FormgiAstate) and WL (federal) and keep these on file.

5. Withhold income tax from your employees according to the Alab¥fithholding Tax Tables
and the Federal Circular E using the information on theakhd W4.

6. File your Alabama Form A or A-6 and remit payment for Alabamacome tax withheld to the
Alabama Department of Revenue. File Federal Forms 941 (Federal inmomittheld, social
security and Medicare) and remit payments to the appropriate agencies. (See the appropriate
forms and instructions for the due dates, pé&mletc.)

7. Atthe end of the year, complete ForrBAstate) and Form V8 (federal). These shalibe filed
with the appropriate agency along with the proper copies of ForrisRrnish each employee
with a copy of the Form ¥2 on or before the last day &inuary.Alabama form 96 corresponds
to the federal form 1096.

8.1 f you have ifeasecohtacthe tAlabamablaxpayed Seprice Center in your area
for verification that it actwually is Acontract | aborodo and/ or t

9. The Alabama New Hire Form may be completetdine See www.labor.alabama.gov/rnio
register and to complete the form.
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Types nocfoime churchaktr@amusa perspecti ve

Volunteers

a) By definition, a volunteehas no compensationd loveofferingsnor gifts ofcash or property).
b) Compensating a volunteer, even if unintentional, cresgegdincome fromthechurch

All employees
See pag@& for help on how talecidewhomthe IRS consideran employee

Taxable compensation
ix) GTL Insurance over $50,000

Salary_(l_nclude housing _fo_r x) Personal use of church owned
non-ministers, not for ministers) Car/Van

i) Bonuses
i) Social Securityffset for ordained
iii)y Payment of individual health ins.
iv) Nornraccountable business expenses
v) Christmas and Love Offiergs
vi) Retirement Gifts
vii) Severance Pay
viii) Gifts of property (small or large)

xix) Club Dues

xi) Discretionary funds
xi) Rei mbur sement of spousefs travel
xiii) Forgiveness of debts
xiv) Churchpaid Holy Land trips
xv) Funeral/Wedding fes from church
xvi) Below market loans or property
xvii) Personaéxpenses paid by church
xviii) Moving Expensegaid by church

Nontaxable benefits paid by the church

xX) Group Healthnsurance pla§ 106) xxvii) 403(b) paid by the churalp tolesser
xxi) GuideStone health insurance of $58,0000r annuakalary
xxii) Employer contributions to a Hehl xxviii) 403(b) Salary Reduction Agreement
Savings Account (HSA). through the churchup to $9,500
xxiii) Qualified Small Employer HRA ¥} orsalary, whichever is lesik < [Formatted: Indent: Left: 1", No bullets or numbering ]
xxiv) Church health and aictent plans addition, persons over 50 may make
medical reimbursement account additional catch up contributions of
qualified distributions (section 105) $6,500. Call GuideStone 88884
(1) Cafeteria Plans (FSA 125 Plans) 8433 to calculate your Maximum
xxv) Disability insurance premiums Contributian.
xxvi) Group Term Life Insurance: up to »oaxxix) Tuition paid by the churcto the school
$50,000 (other than dadelors degree)

»e:yxxx) Church providediependent care
Nontaxable accountable reimbursement of business expenses

»exxxxi) Transportation »oedxxxvi) Subscription/Books
»exii)xxxii) Travel Expenses »eedixxxvii) Clothing/Laundry- uniform, clerical
v xxxiii) Entertainment Expenses robe, baptismal robe, etc.
»oeaxxxiv) Business Gifts »exbaxxxviil) Professional Dues
»ovixxxv) Educational Expenses
AiLi sted Propertyodo with special rul es

1. Personatomputer

Highly Compensated Employees
Thel RS has simplified the definition of a fAhighly compensated empl
(1) A highly compensated employee was one who
(a) Was a 5% owner of the employer at any time during the current or prior year (this
definition will not apply to churches), or
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(b) Hadcompensaon for the previous year in excessgdB0,000, and, if an employer
elects, was in the top 20% of employees by corsgion.
x)xxxix) The foll owing tax favored rules do not apply
compensated employees. 0
(1) simplifiedemployee pensions  (3) qualified employee discounts;

(SEPs); (4) cafeteria plans;
(2) 403(b) tax sheltered annuities  (5) flexible spending arrangements;
(churches andhurch (6) qualified tuition reductions;
organizations are expt from (7) employe provided educational assistance; and
nondiscrimination rule); (8) Dependentare assistance.

Unreasonable compensation
xi)xl) A ministers salary o110%or moreoftheL ay mandés Sal amsiilaS¢souccgayGui de
beclassified asunreasonable compensation
(1) You need a legal opion from a tax attorney familiar with churchiés minister is:
(a) Compensated in excess$#30,000
(b) Compensated significantly above other ministers in the same size church.
(2) Penalties for being classified by the IRSWasreasonabfteare severe.
xHxli) In calculding
(1) Include all compensation (e.g., bonuses, canceled debts, personal expenses paid by the
church by check or credit card, personal use of church vehicles, free childcare).
(2) To fail to compute a value for such fringe benefits and include it on the mmt2 or
cont r 4099 farm jdapardizs thec h u r c fexespt dtaus.
xhi-xlii) Churches should never make loans to clergy at less than market rates of interest.
(1) This is a prohibited inement of the church's earnings to a private individual.
(2) Loans to clegy who are officers or directors of their church, even at commercially
reasonable interest rates, are prohibited by the nonprofit corporation |&ebama

Minister employees

W-2 compensation
xHv)xliii) Social SecuritySupplemenpaid toanemployeds consideredegular income (Box 1 of the
W-2).
xxliv) A mi n iSecibl 8ecuitygCANNOT bepaiddirectly to the IRSy the church even by
voluntary withholding All voluntary withholdng should be deposited and credited to Federal
Income Tax withheld (\A2 Box 2).The mhister should note that this money can still be applied
to Social Security when completing Schedule 1040SE to form 1040.

Minister Housing - Non-W-2 compensation.
xhiyxlv) Housingallowanceis not considered taxable by the IRS, but it is taxable for Social Security

Independent contractor

¢) This is a mn-employee to whom the church makes payments for agntbr services
d) Requiring a W9 before any work is performed is the bestcpdure.
e) If the church makes aggregate payments (for merdér services) totaling $&0or for the yeara
1099NEC must be completed
i) No withholdingis doneif the non-employeeprovides a Taxpayer Identification Number (TIN):
(1) Social Security Number (SSN) or
(2) Employer Identification Number (EIN)
ii) You must do backup withholdin@4%) if the nornremployedails to provide a TIN
iii) Report noremployee waes on a 109NEC
(1) If you payfor merchandise and services on same thi#10993NEC is for whole amount
(2) Accountable reimbursemenarenot reported o 1099.
(3) Rental payments from church to imtiual DO trigger a 1099.
(4) The 1099 mst be issued by January 31st
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Medical expenses i tax treatment

The basic principle is that payment for a group healthcare plan istaxeile benefit; the payment or
reimbursement of individual insurancenistallowed and any money i@xable. There are some exceptions:

Type of Insurance

Tax Treatment

Notes

Group Health Insurance Plan

Norntaxable

GuideStone insurance

Norttaxable

Even if only one employee; groy
plan of Southern Baptists

Medicare Parts B, D and
sypplement

Might not be taxablé part of a
group health plan or group fewe
than 2

If not part of a group plan, then
taxable

Payment of individual plan

taxable

Exception:QSEHRA, p. 71.

Payment of individual plan with
only one FT employee

Not taxable

IRS notes exceptions of groups
less than two

Reimbursement of individual
plan through the govt. exchang

Taxable Might not be taxable if
part of QSE HRA, but premium
tax credits reduced

Tax credit and/or subsidies are
received from the government
when siging up

Other information

Health Reimbursement
Arrangement

Norttaxable

Can only be offered in
conjunction with a group plan;
ExceptQualified Small Employe

HRA or ICHRAsee p. T.

A written plan or policy statement is neede provide medical so & there is clarityNote aso that benefits are

only available to employees. Therefore, if you provide a 1099 to your minister, he is not eligialeffee

benefits.

1. Premiums paid directly to the insurer by the chdoeta group health plarGuideS$oneor groups less

than 2are excludable from income for federal tax reporting purp&@esi t i o n

about

2. Premiumgpaidfor individual plansaretaxable beginning July 1, 2018ee exceptions abgve

3. If church provides employees with cashieu of paying their health insurance premiums, then the
amount is taxable incom&/fiether the employee elects cash or insufance

4. For reimbursement of out of pocket expenses, you may set up a HRA, FSA, HSeesbelow.

AiThere are

your church is

rei mbursing

expenses

1) Medical plans to cover outf-pocket expenses are subject to disanétion rules
2) Medical plans must be in proper written form:

a) Cafeteria plan § 125

ifipackage

o rufchycanfprowide forhe tafeee teeatroeimt of ounf-pocket medical expenses. If
medi cal

under

Only large churches can typically justify the administrative effort and cost for a cafeteria plan (IRC 125)
under which an employee may choose from a menu of diffaredial insurance and healttare

rei

mbur sement

options

b) Health reimbursement arrangement (HRA), § 105
Under an HRA (IRC 105), a church may reimburse medical expenses up to a maxitauramnint
established by the church. HRAs do not provide a salary reduction eléiguires group health plan

c) Flexible spending account (FSA) § 125
An FSA(IRC 125) may be established thie reimbursement of owif-pocket medical expenses. It
allowsan enployee to prund medical and dental espses in préax dollars usingalary reduction

d)

Health Savings Account (HSA) § 223

dam dollafs pyatgking afreduced satey.m wi t h

Churches can provide higleductible health insurance and makedagludable contributions to an

empl oyeeds

H SeHSAfl WRiCd € 281 o v iTdhe

t he

medical expenseRequires qualifying high deductible group health plan.

18

mo put of podket

cover

t

a

some

before

he

pproacho

ot her arrangeme

empl oyeeds



|l s |t Taxabl e?

AEverything thel nttaexranballe Rienvl eensuse Brank @ommenviles t hat

Taxable? Limited | Written Plan Comments
$? Required?

Salary Yes

Love offerings & bonus Yes

Severance Yes

Social Security Offset Yes

Gift Cards Yes

Payment of personal expens| Yes

Forgiveness of debt Yes

Imputedinterest of below Yes Yes, if loan is more than

market loan $10,000. Note: Alabama
law forbids loans to officer

Club dues Yes

Professional organization No

dues

Pastor discretionary fund Yes Taxable unless completely
accountable

Housing Allowance (for No Documentation Is taxable foiSelf

Minister required EmploymentTax

Reimbursements

Nornraccountable car

allowance

Reimbursements of businesy Yes

expense from salary reductig

AccountableReimbursement | No No, but Must follow IRS rules, See

Plan recommended Compensation Planning
Guide page 7

Mission trip No No significant element

pleasure or vacation

Holy Land Trip or other trip | Yes

Spouse Travel Yes Taxable unless spouse ha
business purpose to go

Cell phone No Primarily businessise

Tuition assistancplan No Yes Yes Must be equally available

to all FT employees

Tuition assistance to one Yes
employee for bachelors
Continuing education No
reimbursed as business
expense

Graduate levedducatioras No
accountable reimbursentesf
business expense

Moving-paid to moving Yes included on W2
company

Moving expense, qualifying, | Yes Included on W2
reimbursed
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Taxable? Limited | Written Plan Comments
$? Required?

Moving expense reimburse( Yes Included onbex-1-6fW-2
nonrqualifying
Benefits \
GroupHealth Insurancand | No Must be employer benefit
GuideStonénealth insurance not part of package
approach
Health Reimbursements No, if with a Yes Must beavailable to all
Arrangement group plan or employees working 30 hr|
a Qualified per week or more
Small Requires group health
Employer planor QSEHRA
HRA
Group term life insurance | No Yes
Disability Insurance No As an employer benefit
Dental/Vision Insurance No
Employer contributions to | No Yes Cannot exceed taxable
retirement pla income or $8k whichever
is less
Employee contributions to | No Yes Not taxableunless Roth.
retirement plan Non minister
contributions subject to
FICA
IRA Yes Taxable, then deductible
as employee completes
IRS 1040
Dependent Care assistance No Yes Yes Must be equally available
to all employees
Adoption Assistance No Yes Yes Must beequally available
to all employees
Tuition reduction at church | No Yes Only available to church
school school employees

Top ten tax mistakes made by churches’

1) Improperly classifying employees as setfiployed (independent contractors)

2) Failing tofurnisha Form W2 to each employee (including ministers) and/or a Form -NE@ to certain
nornremployees.

3) Failing to include taxable fringe befite (such as nomccountable expense reimbursemgsusial security
supplements and special occasion gifts) as wagé&®rm W2.

4) Including the ministers housing allowance in wages on Rtr2) box 1

5) Failing to offer church employees available nontagdiihge benefits.

6) Failing to provide church employg&vith an accountable expense reimbursement plan.

7)) Funding an accountable rei mbursement plan from employeesd compensati

8) Providing contribution receipts to members who donate their services to thh.churc

9) Providing contribution receipts for donations desited to other individuals without proper congregational
control.

10) Failure by churches that operate, supervise or control a private school to timely file an annual Certifica
Racial Nondiscrimination @m 5578).

=3

e

7 Richard Hammar, www.ChurchLawToday.com03.
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How t o

compl et e -2a

mi

W
Voluntary withholding as

ni steroés

22222

| a Employee's social security number I

OMB No. 1545-0008

requested on the W

b Employer identification number (EIN)

1 , tips, other

2 Federalir

Boxes 38 areleft

© Employer's name, address, and ZIP code

'3 Social security wages

4 Soclal security tax withheld

blank. Do not enter

5 Medicare wages and tips

6 Medicare tax withheld

Zeros.

7 Social security tips

8 Allocated tips

d Control number

9 Advance EIC payment

10 Dependent care

Leave box 11 blank

© Employee’s first name and initial  Last name Suft.| 11 qulmmuV %z- | UnleSS yOUr CPA or
[0 Sy e e |12 1
580 L4 retlrement_planner tells
14 Other 2:4]/ f you to ug It.
Ml
i 4
1 Employee's address and ZIP code, | 7
16 Swae  Employer's state ID 16 State wages, tips, etc. | 17 State income 18 wages, tips, etc. |19 Local me tax, 20 Locaity name
] &
\

‘Wage and Tax
Statement

|
o W= 20
Copy 1For State, City, or Local Tax Department
Same as box 1

Salary (no housing)

Bonuses

Social Security offset paid by church
Nonaccountable business expenses
Christmas and special love offerings
Retirement Gifts

Gifts of property (small or large)
GTL Insurance over $50,000
Personal use of church owned car/van
Discretionary funds

Reimbursement of spouse travel
Forgiveness of debt

Church paid Holy Land Trip
Funeral/Wedding fees from church
Below marké loans or prperty
Payment of personal expenses
Payment of moving expense

Dap:mnimoﬂmllrmuy Infernal Revent
Varies by city and county.
Most can leave blank

with code DD.Note: not taxableOnly
requiredon W-2 for 250 or more
employees

Reporting of value of health care. Box 14

Taxable cost of grouferm life insurance
over $50,000. Use
Publication 18B, page 12 for calculation.

Box 12

Salary reduced contributions to a 403(b)(9)
including your church retirement plan with
GuideStone. Only salary reduction agreement
amount goes in this ©b
Employer contributionsra not reported on the
W-2.

and

Housing allowancenaybe reported in Box
14. Itis not required and our
recommendation is nobbut if your church
software doest is OK. Box 14 can also be
used to report the date if a minister is
ordained during the year.

Check box 13f employee

the retirement plan

or church participate in

Alabama voluntary
withholding as requested of|
the A4
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How to completeanon-mi ni st €r 6s W
Federal income tax withheld
22eze | 4 Explopeis sooal secutty fomber I OMB No. 1545-0008
b Employer identification number (EIN) 1 Wages, tips, other compensation 2 mekeam-mannmu
© Employer's name, address, and ZIP code 3 'sscurlr/wlgn |_4 8ol security tax withheld BOXeS 3 and 5 InCIUde

/ Medicare wages and tips

| 3
6 Medicare tax withheld \

everything in box 1
plus salary reduced

7 Social security tips 8 Allocated tips

amounts into the 403(b]

d Control number

9 Advance EIC payment

\
e W\

retirement plan

© Employee’s first name and Inftial _ Last name

f Employee's address and ZIP code

Suft.| 11 Nonqualified plans.

4 Social Security tax withhelo

6 su- Employer's state ID number 16 State wages, tips, elc.

A

17 State income tax

Medicare tax withild

. W 2 s
Copy 1—For State, 2fty, or Local ¥ax Department

Same as box 1

withheld

Alabama income tax

e

Varies by city and county.
Most can leave blank

Care.

Salary plushousingif any)

Bonuses

Social Security offset paid by church
Non-accountal# business expenses
Christmas and special love offfeys
Retirement Gifts

Gifts of property (small or large)
GTL Insurance over $50,000
Personal use of church owned car/van
Discretionary funds
Reimbursement of spouse travel
Forgiveness of debt

Church paicHoly Land Trip
Funeral/Wedding fees froehurch
Below market loans or property
Payment of personal expenses

Do NOT include contributions to a
403(b) retirement plan including the
Church retirement plan through
GuideStone

Payment of moving expense

Box 12. Reporting of value of health

taxable Only required on \A2 for
employes of 250 or more.

Box 12 with code DD. Note: not

Box 12. Taxable cost of grottprm life
insurance og r
See IRS Publication 1B, page 12 for
the calculation.

$50, 000.

Box 12

coce

Salary reduced contributions to a 403(b)(9]
including your church retirement plan with
GuideStone. Only salary reduction
agreement amount goes in this box. Use
letter
not reported on the V¥.

AE. O E myg

Check box 13 if church
and/or employee participate
in the retirement plan
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Minister W-2 Sample

I a Employee’s social security number I

OMB No. 1545-0008

Safe, accurate,
FAST! Use

b Employer identifi X X
Includetaxable income, not housing |
J

T e v, ot oo |
$8012.

e~ fileg

2

Visit the IRS website
at www.irs.gov/efile.

ederal income tax withheld

¢ Employer's namér=maress, amazrcooe

3 Social security wages

4 Social security tax withheld

First Baptist Chur ch—= PR

101 Mairreet i A < o ~ > a

Anywm, AL b20S UKFUO 02ES3
9 Advance EIC payment 10 Dependent care benefits

d Control number

e Employee’s first name and initial Last name Suff. |11  Nonqualified plans 12a See instructions for box 12
. E|  $2000
Pastor Jones Bhes  Ew e 1@ o $ 12
301 Broad St L i
14 Other 12¢
Anyt a1 - — I
b2iSKakady3 Ftt26FyOs i
R YIed 68 AyOfdzRSR Ay 062 I
‘mployee’s address ai

Employer's state ID number

15 State

@]
ips, etc. 17Stateincon;e|ax
2

18 Local wages, tips, etc.

18 Local income tax

20 Locality name

Wage and Tax
Statement

|
o W=2

Copy B—To Be Filed With Employee’s FEDERAL Tax Return.
This information is beina furnished to the Internal Revenue Service.

941 Sample

Department of the Treasury—Intemal Revenue Service

1 Number of employees who receive
including: Mar. 12 (Quarter 1), Jun¢

2 Wages, tips, and other compensat]

3 Total income tax withheld from wages, tips, and other compensation

Line 17 include minister 4 [ 2 |
Line 271 include minister taxable income [ $475Q l
Lines 51 do not include minister 2 :

| ST

dicare tax .

4 1If no wages, tips, and other p

5 Taxable social security and Medicare wages and tips:

5a Taxable social security wages

5b Taxable social security tips

5c¢ Taxable Medicare wages & tips l

are subj to social rity or M
Column 1 Column 2
$3000.00 | 10 -| $372.00 |
$0.00 | 124 - | $0.00 |
$3000.00 | * 029 - | $87.00 |

5d Total social security and Medicare taxes (Column 2, lines 5a + 5b + 5¢ = line 5d) .

6 Total taxes before adjustments (lines 3 + 5d = line 6) .
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Social Security basics f%r mini

Like other taxpayers, most ministers and church employees siggificant amount of their income for Social
Security each year. Unfortunately, however, some ministers and churches may not untterdtasid rules

about Social Security. Failure to understand these rules can lead employees to underpay SocidhSes,aity
situation which may result in penalties in the event of an Internal Revenue Service audit. Churches not aware of
the rules coul violate federbpayroll tax procedures. This pagigempts to answer some of the basic questions
about Social Secusit

Do ministers have to pay Social Security taxes?
Yes unless they have followed IRS rules to opt out of Social Security. Even ifilveyopted out of Social
Security on their ministerial income, they must pay Social Security taxes on income froan seguibyment.

What is the difference between SECA and FICA?

SECA is short foSelf-Employment Contributions Act and refers to the ratghich selfemployed people pay

toward Social Security. FICA is short fBederal Insurance Contributions Actand refergo the rate at which
employees and employers contribute toward Social Security. Employers and employees together pay FICA and
selfemployed individuals like ministers pay SECA. FICA is 7.65% and is matched by the employer. SECA is
15.3%.

Do ministers have to pay self-employment taxes on their ministerial income?
Yes ministers must pay Social Security taxes at theesa[floyment rate (SCA) on their ministerial income
because ministers are always consideredeseffloyed for Social Security purposes.

Can a church pay FICA for an ordained minister?

No. A church cannot pay FICA for a minister. By law, ministers are always treated-espéifyed for Social
Security purposes and therefore subject to SECA for their ministerial earnings. Churches tEat Avdgr3heir
ministers are not doing them a favor. They are violating the law. Additionally, when churches report FICA for
their ministes, they can disrupt the Social Security Administration's records.

Does a minister have to pay Social Security taxes on a housing allowance?
Yes although a housing allowance is excluded from income for federal and state income tax purposes, a minister
must pay Social Security taxes (SECA) on a housing allowantiee rental value of a parsonage

Do churches have to pay FICA for their non-ministerial employees?
Yes A church must pay FICA for neministerial employees unless the church has elected mpbitself by
filing the correct forms with the IRS.

Can a church give a minister a Social Security allowance to help offset the expense of
SECA?

Yes a church can give a minister an allowance to help offset the expense of SECA. But remember, a Social
Searity allowance is taxable income for the minister.

Will Social Security provide sufficient income for retirement?

No. Social Security will provide 280% of income needs in retirement. Therefore, Social Security alone will not
meet retirement income needChurches need to take an active lead to make sure all employees with taxable
income are in the Church RetirementrPlas a general rule, churches and employees need to contribute at least
10% of salary and housing allowance income into the employkagtiCRetirement Plan through GuideStone of
the Southern Baptist Convention.

8 Keith Hamilton "Social Security Basics for Ministers and Church&&X -FAX Up-DatesVolume 1 Number 10: Trhis information is
from the brochure published IBuideStonaitled "Social Security Basics for Ministers and Churches." This documanergled to
provide churches, pastors and staff with current and accurate information about the subjects covered. However, suoh iefoanati
intended to be sufficient for dealing with a particular legal problem and the authors and distributorealvamtorepresent its
suitability for such purpose. The reader should not rely upon this document as a substitute for independent legalrconsultatio
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The Fair Labor Standards Act

Overtime and minimum wage

Summary of FLSA requirements

1) Federal Wage Hour DivisioNotice to Emplgeesmust be posted

2) Maximum workweek of 40 houm regular pay

3) Requires payment of overtime at a rate of onear&half times the employee's regular rate of pay for all
hours worked in excess of 40 hours per week.

a) Employees who work more than 40 hour®ne workweeknustbe paid overtime.
This is true even if the employee works owgthout the specific consenf the supervisor but an
employer knew or should have known. It should be wwrittenpersonnel policynanual that all
overtime must be authiaed.All personnel policies should be signed by all employees.
b) Overtime must be paid.
i) Comp time is not allowédalthough hours may be shifted from day to day instraework
week). The work week must total not mmghan 40 hours or overtime must bét a rate of
one andnehalf times the employee's regular rate of pay for all hours worked in excess of 40
hours per week.
ii) Employers may not let a person work extra unpaid hours one week in exchange for paffl time
another week.

4) Requires minhum wagebe pai@d presently .25

5) No maximum daily hours limit.

6) No breaks are requirezkceptfor workers age 145.

7) Employees may work any number of hours on a given day.

8) A salaried employee is NOT automatically exerfmhployees are exempt only as outlifetow (e.g., a
secretary or administrative assistant is-e@empt even if paid a salary and actual hours are not normally
considered a factor for pay computation).

9) Exemptf r o m t dvertime and @isimum wagequirements

a) Ministerg! Although ministemwasnot defined by the court, the IRS definition is the best one to use.
Ordination not required ministermay beconsidered exempt
b) Executive employe® In order b be exempéas an executive employebgindividual mustmeetall the
following tests:
i) Theemployee must ea$684 per week. ($5,568)Ministers are exempt employees even if paid
less thar$684 per week.
if) Their primary duty must be managing the church, or some distinct department or division of the
church.
iii) They must direct the work of at leaketequivalent of two full time employees. The 80%
requirement is gone.
iv) They must have the authority to hire and fire employees or their input is given particular weight.
c) Administrative employeed In order to beexempt as aadministrative employeehe irdividual
employeenust meet all the following tests:
i) The employee mustarn$684 per week
ii) Their primary duty must be office or nonanual labor related to the management of the church.
iii) The primary duty must clude the exercise of discretion and indeemgudgment with respect
to matters of significance for the church.

9 Government entitiefederal, state, county and municijratluding public schoo)sandgovernment ontactors ee exempt from the comp
time restriction

10 Certain fulttime students, student learners, apprentices, and workers with disabilities may Ibespiien the minimum wage under
special certificates ssied by the Department of Labor.

11 Richard Hammar,Church Treasurer AlerfOctober 2004)iThe Fouh  Ci r c ui t C o uninisterial exengptiodprohitits thet h e
DOL from enforcing the FLSA against ministers. This ruling is only binding in five states (Maryland, North Carolina, SouttaCaroli
Virginia and West Virginia), but it sets a stronggedent for all future casd¥his] provide[s] a basis for concluding tithe FLSA

requirements do not apply to mini st eChsrah TreasuredAleHa mmar i n the October
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d) Professional employeés In order to be exempt as a professional employee, the indiedyalbyee
must meet all the following tes{BiThe regulation contains specific examples of jolas thil this test,
including health care professionaisachersindoutside sales workers?):

i) The employee mustarn $84 per week

ii) Their primary duty must be performing work that requires advanced knowledge, the work must
be primarily intellectual in ciracter, and the work must require consistent exercise of discretion
and judgment.

iii) Theirfield of work must be in a recognized science or field of advanced learning.

iv) The advanced knowledge must be customarily acquired by a prolonged course of specialized
intellectual instructior®

v) If the field of advanced learning relates to a creative psafeal (music, art), then the work must
require invention, imagination, originality or talent in a recognized field of artistic or creative
endeavor.

e) Computer Professi@ld In order to be exempt as a computer professional, the individual employee
must meeall the following tests:

i) They must earn at leasb®4 per wed.

ii) They must work as a systems analyst, programmer, software engineer, or similar position.

iii) Their primay duty must consist of application of systems analysis, design development, creation,
testing or modification of systems or programs, or design, development, creation, testing or
modification of operating systems.

10) Workersareexcluded (must be exempt) froovertime eligibility if theyearn more than $100,000 aifetir
jobs regularly includat least one administrative or professional responsibility.
11) Employees are covered if:

a) They are engaged in commerce

b) The production of goods for commerce, or

c) Work in an aterprise engaged in commerce or the production of goods for commerce.

12) Weekday educatioand church schodéacheiare specificalljnon-exempt unless bona fide teacher whose
primary duty is teaching rather theare See DOL Fact She##6 Child Care Cente
13) To be covered, individuals must be employees (not volunteers).

a) Employees may volunted it is made clear that volunteering is not paid and not a requirement for
their job and is not in an area of work for which they are also paid.

b) Volunteering for sae or similar duties is not allowed.

i) A bookkeeper cannot be treat&siboth a paid bookleper and aanpaid volunteer bookkeeper
for the same institution.

i) A church secretarwith a job requirement to serve as church ctagy not be paidndvolunteer
as dwrch clerk.The secretary/clerk must either be paid for all hours or volunteer for all hours.

14) All employers who have employees covered by the act must maintain adequate records documenting all
employees:

a) Weekly time sheets dime cardssigned by the empiee to docment hours worked.

b) Hard copies of payroll records with wages receivedude time worked, pay computation, check
numbers, and a record of each check as it clears the bank.

¢) SuggestionPrepare an employment agreement with terms and conditi@mployment.

15) Employers who violate the act are liable to their employees for:

a) The amount of the unpaid minimum wage or the unpaid overtimeapdy

b) An equal additional amount for liquidated damages.

¢) Employees can also collect the reasonable cost ifatterney's fees and court costs in suing the
employer.

d) Employers who willfully volate the minimum wage or overtime pay requirements of the act are
sulject to a fine of up to $10,0d0r each violation.

12gomerville, Frak. New Overtime Rules Will Effect Churches. 6/30/Pésted 7/16/04
<http://www.nacba.net/Article/overtime.htm)>.
13 Department of Labor. www.dol.gov
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e) A two-year statute of limitations applies to tleeovery of back wages except in the case of willful
violations, in which case a @ year statute of limitations applies.
16) The act requires covered employers to pay males and females the same compensation for the same work.

Recordkeeping

The FLSA requireemployers to keep records on wages| | SA case studies
hours, and other items, as specified in Department of
Labor recordkeeping recations. Most of the information | Example 1

is of the kind generally maintained by employers in 1 Betty is norexempt.

ordinary business practice and in compliance with othel T She earns $8 per hour.

laws and regulations. The records do not have to be ke| { She works five days a week from 8 to s
in any particular form and time clocks need not be used  a daily thour break.

With respect to an employee subject to the minimum wj { She routinely comes in 30 minutes early to g
provisions or both the minimum wage and overtime pay  organized.

provisions, the following recordaust be kept: 1 Result:
- You mustpay her for 40 hours at $8 per hol
1) Personal information, including employee's name, ($320)
home address, occupation, sex, and birth date if - You must add 2% hours at time and a half |
under 19 years of age; $12.00 per hour ($30.00).
2) Hour and day when workweek begins; - Total pay is $350.00.
3) Total hours worked each workday and each
workweek; Example 2
4) Total daily or weekly straigkiime earnings; 1 Betty is norexempt.
5) Regular hourly pay rate for any week when overtin 1 She earns $8 per hour.
is worked; 1 She works five days a week from 8 to 5 minu
6) Total overtime pay for the workweek; a daily thour breé.
7) Deductions from or additions to wages; 1 On Sunday she is asked to open the office
8) Total wages paid each pay period; and run some copies. It takes 1 hour.
9) Date of payment and pay period covered. 1 Result:
Records requiredf exempt emploges differ from those - You must pay her for 40 hours at $8 per hg
for nonexempt workers. Special information is required ($320)
for homeworkers, for employees working under - You must add one hour at time and a half ¢
uncommon pay arrangements, for employees to whom $12.00 per hour ($12.00).

lodging or other facilities arirnished and for employees| - Total pay is $332.00
receivirg remedial eduden.

Example 3
What does the Fair Labor Standards Act 1 Betty earss a salary of $320.00 per week.
NOT require? 1 She works fie days a week from 8 to 5 minus

a daily 1 hour break.

There are a number of employment practices which the 1 She routinely comes in 30 minutes early to g

FLSA does not regulate. For example, the FLSA does

require: organized.
1. Vacation, loliday, severance, or sick pay f Result: her for h o N
2. Meal or rest perids, holidays off, ovacations - You must pay her for her 40 hours at her
3. Premium py for weekend or holiday work $320.00 salary. .
4. Pay raises or fringe benefits - You must galculate hourly basis lvér pay
5. A discharge notice, reason for discharge, or (Salary divided by hours per weekj Bour.

- You must add 2% hours at time and a half |
basis at $12.00 per hour ($30.00).
- Total pay is $350.00

immediate payment of final wagésterminated
employees

6. Pay stubs or W2 &(athough the IRS does requir
W-2 6 BOL does not).

The FLSA does not provide wage payment or collection procedures for an employee's usual or promised wages or
for commissions in excess of those required by the FLSA. Also, the FLSA does not limit the number of hours in a
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day, or days in a ek, an employemay be required or scheduled to work, including overtime hours, if the
employee is at least 16 years ddhbama Child Labor lawestrictspersons under age 18. The law restricts
hours, requires breaks for younger workers r@stticts ypes of jobs. Se
http://www.alalabor.alabama.gov/uc/ChildLabg@ibte: AL Child Labor law changed in 2009)

The above matters, which are not covered by the FLSA, are generally for agreement between the employer and
the employees or their authorizegpresentatives.

Recommendations for church policies:

1) No nonexempt employee will work more than 40 hours in any workweek unless the Pastor, the Business
Administrator or theChairpersorof the personnel committee approves it in writing. When aen@mpt
employee works more than 40 hours in any week, thegthe paid at one and one half times their regular
rate.Fundsmust be available for overtime before approval will be giVéarking overtime without
permission will result in a termination hearing.

2) Voluntaly overtime will not be acceptable. The Pastoe, Business Administrator or ti@hairpersorof the
personnel committee must approve all overtime in wrii§gecify this in your written policy manual and
place it in the employee's hands at the time gflepment]

3) When an employee is needed to workiaodal time on any given day or on the weekend, time shall be given
off at other times during that particular week. If an employee needs to work late on Friday or Saturday, this
should be anticipated andnte should be given off in the earlier part oftthveek.

4) The pay period shall begin on Wednesday and end on Tuesday. Thpsasittegreater flexibility in
allowing longer hours on Sunday, Wednesday and Friday (time off can be given on other dayidalan F

5) Work away from thehurch buildingnvolving a norexempt employee should be eliminated if possible. If
working away from thehurch buildings absolutely necessary, then it must be approved in writing by the
Pastor, the Business Administratortioe Chairpersorof the personnel committee.

6) Ifit is necessary for a neexempt employee to work away from theilding, credit will be given for travel
time and hours for which actual work is performed.

7) The attached form, Weekly Attendance Reqpatyel16), will be completed each week by the rexempt
employee, signed, approved, and given to the financial secretary each Wednesday (or Monday) morning. This
form is required to fulfill the requirement previousisted, 'must raintain adequate records documenting all
hours worked and leave tingdt must be completed each pay period. It must be signed each week.

8) When employing new people, a writtEmployment Agreementill be prepared by the personnel
committee.

9) The financial scretary will maintain a record of all wages received by each employee. This will include time
worked, pay computation, check numbers, and a record of each check as it clears the bank.

For additional information, contact your locdfice of the WagehourDivision of the U.S. labor Department. In

Birmingham(205) 731-1305. On the welyisit www.dol.gov for a small bsiness guide.

Implications
Non-exempt employees who work more than 40 hours in one workweek must be paid overisisetriia even
if the empoyee works over without the specific consent of the supervisor but an employer knew or should have
known.
1 It should be in the personnel policy manual that all overtime must be authorized.
9 Time sheets can help solve this.

Workweekand pay period are diffent!
1 Workweek defined as sevendaylook-back period.
1 Workweek and pay period are not linked.
1 You may choose one, or the government will choose Sunday through Sa¥odahould boose
Wednesday through Tuesday to allow Mondayg Tuesday as days to gitime off forextra hours
worked on Wednesdaffridayand/or Sunday
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Overtime must be paid.
1 Comp time is not allowed.
1 The work week must total not more than 40 hours or:

- Overtime must be paid at a rate of one and oneihads the employee's regular rafepay.
- For all hours worked in excess of 40 hours per week.

Employees may work any number of hours on a given day.

A salaried employee is covered.

1 Employees are exempt only as outlined in section one, item 5
1 A secretary padministrative assistant is NG&kempt even if paid a salary and actual hours araaratally
considered a factor for pay computation.

Written (not just electronic) employment records must be maintained and should bsigned.

Weekly time sheets or timeas signed by the employee tacdment hours worked.

Hard copies of payroll records with wages received.

Maintain a record of all wages received by each employee.

Include time worked, pay computation, check numbers, and a record of each check asliteckesak.
An employment agreemewith terms & conditions of employmeist very helpful

=a =4 =4 —a

What is considered commerce?
Selling fund raising items,
Selling Teeshirts,
Wednesday night suppers,
Selling audiaecordings
Selling DVDs

Selling Literature,

SellingBooks, 1 Charging for use of buildings
SellingDirectory pidures, (weddings).

Radio broadcasts, Using a telephone.
Television broadcasts, Using the internet.

Providing paid daycare. Sending Email

E R ]

E I ]
= = —A

Volunteering for same or similar duties is not allowed.

1) A bookkeeper cannot be treatesiboth a paid employee anduarpaid volunteer bookkeeper fibre same
institution.

2) A paidchurch secretarsequired to serve as clenkust be paid while performing dutias chuch clerk.

3) You must pay time and a half for hours over 40 worked irday7look back period.

4) You may not give comp timg/¢u may adjust houssithin the sam&-day work week).

5) Salaried employees are covered just as hourly employees are.
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Mini mum Wag& HEmmpl oyment Posters Requi

Minimum wageis $7.25 Employers should examirieeir wage and hour plans to enscoenpliance with the
federal minimum wage requirements.

Employment Posters Required

There are 3new postes: The National Labor Relations Act, E-Verify Participation Poster and the Right to
Work Poster

Several posters arsewly revised: Alabama Child Labor Law, FMLA, EEOC and FLSA.

Minimum wage posters may be found atvww.dol.gov. They may be downloaded and printed free from
these web sites:

1. Alabama Child Labor Law. https://labor.alabama.gov/docs/post-
ers/childlaborlawposter_english.pdf

2. Alabama Unemployment Compensation
http://labor.alabama.gov/docs/posters/uc_jobinsurance.pdf. While churches are excluded by law
fomparticipating, you must post this Chuhestre on t he
excluded by Alabama law from participatingo

3. Alabama Workers' Compensation https://labor.alabama.gov/docs/doc_type.aspx?id=2

4. Employee Polygraph Protection Act
http://www.dol.gov/whd/regs/compliance/posters/eppa.htm

5. Equal Employment Opportunity http://www1.eeoc.gov/employers/poster.cfm

6. Family and Medical Leave Act www.dol.gov/whd/regs/compliance/posters/fmla.htm

7. Fair Labor Standards Act (Federal Minimum Wage and Overtime)
www.dol.gov/whd/regs/compliance/posters/flsa.htm

8. OSHA https://www.osha.gov/Publications/poster.html (Title 29 Code of Federal Regulations,
1903.2(a)(3) states that reproductions or facsimiles of the poster shall be at least 8 1/2 by 14
inches with 10 point type.)

9. Uniformed Services Employment and Reemployment Rights Act
http://www.dol.gov/vets/programs/userra/lUSERRA _Private.pdf

10. National Labor Relations Act
http://www.dol.gov/olms/regs/compliance/employeerightsposter11x17 final.pdf

11. E-Verify participation poster www.uscis.gov/everify. Click on publications, then posters.
(English and Spanish posters both required) Do not post until you sign up for E-Verify.

12. Department of Justice Right to Work poster. www.uscis.gov/everify (English and Spanish
posters both required)
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http://www.dol.gov/
https://labor.alabama.gov/docs/post-ers/childlaborlawposter_english.pdf
https://labor.alabama.gov/docs/post-ers/childlaborlawposter_english.pdf
http://labor.alabama.gov/docs/posters/uc_jobinsurance.pdf
https://labor.alabama.gov/docs/doc_type.aspx?id=2
http://www.dol.gov/whd/regs/compliance/posters/eppa.htm
http://www1.eeoc.gov/employers/poster.cfm
http://www.dol.gov/whd/regs/compliance/posters/fmla.htm
http://www.dol.gov/whd/regs/compliance/posters/flsa.htm
https://www.osha.gov/Publications/poster.html
http://www.dol.gov/vets/programs/userra/USERRA_Private.pdf
http://www.dol.gov/olms/regs/compliance/employeerightsposter11x17_final.pdf
http://www.uscis.gov/everify
http://www.uscis.gov/everify

Section 2: Church Staff Sal ary

Why is planning financial support important?

That Goddéds Word may be honored

The New Testament provides direct, clear instruction to the church concerning its financial sujhose af

calls into its servie. The appropriate committee should consider the following passages as it does its work of
financially providing for all church employees.

In the same way, the Lord has commanded that those who preach the gospel shoulthegckieg from the
gospel(l Cor. 9:14).

Anyone who receives instruction in the word must share all good things with his ins{Geato8:6).

Stay in that house, eating and drinking whatever they give you, for the worker deserves his wages. ® not mo
around from house to houfleuke 10:7).

To reduce confusion and instability

Clearly written policies about ministry related expenses, employee benefits and personal income reduces
confusion. For example, as committee members come and go, policie®eadupes of previously convehe
committees may be lost, confused or misunderstood. Written policies adopted by the church concerning financial

& Benefits

support issues reduces the instability and inefficiency of

committee members.

To reduce tax liability
How a church pays its employees is as important as the amount of money the church pays them. Many churches

use a fipackageo approach. They determine a sum of money

anyway you want . éntsTdualyscausesarminiater tp @ay more taxes than may be legally owed,

and can be in violation of tax law. For example, allowing an employee to restructure or reduce a portion of salary
to cover business related expensgwdhibited by Treasury Reguien 1.622(d)(3) and addressed in IRS Letter

Ruling 200035012. Churches and ministers need to know and follow current tax laws in an effort to practice
Jesusd6 teaching to fAirender unto Caesar that which i

To ensure church funds are spent appropriately

Churches may find it easier to use the package approach, but this may cause problems for the minister and the
church. The minister has to pay more taxes and may have less money to provide for his family. Churches can
maximize their limited resourseo accomplish as much as possible by using available tax laws and implementing
sound business practices. It is a matter of good stewardship.

To clarify true personal income

What sounds like a good income can be deceivingnp sum figure may sound sti@stial, but if the minister

is paying for medical coverage and ministrye | at ed expenses out of that | ump
home as much salary as someone employed by a business.

To extend the tenure of church employees

The church may extentie tenure and effectiveness of its employees with clearly defined policies of financial
support. Turnover of ministers and staff can weaken
your church reallyares for the peopleitcallstosewend can be an advantage when
person for a ministry role you need to fill.

To ensure protection for the minister and church

Churches may find it easier to use the package approach, but thisisarpozblems for the minister and the
church. The minister will likely be paying more taxes with this method, and may find he does not have enough
income left for medical, life or disability insurance. A decision to forgo this important coverage coeldheav
church with a serious financiebnsequence if unfortunate circumstances occur.

Scripture quotations are from The Holy Bible, New International Version
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St epDelt er mi ne the needs

Ask each minister and paid employee to completeapy of the following Financial suppot review and

return it to your committee. This wild!l help you determine if | ast

needs of your minister and employees. It will also help you identify issues that may require atiional
attention as you work on the ludget for the coming year. You will use thigeview to complete a Financial
Support Worksheet in step 6.

Financial support review

Minister/employee:
Please complete and return to the cornteeity: / /

Section 1 8 Ministry-related expenses

Vehicle expenses
How many miles do you estimate you drove your personal vehicle last year to do church business (visiting

prospects, trips to hospital, denominational meetings, etc.)? Miles
Multiply these business miles by the Internal Revenue Service standeadje rate to determine cost for
business use of your vehicle. $

How much money was provided by the church last year to offset this expense? $

How manymiles do you estimate you will drive in the coming year? Miles

Travel expenses

How much money did you spend on travel expenses to participate irrglatéd conventions and conferences
(lodging, food, commercial transportation, etc.)? $

How much money was provided by the church last year to offset this expense? $

Ministry expenses

How much money did you spend last year on materials (books, periodicals, software, tapes, etc.) in preparation of
sermons, studies and otheegenttions related to your church ministry?

How much money was provided by the church last year to offset this expense? $

Professional development

How much money did you spend last year in the form of continuing education, wasl@shopferences to

enhance your ability to minister in your church? $

How much money was provided by the church last year to offset this expense? $

Hospitality expenses

How much money did you s pe ncdgrdips, prospects, gisitingtevangélisteand / ent ert ai no chur
other guests of the church in your home or at a restaurant?

How much money was provided by the church last year to offset this expense? $

Section 2 6 Protection benefits

Do you and yar family have medical coverage? COYesONo
What was the cost for your medical coverage last year? $
How much money was provided by the church last year to offset this expense? $
What do you anticipate the cost will be next year? $
Do you have life insurance? LUYesULNo
What was the cost for your life coverage last year? $
How much money was provided by the church last year to offset this expense? $
Do you have disability coverage? r
What wasthe cost for your disability coverage last year? $
How much money was provided by the church last year to offset this expense? $
Does your employer make retirement plan contributions for youl@3¢b)(9) Retirement Plan another

retirement program? [ YesrI['No
If Yes, what was the contribution that was made by your church last year? $

Section 38 Personal income

How much was the salary paid to you by the church last year? $
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Did you receive a cosif-living or merit increase layear? L'L'YesJLNo

If you are a minister for tax purposes, what was your housing allowance or the value of the parsonage provided by
your church last year? $

If you are a minister foraix purposes, how much selinployment (SECA) tax did yowap on your church

income last year? $

How much money was provided by the church last year to offset this expense? $

StefEs2ablish written financi al

Whate\er can be done to reduce conflict in the church shouttbbe. Misinformation, confusion and personal
interpretation are some of the elements that feed misunderstanding and division. Church committees often
experience this kind of conflict when new mensbeatate in and others leave for other service opporésriitithe

church. The newhformed committee may or may not do its work in the same way the previous committee did. It

is this inconsistency that often fuels conflict. Written policies reduce thiéictacaused by the personal
interpretation of previousocmmi t t ee actions. These policies form an
current and future actions, regardless of who may come or go from the committee. Your church should have
written polides that cover at least the following four areas:

1. Ministry-related expenses

The policy should clearly explain:

What the church considers allowable business expenses. These should be consistent with IRS rules.
What is expected of an employeaénms of recordkeeping and submission of expense account forms?
The rate the church will use to reimburse miles driven for church business.

Expenses related to conferences and conventions.

The purchase of books, periodicals, software, etc. Will the miigistanployee own these items if the
church reimburses for the mivase?

9 The tax implications of an accountable reimbursement arrangement.

1 Business use of personal wireless/cell phones and computers.

If you have questions about these issues that are dissed in our annuMlinisters Tax Guidepleaseconsult a
tax advisor.

E ]

2. Employee benefits
The policy should clearly define the following:
1 What levels of coverage the church will provide for medical, life and disability coverage for church
employees and their families?

objective

1 What retirement contribution the church will pide for its employees.
1 Information about Social SecuritfChurches must pay their share and withhold amanisterial
empl oyeeds share of SoclCA).l HoBeger, ministarsypaytSBECAdazses¢no f t en cal |
their ministerial income. The chelr may provide additional taxable income to ministers to lighten this
burden. The additional income may be called a fASoci al
1 Limits and types of educational expses the church will reimburse.
3. Personal income
The church must not thirdf money designated by the church for minigelated expenses and employee
benefits as personal income. The church must be keenly aware that personal income is the ampawttbé mo
employee will have to financially provide for himself and his family.
The policy should clearly explain:
9 Total amount that may be divided between cash salary and housing allowance. Let the minister help you
with this division.
Whether the churchwil  wi t hhol d taxes at a ministerof6s request.

il
1 How the church will designate honsiallowance for eligible ministers living in a chumovned home or
their own homes.

1 Considerations for future personnel reviews and pay increases.
33
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4. Other personnel policies

There are other policies the church should be considering for its emplayebeding the following:
Vacation.

Sick leave.

Sabbatical leave.

Outside speaking engagements.

Hiring issues.

Employee classifications.

Work hours.

Pay periods.

E I E E ]
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St epPr3avfidei ni stedyated expenses

If your church has a building, thgour annuabudget also includeslime item for utility expenses. Yooan't
have one without the other. In thame ay, it takes more than just piding asalaryto have a minister.

Ministry-related expenses of yopastor should be thought of as fiility 0 cogs of having aninister.These
expenses includéut are notimited to:
| Expense of operatingwehiclefor church business. | Sample expense report

1 Money toparticipate indenominationaineetings, Employee nameRev. John Smith

workshops andther appropriate conferences. For the month oganuary Year2019
I Books, periodicals, software atapes to enhance | oue  oesipionorepense usiness purpose Asnount

ministry.
q Continuing education opportunities. 17-18 Mileage (457 x .58) State convention ~ $265.06
1 Provisions for hospitalitjn thecourse of ministry. 17 Meals at convention State convention  $53.25
Just as a business DHVS paper clips, Comﬂﬂr software 17-18 Hotel lodging State convention $120.00
and workrelatedmileage of its employees, it is the .

. e . - 17 Sunday School ministry ~ Books $53.00

church's responsibilitio providemoney for ministry Teacherds guide
related expensemnd suppliesThese expenses should Subtota$491.31
not come out of an employee's pocketr be included
in a fipackage amount given toyour minister. They Minus advanc200.00
should be provided by thechurch, and in a separate Total reimbursement du#291.31

budget line from salary.
Some churches give theninister and employees a sghount of money each mortithcover automobile
expenses. They asér no accountingf how it is spenénd call it an automobil@llowanced This approach is
common, but it is not the best wayhandle vehiclexpenseand resukin the employee being forced to pay
taxesonthisa |l | owanceo.

Most businesses use an accaine reimbursement plan poovidefor employee expensebhis method is also
available for us by churchesThe churchhudgets money to fund reimbursents. The minister or employee
turnsin a record each month to the churehording all business miles driven aedeipts for otheministry
relatedexpenses (see sample picturedgtit). The church then reimburses #raployee from the budgeted
expensesEmployees pay no taxes on amouweimbursed under an accountat@enbursement plan.

For example, assume a pastor traveletiécstate convention and will be reimbursedtfier expenses incurred.
The minister would submén expense account form like the @®veto be reimbursed. Receipts for all

purchaseshould be attached. Occasional Ministers
. Business home Member or
Automobile Expenses:14 for church Prospects

Church employees musitst understand what qualifies as business

miles. Total mileage driven during the year should becattxd WM

betweerbusiness mileand norbusinessniles based on the -
following:

Business Miles:

Travel between two different workplaces on business

Travelbetween a residence and a temporary workplace at L[ i

which a persoiis assigned and works on an irregular or Chuch "N _—mE Hospital

shortterm basis (less than 365 days) ~

A Travel to and frona residence to an out of town conference and continuing education seminar that
requires an owaight stay

> >

Non-Business Miles:
A Travel between a residence and a regular workplace, such as the nburgtter how many trips

A [Consistent or aecurring patterr of travel between a residence amy place on business, no matter
how many trips

14 Frank Sommerville, JD, CPA; Hammar & Sommerville; Dallas and Houston, Texas; fsommerville @nonpudigattam
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~ [ % Thisslide shows some of the employeeds travel

Occasional Minister's

Business h Member or A The chur ch i workplace (oreeguariworly lecations

for church 4&% Prospect's

responsibilit

0 PR home A Wa-Mart, Membersé homes, Prospectsdé homes, Hospitals,
“ locations are oftetemporary workplaces (or temporary work locgons) since
work related duties are performed there.
Cnuv(l:v ! ﬁfowlm
Tm . . . o
= FE o The black lines are travel that is an allowdhlsiness expense if driven to a
Ocasona ministers temporary worklacefor abusiness purposeYour drive from home to Wal
usiness home Member ot . . . .
:,,é:,/’- s et Mart and backs allowableif you are buying file folders for work.
7 The trip from home to workplace (or regular work locationjs neveran
all owabl e business expense. Tanworkl RS calls this Acommut.i

location).
— SO |

== TS5} r r % If the minister has two jobs (regular work locatiomsither trip to aregular

Occasional Minister's

Busness home Menoer o work location from home is an allowable business expense. Just as meghtio
ur oy rospect’s . ~ 4 o
M"\x above, the I RS calls this fcommutingo.

8 However, tripdbetweenthe two jobsare an allowable business expense.

Crureh B vy

-
- 1% r r % L. . . .
Occasona Minstrs If the minister has one regular work location, and also serves as an iaterim
o - . . .
fo chureh A Prepects your church, the church may be considered a temporanly lvoation provided

it is atemporary situation ands less than 365 day# duration.

“a"  Trips betweenthe two jobsare an allowable business expense.

: Must be temporary |
&lessthan et Hospital
| 365 days in duration,
Minisiry ;

Interim

Reimbursing Mileage: Adequate Accounting

One of the rules for an accountable plan is that you nuasfuately account to your employer for your expenses.
You adequately account by giving your employer a statement of expense, an account book, a diary, or a similar
record in which you entered eaekpense at or near the time you had it, along with docameatidence (such

as receipts) of your travel, mileage, and other employee business expepeediemsatisfies the adequate
accounting requirement under certain conditions. See Per diem aAdld¥eances, later.

You must account for all amounts ymeceived from your employer during the year as advances, reimbursements,
or allowances. This includes amounts you charged to your employer by credit card or other method. You must
give your emplogr the same type of records and supporting informatiorythetvould have to give to tHRS.

You must pay back the amount of any reimbursement or other expense allowance for which you do not
adequately account or that is more than the amount for whicagepunted.

Per Diem

If your employer reimburses you fgour travel expensesway from homeising a per diemyou can generally
use the allowance as proof for the amount of your expenses. A per diem satisfies the adequate accounting
requirements for the amount of your expenses only if all of the following tiemslapply See IRS Pub 1542.
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1. Your employer reasohdy limits payments of your expenses to those that are ordinary and necessary in

the conduct of the trade or business.
2. The allowance is similar in form to and not more tharf¢deral rate.

3. You prove tle time (dates), place, and business purpose ofepgenses to your employer (as explained

in following table) within a reasonable period of time.

4. You are not related to your employHryou are related to your employer, you must be able to prove your
expenses to the IRS even if you have already addgusateounted to your employer and returned any

excess reimbursement.

If the IRS finds that an employer's travel allowance practices are not based on reasonably accurate estimates of

travel costs (incluithg recognition of cost differences in differentasdor per diem amounts), you will not be
considered to have accounted to your employer.

Important 2018 Tax Change

For 2018 and beyonthe Enployee Unreimbursed Business Expense dineghe Schedule form is eliminated
Ministers who serve a church are employees in every way etkespareself-employedor Social Security
purposes. This means that the only wagwvoid payng tax onministry business expenses is to have an
accounable reimbursement plaRor the minister serving a church, these expenses are no longer deducti

Feder al Il ncome Tax. The | RS c oabusiness exmensésacontinsde
so forselfemployedpersons. Forclarity, hi s book uses the term Abasi
rather than Adeductible miles. o

Non-accountable Reimbursement Hurts the Employee

Nonaccountable reimbursements are reported on box 1 9¥tBe Employee Unreimbursed
Business Expenses arnot deductible beginning in 2018
1. Employee Unreimbursed Business Expenses are no longer dediactibéeleral Income

Tax.
2. Ministers should keep records of unreimbursed business expenses to deduct on the
Schedule SESee the GuideStonMinister Tax Guide by Richard Hammar, patfe
3—Be sure to track these expenses for Alabama State Income Tax Purposes.
Some ministers will haveelf-employment income such as weddings, funerals, revivals, etc. This
selfempdoyment income and the businesgenses related to it can be reported on Schedule C.

ble for
the term Adeducti bl eo
ness mileso and fAbusi
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How to set up an
accountable
reimbursement plan

An accountable reimbursemegiain
must meet the followingequirements:
1 The expense must have a busineg

purpose riated to the minister's or
employee's duties. Commuting
expensesrenot business expense
Ministers and employees must
identify the expense with a receipt
and documentation that verifies th
amount, dateplace and business
purpose (see sampba next @ge.
Ministersand employees should
provide doamentation within 60
days of incurring the expense. The
church caravoid requiring
documentation oéxact amounts
for travel expensesy using the
standard milage ratdor
transportation and th&S
approvedperdiem rate for meals
and lodging.

Ministers and employees must
return adances that exceed
documented expenses within 120
days.

Unused money left in an
accountable reimbursement plan

Accountable reimbursement plan
In accordance with IRS regulations 1.162 and 1.276T(f), the

Baptist Church

hereby establishes an acotable reimbursement plan for all
ministers and employees with the following terms and conditiong

1)

2)

3)

4)

The churchwill reimburse only reasonable ministrglated

business expenses incurred by a minister or employee. Subj

to budget limitations, such exp@&sswill include:

9 Business use of automobile, up to the current IRS standz
mileage rate;

9 Business travel awdyom home: transportation, lodging
and meals on overnight trips;

1 Convention conference and workshop expenses;

9 Continuing education expenses;

i Subscriptions, books and tapes, if related to ministry or
employment;

1 Entertainment/hospitality expenses, if besis connection
requirement is met.

The minister or employee will account for each allowable

expense in writing at least every 60 days. Docuntientavill

include the amount, date, place, business purpose, and busi

relationship of person entertained &ach expense. A receipt

will accompany the documentation.

The minister or employee will return advances that exceed

actual business expenseishin 120 days.

Under this accountable arrangement, the church will not rep

reimbursed amounts as taxableiame on t he mi

emp !l oy e e 62sThéministar oémployee should not

report reimbursed amounts as income on Form 1040.

shouldnot be givento an employee

asadditional income or bonu® atthe end of a budget year.

1) Review | ast

Accountable reimbursement arrangements can be set up in three easy steps.
y e ar 0 srelated expense sategony of francial supportrevisvinr y

Compensation Planning GuideDecide what tpes of expenses will be covered and adopt a written

reimbursement policy that identifies these experiBetermine the amount of money to be placed in the
church budget to cover these expected expenses. The written policy and money to fund it should be

appoved through the church budget adoption process.

2) When ministers and employei@sur an expense, theyertosubmit a written statement (expense
account form) within 60 days to tisburch treasurer or other appriate financial officer detailingach
expense, including the ppose and amount. The ministeremnployee should attach a bill @cept for
items other than autorbde expenses. The minister@mnployee should report the actuoahistry-related

mileage.

3) Atleast once a month, your churthasurer or chosen financial officezimburses the minister or
employee for all approvegkpenses. Reimbwed amounts aneot reported as taxable income amd not
included on a Form W2. Advances can be given to provifte anticipated expensgsut anyunused
funds from the advanaaust be returned to the chuneithin 120 days.

15 GuideStone Financial Resources.
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A Sal ary

Packagde eHisrt s

Mi n

Many churches
Aipackage. o

provide

the mini
U n ppooach ia mogatloevdd Yy, the 1RIS.i If sudited, these ministers will be writing the

ster with a #l

IRS a check for a mimum of 25% of their reimbursement. Penalties will come to as much as 225% if

intermediate sanctions are imposed.

Mistake 1: Using salary reductions to fund business expenses

ump

Salary reduction occurs when the church agr
to pay a fixed amount each month. The minister
submits his expensesd the amount is subtracted
from the total and only the remainder is added to
the W-2.

The IRS prohibits churchésom reimbursing
minister business expenses through salary
reductiong® Churches who agree to pay a ministe
a specified annual income, aal$o agree to
rei mburse the minister
that package have darr
employee regardless of whether the employee
incurs business expens

As Richard Hammar ex
national office, confirmed thahé regulation
prohibits churches from using salary reductions t

fund business expense reimbursements under

Caution:

I'f a church #fr e irclatedexpersesdhy t |
simply reducing the minister's or employee's salary by the
amount of theexpense, these salamgduction reimbursement
arrangements are natcountable. According to the IRS, the
church must includée full amount of the neaccountable
reimbursements on the minister's or employee's Forth W
The minister or employee must @pthe amount as income o
their tax returnMinisters and employees will pay more taxes|
the church uses a n@tcountabl@arrangement.
Reimbursements under naccountable arrangements are
considered income for both income tax and Social Security
purposes. The minister or employee can deduct bssin
expensesnly from SECA taxcalculationand fromAlabama
State Income Tax.

of

accountabe rei mbur sement

arrangements. o

Mistake 2: Using salary package restructuring to fund business expenses

Salaryfr estructuringo is
ipackageo as

essentially

t ‘dlesignaite apertioa of tha
b u sniotmeeeivs anyeof thegainthuerseraemtchccalint funds unless he adequately

substantiates his business expensestideem to believe this arrangement should be permissible under the
regulation. Unfortunately, the IRS disagreed with this conclusion in afd@@@8e letter ruling”

Ailn explaining its
accountable rei

mbur sement

interpretati on,avalaHatmmar
arrangements

a
(i.e., th

S

employee, and are nstibject to tax withholding) are based on the fact that the reimbursements are coming out of
i

the empbowecés and

empl oyer6s benefit. oo

accordingly it
allowance to the employee is limited to attuabu s i nes's

6has an i

expenditures incu

The right way: Salaries, reimbursements and benefits are set separately by

the church

ncent

v
rred

Personal income includes salary and housing. This is true compensationtbemiollars on which the minister
lives. The other two categories of financial support are reimbursememisfrinexpenses and benefits, or

protection coverages. These should be kept separate and not considered to be actual pay. They should be voted on

separately.

Reimbursements for supporting ministry activities are the church's responsibility and atargoT e
minister has no choice about them. They are part of the church's cost of having a minister. Financing ministry
activities is a key finarial support category, to enable the minister to perform ministry.

Benefits, or protection coverages, whignbnstrate that the church is a responsible employer, include

insurance and a retirement plan.

16 Treas. Reg. 1.62(d)(3)
171RS Letter Ruling 9325023.
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St epPrdavi de empl oyee benefits

In addition to mying a salary and businesdated expenses, most businesses provide their employees with
benefits. Althouglyour church is a ministry and not a business, sound business principles should still apply. This
is a sign of good stewardship and concern for yburch staff.

Employee benefits should include:

Medical, life and disability coverage;
Retirement plan contributions; and
Social Security assistance for ministers.

Providing a benefits plan for ministers and church employees:

Demonstrates obedience to biblical teaching

| Timothy 5:8 tells usf. . .if any providenotfor his own, and especially fthoseof his own house, he hath
denied thdaith, and is worse than an infidélThe Greek word translateibrovided in thisverse implies taking
forethought,looking ahead to tomorrow's needs gmaviding for them today.

Saves taxes

The law allows youchurch to pay fomedical coverage (for an employaed dependents) and disability and
group tem life insurance for youemployee. When a church pdgs this coverage as a benefit, the moisegot
reported as taxable inconathough group term life suranceabove $50,000 for employees is taxaBlehurch
can also make tashetered contributions to a minister'semployee's 403(b) retirement acotlike the Church
RetiremenPlan providedy GuideStoneThese taxsaving ideas are néloop-hole®. They represent wise usé
tax laws to help your minister amthployees pay the least amount ofttzat is legally owed. Again, it ismatter
of goodstewardship.

Provides protection for the church

By protecting each staff member witiedical, lifeand disability coveragéhe church also protects itself.
Emergencies happen. Don't wait to find ooe of your employees is uninsurater they come tgou and need
helpto take care of an unpaid medical bifllost wages. You don't want oneyafur enployees to die leaving no
source of financial support for famitgembers. As the employer, you @uarantee that your employees' families
have the covege they need.

Extends employee service

Turnover of ministers and staff careaken a church's minigtrA strongbenefit plan shows your church really
cares for the people it calls to seared can be an advantage when yousaeking God's person for anistry
role you need tdill .

Types of employee benefits

Life, medical and disability coverage
GuideStoneffers two programs that are designed exclusif@yninisters and employees whork at least 20
hours a week for &ouhern Baptist church or ganizaion. GuideStonglans offer portability when a person is
called to a nevehurch,even in another state, so coverage can be maintained throegletiministry although
plan optionsind costs may varifrhe Personal Security Programprovides coveragfor churches withine or
fewer employeesThis program is adaptable tgarson's spéal needs. Different typesf coverage are available
and somenay be purchased separately. Thasas include:

1 Medical coverage for employeasd dependents

9 Life insurance for employees, spouses and dependents;

1 Disability coverage for employees,

9 Dental coverage for employees atependents; and

i1 Personal accident coverage &nployees and spouses.
The Employer SecuritiProgram offers similar plans fehurches wih 10 or more employees.
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Retirement

Social Security was never designegbtovide enough income to live onrietirement and should be thought of
asa supplement. Everyone needs tarhesting for retirement, and ministeasd church employeeseano
exeeption! Most financial planners suggestamtribution to a retirement accodfrmm employer and employee
thatequals 1015% of the employeeannual incomeThe ChurchRetiremenPlan is arlRC Section 403(byax-
shelteredsavingsplan designeéxclusively for employees of SoutheBrptist churches and organizations.

Ministers (fulttime, parttime andbivocational) who receive taxakilecome from a Southern Baptist church
can be in this plan. Neministerialemployees like secretaries, custodiand chuch-school employees can also
participate if they receive taxalilecome from their church.

Church Retirement Plan features:
1 Retirement contributions can beade by the employer andiive employee.
1 Contributions and investment earnings stieltered fom income taxes.
1 Eligible ministers don't pay Soci8kcurity (SECA) taxes on theax-shelterectontributions.
1 Eligible ministers can save taxesratirement by askin@uideStoneo designateip to 100% oftheir
retirement benefit as howsjallowance This is not true with IRAsr nondenominational retirement

plans. Ministers who receive retirement benefits but continue their service in the ministry will have to pay

SECA taxes on the part of their retirement benefits designated as housing

1 A disabiity benefit and a survivdsenefit are provided by Baptist stat@nventions to eligible
participantsThese two benefits function mutike disability and life insurance bthere is no premium
or extra chargéo receive this added protection!

1 A matchingretirement contribtion of up to $210 per year is alavailable from Baptist state conventions
for eligible ministerswho contribute at least $105 peonth to the ChurcRetiremenflan.Contactthe
Alabama Baptist Convention State Boardvb$sions a800.264.1225 extensiod 2 or GuideStondor
eligibility requirements ilabama

1 Plan participants select fromore than 2@lifferent investment funds that are managed by professional
investmenimanagers. All funds adhere to moaald ethical investmeguidelines

To receive information about tiighurchRetirementPlan, call(800) 2641225 extension 24 br visit the Web
siteat www.GuideStone.org

Financial assistance for churches with a limited budget

Does your church have an annbatget under #,0007? If so, youminister may be eligible to receive
additional retirement contributiorisom GuideStonks Mission/Church Assistance Furldp to $600 is available
in the firstyear of participation if your church contributddeast2% of your minister'gay to the Church
Retiremen®lan A total of up to $,000in additional contributions over five yedsspossible. CallGuideStone
for details and to seéyour church is eligible!

Social Security assistance

Churcheghathave norministerialemployeesre required by law to pajie employer portion of Social
Security taxes. The employpertion of FICA txes isthen withheld by thehurch from the noministerial
employee's salary.

Ministers pay SECA taxes, btitey must pay all of this tax themselvéhe law does not allowehurch to pay
a portion of the minister's SECA taxes as a-texablebenefit. However, a church cdegally provide the
minister withadditional income for use in payitigis tax. This additional income s&metimes called @odal
SecurityOffseto It usually equals orbalf ofthe SECA tax rate, and when itgiven to the minigr by the
church, itmust be designated as taxable incamehe Minister's Form V2.
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St epDét:er Méemeoimalo me

The next step is to congdhowmuch money your minister amanployees
will need toprovideadequatelyor their family. Remembeministry-related
expenses and the cadtbenefits should not be consideggtt of personal
income.A number offactorsshould be considered when elghining
personalncome. Obviously, the financiatrength of the church is a key
factor.Other important considerations include:

Let the elders who rule well
be considered worthy of
double honor, especially
those who labor in
preaching and teaching.
Responsibilities and experience (I Timothy 5:17)

Consider income levels of other professionaisg in your community
who have comparablesponsibilitiesand experience as the people veeove your church. Those who are in
ministry did not follow God's call intgocational service to become wealtbyt they also should not be expected
to live onwoefully inadequate wages.

Inflation

The ost of goods and serviceaxreased during the past year. Did your ministezroployees receive a salary
increasahat kept pace with inflation? If not,riteans even though they may be pghielexact same incaras last
year,the buying power of their some hasictually decreased. Inflation significantly reduces tatgn buying
power and can greatly affect thosko have faithfully served yowhurch for longer periods of time with
minimal or no raises. Is imperativefor churches to consider inflatio

when reviewing pay each year. Expenses ministers may
Perf count when calculating
erformance housing allowance

Merit increases in recognition ekceptional service are appropriatg.A Mortgage payments (principal &
Paul instructed TimothyilLet theelders who rule well be considered | interest)
worthy of double honoespeciallythose who labor in preaching and | A Rent payments

teachingo A Real estate taxes
A Property insurance
Housing allowance A Remodeling A
The most inportant tax benefit available to ministers who own or zgec;tn;;nt?o},v nersd dues
rent their homes is the minister's housing allowance exclusion A Utilities
available under Section 107 of the Internal Revenue Code. (gas, electricity, water, sewer,

Unfortunately, many churches fail togignate a portion of a minister's  garbage pickup, local telephone
compenston as a housing allowance, and thereby deprive ministers okervice, cable or satellite, internet)
animportant tax benefit. Ministers who own or rent a home may sayeA Appliances and/or furniture

taxes if a church designates part of their income as a housing (purchase or rental plus repair)
allowance. Churchesmnnever designate a housing allowance Anything except
retroactively. Meals & Maid service.

Theallowanceis theportionoft he mi ni st eavdilableslal ary made
through church action fdr h e  mi use as hoasin@.he exclusionis the amount the minister can legally
exclude from taxablencome. If the allowance exceeds the amount eligible for exclusion, the minister must report
the excess on Line 7 of the 1040.

The maximum dollar amount eligible fekclusionis the lowest of (1) the designated amount, (2) the actual
eligible housing expesgs, or (3) the annual fair rental value of the home (furnished, including utilities). Ministers
are responsible for substantiating their housing expenses and reporting their income correctly.

Although the costs of a mortgage qualify as part of the hgesiclusion costs for refinancing a principal
residence or for a home equity loan qualify only if the proceeds are used for acquiring or maintaining a principal
residence.

Ministers who live in a church owned parsonage are permitted to exclude frogrtissiincome the fair rental
value of the parsonagA church can designate a housing allowance for a minister who lives in a-clwmed
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home as long as the minister has anyafttocket expenses while living in the parsonage (utilities, furnishings,

repairs, etc.).

These expenses may be excluded from gross income to the extent that they do not exceed that portion of their
compensation designated in advance as a minister's housing allowance by their employing church. The housing
allowance is nontaxabfer federal income taxes only. Ministers must pay Social Security taxes (SECA) on the
fair rental value of a parsonagkis anyhousing allowance.

The church budget or finance committee should determine a total amount for personal income and then allow

theminister to estimate how much of this amount should be designated as housing allowance.

Allowancel8

Exclusion??

Requestethy minister

Set by IRS rules

Approved by church

Mi ni sterof6s resg

Churchmust nottrack expenditures

Minister must keep eceipts to claim

Not reportecbn the W2

Minister reportdotal on 1040, Schedule S

and reports the excess on line 7 of 1040

How to designate a housing allowance

1) The minister should present the church an estimate of housing expenses for theyeaming

2) The church must officially designate and document the amount of the minister's housing allowance in
advance of payment. This should be done every year. (To éetlserchurch doesn't forget to designate a
housing allowancéor thenext year, thehurch should make the designation for all future years until it is

changed by of fi

ci

al

church action. Thi s

action in the church minutes and notify the minister.

thisc a |

ed

If circumstances changthe amount designated as housing allowance may be revised during the year; however,
no changes can be made retroactively. Remember there are limits on how much acaimistelude from
income as a housing allowance. As taxpayers, ministers are ridpdosreporting their income properly.

Home equity allowance

Ministers who live in a churecbwned parsonage are not able to build equity in a home. Many are concerned
about how they will pay for housing when they retire. Churches can make addedutiontsifwithin legal
limits) to a minister's Church Retirement Plan account that can be used to meet this need.

18 Theallowance is the amount available through church action for use as housing.
19The exclusion is the amount the minister can legally exclude fromléixaiome If the allowance exceeds the amount eligible for
exclusion, the ministanust report the excess Line 7 of the 1040.
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Minister's estimate of housing expenses

To: From:
(Church) (Minister)
Subject: Housing allowance for (Year)
ITEMS YOU MAY WISH TO CONSIDER AMOUNT

8.
9.

DOWN PAYMENE 0N 8 NOME ...ttt

Mortgage payments on a loan to purchase or improve you home ..........ccccooovvvveiieennens
(include both principal and interest)

Real estate taxes ..

PrOPEItY iNSUFANCE ...ttt s
Utilities (electricity, gas, water, trash pickup, local telephone charges, cable, internet) .
Furnishings and appliances (purchase, rental and repair) ..........ccccocceeverceicrenieneennens

Structural repairs and remodeling ....

Yard maintenance and iMmProVeMENLS..........c.oceiiiiiiiiiiie i

Maintenance items (pest control, etc.) ...

10. HOMEOWNEIS @SSOCIALION QUES ......eevviiieireieieiee ettt ettt

11. Miscellaneous .

Note: You are not required to fill in these blanks to request a housing allowance. You may simply enter a total below. However,
you may need to provide this information to the IRS in the event of an audit. Also, you must furnish the IRS with receipts.

Total expenses

Date:

(Minister's Signature)
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Notification of housing allowance from the church to the Minister

To: Date:
(Minister)

This isto adviseyou that at the business meeting of
Baptist Church held on , , your housing allowance
year was officially designated and fixed in the amount of $ .iAglyord
$ of the total payments to you during the year (and all future years until changed by
official church action) will constitute your housing allowance.
[I'f a parsonage is provided, add: fAYou wil
at the year . Utilities will be paid b

~_church ___ the minister. o]

This action is recorded in the church minutes.

Under Section 107 of the internal Revenue Code, an ordained minister of the gadipaled ¢
exclude from gross income the housing allowance paid as a part of compensation to the extent
provide a home. (The minister may also exclude the value of a ebwroéd home.)

You should keep an accurate record of your housing exptnpesvideproof of any amounts
excluded from gross income in filing your federal income tax return. It is your responsibility as a
taxpayer taaccurately report your income.

Sincerely,

(Clerk's signature)

St epCctimpl et e astppanti wbr ksheet

Now you know what makes wpfinancialsupport plan. Lookverthefinancial support reviewau received
from your ministerand church employees. Identify arefisnadequate support that shouldasgliressed in this
year's budget.

Usethis worksheet to developc@mprehensive plan of financial support for your new budget year Gddy
direct andbless your effortdNote: The worksheet is designed so thattltinee categories of financial support are
notadded togetheiThis is intentional. Addinthese together isnattempt to reconstitute themp sum or
package approach to compensation anitsailhefficiencies and distortionButting these three categories of
financial support oseparate pages of the budget rfaather reduce the tendency to lump these together.

Pulling it all together

1. Determine the needs of churemployees by completingf@mancial support review annually. The information
providedfrom the review will be essentitd completing the committeeleork of financial support planning
and completion of thénancialsupport worksheet.

2. Put financial support policies imriting. Be sure to include thieasics of financial support thiaiclude
ministry-relatedexpenses, employee benefits gedsonal income.

3. Budget for ministryrelatedexpenses separately fr@mployee benefits and persoadome. Do not make
your employees take ihmoney out ofheir cash salary.

4. Establish an accountable reimbursement plan for the purpésiéyokimbursing all churcremployees for
expenses incurreghile doing the church's work.
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Designate money in the churbhdget to pay for medical, lif@d disability coverage for afull-time church

employees. Dall you can financially to protegour employees and yoahurch.ContactGuideStonet
(888) 9848433for more information about protecting yoemployees.

For each eligible employee, contitle a
minimum of 10% of personal tcome
(within legal limits)to the Church
Retiremenflan as aemployer
contribution.

If your church has an annualidget under
$75,000, apply fothe Mission/Church
Assistancd-und. Up to 3,000 in
retirementcontributons may be available
to ministers participating ithe Church
Retiremen®lan.

Provide additional income to aflinisters
equal to onéhalf of theirSocial Security
taxes. Remembehat ministers are self

Financial support worksheet

1. Compensation (Personal Income)
Salary
Housing
Total Personal Income:
Proposed for next year

2. Protection Coverages (Benefits, not compensation)
Retirement (10% recommended)
Family/individual Medical Insurance
Life Insurance
Disability Insurance:
Long Term Disability Insurance
Total Protection Coverages

Social Security Offset (taxable income)

Proposed for next year

Current

Survey

Proposed

employedfor Social Security tax purposes
and muspay both halves of théax, which
is 153%. Designate this additional incoms
as a Social Security Offset.

9. Budget for the employer's portiaf FICA
tax for nonministerialchurch employees.
Additionally, understand your federal
payrolland employer repdrtg obligations
and plarand budget for them.

10. Review the personal income of alurch employees in comparistnthe income of employees ather
businesses or institutionsyour town.

11. Consider providing a cosif-living increase to assure churemployees' salaries are keegipace with
inflation.

12. Review each church employefb performance annually ampdovide merit increaseshen appropriate.

13. Designate the minister's housiallpwance for eligible ministerRemember that the housiatiowance is
one of two parts ofhe mhister's personal incomeet the minister decide how thivision should be made.

14. Complete the Financial suppavbrksheet for each chur@mployee. Thisompletes théinancial support
planningprocess.

Information for the church treasurer

Tax-reporting requirements

1 Ordained ministers should generally be treatefleatployeeéd for income tax purposeoncerningheir
regular pay from the church. The IRS requires your church to provide ministers and paid employees with
a Form W2 for filing with their income tax returdRC section 107 allows a minister to exclude the
housing allowance from gross income. i include the amount of a housing allowance on thg. W

1 Ordained ministers are considered sgtfployed for Social Securifyurposes ahmust payself
employmentax (SECA) on cash salary, housing allowance and any Social Security Offset paid to them.

1 A minister reports money received for weddings, funerals and ioitierdual services alongith related
expenses on Schedule Ebr thesesources of incomand relate@xpenses, the minister considered
self-employed.

1 GuideStonerovides aMi n i sTaxeQuide each yetrat includes specific informatidir church
treasurersThis helpful guideis free upon requedtall (888) 984-8433or visit www.GuideStone.org

3. Ministry Related Expenses (Reimk
Transportation
Travel (over night required)
Hospitality
Conventions
Conferences
Books/Subscriptions
Total Ministry Expenses:

Proposed for next year

ble Expenses, not comp
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Planning Financial Support and the $25,000 Church

If the church ignores tax issues
and uses the
obsolete pay package

Pay Package

$25,000 salary
car allowance
money for insurance
(100% taxable income)

Taxes

$2,500 Federal Income Tax
$3,825S0cial Security Tax
$6,325 Total Taxes

Take home

This leaves $18,675,
but the minister now has to pay for:

$5,000 Medical insurance
$2,000 Retirement (ROTH IRA)
$2,000 Ministry expenses

Cost to the church $25,000
Pastor keeps $9,675

If the church uses
Planning Financial Support

Planning Financial Support

$16,000 Salary and housing

$5,000 Medical insurance

$2,000 Church Annuity Plan

$2,000 Accountable Reimbursement PI
(Ministry Expenses)

Taxes

$2,448 Social Security Tax
$ 600Federal Income Tax
$3,048 Total Taxes

Take home

This leaves $12,952. Ministry expensg
Medical Insurance, and Retirement al
covered. The church has given the min
over a$3,000financial increasevithout
costing the church any more money.

Cost to the church $25,000
Pastor keeps: $12,952
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Publishing salary information

Why you should not list individual salaries:

We all haveprivacy rights Ministersand other
church emploges are no exceptioBharing salaries | | have heard we can be sued just for

is not a crimeThere isnoparticularlaw that saysyou| t el | i ng t he congreg
must not sharsalariegThere is &Right to Privacy salary. Is this true?

Acto, but it has nothing to do with churcheBherisk

to your church if you share salaries is civil oter Yes. It has happened.
words, you can be sued This is a part of the ministed s r i ght t onop
1) Privacy is an impliedivil right . lawt hat says you must not

2) Revealing salaries to anyone who wants to know | Privacy Acto, but it has
Iso bad foemploveemorale Privacy is an implieaivil right based on the First

aiso ploy! € Amendment of the Constitution. In order for your church

3) Reimbursement is often misinterpreted by membg 1o be sued, a minister or employee miilstsuit against

as being salary, making it appear that the ministe] you. Itis far more likely that an employee other than a

earns mor¢han he really does. minister would be the one to sue.

4) Inanother area of compensation, it i$ legal to What can we do to reduce this risk?
revealhealth information (including premiums) duq yoy can keep salary information confidential.
to HIPAA. The safest course of actiito combine all salaries into
. . oneline in the budget. On a separate line, list the

Telli ng mem bers about salaries, you combination of all protection coverages for all employee
have three choices: List ministry expenses such as auto, convention, books

subscriptions in the ministry budget and treat tlasm
1) The safest course of action is to combine all salar| accountable reimbursements.

into one ine in the budget. On a separate line, list
the combination o&ll protection coverages for all
employees. List ministry expenses such as auto,
convention, books and subscriptions in the minist
budget and treat them as accountable
reimbursement¥.

2) Sameas number 1 except you can require membg

D o n @dut members have aright to
know?

Yes, but to reduce risk, only members, and
only under the condition that it must be held

confidential.
Members can know, but to reduce the risk,-nmembers
(includi ng mevisitos and siendslofi | d

to come to thehurch office and request the church merhers) should not. You should not mail this
information on individual salaries. They would information to noAmembers (in the newsletter). You
agree in writing to keep it in confidential. should not leave copies of the budget lying around the

church with this information. You should not talk about i

3) Same as number 1 except you can conduct a in a busiress meeting with nemembers present.

separate meeting to discuss saldiyis would be

open only to members. So what can we do t
. harboro?
Salaries and other personnel One of two things:

eXpenseS Should be |iSted as a total of You can require members to come to the church office ¢

. P t the infi tion. Th Id i iting t
all staff, not as separate individual keop tin confidential, e RGO
salaries: This is done in three You can conduct aeparate meeting to discussgary. This
categories would be open only to members.

) Are there any exceptions?
Line It(_em One: Persona! Income Yes. You may safely disclose salary information if the
1) This is true compensation or payettiollars on employee is told in writing beforeiring.
which the minister lives. If your _church has a Iongs_tanding practi(_:e of disclogiieg
2) The other twaategories of financial support shoul g‘n;pg;ejyguen;a;dﬁscm?;‘; :ﬁ‘%&?ﬁ;‘ggfﬁﬂg "c‘i’g:
be kept separate and not considered to be actual| . necessarily extend to neministers.
3) They should be voted on separately.

20 For details, contact Church Compensation Services at the State Board of Missions by calling 1.800.264.1225, extension 241.
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4) Salary includes the following categories (which are taxable):
a) Cash pay.
b) Housing (or parsonage) allowance (mortgage or réititias, household furnishing, etc.).

Line Item Two: Protection Coverages (Benefits)

These coveragetemonstrate that the church is a responsible empl®heyinclude insurance and a retirement.

1) SocialSecurity equivalerfor ministers (taxable income)

2) The Personal Security Program administered by GuideStone provides these coverages:

a) Term Life Insurance.

b) Personal Accident Insurance.
c) Disability Insurance.

d) Medical Coverage.

3) The Church Retirement Plan0O@b) administered by GuideStone meets the unigiremetnt planning needs
of pastors, other ministers, and any eligible church employees (working at least 20 hours per week). In
Alabama, every eligible participating employee receives two benefliisa#bility Protection Benefit of up
to $500for up to 5 arsuntil age 65 and Survivor Protection Benefit of up to $100,000, decreasing by
age. In addition, the State Convention matchésn i snbnghty sodtributions exceeding $52.50 on a $1 to
$3 ratio. The Cooperative Program provides $1 for every $3 hiprontribution over $52.50 until the
maximum match of $17.50 for a $105 monthly contribution byrsterand/or church. All contributions
by the employee, church or state convention are 100% \iestegl employee's retirement income account
unless e church opts for a vestment schedule

Line Item Three: Supporting Ministry Activities
These Items, which are the church's responsibility, are not salary. The minister has no choice about them. They
arepart of the church's cost of having a minister(s). Financing ministry activities is a key financial support
category, to enable the ministerperform ministry. These expenses incléite tools of the ministrg.

1) Transportation for visitation and otheimistry.

2) Books, periodicals and other resources for sermon preparation.

3) Continuing education for development of ministry skills.

4) Expenses foparticipating in denominational conferences and conventions.

5) Funds for the ministry of hospitality in the minissehome.

Pastor A Pastor B

Three Limiting Values Oowns w/ Owns w/o Pastor C Pastor D

Mortgage Mortgage Rents Pastorium
Designated Amount of Housing Allowance $15,000 $15,000 $15,000 $4,500
Fair Rental Value of home furnished- + utilities $16,000 $6,500 Doesno6t Doesnbo tl
Actual Expenses with Receipts $17,000 $15,000 $12,000 $7,000
Amount of Housing Church Must Report on W-2 $0 $0 $0 $0
Amount of Housing Church Must Report to $15,000 $15,000 $15,000 FRYV of house
minister on church letterhead + $4,500
Amount Minister May Excluded $15,000 $6,500 $12,000 $4,500
Income Minister must report on Line 7 of 1040 $0 $8,500 $3,000 $0



Step 1, No grouping

Pastor Pastor
Cash pay $24,000>

Housing allowance $12,000 Salary/Housing $36,000
Automobile $6,000
Conventions/conferences $1,000

Medical $500

Continuing education $2,000

Hospitality $500

Social Security offset $5,508

Medical $2,000

Disability $200 Benefits
Term Life $200

Personal Accident $100

Retirement $3,600

Total $57,608 Total
Music Music
Cash pay $24,ooo>

Housing allowance $12,000 Salary/Housing $36,000
Automobile $6,000
Conventions/conferences $1,000

Medical $500

Continuing education $2,000

Hospitality $500

Social Security offset $5,508

Medical $2,000

Disability $200 Benefits
Term Life $200

Personal Accident $100

Retirement $3,600

Total $57,608 Total
Secretary Secretary
[Cash pay $12,000 ~__ Salary
Social Security $5,508 Benefits
Medical $2,000

Disability $200 Benefits
Personal Accident $100

|Retirement $1,200

Total $21,008

Custodian Custodian
Cash pay $24,000 ~_ Cash pay
Social Security $5,508

Medical $2,000 Benefits
Disability $200

Personal Accident $100

Retirement $3,600

Total $11,408 Total
Grand Total $171,632

Reimbursement$10,000

Reimbursementﬁilo,oot\l

Step 2, Group Catgories

$11,604

$57,608

E=

/

$11,60J l/.l I/

//I/"

”

$57,608

$12,000
n

$9,008£ "

$21,008 "

!

$24,000 "

$ll,4OJ

$11,408

$171,632
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Step 3. Total

by categories
with salary

Step 4. Total
by categories
only

M
ol

/0

/oy i
| saaryiousing [l
Past 36,000
$36,000
Secretary  $12,000
Custodian $24,000
$108,000

il
Music

sl

Reimbursement [l
,000

Total

$ 171,632

Benefits  $43,63!

Salary/Housing
$108,00

Reimbursement
$20,00

Total $171,63




Secti €haB8itable Contributions

There are six requirements that must be satisfied in order for a

contribution to be tax deductible.

If a donor stipulates a contribution be spent on a designated individual, no deduction is allowed unless the
church exercises full administrative control over the donated funds to ensure theypguspbat in furtherance of
the church'sax-exempt purposes.

Members cannot deduct contributiafesignated fothe pastor or staff that can be spent as the staff wishes
unless the amount is added to the pastor or staf2sR&rm as income.

ThelRS looks at the substance and not the form of a transaasi the controlling factor. Did the donor intend
to make a contribution to the church or did the donor only intend to benefit the designated individual by using the
church to obtain a tax deduation an otherwise netleductible gift?

1. The donation must be a gift of cash or other property (IRS §170)

a) Cash (includes cash, checks, bank transactions) and property are both deductible, but are reported
differently. Cash amounts are recorded; propeiftg gre listed and described without assigning a

value.
i) The church may give a letter describing the property (Exarhiftéaptop computemodel
8560 but the church may not assign or include a value. It is the

determine the vakiorhave the item appraised.
b) The value okervices rendered is not a deductible gift.
i) The IRS does not allow taleduction fomifts of time or labor.
i) A plumber who donates his time and materials may receive tax credit for mataustate( for
the labor).
c) Rentfree building space is not dedudébThe value of rerfree building space made available to a
church cannot be claimed as a charitable contribution.

2. The gift must be delivered before the close of the year

a) Charitable contributions must be ctegd in the year in which they are delivetedhe church.
b) Delivery date is:
i) The date it is actually received by the church (lasing a check does not hglff the check is
delivered after the close of the year, it counts in the new year.
ii) One exceptioms a check that imailed through the United States Postal Servic® the
church® it is deductible in the year the check is mailed (and postmarked), even if it is received
early in the next year. The postmark counts as delivery date (keep the envelope).
iii) ACH, credit card donations, etc. are claintethe year transacted even if not shown on the
churchés bank account wuntil January. (Transaction date will be

3. The gift must be unconditional & without personal benefit to the donor

¢) The donor cannot create restriction on hbe church may use a charitable contributiony 4ift
given must be free of strings for the church to use as it pleases.

d) The donor may designate a gift, but designation is a request for the church to hestrset of the
gift. It is entirely up to te church to agree to this request or to spend the money as the church
chooses.

e) The church magreate a selimposedrestrictionas to the use of a gift. This may come about in at
least two ways:

i) The donor may reast a restriction throughdesignated giftwhich is in turn accepted by the
churchand granted a restriction as to its use.
ii) The church may create a restricted fund and then allow donors to contribute.

f) If acontributionis accepted as restricted, it icapted under a trust agreemeand cannot be

converted to other uses withduth e  d writtem pednsssion.
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i) If permission is not given, the money may be returne¢deatriginald o n ceguest.
i) When itis returned, the IRS requires thdtaéreported @ a 1099 as income to the original
donor.
g) ltems that cannot be counted as contributions:
i) Trip payment (exception: mission trip for the benefit of the ministry of the church).
ii) Purchasesuch as tape CDs, books, etc.
iii) Meals
iv) Gifts designated to a class yaath or a ministry you leddnless complete contri given
to thechurch)

4. The gift must be to or for the use of a qualified charity

h) The donation must be made to or for the use of the clauraiund designatealy the churchto a
qualified organizabn.
i) Direct contributions to church staff members, missionaries, or any other individual, are not

tax-deductible, even if they are used for religious or charitable purposes.

i) The gift cannot be givewith a guarantee of who gets it. To guarantee a recjpieatgive up
deduction.

iii) Contributions generally are deductible only to the extent they exceed the value of any
premium or benefit received by you in return for the contribution.

iv) Churches are a glified charity and have that status without applying forSBC churches
may obtain proof of their status through the Executive Committee of the SBC.

vVVAiTo or for the use ofo indicates church control

5. The gift must not be in excess of the amounts allowed by law

i) There are limits on the amount of a contributioat ttan be deducte@urrently that amourfor
most contributionss 60% of AGI.(50% in years prior to 2018)

j) In some cases, contributions that exceed these limits dasabéd oved andclaimed in future
years.

6. The gift must be properly substantiated

k) The churchmust providehe appropriate substantiation.
1) The method will vary according to the type of gift and the IRS applicable rules.
m) Additional rules apply to the donation of vehicles

Contributions which are not deductible: 2

1) A contribution to a gecific individual.

2) A contribution to a nomualified organization.

3) The part of a contribution for which you receive or expect to receive an equal financial or economic benefit.
4) Thevalue of your time or services.

5) Your personal, living, or family expenses.

6) Certain contributions of partial interests in property.

Gifts earmarked for an individual are not deductible

Internal Revenue Service Publication 526 says one cannot deduct diomsha specific individuals even if they are
needy or worthy of the giffThis includes contributions to a qualified organization like a church if indicated that the
contribution is for a specific person. The Internal Revenue Service, in Publicatiom&@6 a statement under the

heading of disaster relief about designatedgrt r i ct ed) contri butions to individuals stating,

earmarked for "Earthquake Disaster Relief or for other disaster relief organizations...Hgsteeanrot deduct
contributions earmarked for relief of a particular individual or family. ©

21|RSPublication 526
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Mission Trips

A mission trip is a taxdeductible event as long as there is no significant element of personal pleasure or vacation.
Richard Hammar suggests to have asti@6 hour work day doing your mission work; or to have 80% or more of
your itinerary devoted to the mission work.

Mission trip donation
According t o Ri 8CharchdndBlargymaxiGaide, pagg4
1. Adult paying for their own mission trip isxt deductibl€nonrefundable).
2. Church members not going may donate ®rtiission trip fundbut cannotlesignate a particular pergon
and that donation isx deductible.
3. Adult paying for their own teenager to gausttax deductiblainlessthe fundsa e made i n Atrusto or in a
legally enforceable arrangement forthe berefit t he church. o

This means that we need to inform parents at the planning stage that they are donating to the church
unconditionally and that they cannot get their money batis should be in writing.

Groups Paying Their Own Way

When groups pay theimm way such as Carpenters for Christ, Campers on Mission, and many of the Disaster
Relief Teams it is still a tageductible event. Participants wolkdelep their receipts and numbm#miles (14

cents per mile) for the necash portion of contributions dhe Schedule A. The participant would obtain an
acknowledgement letter from the church stating the dates of the trip and the purpose to prove that it is a mission
trip instead of gleasure trip.

Foreign Activities
Paying an American citizen direct doingersees mission work
1. Volunteer Keep the person a volunteer by paying expenses; require receipts and require return of any
additional moneyor
2. Paidi 1099 or W2
Paying aForeign National
1. Inthe US may pay travel expenses, but additionahisst likelya violation of their travel visa
2. Or use IRS form 1042 subject to backup withholding of 30%
3. In another country no reporting but record keeping requirements
4. Check Speciallpesignated Nationals list at www.treasury.gov
Record Keeping
1. Keep receipts
2. Recordof activities
3. Pictures

Repurposing Designated Money
Repurposing designated money requa@sstepprocess

1. A vote of the church

2. Obtaining permission from the donors

A You canmt borrow the funds either

A Alf you repurpose the fiusnsdisomwidrhotuite addurtthées dpenromiésss ipoemr,m t hen in so
states it is called fraud and in other states its called thbf. penalties are assessed against the
individuals whowrongi | | 'y r epur p o &ahk Sommesvile f unds . 0

Repurposing designated money tbaginated from church acticend the general furid not a problem

For exampleThe church contributes $1000 each month to a contingency fund or emergency fund from
thegeneral fund.
A Those amounts could be changed or repurposed
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Establi ®bs ngnfutnad

Designated fund or scholarship fund

1) Designated (restricted) contributions are those that are made to a church with the stipulation that they be used
for a specifiecourpose. If the purpose is an approved project or program of the church, the desigitiat
not affect the deductibility of the contribution
2) Contributions designated (restricted) tgraup or organization within the church (i.e. Sunday school
class) br the class' exclusive use and under its total control is not a deductible cantribuhe church.
(The class is not a 501(c) (3) organization.) The church cannot add this designated (restricted) contribution to
a member's giving record because tharch does not have any control over the contribution.
3) Toqualify as a charitablecani but i on, gifts must be made fito or for the wus
control the funds. If the giver intends for the gift to benefit a specific individuabidstesupporting the
ministry the church the gift is generatipt deductible.
4) In esablishing a policy, the church should keep in mind that Internal Revenue Service Publication 526 says
one cannot deduct contributions to specific individuals even ifaneyeedy or worthy of the gift. This
includes contributions to a qualified organiaatlike a church if indicated that the contribution is for a
specific person. The Internal Revenue Service, in Publication 526, made a statement under the heading of
disster relief about designated (r escanrdedactoedriputian® nt ri buti ons t

ear marked for ~Scholarship Fundd... However you cannot deduct

a particular individual .o
5) A donor norm#y may not make a deductible contribution to a scholarship fund from vaehiamily member
(grandchild, child, sibling, spouse, parent or grandparent) will benefit.

Suggested steps in establishing a designated (restricted) fund:

When adesignated (restricted) fund is established, it must be controlled and administered by the chusth. Do n
receive any money until the church according to its policy has established the fund. To be a deductible
contribution, the fund establishment must ptedany contributions.
1) The church should establish a policy stating the process by which church mearberquest the
establishment of a new designated (restricted) fund.
a) It should state that no monies will be received for a new designated (resfucigdntil it has been
approved and established by the church.
b) This policy should be in writing.
2) Membes should be made aware that the policy has been established and will be followed.

Suggested steps in administering a designated (or restricted) fund:

1) When a designated fund éstablishedit must be controlled and administered by the church. Do noweecei
any monies until the church has established the fund. Because, to be a deductible contribution the fund
establishment must paate any contributions.
2) Determine the purpose of the fund.
a) Why is this designated (restricted) fund needed?
b) How will it further the church's mission?
3) Write a governing policy.
a) How and under what conditions will the funds be disbursed?
b) If persons are involved, what are the requirements for each recipient, (how much can they receive, what
are the disbursement procedures and whathe accounting requirements)?
¢) How will monies I received for the fund?
d) What are reporting requirements to the church?
e) It's always good to determine in advance how any monies left in the account will be spent once the
purpose of the designated (réged) fund is complete.
4) Establish a procedure fdisbursement of the fund:
a) Designate a committee to control the fund disbursement based upon the fund policy and disbursement
procedure.
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b) This makes all distributions from the fund subject to the unréstrimontrol and discretion of the
committee.
¢) Then @mmmunicate the policy and procedures to all prospective donors.
5) Establish accountability procedures require reports from recipients as appropriate.
a) Take periodic expenditure reports to the church andmgivger substantiation to the contributors.
b) An audt procedure should be established in the event of an IRS request for information about the church's
designated (restricted) fund policy and procedures.

6) Keep a confidential list of contributors. It is impartant to keep a list of contributors and the amairibeir
contribution, because the church probably will want to close the designated (restricted) account after it has
met its purpose and the fund may still have monies left.

7) Leftover money. It is alwaysbest to determine in advance how any money ldftéraccount will be spent
once the purpose of the designated (restricted) fund is complete.

Designated (or restricted) fund management

iDesignated (restricted) c oaohurchiwithuhe stipuratoothadatheg betused se t hat are made to a
for a specified purpose. If the purpose is an approved pmj@cbgram of the church, the designation will not
affect the deductibility of the contribution. Contributions designated (restricted) to agrotganization within
the church (i.e. Sunday school class) for the class' exclusive use and underdtsitothls not a deductible
contribution to the church. (The class is not a 501(c) (3) organization.) The church cannot add this designated
(resticted) contribution to a member's giving record because the church does not have any control over the
contrikution.

Designated Funds Policies Suggestions

1. All designated funds must be approved in advandsutiboont

All designatefinds are under the control of the church |

(Have an exit strategy for some funds) Leftover funds from a project revert back to the general fund

If a designation is not an approved fund, the church will not accept the gift.

A desigated offering may not be for a specific persoariebaeyplt paying for theiravteenagehildmission trip). 4

person may suggest a need, but must be willing to allow the benevolence committee or other appropriate

decide how best se the money.

6. A mission trip iseadeductifilecdeductiblevent as long as there is no significant amount of personal pleasp
vacation. Gifts given by persons going or@hensime deductible.

7. Gifts given toward a mission trigpnéfiothers going or revert to the general fund if the participant does not

8. Designated funds should be broad rather than narrow in focus. Building Fund rather than Family Life Ce
fund rather than choir robe fund, etc.

9. Staff lovefferingsire under church control.

10. Discuss a designated offering to a budget line. Does the church allow that? Does it increase the budiyet
the first money spent and assuring that there are dollars available for thatbhdlpeisliighf®oes it carry ove
to next year (for most churches the answer woul
dangerous one.)

g wN

Benevolence Policies Needed
1. Not to a specific individ@iis is not illegal, butribisdeductible. The church may desire a policy against doir
avoid confusiyn.
2. Adonor may suggest a needy person, but must allow the benevolence committee to decide.
3. If thechurch dédesto take a love offering for a specific needy inHeideaévolence committee will monitor the
and return extra amounts to the general fund or benevolence fund.

Policies must be approved in advance and must be communicated periodicallyptgth e gat i on. Td
y e st e rignatgd@isingd e s
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Substantiati on

Contribution statements must be received before return filed by taxpayer

Advise donors at the end thfe year not to file tir income tax returns until they have received a written
acknowledgement of their contributions fromtherchuT he | RS uses the term ficontemporaneouso and
may deny deduction if the return was filed before receiving a proper statement from the clut®s Se

Publication 1771Note: some church software programs are adding the statement date to the top of the

contribution statement. While not required, this could cause a problem if the taxpayer filed before that

Contribution Statement date.

An acknowledgement must be provided in order for the donor to deduct the
gift. The acknowledgement must

a) It must be writte.
b) It must include.

i) The name of the organization

ii) The date (each cash donation itemized with date)

iii) The amount of cash you contributed,

iv) A descriptionbut not value of any property you contribute,

v) Whether the qualifiedrganization gave you goods or services. If the only benefit you received
was an intangible religious benefit such as admission to a religgoemony thagenerally is not
sold in a commercial transaction outside the donative context the acknowledgerasnsay so
and does not need tescribe or estimate the value

vi) If the only goods or services the church providedimtangible religious benefitsthen the
receipt must contain a s¢éenent to that effect.

¢) Contribution statements must be received bedarturnis filed by taxpayerThe taxpayer must
receive he acknowledgemewin or before the earlier of:

i) The date the return is filed for the year the contribution was made

ii) The due da including extensions, for filing the return.

iii) Other considerations:

(1) The receipt must identify the donor by name (a Social Security number is not required).

(2) For contributions of nowash property valued by the donor at $250 or more the receipt must
descrite the propertylNo valuemay be stated.

(3) Be sure the receipt shows segiely each individual contribution of cash or property of
$250 or moreDo not lump sum the contributions together, Buc@ntributions may be
listed on a single statement.

Cash gifts

Less than $250 the IRS will accept:
iv) A canceled check
v) Areceiptor letterfromchurb . |t must have ambupandthedatec h6s name, the

$250 or more the IRS will only accept a receipt from church
vi) It must bem writing; may be electronic; signatuignot required
vii) Identify thedonor by name (aocial securitynumberis not required)
viii) Must itemize each gift with a dat8ee IRS Publication 1771.
ix) Must statgiNo goods or servicesvere providedto the donor in exchange for contributiono
or AOnly intangible religious benefitswere provided to the donor in exchangedr
contribution .0

The acknowledgement must be received by the donor on or before the date donor files a
return.

56



Quid Pro Quo gifts
A Quid Pro Quaccurswhen the donor makes a contribut@ard receives something of value in exchange for
a portion of the contribution. To illustrate, the youth sell spaghetti for $25 a platev#ltieeof the meal is
$10, the valueof goods receivets listed as $0and the contributionsa$l5.

$75 or less
x) Deductible to extent they exceed value of the goods or services provided in exchange

xi) No receiptis needed.

More than $75 the IRS will only accept a receipt from church

Xxii) A receiptmust befurnishedto the donoupon receipt of donation

xiii) Thereceiptmust hform thedonor that only a portion of contribution is deductitténforms
donor that amount deductible is limited to the excess of amount of cash contributed over value of
goods or services provided in return.

xiv) Provide a good faith estimate for the vatifiggoods or servicefirnishedto donor.

xv) Good faith estimate isat nee@dif only token goods or services are provided to donor having a
value of 807 or 2% of the amount of theontribution, whichever is less. Or token if donation is
at least $3.50andvalue of item is $0.70 or less. See IRS Publication 1771, paggAmounts
stated are for 2037

Non-cash gifts
i) Must statediNo goods or servicesiere providedto the donor in exchange for contributiono
or AOnly intangible religious benefitswere provided to the donor in exchange for
contribution. 0

Non-cash gifts other than stock
No cash contribution should actually be posted.

Valued at less than $250 substantiate with a receipt that lists:
i) Donor 8s name
i) Churchds name
iii) Date and location of contribioh,
iv) Degription (butnot value) of property

$250 or more
v) Everything listed above, plus
vi) Description ofthe propertyfo valuecan be stated

$500 to $5,000, provide a letter with:
vii) Name and address of church
viii) Date and location of contribution
ix) Detailed descriptionfroperty
x) Donor must complete front (Section A, Part |, and Part Il if applicable) of IRS Form 8283
xi) Donor must supplyast or other basis of propenglue.
xii) If less tharthedonoiGs entire interest in property is donated dutimgtax year, an explanatioof
thetotal amount claimeds a deduction in current year must be included
xiii) Terms of any agreement between donor and church relating to use, sale, or disposition of property

More than $5,000
xiv) Everything under previous, plus
xv) Donor must obtain qualified ggraisal of donated property
xvi) Complete a qualified appraisal summary (the back side of Form 8283) and have summary signed
by the appraiser and a church representative:
xvii) Completed Form 8283 is then encloséth the Form1040 on which the charitable contritmrt
deduction is claimed
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xviii) If the donated property is sold or exchanged wiiyears of receipt, the church must complete
Form 8282.
(1) Itis due to IRS within 125 days of disposition.
(2) A copy must also be provided tcetdonor.

Special rules for gifts of automobiles?

j) All rules above apply, but additional sict substantiation rules
k) If the claimed value for a vehicle exceeds $500 and the charity sells it, the donor's deduction is limited
to the amount of the sales prodse
1) A donor can deduct the vehicle's ketrvalue, if higher, ithesecases:
i) If the charity makes significant use of it or makes material improvements to it.
ii) Or if the charity gives the vehicle or sells it at a discount to a poor person who needs
transprtation.
m) Charities must give quick acewledgments of vehicle donations.
i) In general, no deduction is allowed unless donors receive acknowledgments within 30 days after
the date that the vehicle is sold or within 30 days of the donation date if the kbaps/the car.
i) If the vehicle is solddonors must be informed of the selling prizeForm 1098C.
(1) CompleteForm 1098C so donees can report the necessary details to the donor and IRS.
ThelRSwill crosscheck deductions with the reports. [Eetails sse IRS Notice 20084.
iii) Use ofcarpricing guides isimited. If the churchkeeps the car, therivate-party sale price
must be useds thevalue for donationgyot the higher dealer retail price

Stock gifts

n) When you receive a gift of stock:
i) No cashcontribution should actually be posted.
ii) Give the donor a receipt for the gift on the day the transaction occurs (the day the certificate is
delivered or the day it was mailed if the USPS is used).
0) The receipt must include:
i) Thedate the certificate is deliverédr the day it was mailed if the USPSumsed)
i) Thedonor 6s name
i) The churchdés name
iv)  Thenumber of shares given and
v) Thename of the company.
p) In additiona donor who gives
i) Publicly traded stock
(1) Valued at more than $500 sticomplete Section & Part I. of Form 8283. This requirement
applies eveiif the stock is valued at more than $5,000 (in which case the stock is exempt
from the qualified appraisal requirement).
(2) No qualified appraisabr qualified appraisal summargquire.
i) Non-publicly traded stock
(1) Valuedat $10,000 or less i®ot required toobtain a qualified appraisal and complete a
qualified appraisal summary (Formag).
(2) Valued at more than $10,0a€e required to obtain a qualified appraisal no earlier than 60
daysbefore the date of the gift and complete a qualified appraisal sumnuary §283).

22 Kiplinger Tax Letter.
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Substantiation of Gifts to your church

Cash

Quid Pro Quo

Non-cash other than stock

Less than $250

1. Canceled check endorsed
as fAcharitab

2. Areceipt or letter from
church
a.Churchos
b. Amount
c. Date

na

$75 or less
No receipt needed

Valued at less than $250

No cash contribution actually posted
Substantiate with a letter that lists:

1. Donor 6s name

2. Chur mdmes

3. Date and location of contribution,

4. Simple description (but not value) of property

$250 or more

Receipt from church

1. In writing;

2. Identity donor by name

3. May combine all
contributions, even those
for $250 or more, in a
single amount or it can list
each contribution
separately to aid donors in
resolving discrepancies

4. Must state
fino goods or
the donor in exchange for
contribution
Aonly intang
benefits

5. Must be received by donor
on or before the date donor|
files a return,

More than $75

Receipt from church

1.

Informs donor that amount
deductible is limited to the
excess of amount of cash

contributed over value of goods

or services provided in return.

. Provides good faith estimate of

value of goods or services

. No need if only token goods or

services are provided to donor

having a value of $102 or 2% of

the amount of the contribution,
whichever is less.

Valued at $250 or more

No cash contribution actually posted

1. Same as $250 or more cash plus

2. Describes the property (no value needs to be stated)

Valued at $500 to $5,000
No cash contribution actually posted
1. Donor must complete front section A, part I, of IRS form 8283
a. Name and address of church
b. Date and location of contribution
c. Detailed description of property
d. Fair market value of the property at time of the
contribution,
including description of how value was determined
e. Cost or other basis of property
2. If less than donors entire interest in property is donated during
current year, an explanation of total amount claimed as a
deduction in current year:
3. Terms of any agreement between donor and church relating to
use, sale, or disposition of property

Valued at more than $5,000

Everything under previous, plus

1. Donor must complete front (section A, part |, and part Il) of IRS
form 8283

2. Donor must obtain qualified appraisal of donated property

3. Complete a qualified appraisal summary (the back side of form
8283) and have summary signed by the appraiser and a church
representative:

4. Completed form 8283 is then enclosed with 1040 on which the
charitable contribution deduction is claimed

When you receive a gift of stock:
Should not be posted as a cash contribution.

Give the donor a receipt for the gift on the day the transaction occurs (the day the certificate is delivered or the day it was mailed if the
USPS is used). The receipt must include: 1) The date (the day the certificate is delivered or the day it was mailed if the USPS is used)
2)The donor3pTsh en acnheu r c4) She numbenoé shares given and 5) The name of the company.

Special rules for gifts of automobiles

All rules above apply, but additional strict substantiation rules apply. b) If the claimed value for a vehicle exceeds $500 and the charity
sells it, the donor's deduction is limited to the amount of the sales proceeds. A donor can deduct the vehicle's market value, if higher, in
these cases: (1) If the charity makes significant use of it or makes material improvements to it or (2) if the charity gives the vehicle or
sells it at a discount to a poor ( | RS 6 spersoa who heeds transportation.

Charities must give quick acknowledgments of vehicle donations. In general, no deduction is allowed unless donors receive
acknowledgments within 30 days after the date that the vehicle is sold or within 30 days of the donation date if the charity keeps the
car. If the vehicle is sold, donors must be informed of the selling price on Form 1098-C. Complete Form 1098-C so donees can report
the necessary details to the donor and IRS. The IRS will then cross-check deductions with the reports. For all the details, see IRS
Notice 2005-44. Use of car-pricing guides is limited. If the church keeps the car, the private-party sale price must be used as the
value for donations after June 3, 2005, not the higher dealer retail price.

No credit may be given for gifts of time or services.
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Norrash Gifts(diherck haams tSteotcikc | es)

Key Concepts
1. This is a gift of property, not cash. Do not post on the contribution statement (unless your

computer software includes a section for{wash contributions). Give a receipt or letter.
2. Do not give a value to the donation.

CheckKist
1.Giveareei pt or |l etter when received. (On church | etterhead) AT
cortribution of a received by Baptist Church on Septembe, 1

2017. No goods or services were provided in exchange forgoarn t r i but i on. 0

4.

A. This must ao include (1) a description of the property and (2) the location of the property if

applicable.

B. If Il ess than the donoré6és entire interest in property is
include an explanation of totamount claimed as a deductioncurrent year.

C. You must include the terms of any agreement between donor and church relating to use, sale, or

disposition of property.

. If valued at more than $500 donor must complete IRS form 8283 Section A, Part 1.

If the value exceeds $500 domaust also include (1) @etailed description of the property, (2)
the fair market value of the property at time of the contribution, including description of how the
value was determined (3) Cost or other basis of progeotyn 8283.

. If valued at ma than $5000:
Donor must obtain a qualified appraisal.
Donor must complete IRS form 8283 Section A and Section B.
Qualified appraiser must complete Part 1l Declaration of Appraiser.
Church must complete Part IV Donee Ackhedgement.

If the church dks the property (valued more than $500) within 3 years the church must

complete IRS Form 8282 within 125 days of the sale.

Seewww.irs.govfor more information. IRS Publication 526
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Gigtof Automobilexck(Veshicles) Che

Key Concepts

1.

2.
3.

This is a gift of property, not cash. Do not post on the contribution statement. Give a receipt in

the form of a letter or a 1098. (1098C required if more than $500).

Do not give a value to the donati.

A donation of a vehicle (caboat, motorcycle, airplanetc) may not have the same tax

advantages as a few years ago. In most cases, if the church sells the car within 3 years, the donor
will only be able to deduct the amount of the sale pricédevAchurches will not accept an

automobile due to the record keeping requirements.

Checklist

1. Give a receipt or letter when received. Must be within 30 days of date received or 30 days of
date sold (best to do this within 30 days of the date received).
(On chur ch | e bufa yobreantdbutioriol ehYEARMAKE MODEL car
received by Baptist Church on Septemb&, 2017. The VIN NUMBER is |
No goods or services were provided in exchange for your
contribution. o
Form 1098-C accomplishes this prpose and is required if valued at more than $500

2. If the car is worth more than $500, complete an IRS Form-CO@® days of date donated or
date sold). Copy fAAO goeswwwdas.gbvpeblirt RS i f mor e

pdf/i1098c.pdf

3. If valued at more than $500 donor must complete IRS form 8283 Section A, Part 1.

4. If valued at more than $5000:
Donor must obtain a qualified appraisal.
Donor must complete IRS form 8283 Section A anctiSe B.
Qualified appraiser must complete PartDeclaration of Appraiser.
Church must complete Part IV Donee Acknowledgement.

5. If the church sells or disposes of the property (valued more than $500) within 3 years the
church must complete IRS Foi8282 within 125 days of the sale.

Seewww.irs.govfor more information. See Publication 4302.
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Gifts of Publicly Traded Stock Checkl i st

Key Concepts
1. This is a gift of property, not cash. Do not post on the contributiatement (unless your

computer softwarencludes a section for necash contributions). Give a receipt or letter.

2. Do not give a value to the donation.

3. A gift of publicly traded stock is a good way for the donor to give, receiving the full value of the
stock as a deductiblontribution, but not paying tax on the capital gain.

Checklist
1. Give a receipt or |l etter when received. (On church | ettert
contribution of 100 shares of XYZ stock received by Baptist Church on Stgmber
12,207 Nogpods or services were provided in exchange for your

2. The date should be the date stock certificate was received in church office or the date
transferred into the churchoés darceokerage account or i f mail

3. If valued aimore than $500 donor must complete IRS form 8283 Section A, Part 1.

4. Sell the stock (Most churches have a policy to sell the stock immediately).

5. If your church instructs (and uses pledges), you may count the amount towaletitee(but

do not ecord the amount on the contribution statement). Some church computer software will

allow a donation such as this to count toward the pledge.

Seewww.irs.govfor more information.

2 No qualified appraisal or qualified appraisammary requiretbr publicly traded stock, even if the stock is valued at more than
$5,000
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Fundr aissseure s

Attorney and CPA Frank Sommerville reports that the IRS is examining fund raising efforts-pyofits

especially concerning the creation of an employee relationship. Some organizations have been charged with back
taxes and penaltiesdere arehe isses with fundraisers churches should note:

1. Private Benefit and Potential Loss offax-Exempt Status This is actually number one on the IRS list of
concerns over these types of fundraising activities in which persons receive money for themdtiyity

according to how much they work.

2. State Sales Tax.There is no exception to the obligation to collect state sales tax when sellingpitéras

public. The Stée Department of Revenue stated, howetlet, theyconsider it a casual saléhen a church or

charity does so only 2 or 3 times per year.

3. Income tax withholding and matching FICA If persons receive credit for money they have collected

through work towards a trip, for example, then they become employees, subject to withtwdtfiragching

FICA. Some booster organizations have been responsible for thousands of dollars of back taxes and penalties for
fundraising activities they thought was on a volunteer basis.

4. Employee issueslf persons receive credit during a fund raigeough work, then they become employees

subject to labor laws such as the Fair Labor Standards matimum wage and overtime.

5. Child labor law issues. If the fundraiser creates an employment issue, then child labor laws would also be in

effect.
6. Unrelated Business Income Taxlf the activity is regularly carried on, it may become subject to unrelated
business income tax. One CPA gave the example that selling Christmas

carried on, 0 bec aheatee stllingseasased IRS Pubjicatioral828.fNote: there are
many rules and exceptions to UBIT, so a church should consult a CPA, to see of the activity is subject to the tax.

7. Adult supervision concerns. Many churches raise funds by teenageitsystting. Many do not have
adequate adult supervision and do not have enough adults to follow the
Extra adult supervision should also be in effect during such activities as mowing lawns.

Suggestions for Fund Rai sers

It is generally easy to avoid the potential problems associated with fund raisers. Here are some
suggestions:

1. Do not create an employee relationshipWhen there is a direct relationship between hours worked and
money credited tanemployde raationshipisaeatad. There grg ways to handle this
problem.
1. The firstis to evenly divide the money among all who go on the trip. Many churches do not wish to do this because
it is unfair to those who work hard and rews thosevho do litle work.
2. Another solution to this problem is to have a team or committee and award the money based on many criteria rather
than on hours worked financial needparticipation in the projects, participation throughout the year in Sunday
Schooland youthactivities, initiative, attitude, et¢. b u t donot make these so stringent t hat they become wi

2. Have policies about fund raisers One suggested policy is that if a person cannot go on the trip, their
fundraising money will be used to assittters ¢ go, or to revert back to the youth fund or general fund.

3. Limit the number of fund raisers. Fundraisers take us away from our primary tasks as a church such as
discipleship. Empower a team or committee to decide and plan a very limitedrrafrilred raisers.

4. Have adequate adult supervision at all times
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Section 4: Administering Church funds

Church funds generally fall into three categories:
Undesignated or general fund

This fund contains no restricted (designated) funds and the church can use the fund as
it desires to carry out the purposes of the church. All unrestricted contributions, gifts
and income should be recorded in this fund.

i) To qualify as a charitable contribution, gifts must be nfégder for the use of the churdiThe
church mustantrol the funds. If the giver intends for the gift to benefit a specific individual
instead of supporting the ministry the church the gift is geneanatlgleductible

ii) In establishing a policy, the church should keep in mind that Internal Revenue Service
Publication 526 says one cannot deduct contributions to specific individuals even if they are
needy or worthy of the gift. This includes contributions to a qualifiedrorgtion like a church if
indicated that the contribution is for a specific persore [fiternal Revenue Service, in
Publication 526, made a statement under the heading of disaster relief about designated
(restricted) contributions to individuals statitfity,ou may deduct contributions earmarked for
‘Earthquake Disaster Relief or for othésaster relief organizations...However you cannot deduct
contributions earmarked for relief of a particular individual or farily.

A word about church organizations, groups and classes collecting offerings
Contributions designated togaoup or organization within the church (i.e. Sunday school class) for
the class' exclusive use and under its total contradtis deductible contribution to the church. (The
class is noa 501(c)(3) organization.) The church cannot add this designated (restricted) tionttidou
a member's giving record because the church does not have any control over the contribution.

Designated, unrestricted fund?*

b) Designated unrestricted contributare those that are not solicited by the church, but are made to the
church with therequest® by the donor that they be used for a specified purpose. If the purpose is an
approved project or program of the church, the designation will not affect thetiéity of the
contribution If the donation is not an approved project or progrann@fchurch, the gift must be
treated as a gift to the general fund in order to be deductible to the donor.

c) Thechurchmayhonor t he d o nsootliégallyboend byé.st , but

i) The do nmustbesnade tofortfor the use of a qualified organization.

ii) The church may redirect the funds as desired.

iii) Members cannot deduct contributions to the pastor or staff that can be spent as the staff wishes
unless the amount is @eld to the pastor or staffs-&/Form as income.

iv) The Internal Revenue Service looks atshbstance and not the form of a transaction as the
controlling factor. Did the donor intend to make a contribution to the church or did the donor only
intend to bendf the designated individual by using the church to obtain a tax deduction on an
otherwis nonrdeductible gift?

Designated, restricted fund?®

d) Designated restricted contributions are those that
i) Are made to a churcith the stipulatiorby the churchthat they be used for a specified pre
approved pject or program of the church,
i) Where thechurch announced the intent to limit the use of the funds, and
iii) The church overtly or tacitly implied that members should give to the fund.

24 Keith Hamilton, "Designated Fund Managemeifig%Fax Up-Dates 2001, 1.

®The donoros gift must be made inordedabe deductible. A designatien canfiot be allqueditb i f i ed or gani zati on
direct the gift to a destination chosen by the donor and still be deductible.

26 Keith Hamilton, "Designatedud Management TaxFax Up-Dates 2001, 1.
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iv) If the purpose is an @poved project or program of the church, the designation will not affect the
deductibility of thecontribution
v) Since the church imposed the restriction before receiving the gift, these funds may only be spent
in the manner the church set forthis imp erative that the policy creating the fund specify the
alternate use ofthe moneyin the event theproject is called off, or the use ofthe any unused
remainder once the project is complete
e) In essence, the church is agreeing to hold ésigdated, restried fund in trust until the church
carries out the donordés objective.
f) If the church choosestecac e pt t he donordés request and places the money in a sepeé
publishes the amount given and the designation, then the church has announcedttteelimtit the
use of the funds, and has or tacitly implied that members should give to th& fis creates a self
imposed Trust agreement that is legally binding.

Admini stering t#e general fund

Suggested steps in administering the general fund:

a) Receivingis themanner in which members contributions are received is itapor

b) Counting is themanner of counting and verifying of monies is also important.

c) Depositingproceduregdeposit slips, depositing, verification of the depasitl correctig and
discrepancyyhouldbe established.

d) Disbursingis governed byhte authoritywhich comes from the airch through its adopted budget.

e) Recordingrequires ahurch financial record system be selected for recording all receipts and
disbursements of churdbinds.

f) Reporting to thechurchis accomplished bg monthly report of the financial condition of the ottu

g) Auditing can be done by an outside firmintemally by an auditing committean accountant, or
bookkeeper. Have an annual officiabli#wf receipts, disbursementsgcounting records and receipts.

h) Bonding should be secured fany church memberhke handles significant amounts of church money.

Admistering the designated, wunrestricted fu

Designated, unrestricted fund®®

Designated, unrestricted funds should be placed in the general fund if the leasirob plans to honor the
requestlf the churb honors the designation, or plans to do so indheskeable future, designated fund can
be established

Admini stering trhees tdreisdtgenda tfeund

Suggested steps in establishing a designated, restricted fund:

When a designatedestricted fund igstablishedit must be controlled and administertegithe churclor its

designeeDo not receive any money until the chuhas established the fuadcording to policy. To be a

deductible contribution, the fund establishment must predate any contrébution

a) The church should establish a policy statinggraeess by which church members can request the
establishment of a new designated (restricted) fund.

i) It should state that no monies wik beceived for a new designateestricted fund until it has bee
approved and established by the church.

ii) It shouldstate howeftover moneywill be used.lt is always best to determine in advance how any
money left in the account will be spent once the purpose of the designated (restricted) fund is
complete.

iii) This polcy should be in writing.

iv) Members should be made awdhat the policy has been established &ill be followed.

27 See page 67 for details.
28 Keith Hamilton, "Degjnated Fund ManagemenTaxFax Up-Dates 2001, 1.
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b) Determine the purpose of the fund.
i) Why is this fund needed?
i) How will it farther the church's mission?
c) Write a governing policy.
i)  How and undewhat conditions will the funds be disbursed?
i) If persons are involved, what are the requirements for each recipient, (how much can they receive,
what are the disbursement procedures and what are the accounting requirements)?
iii) How will monies te receiveddr the fund?
iv) What are reporting requirements to the church?
v) Determine in advance how any monies left in the account will be spent once the purpose of the
designategrestricted fund is complete.

Suggested steps in administering a designated, restricted fund:

d) When a designated fundestablishedit must be controlled and administered by the church. Do not
receive any monies until the church has established the fund. Because, to be a deductible contribution the
fund establishment must pdate any contrilitions.

e) Establish a procede for disbursement of the fund:

i) Designate a committee to control the fund disbursement based upon the fund policy and disbursement
procedure.

i) This makes all distributions from therfdi subject to the unrestricted control anstoktion of the
committee.

iii) Then communicate the policy and procedures to all prospective donors.

f) Establish accountability procedures require reports from recipients as appropriate.

i) Take periodic expenditure refis to the church and give proper substépiieto the contributors.

i) An audit procedure should be established in the event of an IRS request for information about the
church's designated (restricted) fund policy and procedures.

g) Keep list of contributordt is important to keep a list of contrilmrs and the amount of their contribution,
because the church probably will want to close the designated (restricted) account after it has met its
purpose and the fund may still have monies left.

h) Leftover moneylt is always best to determine in advance laow money left in the account will be
spent once the purpose of the designated (restricted) fund is complete.

Returning a charitable®contribut

TAX-FAX Up-dates, Church Financial Services, Volug®®2, Number 3.

General rule.

a) A charitable cotribution is a gift of money or property to a charitable organization. Like any gift, a
charitable contribution is an irrevocable transfer of a donor's entire interest in the donated cash or
property. Since thdonor's entire interest in the donated progpirtransferred, it, generally, is
impossiblefor the donor to recover the donated property. As we will see, there are a few exceptions to
this general rule.

Returning undesignated contributions.

b) Most charitable contributions are undesignated, meahatghe donor does not specify how the
contribution is to be spent. An example woh&k church member's weekly contributions to a church's
general fund. Undesignated contributi@msunconditional gifts. A church has absolutely no legal
obligation to réurn undesignated contributions to a donor under any circumstances. In fact, there are a
number of problems associated with the return of undesignated contributions to a donanclindse

¢) Inconsistency As noted above, a return of a donors contribstiwouldbe completely inconsistent
with the church's prior characterization of' the transfers as charitable contributions. As already noted, a
charitable contribution is tadeductibé since it is an irrevocable gift to a charity. If a church complies

29 Keith Hamilton, "Returning a charitable contribution to a don®AX-FAX Up-dates Church Financial Servic2902/3 (2002): 1.
66

o

n

t



with enough donors' requests to refund their contributions, then this raises a serious question as to the
deductibility of any contribution made to the chur€ontributions under thesér@umstances mighie

viewed as nanterest demand loadsthat is, tempong transfers of funds thatrerecallable by donors

at will. As such,they would nobetax-deductible as charitable contributions.

d) Amended tax returns Donors who receive faefund of their contributions would have to be

informed that they will need talé amended federal tax returns if they previously claimed a charitable
contribution deduction for theficontribution®. This would mean that donors would havéi®a
Form 1040X vith the IRS.

e) Church Liability . In order to avoid the potential penalty fiaiding and abettinga taxpayer in the

substantial understatement of tax, the church would need to notify the IR8 wdturn of the
contribution.This notification would need to include the donor's name, address, social security
number, the date dramount of the earlieontribution, and the date the contribution was returned.
Failure by the church to notify the IRS of the return of the contribution could result in a penalty of
$1,000 for aiding and abetting in the substantial understatement @h&xhurch should infm the
donor if it plans to notify the IRS of the returned contribution.

Conclusion Churches should resist appeals from donors to return their undesignated contributions
There is no legal basis for doing so, even in emergenctesothonor such requeswithout the
recommendation of' an attorney.

Returning designated, restricted contributions.

Often a donor will make &designate restrictedcontribution to a church. That is, the dofeaecepts the

c hur c h 6 desigrfatth@wthe toaotlibutions tobe spent. Designatedestricted contributions are held
by the churchin trusd for the designated purpose. $ad as the church honors the designation, or plans to
do so in the foreseeable future, it has no legal obligadioeturn a donor's degiatedrestricted

contribution.

What if a donor contributes money to a building flestablished by thehurch]and the church later

abandons its plans to construct a new facility? Such contributions are conditioned on the uisuinl fis
building piogram. When the condition fails, the contribution is revocable at the option of the donor. Should
the church refund designatedstricted contributions to donors under these circumstances? There are a
number of possibilities, incluag the following:

9)

h)

Donors canbe identified. If donors carbeidentified, they shoulthe asked if they want their
contributions returned or retained by the church and used for some other purpose. Ideally, donors
should communicate their decision in writirmgavoid any misundet@ndings. Churches must provide
donors with this option in order to avoid violating their legal duty torkrsst funde only for the
purposes specified. Of course, churches should advise these donors that they will need todédd ame
tax returns if thg claimed a charitable contribution deduction for their contributions in a prior year.

Donors cannotbe identified. A church may not be able to identify all donors who contributed to the
building fund. Under thesarcumstanceghechurch has a variety aptions. One option would be to
address the matter in a meeting of church members. Inform the membership of the amount of
designated (restricted) contributions in the church building fund that cannot be associated with
individual danors, and ask the chidirenembers to take an official action with regard to the disposition
of the building fund. In most cases, the church membership will authorize the transfer of the funds to
the general fund. Note that this procedure is appropriatefantigat portion of te building fund that
cannot be traced to specific donors. Another option is to ask a court for authorization to transfer the
building fund to another church fund.
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12 basiter nal Control Practirxces f or
1) Train and provide orientation for the new treasurer®!
ayThe approach used in many churches is |like giving a

discussion and no road test
b) Wheninstructions are givearally, newcomers quickly forget them.
c) If the transition igquick, or when there is a gap between the old former treasurer leaving and the new
one taking office, therocedures and methods are passed oo the newcomer
d) Transition in industry may take two weeks or longer. Transition in a church ofteridskésanone
hour.
e) If there is no overlap in serviceew treasurers and financial secretaries are not in a positiaket
all of the instructions. They may not even see the records until they are working on them
f) With poorinstructionsthere is nocontinuity of internal contrbprocedures from year to year.
g) Sound internal control proceduresistbe developed, installed, and maintained year after year.

2) Establish and follow written, up-to-date accounting procedures.

a) Prepare an accountimglicies androcedures manual to guide the accounting and financial reporting
process.
i) A manual providesontinuityand allows the church to maintain high standards of internal
control.
ii) Mostmanualsemphasize the processing aspettccounting (which accounts to yisad
financial reporting (who receives which report and whbmigrnal control procedures should be
included
b) The manual should specify the procedures used in:
i) Preparing the budget
i) Handling transactions
(1) Receiving cals or other assets, whether in theeoiifig or at the office.
(2) Disbursing cash, whether by check or through the petty cash fund.
(3) Processing of Transactions
(4) The forms and procedures used to record both cash receipts, including memgiftds or
and cash disursements.
(5) The forms and proceduresed to record gifts of property and securities.
(6) The accounts used to record the transactions, together with a written description of the types
of transactions that should be entered in each account.
iii) Assuring reliableecord keeping
(1) The procedures usedieconcile totals of cash receipts and cash disbursements against
individual amounts.
(2) The procedures used to reconcile church cash records against bank records.
iv) Preparing and distributing financial reports
(1) Congregation
(2) Leadership (financeeam orcommitteg program leaders, pastor, business administrator and
S0 on).
(3) Others (regional/national church offices, the bank, the Internal Revenue Setwjce,

3) Separate financial duties

a) There are three basic typddfioancial activities performed within a church:
i) Authorization of transactions (approval of transactions)
ii) Recording of transactions(bookkeeping)
iii) Custody of assetgcollecting, counting, depositing)

FFifty Internal Control PrheaChurch @igedo Irftecnal CdatvoksRichardC/argor Ghirch Latv afide s t 0
Tax Report; Springville, MO.
S'iFi fty Internal Contr ol PrheaCburch Gigedo Intemal CdatvolsRichardS/argor Ghtrch Latv afde s t 0 ;
Tax Report; Springville, MO.
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b) The treasurer should not do all of this alone. Eachedd functions should be performed by a
different individual.

i) For churches with no financial secretary, the best method is:
(1) The stewardship committee authorizes transactions.
(2) The treasurer records all transactions.
(3) The ushers collect the offering and tlmnting committee counts and makes all deposits.

ii) For churches with a financial secretary, the best method is:
(1) The treasurer authorizes transactions.
(2) The financial secretary records all transactions.
(3) The ushers collect the offering and the counting coramitbunts and makes all deposits.

¢) The main rules:

i) Record keeping and cash are never handled by the same person

ii) The handling of offerings is always controlled by at least two people

iii) The same persons don't count each Sunday.

iv) The handling of other receipts cdish is always controlled by at least two people

v) At least two signatures are required for all checks
(1) Without thiscontrol,one person is in charge of the cash.
(2) Authorize five persons to sign checks, any two of which will suffice for any check.
(3) Itis bestot to have the treasurer be one of the cheahkesig
(4) To protect the integrity of the pastor and professional staff members, it isobésthave

any of then be one of the check signers.
vi) Reconciliations of all bank accounts are prepared monthly by a person who is not involved in
writing checks

4) Create a paper trail for every financial transaction

a) Receipts
b) Disbursements

5) Record all gifts

a) Retain offering envelags (similar to the handling of monthly bills, invoices, and other business
documents).
b) Maintain contribution records for members
i) Members receivguarterly notices of their contributions.
i) Notices of contributions sent to each member are photocopied.
iii) Membes are instructed to report any irregularities or errors in their notices of contributions to the
internal audit committee

6) Safeguard accounting records at all times

a) Lock facilities when not in use.

b) Keep records at the church. If this is impossikézp bak-up copies at church ametver let the same
person write checks and reconcile statements.

c) Backup computers ofterdave internet security. Coder a dedicated computer with no other web
surfing.

d) Safeguard blank, unused checks at all times

7) Audit accounting records and the underlying internal controls annually
a) Why
i) A dishonest accountant would want a job where work was never checked.

ii) Statistics shw that people who misappropriate assets are very @ffighfuldo employees who
perhaps have never even taken vacations, who have perpetrated their schemes over many years,
and, interestingly, who have never felt guilty.

iii) Some believed thahé money thepad taken was a trifle compared with their value to the
church. They believed themselves underpaid and under recognized.
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b) Only an independent CPA can conduct a professional audit. If retaining a CPA is out of the question,
the audit could beanducted byhe internal audit committee or a group of members who report to this
committee.

c) Operate an internal audit committee

i) Enlist members with accounting or business backgrounds.
ii) They perform some tests of the accounting records.
iii) Their tests shoulbe done on aeriodic basis (possibly quarterly and annually), but tests done on
a sporadic, surprise basis are also beneficial.
ivyI f possible, the churchdés external accountant should specify whi
procedures to follow.
V) Internalreviewneeds:
(1) Review the churchdés procedures and control s.
(2) Determine whether they are functioning as originally intended.
(3) Safeguard assets.
(4) Check the accuracy of the accounting information.
(5) The mere existence of a committee like this is a psychologitairént to gerson
considering embezzlement.
vi) External assistance.
(1) A yearly audit by a certified public accountathe best plan

(a) An audit involves the investigation and examination of the transactions that underlie
t he c¢ hur c tegoss afdiresutsircaipiaion of those reports.

(b) In thisprocessthe auditor follows established auditing standards.

(i) A thorough review of the internal control system is included.
(ii) Any defects in the internal control system are identified
(i) Many churckes find that external aitd are prohibitively expensive
(iv) Askthe certified public accountafidr a community service fee.
(v) Request an audiuring his or her slow period,
(2) Churches that cannot afford audits may consider obtamaegtified public accounta to
conduct a review.

(a) A review is less expensive than an audit.

(b) A review involves the inquiry and analysis necessary to provide the accountant with a
reasonable basis for expressing limited assurance that the financial statements are
presented fairly.

(c) A review does not involve

(i) A study or evaluation of internal accounting controls,
(ii) Tests of the accounting records, or
(iiiy Other procedures ordinarily performed during an audit.

(d) If the accountant becomes aware that information is incorrect, incomplete, or
unsatisfactory, additionglrocedures necessary to achieve limited assurance are
performed.

(3) Consideralternating audits and reviews to reduce costs.

8) Implement security

a) Screen new personnel
i) 70% of all embezzlers are repeat offenders.
ii) Screening prospective (and probably underpait)leyees and volunteers is not a pleasant task.
b) Bond all who have access to cash
i) Types of bonds
(1) A fidelity bond
(2) Blanket bonds.
i) Bonding gives the church a quiekd easy way to handle actual or suspected cases of theft,
forgery, embezzlement, or othergappropriation of assets.
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9) Educate your contributors

a) Encourage members to use offering envelopes
b) Encourage members to use checks in making their offerings (eedgiftis as well)
c) Provide an educational piece such as a bulletin insert. See www.chuodtdsuebm

10) Handle receipts with care

a) Count cash in a secured area
b) Rotate the persons who count each Sunday.
c) Verify that the contents of the offering envelopes ageatidal to the amounts written on the envelopes.
d) At least two money counters should opengheelopes, remove the contents, and compare the amount
taken from each envelope with the amount written on the face of the envelope.
i) If the amounts are not ideadl, which may occur frequently, the actual amount enclosed should
be written on the envelopollowed by the initials of the money counter.
i) The offering envelopes serve as the basis for posting to member s
must be correct befe being turned over to the financial secretary or treasurer.
e) Restrictively endorse all chks received as soon as possible
i) Use a rubber stamp to place a restrictive endorsement on all checks received.
if) Have each check endorsed by money counters immiydédter the amount is verified against
the envelope.
iii) IncludefiFor deposit onlg, the name ofhe bank, the name of the church and the account
number.
f) Deposit cash as soon as possible dgfisrreceived.
g) All cash received deposited in the bank
i) Deposit cash receipistactwithout being reduced by disbursements.
i) Paying any expenses out of theiake cash is a bad practice.
iii) Make all disbursements by check or through the petty cash fund.
h) Give a receipt prepared in triplicate to the person bng@i a cash contribution.
i) Prepare an offering envelope to create a record of the gift when membegrswontributions during
the week
j) Give collection reports to the financial secretary or treasurer for entry into the accounting records, and
send a cpy to the internal audit committee for subsequent audit purposes.

11) Handle disbursements with care

a) Instruct the bankn writing never to cash checks payable to the church

b) Make all disbursements by serially numbered checks

c) Never sign blank checks

d) Mark and reain all voided checks

e) Prohibit preparing a check fi€asto

f) Cancel (mark paid) supporting documents whkecks are issued

g) Record all expenses in the correct accounting period

h) Approve invoices for goods and services by a qualified person before paymeratss

i) Check invoices for accuracy before paying

j) Vendor approval process$iave a person(s) who is nopart of the check writing process approve new
vendors.

12) Handle accounts with care

a) Properly authorize transfers among bank accounts
b) Reconcile account balaes infthe booké with the amounts presented in financial reports
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Facts and Figures

2018 2019 2020 2021
Mileage Rates
Mileage Rate Business 54.5 centg 58 cents| 57.5cents 58 cents
Mileage RateCharitable 14 cents| 14 cents| 14 cents| 14 cents|
Mileage Rate Medical 18 cents| 20 centg 17 cents 18 cents
Retirement
Retirement Contributions Limit $55,000 $56,000 $57,000 $58,000
Exclusion elective deferrals $18,500 $19,000 $19500 $19500
Over50 catch up $6,000 $6,000 $6,500 $6,500
IRA max contribution $5,500 $6,000 $6,000 $6,000
IRA max contribution wer 50 $6,500 $7,000 $7,000 $7,000
Social Security
Maximum earnings subject to SS $128,700 $132,900 $137,700 $142800
Tax
Earnings limit to avoid reduced $17,040 $17,640 $18,240 $18,960
benefitfor workers age 6Eull
Retirement Age receiving SS benefits
(If minister includes housg)
SS COLA 2% 2.8% 1.6% 1.3%
Federal Income Tax
Income Tax personal exemption $0 $0 $0 $0
Income Tax standard deduction $24,000 $24,400 $24800 $25,100
Married filing jointly
Child tax credit $2,000 $2,000 $2,000 $2,000

Important 2018 Tax Changes affecting Ministers and the Church
1. Most Americans will no longer be able to itemieductionsince Congress doubled the Standard
Deduction The new law also eliminated personal exemptions.

2. Congress eliminated Employekmreimbursed Business Expenses. Ministers serving a church will no

longer be able to write off businemspenses which points to the need for the church to provide an
Accountable Reimbursement Pl&ongress also made moving expense taxable.

Minister Housing Allowance News

On March 15, 2019 the U.S. Seventh Circuit Court of Appeals unanimously reversest &elbeval district
court, which had ruled in late 2017 against the longstanding housing exclusion for ministers. Instead, the appeals
o n trelated hohsing,

finding the provision permissible under the First Amendment andestblished legal precedent

New W-4 Form for 2020 and beyond

If you have multiple jobs or if youspouse workdye careful as you complete a név4, or you will have too
little withheld for 2@0 and will owe money next tax seasdme new W4 is simpler consideringarital status

court likenedh e mi ni st er sd

multiple jobs andhe child tax credit.

New IRS Forms

A W-4 New Form to work with standadtkduction, child credit and lack of deductions

hous

ing

excl

usi

A 941. Added lines for new FMLA, Credits for keeping employees on the job, etc.
A 1099 NECi Non-EmployeeCompensation. Do not use 1088SC
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New Overtime Rules

On March 7, 2019 the Partment of Labor announced a proposed rule that would make more than a million
more American workers eligible for overtime.

In 2019 employees with a salabelow $455 per week ($23,660 annually) must be paid overtime if they work
more than 40 hounser week(except ministers)The newrule booss the standard salary level to&Bper week
(equivalent to $3568per year). Above this salary level, eligibilityr overtime varies based on job duties.
Effective date: January 202Blinisters remain exem@gmployees even if not making $684 per week.

New Way to Give to Your Church i Qualified Charitable Distribution

If the church receives a Qualified Charitable Distribution, the checlcuritle directly from the IRA provider.

The paperwork will explain that it is a QCD. You are not to include this asdetiuctible contribution on the

giving statenent.l nst ead you should acknowledge it wiunh a | etter on church
donation of $10,000 given to First Baptist Church on January 25, 2019. This was a Qualified Charitable

Distribution direct from your IRA, so it will not be refied on your contribution statement. No goods or services

were given in exchange foryour¢om i buti on. 0

New due date for W-2, W-3, A-3 and 1099

W-2, W-3, A-3and 1099s ardue January 31. Then st r uc t i o n # yot arerepdrtih@ rbonesiglogee e
compens at i oFor Alamemdand<Federalowhether you file electronically or not.

Mission trip donation
According t o R01ZCharchdnd BlargymaxiGdidpage 441.
1. Adult paying for their own mission trip is tax deductifhen-refundabg).
2. Church members ngoing may donate to the mission trip fund but camiesignate a particular person
and that donation isx deductible.
3. Adult paying for their own teenager to gaisttax deductibleinless he f unds are made in fAtrusto or
legally enforceable arrane ment f or the benefit of the church. o
This meanshat we need to inform parents at the planning stage that they are donating to the church
unconditionally and that they cannot get their money batks should be in writing.

GuideStone changes to the Church Retirement Plan protection benefits

The changes will not impact anyone currently receiving a disability beHefie. are the main changes beginning
January 12018:

1. Participants must contribute a minimum of $50 per month toigilel for the protection benefits.

2. The disability benefit will be payable for up to 5 yeaFfie person must qualify before age 65.

3. The survivor benefi¢similar to life insurancejlemainsthe same.

4. For ministers, the matching dollars remtin same. |

Reporting Health Coverage on W-2 is optional for less than 250 employees

The value of employer provided healthcereeportedonth&/-2 i n box 12 with itshe code |l etters nDDo.

optionalfor all employersf less than 250 employeeReport the amourgaid by both the employer and
employee. Seehttp://www.irs.gov/uac/ForaW-2-Reportingof-EmployerSponsoreeHealth-Coverage

Payment of Individual Health Insurance

Premiumspaid or reimburseébr individual plansaretaxable Group healthcare plans continue to bheva
freebenefit GuideStone plans are group plans even if only one employee is coAmatider exception is a
group fewer than 2www.dol.gov/ebsa/newsroom/trA®.html Healthcare reimbursements must hgae of a
properly written plan and a part of a group healthcarepigntwo exceptiors, theQualified Small Employer
HRA and thelndividual Coverage HRASeep 16.
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http://www.irs.gov/uac/Form-W-2-Reporting-of-Employer-Sponsored-Health-Coverage
http://www.dol.gov/ebsa/newsroom/tr13-03.html

Qualified Small Employer HRA

Under the Cures Act, the QSE HRA is not a grbaplth plan. A Qalified Small EmployerHRA is an
arrangement offered by an eligible employer that meets the following criteria:
1. The arangement is funded solely by an eligible employer, and no salary reduction contributions

2. The arrangement provides, aftee employee provides proof of coverage for the payment to, or
reimbursement of, an eligible employee for medical care expenserehcur

3. The amount of annual payments and reimbursements do not exc2e@ 10600 for family)

The arrangement is gvided on the same terms to all eligible employees of the eligible employer.

5. To be an eligible employer that may offer a QSE HRA etmployer may not be an applicable large
employer (ALE) and may not offer a group health plan to any of its employees.

6. Written plan an®0-daynotice requiredBest resource http://elainesommerville.bbgspot.com/

»

New 2020 Individual Coverage HRA

The ICHRAOffers greater flexibility than the QSEHRA and mayhiedpful to medium and larger churches.
Churches shouldonsult a professionabncerning the requiremerdasad to see if it is the best option

IRS Forms 1095 required

IRS Fom 1095is requiredo reflect whether themployee had health insurance and whethgployer provided
coverage compliesith the Affordable Care Act.
1) 1095A will be sent to participants in the Government Marketplace to shovf pfaasurance. These
participants may also be requdreo complete an 8962 to justify the tax credit receifechployee
responsibility no employer requiremént
2) 1095B will be provided by insurance companies to prove that the employee and family hhateerage
3) 1095C will be required of alemployers who have 50 or more Full Time Equivalents. This form proves that
the employer provided insurance to the employee complying with the minimum essential coverage. One
form is completed for each employde. addition, the employer must file a 10@4ransmittal form.

Discrimination Rules and Health Plans. Regulations not completed

1. TheAffordable Care Acprohibits discrimination in favor of more highly paid employeas.example
of discrimination woulde for ministers to receive health coverage while support staff who work 30
hours per week or more do n8uch rules are already in effect for Flexible Spending Accounts, Health
Reimbursement Arrangements and Health i@gviAccounts.

2. The IRS has promisieegulationsso currently this provision of the law is retforced.

3. Concerning health insurandég difference between the policy of the lesser paid employee and the
greater paid employee magsult in dawsuit

Ministers Who Have Opted Out of Social Security

Ministers who have opted out of Social Security should keep their approved IRS form 4361 in a safe, safety
deposit box, etc. There have been cases in which the IRS has lost the form, the minister cannohprimoce t
and the IRS denies the exgtion.

Be Aware of Scams involving the IRS

For the past few yegreriminals have called and emailed unsuspecting tax payers demanding immediate payment
of a supposed tax debt. The IRS has tried to inform the publithth&itst IRS contact is always lyail. So

now the criminals have shifted to an official looking IRS letter in which everything appears real except the
address to send the payment.

IRS Allows Conversion of money in traditional retirement plan to Roth

The IRS is now allowing participants convert traditional retirement plan dollars to Roth by paying the taxes.
Ministers should first consider the housing allowance exclusion before doing this.
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Alabama Immigration Law Requires E-Verify

E-Verify is an nternetbased systeraf US Citizenshigand Immigration Services (USCI8)at allows businesses
to determine the eligibility of their employees to work in the United StAlebama has made the process
simpler for small employers &ttp://verify.alabara.gov

Federalaw does not require-Eerify. It is required by the Alabama Immigration Law.

All employers in Alabama are required to UKRCISE-verify

See the USCIS web sitewatvw.uscis.gov/everify

E-Verify does not replace thedl Both are required.

E-Verify participation poster & Right to Work poster required in English & Spanish

agrwbPE

Misclassification of Employees i Increased Enforcement

The IRS is very concerned about worker misclassification. If a wati@uld be classified as an employee, but
instead is given a 1099, it could result in the church paying back FICA and penalties. The IRS has tests to
determine if a worker ian employee or a contract worker. See padkin doubt, the IRS says toett the

person as an employédinisters who serve a church should always receive @xcept supply or interim)

New Enforcement measures

IRS computers are programmed to Idokpersons who only have a 1099 or receive a 1099 from one employer

for many yars. These persons might be employgeBAs and tax preparation software ask clients this question
about 1099s: ADid you r ecei werket? IOr e yaudedlly antempogee and y o u
should have received a-2”0

IRS Voluntary Worker Classification Program

If the employer realizes that a worker has been misclassified as a contract worker, and wants to change the status,
the IRS has a new Voluaty Worker Classification Program. File Form 8952 at least 60 days prior to when you

wart to reclassify the employee and pay the calculated tax. Then begin treating the worker as an éhheyee
beginning of a quarter)

Cell Phones

Congress removeti¢ cell phone from listepgroperty:IR-2011-93 on September 14, 2011. An employer may
provide a cell phone primarily for business use or provide a reasonable cash allowance with no record keeping
requirements. The phone must be primarily business usecacdmpensatory (not merely a pefkiie IRS has

also stated informally that it will éat tablet devices in the same manner as cell gfameerding taECFA.

EFTPS Required

Electronic Tax Deposits are waequired for all tax deposit¥o enroll or getmore information about EFTPS,
call 8005554477, 800-945-84000r www.eftps.gov/eftpsHowever, smaller churches with withholding of less
than $2500 for the current quarter may pay the amount owed with the IRS4ivh

Ot her news

Alabama Child Labor Law - http://www.alalabor.alabama.gov/uc/ChildLabo

The new act reforms Alabama child labor enforcement standards, transferring the permittingfimoctses
public school system to the Department of Laborln addition, new record keeping requirements and
administrative penalties have been addeédde the new system, work permits are no longer required for each
minor employed. In its placemployers are required to obtain a Child Labor Certificateto employ minors.

403(b) Retirement Plan Document Required

The IRS has implemented 403(b) retiremenhmlzanges which will begin January 1, 2009 which will make the
church more responsible for the retirement plan of its employees in several respects.
1. Written Plan Documentation. GuideStone Financial Resources has provided more than 95% of the plan

document The church must have the rest of the written plan indicating eligibility requirements,
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http://verify.alabama.gov/
http://www.uscis.gov/everify
http://www.eftps.gov/eftps

provisions for matching (if any), etc. GuideStone has made this process easy withithdiblank form
atwww.guidestonerg. Click on403(b) regulations in thRetirementah.

2. Timely Plan Contributions. Salary reduced amounts must be deposited within 15 business days of the
end of the month in which the amounts were deducted from pay.

3. Empl oye-nf fisi gn ctensac@onssuchpak acount loans and hardship withdrawals.

4. Information Sharing Requirements. When an employer has more than one provider (such as
GuideStone and Fidelity for example), information sharing will be required between the church and the
providers. If the church has only one provider, it is much simpler.
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Fi nanc

i al Policies Every Church

Written Financial procedures and Internal Conpraicedures

2. Designated contributions

a. Must be approved in advance of contribution.

b. If funds are left over, will return to general fund (or other appropriate f&®#) page 53

3. Benevolence

a. not to individuals

b. controlled by the church

c. appropriate committee witletermine te need and will return remainder to the benevolence fund.

4. Record retention

a. Forever

iv.

V.

Deeds

Historical Documents
Business meeting minutes
Insurance policies

Applications, references, background checks pertaining to working with minors

b. 7Years

Anything havingto do with taxes and the IRS
Contribution statements

5. Accountable reimbursement plan

6. Employee benefits

7

Needs



Sample Financi al Policies

The Church StewBoldistyp Team
The Church Stewardship Team

(T o > p— = e TN
Stewardship |
I Chairman |
I ] T
| I I |
| | |
I ! l
Stewardship | ! |
I Education Section I Budget Section I Accounting Section
N | | Treasurer }
~_______|__S\Mdsmp-counu —————— —— —
1 | Chairman, Counting
- ____I I_________I Team
| Capital Fund-Raising | Estate Section I Chairman, Audit Team
| Section (Optional) | (Optional) Financial Secretary
_________ | e _| Sunday School
General Secretary (if
desired)

Organization

The preceding chart pictures the church stesldpiteam organization.

The Team shaltonsistof achairpersorand four or more sections. The stewardsiiairpersorand the leader of
each section shall comprise thewgardship council. The responsibilities and functions of each section shall be
discussed irfarther detail on the following pages.

The Church Stewardship Team

The mission of the church stewardship team is to develop in church members an understamding of
commitment to the biblical concepts of individual and corporate stewardship.

Theteam shall utilize all functions of the church including worship, ministry, proclamation education and
application to accomplish its géxtive.

Expressions of stewardshigsponsibility fall naturally into four divisions. There are two in each of thentajor
areas of stewardship responsibility.
Individual stewardship involves:

1. Giving

2. Money Management

Corporate stewardship involves:
1. Mission Support
2. ChurchBudgeting

Stewardship materials are available which are related to each of these four divisiepssitglity. The
stewardshighairpersorshall distribute to each section the materials needed to help in its work.
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The team shall meet as necessary ablgast two meetings of the entire team are essential.

1. As soon as possible after being elected leyctiurch, the full team shall hold a planning meeting. At
this meeting the stewardship calendar for the year shall be outlined.
2. The second essential megtishall be held immediately after the budget section has completed work

on the budget to be recomnutenl to the church. The entire team shall review the budget, and when
the members have voted to join in the recommendatiorchitiepersorshall present ito the church
on behalf of the team.

Other meetings shall be held as needed to review the work séttions and lend support to them.

Glossary of Terms for the Church Stewardship Team

Church Stewardship Team

The total number shall Hdetermined byhechurch]. The team consists of a church stewardshigrpersona stewardship education

leader, a nssion leader, a budget section consisting of a leader and other members, the church treasurer who serves as accou
leader, plus other team meerb the church may designate.
Stewardship Council

The stewardshiphairpersorand the four section delers shall form the stewardship council. The work of the council is to coordinatq
stewardship activities designed to develop in church members arstamding of and commitment to the Biblical concepts of individ
and corporate (or group) stewargsh

Stewardship Chairperson

Thestewardship chairpersisit he el ected | eader of tThestewatiship chhirpessissespensike fod s h
directing this phase of the churchés activity.

Section

The work of the stewardship team isidied into four areas of responsibility. These are assigned to sécgafusation, mission, budget
and accountingThe church shall determine the numbéngembers needed in each section.]
Other sections may be added to the team as the church detelmeinase needed

Section Leader
Each section of the team shall have a leader. The leader is responsible for guiding his section in accompi

Ex-Officio Members:

Pastor
Other Staff Ministers

Financial Secretary (if a paid staff mempe

The Stewardship Council
The objective of the stewardship council is to develop in church members an understanding of and commitment to
thebiblical concepts of individual and corporate stewardship. The work of the council is to coordinate all
stewardslp activities.

The stewardship council consists of the stewardstéirpersorand the leaders of the stewardship education
section, mission &#ion, budget section, and accounting section. The stewarclsliipersorserves as
chairpersorof the council.

Council members shall meet periodically to develop and coordinate-aoyert program of stewardship
development. Frequency of meetings shalbdetermined by need.

Each section shall recommend to the council activities related to its area of respypn$h®licouncil shall
schedule these to provide a balanced stewardship education program throughout the year.

Biblical concepts of personal stardshipd Goddés owner shi p and manodés stewardshi

earning, spending, giving, and final distriton & shall receive frequent attention through the church program
ministry areas. Teaching corporate (or group) stewardship may be cowergghtthe budgeting process, mission

emphases, regulaeporting of the flow of fuds, and other activitesretead t o t he churchdés corporate

responsibilities.
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The council shall:

1 Study and implement ways to develop distinctive Christian stew@rdlividual stewardship involves
giving and money management.)

9 Lead the church to understand and accept awvadrporate stewardship responsibility. (Corporate
stewardship involves mission support and budgeting.)

9 Utilize the functions of the churchdluding worship, ministry, proclamation, education, and application.
1 Instruct the treasurer regarding the desigdalisposition of all funds received from wills and trusts.

1 Report to the church regarding the dispositiodesignatedrestrictedfunds reeived from wills and
trusts.

1 Recommend a church financial record system to the church for approval.
1 Recommend anghanges needed in the church financial record system to the church for approval.
1 Make a proper report of the financial audit to the church.

The Stewardship Chairperson

The church stewardshghairperson s t he | eader of t he Hekhalbe dleGtedbgthee war dshi p progr am.
church in the same way other leaders such as Sunday School director, Discipleship Training director, and others
are elected.]
The stewardshiphairpersors responsible to thehurch for fulfilling the objective of the church s@rdship
team to develop in church members an understanding of and commitment to the biblical concepts of individual
and corporate stewardship.

The stewardshiphairpersorshall:

1 Be responsible to the afch for carrying out plans to fulfill objectives gated by the team and the
church.

1 Work with the church staff in stewardship areas.

1 Be a member of the church council and work with church ministry organization leaders in planning
inclusion of stewardshimaterial in their activities.

1 Schedule and presidetaam and stewardship council meetings.

1 Be an ex officio member of each section and meet with the sections often enough to remain familiar with
their plans and activities.

i Stay informed on stewardshipsources and concepts.

1 Serve as resource person ticchlurch ministry areas in the stewardship field to implement plans of the
stewardship team.

1 Work throughout the year to teach church members biblical, individual, and corporate stewardship
commitment.

1 Present the budget, the audit, and all recommendadiionsthe various functioning units of the
accounting section to the church.

The Stewardship Education Section

The objective of the stewardship education section is to develop an understanding ofititeneortrto the

biblical concepts of individual and quorate stewardship. The section shall develop and recommend methods of

using the appropriate channels of the church to introduce biblical stewardship concepts to church members.
Biblical stewardship inelves both individual and corporate stewardship. fblewing information on these

two vital areas of stewardship and the suggested stewardship activities and resources shall be helpful as a guide to

the stewardship education section of the church stelvgrdeam.
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Individual stewardship
Any attempt to disass individual stewardship calls for biblical understanding. In the Scriptures, the word for
steward gikonomoy means manager. This medhat God owns everything: What individuals have is entrusted
to them by God. Each person is responsible for manabatgvith which he has been entrusted.

How can Christian stewardship/management be understood? There are five areas of development for the
individual Christian steward: earning, spending, saving, giénd,planning for the future. It is this truth that
must be communicated to the church.

Corporate stewardship
Corporate stewardship involves the areas of receiving, spending, giving, and planning for the future.

The Mission Section
The objective of the msion section is to develop an understanding ofcanamitment to the biblical concepts of
individual and corporate stewardship. This section shall seek to increase mission understanding and develop
Christian stewards through sharing mission educatioat#nals and mission support information. [You may
wish to include mission organization leaders and mission team members on this team.]
1 One of the responsibilities of this section is to encourage the church to become invebeseainaship.
This shall beachieved through informing the church membership galbof the church mission
activitiesd local, associational, state, national, and global.
1 Lead the church in planning, implementing, and evaluating mission activities designed to help the church
accomplish its purpose.

The Budget Section

The objective ofhe budget section is to develop an understanding of and commitment to the biblical concepts of
individual and corporate stewardship. The budget section shall discover ways to plan and sugmbort chu
ministries through budget development, promotion amdneibment.

1 The purpose of the church and the ministries to be performed to accomplish this purpose shall provide the
basis for the work of the budget section of the church stewardship team.

1 The proess for carrying out this work shall include five basipstélanning the Budget Procedure and
Developing the Budget, Presenting and Promoting the Buddetinistering the Budget, Evaluating the
Process, and Adhering to the Principles of Individual@arporate Stewardship Development.

9 Persons serving on theection of the church stewardship team shall be distinctive Chrs$éamrds;
however, since ministry leaders, team leaders and ¢bairpersonshall be requesting funds for their
area of minigy, they may not serve as members of the budget section.

Responsibilities of the budget section:

Plan and Develop the Budget

1. Encourage the ministries requesting budget funds to relate to the basic purpose of the church as they
develop their budgets.
2. Thebudget shall reveal the ministries being performed to aplisimthe purpose of the church.
3. The procedures of budgeting shallfiMinistry-Action Budgeting.
4. All budget requests shall be made in writing; and the leader from each church ministry or feeomma
before the budget section and serve as spokespersiieir ministry, team, or group.
5. Inthe event alterations anecessarythe chairperson shall be consulted as to changes that are to be made.
6. Each ministry requesting budget funds shall hexeamined its goals for the year and ministries to be
perfomed, including the cost of each.
7. A procedure for establishing priorities for the budgeting areas shall be developed so that top priorities
may be considered first by the budget section.
a. Essentiahreas of work shall be considered first;
b. Second, those aae that are important;
c. Finally, additional ministries if funds are available.
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d. No consideration shall be given to items that fail to relate to the basic purpose of the church.
8. Work with the churctstewardship team and recommend the budget features famrinal stewardship
calendar.

Present and Promote the Budget

1

2)

3)

4)

When the proposed budget is completed, the budget section shefitgresproposed church budgethe

church stewardship team fibreir review and input.

When the budget is approved by therchustewardship team, the stewardsfipirpersorshall present the
proposed budget to the church, and it shall be the responsibility of the budget section to be prepared to
discuss and answenyquestions concerning the proposed budget.

The church stewdshipchairpersommay use any of several methods for presenting the budget for
consideration by the church. It is important that the church membership understand the budget and how it
shall helpthe church accomplish its purpose.

a) Audiovisual budget prestation

i) Video
i) PowerPaint

b) Panel presentation by the church stewardshgrpersorand members of the budget section.

c) Congregational discussion. Plan and announce to church members the datedting of the
congregation when each member shall be giveodpnity to listen to a presentation of the budget
and ask questions concerning it.

d) Mail the proposed budget, along with a letter of explanation, to each church family for study and
evaluationprior to consideration in a preannounced church service. i§prebably the least effective
method.)

Following the presentation of the budget to the church and prior to its adoption, the budget section is
responsible for promoting the proposed churatiget.

Adoption of the Budget by the Church

The proposed churdiudget shall be adopted by the church on adpségnated Sunday following the budget
presentation and promotiday at least a week

Administer the Budget

1)

2)

3)

4)

Review budget spending to assure thahay is spent according to the adopted budget.
a) Determine a spfic tine and attend regular meetings for budget review as necessary.

b) Review the monthly treasurerds report. As the report is reviewed,

Available funds shall bdetermined by monthly income. Check to see if budget altotsatire being
spent as dictated by the budget.

Make necessamecommendation® the church through the church stewardship telaarpersorwhen

unanticipated emergencies arise.

a) Instruct those Wwo originally made budget requests that revisions in thefiopoof the budget shall be
made in writing to the church stewardship team.

b) Assist in revising the budget when necessary.

Consider budget revisions when there are unanticipated emergencies, greater incexyetttarbr

inadequate budget support for otluministries.

a) Make budget revisions only when it shall strengthen the churchos
reasombly provide for the churchdéds ministries.

b) Make budget revisions in light of the determined purpose of the church.

c) Present budget rev@ms to the church in a similar manner as was the original approved budget.

Administer the purchase order system for budigeds.

a) Utilize a purchase order system for spending church income in order to avoid irresponsible spending and
to help assure thataney spent is in accordance with the adopted budget.

b) Review the purchase order system every six months to see if itkBng/properly.

c) [In larger churches] designate a staff member as purchasing agent to avoid unnecessary duplicate
purchases and to seglantity discounts.
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Evaluation

1) Evaluation shall be a continuing part of the work of this section and shall relates®pemn the process.

a) The primary purpose of evaluation is to help answer the question: Is the best possible job being done in
budgetplanning, developing, presenting, promoting, and administration, in light of developing
Christian stewards and helpingetbhurch understand and fulfill its purpose?

b) Evaluation may best be accomplished by asking certain questions related to the wisrgeitibin.

The following is a guide:
i) How effective was the work in planning the procedure for developing the budget?

i) Did we choose the best budget development approach for our church? Shall the same type of
process be used again next year or would anaftygoach worknore effectively?

iii) Was the procedure for requesting budget funds effective?

iv) Were allthe groups and minisasable to follow the request proceddeoe budget fundsvithout
unnecessary difficulty?

v) Did they do so effectively? If not, what cha done to assure this in the future?

c) Was the process for determining priorities satisfactory? If not, what changeeshzdide in the
future?

2) Was the budget developed according to the chosen plan?

a) What were the strong points?

b) What weak points shall berehgthened next year?

3) Were the methods of presenting and promoting the budget effective?

a) What were the strongoints? Shall these be repeated next year?

b) What were the weak points? What can be done to strengthen these or shall they be replaced with other
adivities?

4) Is the plan for administering the budget working effectively?

a) If not, what areas need attention? &/ban be done to strengthen these areas?

b) As evaluation is done throughout the year, keep records of decisions related to the av&lasaiiv
these from time to timto determine the best ways to make the plans work more effectively.

The Accounting Section

The objective of the accounting section is to develop an understanding of and commitment to the biblical concepts
of individual and corporatstewardship. The section shall take steps to insure that sound procedures are instituted
for collecting, couting, safeguarding and disbursing funds.
1 The church procedure for handling funds is clear and precise.
1 The procedure includes seven basic aregiving, counting, depositing, disbursing, recording,
reporting, and auditing.
i Persons and teams involvedlude the church treasurer, the counting tehairpersonthe Sunday
School general secretary, the financial secretary (avoting member) anthe auditing team
chairperson

Responsibilities of the accounting section:
1) Reviewing the church financial repeystem and recommending any needed revisions to the church
stewardship team.
2) Evaluating periodically the church financial record system amshteending changes to the church
stewardship team.
3) Drafting and recommending financial policies regarding aecting.
The Estate Section

For suggestions, contact The Baptist Foundation of Alabama.

The Capital Fundraising Section
For suggestions, contact $@rdship at the State Board of Missions.
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Church Financi al Procedur e

Receiving
Sunday School gifts
1) Classsecretary
a) Do NOT count offering.
b) INSIDE the classroom, place offering in larger envelope.
c) Seal envelope and deliver it to Sunday Schieplartmenseaetary.
2) Department secretadelivers sealed class envelope to general Sunday Ssdwelary.
3) General Sunday School secretplgces sealed class envelopes in one large envelope and seals.
4) Counting Team
a)yTwo members go t o gen e roffidean8 piak dpsgaledSeeidpe. o | secretaryos
b) Place the Sunday School offering at the front of the sanctuary in the pulpit or where the worship
service offering is normally placed. (The Sunday School offering shall not be counted during Sunday
School or church seices).

Worship servicenoney
1) Gifts shall remain in the offering plates in the sanctuary until the end of the worship service.
2) At least two members of the counting team shall be seated near the front of the sanctuary during the worship
service. They shallipk up the offering immediately following the worship service, place it in a locking
bankbag, and take it to the bank andglibin the night deposit box.

Moneyreceivedat other times

1) Gifts received in the church office during the week or special afiffgarend shall be noted as to source
and designation and then deposited by the financial secretary the day they ard.receive

2) The deposit slip shall be coheped in duplicate and a copy given to the treasurer.

3) Information regarding the individual makjrthe gift shall be given to the financial secretary or the person
responsible for recording gifts.

4) Designatedrestricted gifs to a specific cause(s) shall be deposited, a duplicate deposit slip given to the
treasurer along with the information regardgify designation.

5) Income received from wills and trusts shall be handled by the accounting section, reported to the church
stewardshipchairpersonwho in turn shall report to the church and seek instruction as to the disposition of
the funds.

Depositing
1) Immediately following the service, the money shall be taken to the bank amed piethe night depository.
At least two membrs of the counting team shall make the deposit.
2) This same procedure shall be affected for the evening services.
3) NEVER take the oféring receipts home or leave them unattended in a safe at the church.

Counting
1) The counting team shall count the Sunday aifgat the bank on Monday morning.
2) Counting money:
a) Separate loose offering from the envelopes.
b) Count the loose offering and recdhe amount.
c) Separate budget offering envelopes from any special offering envelopes.
d) Open each envelope and remove the money.
e) Verify the amount enclosed with the amount recorded on the face of the envelope.
i) Shall there be any discrepancy or shall the figunat be legible, have a second person verify this
and record the amount with red on the right hand upper corner of the envelope.
ii) Both persons shall initial this.
iii) The financial secretary shall notify théfected parties.
f) Add the amounts from budget afieg envelopes and record the total, using the corrected amount
where applicable.
g) Add the amounts from special offering envelopes and record the total.
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h) Checks that are received which are not enclosed ielepes shall have an envelope prepared for
them. This shall assure théte amountis credited to the individual record.

i) Separate the cash from the checks so that a deposit slip can be made.

j) After counting the money, make deposit slips in duplicate andsitethe money.

k) The duplicate deposit slip shak lgiven to the treasurer

3) Envelope arrangement
a) Arrange offering envelopes in numerical order. Miié arrange church families together.
b) If numbered envelope packages are not used, arrange envelopestaphyalby families.
c) Arrange all special offeringnvelopes and miscellaneous offering receipts alphabetically.

Disbursing

1) All organizations, teams, staff or individuals shall abide by the financial policies and procedures of the
church.

2) All budgetedexpenditures shall be approved by the appropriafé rseember.

a) Pastoral staff members (pastor and other ministers) can approve budget expenditures of $1,000.00 or
less without prior approval from the stewardship council by completing a purchase order.

b) The individual wishing to make an expenditure shallmiilthe request to the appropriate organization
or team, who shall submit the request to the appropriate pastoral staff member who shall approve the
request by completing a purchase order.

c) The purchase sHdle made by the pastoral staff member or a dasgghindividual.

d) The pastoral staff member shall give a copy of the purchase order to the financial secretary indicating
the purchase has been authorized.

3) All budgetedexpenditures over $1,000.00 must have stewardship council approval before the exgisnditu
made. Exceptions to this policy are utilities, debt retirement, literature, Cooperative Program, payroll checks,
and breakdown in mechanical equipment (or singfaergencies).

a) The ministry,committee team, or individual wishing to make an expenditshall submit his request
to the appropriate pastoral staff member.

b) The pastoral staff member shall review the request before submitting the purchase order to the
stewardship council for approval.

c) After approval by the stewardshipuncil,the expenditur shall be made.

4) The stewardship council shall make decisions and/or recommendations concerningoaliigen
expenditures as necessary to the church.

a) The organizationteam, or individual wishing to make an expenditure shall submit the request to the
appopriate pastoral staff member.

b) The pastoral staff member shall review the request and submit a written proposal along with a purchase
order to the stewardship council.

¢) The stewardship council shall make a decision concerning the request and if appbovietheu
request to the church.

d) After approval by the church, the expenditure shall be made.

e) The church shall have final authority concerning-badgeted expenditures.

5) The church shall be responsible only for authorized expenditures (Authorized exmsnaituthose
approved by the designated pastoral staff member and/or the stewardship council and/or the church

6) The church shall have an annual audit.

7) No purchases shide made or checks issued without a proper check request or a purchase order.

8) The auhority for disbursements comes from the budget as adopted by the church and/or from expenditures
approved by the church according to church policy.

9) Checks shall be cagied by any two of the following: treasurer, the church stewardshipdieginperson
or the financial secretary.

10) In the event that monthly receipts are insufficient to meet budget requirements
a) An emergency decision for distribution of funds shall be nimdine budget section of the church
stewardship team
b) A report of such decisions shall bede to the church by the church stewardship E@aitperson
and priorities shall be established.
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Recording
1) The church treasurer is responsible for supervisingett@rding of all receipts and disbursements of church
funds.
2) The church financial secretgis responsible for recording individual gifts of church members. The purpose
of the record is twofold:
a) That the church may have a record of the givingtioyrch members
b) That the church members may have a record of their contributions.
c) In the event thelwrch is without a financial secretary, this duty shall fall under the responsibility of
the church treasurer or some other designated person in the church.
Reporting
1) The church treasurer shall be responsible to make a regular monthly report of thalfir@rdition of the
church to the church stewardship council.
2) The church stewardship tearhairpersorshall be responsible for making a report of the finanmonditions
of the church at the monthly business meeting and for distributing copies of tieel peiport.
3) The financial secretary shall be responsible for seeingjtiaterly andannual giving records are mailed to
all church members.
Auditing
1) The aiditing team shall have an official audit of receipts, disbursements, and accounting recorgsrasd re
on an annual basis.
2) The auditing team shéthrther study the insurance program of the church to determine if sufficient amounts
are being carried.
3) Theauditing team shall check to see if proper retirement plans are being carried for church skeffanem
4) The auditing team shall submit annually a list of members to be bonded.
5) The results of the church audit shall be submitted to the church stewardshightérpersorwho shall make
a proper report to the church.

Bonding

The following church membersall be bonded:

1) The church treasurer.

2) Members of the church counting team.

3) General Sunday School secretary.

4) Church financial secretary.

5) Church secretas

6) Anyadher church member who handles a significant amount of the churchos
7) This list shall beevisedat leastannually by the auditing team.

Audit Tea’ Policy

The auditeam (or committed} elected annually by the church and is composed of three or four members who
are not connected with the receipt or disbursement of funds. It is the duiytebtin (or committeep secure a
professional auditor (accountant or bookkeeper) to audfirthrecial records of the church annually or as
instructed by the church.

The wordfiaudibi s a positive word. An audi trttleefchuahtedswrerchés financi al records c
and prevent controversy. An audit also protects a church. Occasienpdlysons elected as treasurer who is not
qualified for the position. Perhaps more important is that an audit can protect the church from inadequate or the
wrong kind of record keeping.

If the church chooses not to have a professional audit of itscfalarcords, a reasonably good audit can be
conducted by the auditam (or committee)

SANritten by Ron Byrd, CPA, Mainesville, Ohio; Reviewed and expanded by Ray L. Clinebelle. Jr., CPA, Raleigh, North Carolina
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Auditing financial records is a relatively simple task when the aedih (or committeedllows adequate time
for the work. If, however, significant problems areritiéed, the services of a professional auditor should be
sought.

Responsibilities of the church auditing team (or committee)
When the auditeam (or committeegudits the financial records, the following procedures can be used.

Preparation Procedures

Collect the appropriate records:
Bank account statements, deposit slips, all canceled checks, and any voided checks.
Savings account records (if the church has angawaccount).
The countingeam (or committea)ecord book where details of deposits are kétit the breakdown of

1)
2)
3)

designated and undesignated receipts.
Treasurer6s monthly
Treasurer@s | og or

Churchés checkbook.
Copy of church budget for period of audit.
Payroll records.

fi

nanci al statements

|l edg
Paid bills with documentation or authorization for all disbursements.

detaildi

Copies of church approved policies for finances (travel reimbursements, vacation pay for staff, etc.).

Auditing Procedures
Theteam (or committeedhould meet at a time when each member can besagention to details.
Receipts

1)

2)
3)

Disbursements

Check to insure that each check is written for ailegite church expense and that a bill threo
authorization is available for the exact amount of the check as written.
Any payment to the treasurer or his family should be signed by an authorized signer other than the treasurer
Disbursements from checking savings accounts should be verifieddocuracy. Funds withdrawn from

savings should be verified as having been deposited in the checking account.
As a general rule, any document (either receipt or disbursement) that has an erasure or changeldoted sho

1)

2)
3)

4)

5)

6)
7

8)

be reviewed very carefully.

the entries

Eachcheck n t he treasurerds checkbook

voided.

a) (Review the following example for possible problems.)
i) The monthly bill for electricity is $100.

ii) Canceled chek #101 found in bank statement is writterelectric company for $100.

iii) Entry for check #101 in checkbook is found to be for $200.
iv) Treasurerds monthly statement
v) Check stub #102 in checkbook is marked void
vi) Check #102 founchibank statement cleared for $100 madeapbg/to cash or some other payee.
b) (Many variations in the above are possible. Misappropriation of funds is suggested.)
Obtain reasonable evidence that expenses have been approved. If the budget serves agauitrorizat
expenses, the audit team (or cortted) should compare the expenses with the budget.
Review of salary and wage allocations might include an examination of program reports, job descriptions,

and employee time or activity reports.

in the

mar ked

shows

Compare all receipt records for accuracy and consistency. Cotesimg(or committeelecord book entries

should be the same #® deposit slips and entries on the bank statement. Receipt records and bank statement
should also agree with
If differences are found ithe above procedure, account for suchedéhces and the funds involved.

For proper accounting, all money received must have been deposited in the checking account before being
disbursed.

treasur

ng di sbursement tran

er6s checkbook and

void should be

el ectric

Determine whetheruriget categories are consistent with thafséae preceding year or, if not, that the

changes are adequately noted.
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9) An inventory should be made of equipment and building assets.
10) Obtain copies obank account reconciliations and see that they agree wierdetcounts.
11) Confirm bank balance diregtlvith the bank including, but not limited to, checking accounts, savings
accounts, and loan accounts.

Restricted Funds (special offerings, etc.)

1) Review the receipts and disbursements for special fund and Sfgesathrough offerings (Lottie Moon
Christmas Offering, Annie Armstrong Easter Offering, etc.).

2) Review restricted funds to determine that amounts received and disbursed are propedy @amnling
to donor instructions (memorial funds, trust funds. etc.).

The church audieam (or committeehould report all findings to the church stewardgkgm (or committee)
whose chairperson will then report to the church. If a church does reatstewardshifgam (or committegthe
auditteam (or committeedhairperson will report directly to the atut.

Other suggested procedures
To make auditing as easy as possible and to insure proper handling of church funds, evaluate the way church
fundsare currently being handled.
1) Everyone handling church funds should be bonded:
a) The church treasurer
b) Members othe church countingeam (or committee)
¢) The general Sunday School secretary
d) The church financial secretary
e) The church secretary
f) Any other membera/ho handle any church money.

2) The church audieam (or committeeghould review this list annually.

Benewvnoclee Mi ni stry Policy

Objective: To provide a guideline for the disbursement of donated funds.

The main focus of this ministry area is to assist fens and nomembers with financial assistance during a
crisis. The benevolence fund will be the designatezbant that will be used to provide financial aid for members
and other individuals in the community served by the chdrcl.need for financialssistance could be the result
of such things as a fire, flood, accident, iliness, loss of job, etc.

Contributions made directly by a donor to needy individuals are nedeductible. To qualify for a charitable
deduction, contributions must be made tdnarch or a qualified charity.

It is the substance and not the form of a transaction that is contdolRg.]1 f t he donor és i n
contribution to the church, the contribution is generallyde d uct i bl e . | f fteheBtthd onor O
designated individual, the donor is using the church as an intermediary to obtain tax deduction-for a non
deductible gift.

Appeals for contributions to this fund will be made as needed (approved by the associate pastor and the
stewardship teango there will always be funds available in an emergeHog.associate pastor will be
responsible for the administrati of these funds.

Criteria
1) Individuals shall meet with one of the ministers or an appointed staff member prior to the receipt of
assistace.
2) Proof of need must be presented and provla.minister or the appointed staff member will complete the
evaluatian.
3) Members will receive preference in assistance.
4) Non-members are able to receive assistance ____times in a calendar year.

5) Proof of othelagencies and resources consulted is required before assistance can be given.
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Evaluation Procedure
1 Original bills mustbe presented.
1 Name, address and phone number must accompany original dated bill and be presented.
1 Confirmation of unpaid bill must be sght.

Funding Availability
1) Each request requires individual evaluatibhe use of other agencies for collaborationigily
encouraged.
2) If the need is greater than the available funding, the request must be deferred to a potential later date.
Communicatio with companies may allow partial payments.
3) Discouraging repeat assistance is important for the individual and ministr
4) The ministers may do special funding solicitatidhis should only occur in extreme emergency situations.

Confidentiality of contributions policy

Contribution information is kept private and is under no circumstances to be distributed to members,
stewardship team, church leadership team, employees or ministerial staff. The only people who have access to
that information are the finansecretary (who enters the data into the computer) and the administrator.

Quarterly giving statements are providedhe tonor for tax and personal records. The stewardship team does
review giving records (reports) for trend analyses but the names weptivés have been replaced with numbers
(sequential not member/envelope numbers) by the financial secretary ptioe team seeing the reports.

Our belief, and practice, is that a personé6s giving is between that i

Confidentiality of salaries policy
Staff salaries are not published in the budget by individual but as a line item including allrstaéheation.

Only the personnel & stewardship teams see an individual 6s compensatio
Our bylaws charge the stewardship team with determining dollafalalegio the personnel tearithe

personnel team is chaidy@ith setting salaries (taking into accoant super vi sor 6s recommendati ons, of course).
A member may make a written request to the personnel team for an indi

adejuate reasons are presented.
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Legal Notices and Privacy Statement to Members of Baptist Church
Regarding Staff Salary Information

HOW YOU MAY USE SALARY INFORMATION: You may use this information for yourself only. You may share
or distribute any salary information with any nrarember of Baptist Church.

In no event shall any member, trustee or agent of Baptist Church be liable for any
damages whatsoever, including special, indirect, consgential or incidental damages or for loss of
privacy whether brought in contract or tort, arising out of or connected with any confidential
information or the use, reliance upon any material contained in this salary document.

Agreement
| agree to keep cdidential allsalary information in this document.
| agree to assume all liability for any damages whatsoever, including special, indirect, consequential of|

incidental damages or for loss of privacy whether brought in contract or tort, arising out of or connecteq
any confidential information or the eisreliance upon any material contained in this salary document.

Signed, Member Signed, Personnel Committee Chairpersori

Caution: This form is a sample.
It is NOT intended for use without the advice ofadtorney.

Controml sExpénses

1) The person who approves purchases should noamréipe checks for payment.

2) The person who prepares the checks should not be authorized to sign them.

3) The check signer should not be the person who approves invoicesyfoemt.

4) Two signatures. More than one signature should is required on checl&l@@0. One signature is generally
adequate on checks of a modest amount.

5) The business administrator approves purchases, and all check requests require the appretairoli the
treasurer before checks are written. However, if a church has no budget anitten procedures for
disbursing funds, requiring two signatures on all checks should help offset the missing controls.

6) Limited signers. Access to the church checkiogpant is limited to 5 individuals.

7) Pastors and ministers shall not be authorteegign checks.

8) No blank checks. Checks should never be signed in advance of filling in the amount of the check and the
payee. Use petty cash for minor cash expendituaagel expenditures that might require an immediate
disbursement are better handgdestablishing open accounts with vendors or charging items on a church
credit card. Otherwise, an expenditure should wait until an exact amount can be determined aedtddcum

9) No more than one account. One bank account is sufficient for the churehtsgraccounting system breaks
down various types of funds (for example, operating, building, and scholarship).

10) If the church has active trust or endowment funds, thasdsfahould be handled through a separate bank
account.

33Based on ideas from Dan Busby, CPA, a speakghor, and consultant with Capin Crouse LLP, with offices in Atlanta, Chicago,
Colorado Sgngs, Indianapolis, and Los Angel&@our Church May/June 1999, Vol. 45, No. 3, Page 60.
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Crediatrpdo!| i cy

1) Eachminister issued a credit card shall be subject to this policy.

2) The ministers eligible are pastor, minister of education, minister of music, youth ministethandl dr e n 6 s
minister.

3) Each minister will have a separate card number to simplify accounting.

4) The financial secretary shall receive the statement and provide a copy to the minister. The minister will NOT
receive the statement directly.

5) The church will pay tb card company only reasonable ministlated business expenses incurred by the
minister or emploge.

6) Subject to budget limitations, such expenses will include:

ayGasoline for use of wvehicl e ot hpersonalhechideis he mi ni sterds personal veh
reimbursed at the current IRS standard mileage rate).

b) Business travel away from home: trangption, lodging and meals on overnight trips.

c) Convention and conference expenses.

d) Educational expenses, if otherwise qualified as an itentigddction and within the limits of current
law.

e) Subscriptions, books and tapes, if related to ministry or emplalyme

f) Entertainment/hospitality expenses, if business connection requirement is met.

g) Purchases of supplies for church events.

7) The minister or eployee will account for each allowable expense in writing within 60 days.

8) Documentation will include the amouritne and place, business purpose and business relationship of each
expense. Aeceipt will accompany the documentatidPurchases without an@mpanying receipt will be
treated as neapproved use of the credit catldyou are requesting reimbursement floinistry related
purchases you made over the internet please provide more than just the order confirmation page that was
printed off the wekige. The preferred documentation is a copy of your credit card statement that shows the
charge but we willalsocac e pt a fAPai do receipt from the website that indicates you
through MasterCard, Visa, American Express, etc.

9) Use for ay reason other than reasonable minisatated business expenses is NOT allowed. Failure to
follow this policy wil result in disciplinary action:

a) First offensé Reimburse church and receive a verbal warning from supervisor or in the case of the
pastor, tle deacorchairperson

b) Second offense Reimburse church, forfeit credit card for one month and receive a writteingar
from supervisor or in the case of the pastor, the deeltainperson

c¢) Third offens® Reimburse church, forfeit credit card indefinitelydareceive a termination hearing
from supervisor or in the case of the pastor, the decttainpersorand personnekam.

d) Any offense with apparent intent to abuisecreditcard, hide the misuse of tkeeditcard or criminal
and/or unethical use of thard. Reimburse church, forfeit credit card indefinitehe suspended
without payand receive a termination heagifrom supervisor or in the case of the pastor, the deacon
chairpersorand personnel tearburing the suspension health, life and disabilityurance coverage
will continue for up to 6 months or until the termination hearing, whichever comes first.

10) Use fa any deliberate misappropriation of funds will result in disciplinary adtiche form ofsuspension
without pay pendin@ termination heang from supervisor or in the case of the pastor, the deacon
chairpersorand personnel tearburing the suspensidmealth, life and disability insurance coverage will not
continue.

11) Under this accountable arrangement, the church will not report reimbumsechs as taxable income on
the minister ds <@rTheanmistér oryerapioyes shéulw nainrepdrt krirsed amounts as
income on Form 1040.
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Designated (restricted) Gifts Policy

SampleBaptistChurch is almost totally dependent on charitaloletributions by you and other members to
accomplish her mission:
Sample Baptisexists to experience, celebrasgnd share God's grace.
We affirm six main functions as the means of so doing: Chiigintered Worship, Biblical Instruction,
Prayer, World Exangelization, Nurturing Fellowship, and Caring Acts.

Since this is how we finance the work, with your contribigjome want to be very clear in explaining how we

receive contributions. AThere are manytochartabhleue and someti mes technical
contributions that are not well understood by most donors or church leaders. Unfamiliarity vatrutessan
|l ead to unfortunate consequences, including the disall owance of charit

There are six requirements that must be satisfied in order for your contribution to
Sample Baptist Church to be tax deductible. The gift must:

Be a gift of cash or other property (IRS §170)
a) Non-deductible items (Gifts you may not deduct from your income):
b) The value of services rendered
i) We are very grateful for your labor or services when you give them to Lord, but the IRS does not
allow us to gve you tax credit for such donations.
if) A plumberwho donates his time and materials may receive tax credit for materiaisdt for
the labor).
c) Value of property furnished
d) The church will give a letter describing the property (Example: A 1987 Oldsnt@tlass Calais was
given) but the church may nassign or include a value. It is your responsibility to have the item
appraised if you want to know the value.
e) Rentfree building space. The value of rdrge building space made available to a church damno
claimed as a charitable contribution. Tinsludes motels, meeting rooms, etc.

Be delivered before the close of the year

f) Charitable contributions must be claimed in the year in which they are delivered to the church.

g) Delivery date is:

h) The date it imctually received by the church (Paistting acheck does not hélplf the check is

delivered after the close of the year, it counts in the new year.
i) One exception is a check thanisiled to the church it is deductible in the year the check is

mailed (aad postmarked), even if it is received earlyhia next year. The postmark counts as
delivery date (we will keep the envelope).

Have no conditions on payment
i) If your offering is accepted as designated (restricted), it is accepted under a trust ages@nent,
cannot be converted to other uses withautrywritten permission.

Have no personal benefit to you, the contributor

j) Items that cannot be counted as contributions:
i)—Trip payment (exception: Mission portion of a mission)trip

i) Purchases such as Cbspks, etc.
iii)y Meals
k) The donation must be made to or for the use of the church or a fund designtitechurch
i) Direct contributions to church staff members, missionaries, or anyintheidual, are not
tax-deductible, even if they are used for religious or charitable purposes.

ii) The gift cannot be given with a guarantee of who gets it. To guarantee a recipient, you give up
deduction.
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ii) If you receive a benefit. Contributions generally deeluctible only tdhe extent they exceed
the value of any premium or benefit received by you in return for the contribution.

Not be in excess of the amounts allowed by law
1) There are limits on the amount of a contribution that can be deducted.
m) In some caes, contributionshait exceed these limits can fimarried oved and claimed in future
years.

Be substantiated
n) The church will send the appropriate substantightmvided you supply us with the needed
information
0) The method will vary according to thgpe of gift and théRS applicable rules.

Designated (restricted) Gifts (Including Memorials)

fiDesignated contributionsre those that are madeSample Baptis€hurch with the stipulation that they
be used for a specified purpose. In accourtnais,these are sometimealied restricted.

To be tax deductible, church must have the right to direct the money to where it is most
needed.
The church exercises full administrative control over the donated funds to ensure that they are being spent
in furtherane of the church's empt purposes.

Designated (restricted) gifts may be received only into funds approved by Sample
Baptist Church in advance of the time the gift is given.
Examples of special offerings that are approved by the Church are as followsMadth, Annie
Armstrong, Kathleen Mallory, Building Fund, Benevolent, and Revival Love Offerings

If the purpose is an approved project or program of the church, the designation will not
affect the deductibility of the contribution.
a) If a donor stipulates #t a contribuibn be spent on a designated individual, no deduction is allowed
b) Contributions to a church or missions agency that specify a particular missionary may be tax
deductible if the church or missions agency exercises full administrative and taog@amtrol ver
the contributions and ensures that they are spduttirerance of the mission 8ample Baptist
Church.

Memorials
1) The curch will receive memorial gifts.
2) You may give memorial gifts to the general fund or you neayiest thelesignaibn of memorial gifts to a
specific area ofhurch work. Thechurch reserves the right to disperse the money in another manner if and
when by decision of thenhurch,the gift no longer serves its purpose or the original purpose is no longer
desired by thehurch.
3) All funds received by thehurch in memory of another person will be acknowledged bghthech to the
donor and the family of the person for whom the gift is given.
4 A copy of the acknowledgment wil!/ be kept as part of the churchodés pe

Substantiation
1) We will provide proper substantiation for your contributions. Substantiation rules apply to:
a) Individual contributions of cash or property of $250 or more.
b) AQuid pro quo contributions in excess of $75.
¢) In addition, special substantiation prdaees apply to your contributions of n@ash property valued
by you at $500 or more.
i) You may be required to file an IRS form 8283
ii)  If the value is more than $5,000, then you must obtain a qualified appraisal of the property
iii) In some cases, weS&mpleBapiist Church), when receiving a donation of non cash property
valued by you, the donor, at more than $5,000 must submit an information return (IRS Form 8282)
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Scholarship fund

1) Sample Baptist Church has a scholarship fund administered by the scholarship committee.

2) Applications are accepted March 1 for the following fall term.

3) Amounts will be awarded based on niegthe criteria established by the church. The scholarship materials
provide the application and criteria.

4) A donor normally may not make a deductible contribution to a scholarship fund fromavzictily member
(grandchild, child, sibling, spouse, parengeoandparent) will benefit.

Suggested steps in administering a designated (or restricted) fund:

1) When a designated fundestablishedif must be controlled and administered by the church. @eeteive
any monies until the church has established thd.fBecause, to be a deductible contribution the fund
establishment must paate any contributions.
2) Determine the purpose of the fund.
a) Why is this designated (restricted) fund needed?
b) How will it further the church's mission?
3) Write a governing policy.
a) How and under what conditions will the funds be disbursed?
b) If persons are involved, what are the requirements for each recipient, (how much can they receive, what
are the disbursement proceduaesl what are the accounting requirements)?
c) How will monies beaeceived for the fund?
d) What are reporting requirements to the church?
e) It's always good to determine in advance how any monies left in the account will be spent once the
purpose of the desigret (restricted) fund is complete.
4) Establish a procedure forsliursement of the fund:
a) Designate a committee to control the fund disbursement based upon the fund policy and disbursement
procedure.
b) This makes all distributions from the fund subject to thkeestricted control and discretion of the
committee.
c) Then conmunicate the policy and procedures to all prospective donors.
5) Establish accountability procedures require reports from recipients as appropriate.
a) Take periodic expenditure reports to the church and give proper substantiation to the contributors.
b) An auditprocedure should be established in the event of an IRS request for information about the church's
designated (restricted) fund policy and procedur
6) Keep a confidential list of contributors. It is important to keep a list of contributors and the amoutheif
contribution, because the church probably will want to close the designated (restricted) account after it has
met its purpose and the funthy still have monies left.
7) Leftover moneylt is always best to determine in advance how any money left ecttwint will be spent
once the purpose of the designated (restricted) fund is complete.

Designated (or restricted) fund management

AfDesi gesteidctf{ed) contributionsdo are those that are
for a speified purpose. If the purpose is an approved project or program of the church, the designation will not
affect the deductibility of the contridon. Contributions designated (restricted) to a group or organization within
the church (i.e. Sunday schooss) for the class' exclusive use and under its total control is not a deductible
contribution to the church. (The class is not a 501(c) (3) argon.) The church cannot add this designated
(restricted) contribution to a member's giving record bectngsehurch does not have any control over the
contribution.

If a donor stipulates a contribution be spent on a designated individual, no deduatiowed unless the
church exercises full administrative control over the donated funds to ensure thejngrspent in furtherance of
the church's tax exempt purposes.
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Members cannot deduct contributiatesignated fopastor or staff that can be spas the staff wishes unless
the amount is added to the pastor or &aff-2 Form as income.

ThelRSlooks & the substance and not the form of a transaction as the controlling factor. Did the donor intend
to make a contribution to the church or did domor only intend to benefit the designated individual by using the
church to obtain a tax deduction on anesttise nordeductible gift?

| Nt eAmaTaam

A. Team (or committee) Make-up

TheInternal Audit teanwill be made up of the following individus:

1) Senior Pastor, eafficio member with voting rights

2) Church Business Administrator,-efficio, nor-voting member.

3) Representative from the Board of Directors

4) Two members at large, with accounting, business and finance background.

B. Weekly Duties

1) Receves copy of all original offering reports.

2) Receives corrected copies of offering reports

3) Test the correctness these reports on a periodic basis and review corrected reports on a weekly basis.

C. Periodic Duties

1) Review cash handling procedures anddmeiliar with church accounting policies and procedures.

2) Determine that computer records are adequately safegfhard

3) Determine that important records on the church computer are backed up re@aylyecords should be
backed upA hard copy should algee on file.

4) Determine that payroll documents are complete, accurate, backed up on disk and a hard copy is on fil

5) Insure that safeguards for assets are in place.

6) Insure that valuables are properly protected.

7) Set controls for egress/ingref®termine ifchurch offices are locked when not in use dride computers
are locked or password protection is properlydubesure that passwords are changed at least every 30 days.

8) Insure that keys are properly controlled

9) Insure that contribution reports are pedy maintained

10) Assure the accuracy of accounting information

11) Review internal controls.

12) Conduct a surprise audif petty cash fund annually

13) Review errors and insure training for ushers and accounting staff as appropriate.

14) Insure that accounting recorde aafeguarded and backed up

15) Insure that proper accounting procedures are in place

16) Insure that the inventory of cerities valuables, equipment and othergash assets are maintained.

17) Insure that ushers training and financial staff training is sufficient

18) Review insurance coverage at least annuklgke recommendations for changes as necessary.

19) Monitors the performace of the Church Business Administra®end a report on performance to the Senior
Pastor at least annually.

20) Review church stewardship progra and make recommendations for changes.

21) Review records retention at least on an annual basis.

22) Insure that a listf all assets is maintained and updated as necesssulye that a back uppy of the
inventory list is kept off site

D. Monthly Duties

1) Review offering counters reports, corrections, and balance to bank statement on a test basis.

2) Testindividualfunde ach mont h, Yout h, SiTegatkastoneWoshth manth., Menod s,

3) Review monthly expense reports with the Church Business Administrator prior to presentation to the Church
Leadership Team.

4) Compare expense account totals to budgeted asimoking for any large unusual budget variances.
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5) Test accounts payabtiata.
a) Insure documentation is on hand.
b) Verify accuracy of invoices.
c) Make sure all invoices are properly approved.
d) Verify any past due invoices and determine why theye notpaid.
e) Insure that any outstanding invoices not paid in the current month aneléacbn théUnpaid Accounts
Payable From Previous Moritheport given to the Church Leadership Team.
f) Insure that charges are going to the correct department and expense code.
6) Review Ine item periodicallyTest 25 line items each month.
7) Insurebankrecani | i ati onds are done monthly.

E. Quarterly

1) Review numerical sequence of checks issued.

2) Review check disbursements by tracing the item as recorded in the disbursements registeer{zedpu
checking account), to the canceled checks agreeing dates, appay®e, signature and endorsement.

3) Send out quarterly contribution reports

4) Answers periodic question from contributors

5) Receive feedback from quarterly contribution reports

6) Periodicaly review payroll taxes, Forms 941 and Forms 8109.

F. Year-End Review

1) Obtain YeafEnd Financial Report
2) Compare beginning balances per current report to ending balances on premd@anual report.
3) Check clerical accuracy of the yeamd financial repat.
4) Compare ending cash balances for each fund to:
a) Bank Statement reconciliation
b) Ending balance per check register or savings account.
¢) Identify outstanding checks and trace subsequent clearing of those checks and deposits in transit for
previousyear.
5) Prepare a written report of the Internal Audiéam (or committeep be included in the annual report to the
congregation.
6) Oversee preparation of annWli2sand 10996 s
7) Make sure the annul audit is completed.

Overtime Policy

1) No nonexempt employewill work more than 40 hours in any workweek unless the Pastor, the Business
Administrator or the Chairperson of the personnel committee approves it in writing. Wheiexenaqpt
employee works more than 40 hours in any week, they must be paid at amedralf imes their regular
rate. Funds must be available for overtime before approval will be given. Working overtime without
permission will result in a termination hearing.

2) Voluntary overtime will not be acceptable. The Pastor, the Business AdministraheChairperson of the
personnel committee must approve all overtime in writi§gecify this in your written policy manual and
place it in the employee's hands at the time of employment]

3) When an employee is needed to work additional time on aey giay oon the weekend, time shall be given
off at other times during that particular week. If an employee needs to work late on Friday or Saturday, this
should be anticipated and time should be given off in the earlier part of that week.

4) The pay periodhall begn on Wednesday and end on Tuesday. This is to provide greater flexibility in
allowing longer hours on Sunday, Wednesday and Friday (time off can be given on other days than Friday).

5) Work away from the church building involving a nerempt emplgee shoulde eliminated if possible. If
working away from the church building is absolutely necessary, then it must be approved in writing by the
Pastor, the Business Administrator or the Chairperson of the personnel committee.

6) If it is necessary for a meexempt enployee to work away from the building, credit will be given for travel
time and hours for wbh actual work is performed.

96



7

The attached form, Weekly Attendance Record, will be completed each week by #neengot employee,

signed, approved, argiven to he financial secretary each Wednesday (or Monday) morning. This form is
required to fulfill the requirement previously listed, 'must maintain adequate records documenting all hours
wor ked and |l eave time. 0 |t nmustletgned eachoveakp| et ed each

8) When employing new people, a writtEmployment Agreementll be prepared by the personnel
committee.

9) The financial secretary will maintain a record of all wages received by each employee. This will includ
worked, paycomputation, ceck numbers, and a record of each check as it clears the bank.

Reimbursement policy

In accordance with IRS regulations 1. 4B62and 1.274(e), the Baptist Church hereby establishes a
reimbursement policy for all ministers and employeédh e followirg terms and conditions:
1) The church will reimburse only reasonable ministlated business expenses incurred by a minister or
employee. Subject to budget limitations, such expenses will include:
a) Business use of automobile, up to the curtB$ standardhileage rate;
b) Business travel away from home: transportation, lodging and meals on overnight trips,
c) Convention and conference expenses;

e time

d) Educational expenses, if otherwise qualified as an itemized deduction and within the limits of carrent la

e) Subscriptios, books and tapes, if related to ministry or employment;
f) Entertainment/hospitality expenses, if business connection requirement is met.
2) The minister or employee will account for each allowable expense in writing at least every 60 days.

Documentation willinclude the amount, time and place, business purpose and business relationship of each

expense. A receipt will accompany the documentation.

If you are requesting reimbursement for ministry related purchases you made over the internptqlieiese
more han just the order confirmation page that was printed off the website. The preferred documentation is a

copy of your credit card statement that shows
website that indicates younghase was copteted through MasterCard, Visa, American Express, etc.
3) The minister or employee will return advances that exceed actual business expenses within 120 days
4) Under this accountabkrrangementhe church will not report reimbursed amounts as taxable incontiee
mi ni ster ds or -z Thpmmioisfeeoe employEecsihonid nNdt report reimbursed amounts as
income on Form 1040.

FYI
Examples of taxable nemccountabl@rrangements and included on the2w

1) The church pays a monthfigar allowancéto theminister or staff member, without requiring any accounting or substantiation.

2) The church reimburses business expenses without requiring adequate written substaaiatiamt date, place, and business
purpose of each expense.

3) The church only reimbursebusiness expenses once each year. Business expenses must be accounted féreaithimable time,
generally 60 days or less.

4) The church provides the minister orfétaith travel advances and requires no accounting for the use of these funds.

Salaryrestructuring and salary reduction arrangements will be discovered and questioned even more by auditing agents.

Also, employees cannot claim a deduction for businessergdor which they did not seek reimbursement. If the employee voluntar

chooses nioto seek reimbursement for an expense from an employer, when the employer has an accountable expense reimburse

then the expense is not deductible, the presiomx that the expense was rioecessary”

Also, if any expenses reimbursed untlés arrangement are not substantiated, or are an excess reimbursement that is not returned
reasonable period of time by an employee, the church cannot trexptivreses as reimbursed under an accountable plan. Instead, the

expenses are treatesl jgaid under a neaccountable plan.
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Spending Policies:

5)

6)
7

8)

Limited terms for treasurers. The term of the treasurer is limited to three years.

Annual review of check signerOnce a year, the church should adopt a resolution authorizing check signers.

A berevolence fund. Contributions made directly by a donor to needy individuals are-detizotible. To

qualify for a charitable deduction, contributions must be made to a church or a qualified charity.

Your church would be wise to establish critenaihdividuals who may receive assistance. It should also

adopt policies on how benevolence funds should be disbursed. Admaaled benevolence fund is an

excellent way to handle gifts for needy individuals.

A housing allowance. The stewardship teamdgnmittee) shall establish a housing allowance for every

minister. Ministers who live in parsonages should have a housing allowance, too, even though that will be a

more modest amount than what is provided for a pastor who provides his/her own housing.

An expensereimbursement plan.

Guidelines for travel.

a) Actual travel expenses shall be reimbursed (rather thandigrarmethod).

b) The church will reimburse a staffer for the use of a personal vehicle, at the IRS rate per mile.

c) Type of transportationthe curch will pay for air travel under circumstances rehgmecost analysis
warrant.

d Family travel. Expenses wil|l be rei mbursed for a
him/her on church business as long as they travel in the same a&fdskay in the same motel room.

How to Pay Bills

a) Most bills can be paid once a month.

b) Payments should be based on original invoices and supporting documentation, however. If payment is
based on copies of original documentation, it can be easy to psgrttedem twice.

¢) Invoices should be checked for accuracy before being paid.

d) Payments should not be made from meenid statements. Typically, such statements do not include the
details of products or services provided and are not an adequate baaigriernp

e) When each check is written, the supporting document should be markegaidas well as the date
and check number.

f) If someone other than the treasurer prepares the checks, the treasurer should review supporting documents
before signing the atks.

g) The supporting material should then be filed in a félid file alphabetized according to payee.

h) Checks should never be written payable to cash because it is essential tmkrfowds are used.

i) Itis acceptable to issue checks to petty castvelver, when replenishing that fund.

How to Approve Expenditures:

1.
2.
3.

The approval process for expenditures

The approval of a departmental representative is required before an expense is paid.

Documentation oéxpensesEvery check should have some sort of writdocument to support it

An invoice,

Petty-cash voucher,

Travelexpense report,

Payroll time shee

Written documentation may not be required in all cases, however. For example, a church may have a
policy that no documentation is required for traradhted expenses of $75 or less (other than airfare

or motels). This policy is reasonable and withindglines of the IRS. In other cases, there may be a
good reason why written documentation is not available. The treasurer should determine when the
lack o documentation is acceptable. For example, an honorarium may be requested for a visiting
speaker. Awritten check request indicating the date of the speaking engagement and the event would
normally be sufficient. Or, a pastor may have lost an invoica fomistry expense he or she paid out

of pocket. If the amount paid is within reason, a written exgilan of the item and why

documentation is missing should be adequate.
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The internal audit team musot be subject to control or influence by anyone who has responsibility for the
financial accountand records of the local church. There should not be even the appearance of a relationship that
may dilute the perception of the independence of the au#fibo example, the treasurer, her husband or cousin
should not conduct the audit. People who haadieof the church funds should not perform the audit. Neither
should the pastor.

You do not need to be a CPA to conduct an internal audit. Generallysanpeiqualified to perform a local
church audit if he/she has some experience with accountingpeisicbookkeeping, office management or
accounting courses. Individuals must have the time to devote, have the initiative to follow through. They will
haveto contract asking banks and donors for information verifying financial data. They will need teeteoting
reports identified later in this booklet. Sometimes a small church will agree with another small church in the same
area to have the treasurereafch audit the other. Often churches have accounting professionals in their
congregations who may belling to perform the audit (as long as they are not serving the church in any financial
office).

If your church has annual receipts in excess of abd@,$80, you should consider an external audit.

Church funds generally fall into three categories:

2) 1) Undesignated or general fund

a) This fund contains no restricted (designated) funds and the church can use the fund as it desjres
to carry out the purposes of tle church. All unrestricted contributions, gifts and income should
be recorded in this fund.

i) Toqualiy as a charitable contribution, gifts must be made fto or fo
church must control the funds. If the giver intends for thetgiftenefit a specific individual
instead of supporting the ministry the church the gift is genanatigleductible

ii) In establishing a policy, the church should keep in mind that Internal Revenue Service |
Publication 526 says one cannot deduct contributmsgecific individuals even if they are
needy or worthy of the gift. This includes contributions tgualified organization like a church if
indicated that the contribution is for a specific person. The Internal Revenue Service, in
Publication 526, made statement under the heading of disaster relief about designated

(restricted) contributions toindii dual s stating, AYou may deduct contributions earnm
‘Earthquake Disaster Relief or for other disaster relief organizations...However you catuuot de
contributions earmarked for relief of a particular individual or

b) A word about church organizations, groups and classes collecting offerings
Contributions designated togaoup or organization within the church (i.e. Sunday school class) for
the class' exclusive use and under its total contrwtis deductible contribution to the church. (The
class is not a 501(c)(3) organization.) The church cannot add this designated (restricted) contribution to
a member's giving record because the chdo#s not have any control over the contribution.

3)-2) Designated, unrestricted fund3®*

a) Desgnated unrestricted contributions are those that are not solicited by the church, but are mpde to the
church with theequesf® by the donor that they be used for a spedifiarpose. If the purpose is an
approved project or program of the church, the designation will not affect the deductibility of the
contribution If the donation is not an approved project or program of thechhthe gift must be
treated as a gift to thgeneral fund in order to be deductible to the donor.
b) The churchmayhonor t he d o nsootieégallyboaerglbyetst , but
i) The do nmustbesmadeitdot for the use of a qualified organization.
ii) The durch may redirect the funds as desired.
iii) Membes cannot deduct contributions to the pastor or staff that can be spent as the staff|wishes
unl ess the amount i s adde2Fomasitcbhne. pastor or staff membersdé W

34 Keith Hamilton, "Designated Fund ManagemeifigkFax Up-Dates 2001,1.

%The donords gift must be made inordeotole deductible. A designatien camriot be allowedatd i f i ed or gani zati on
direct the gift to a destination chosen by the donor and still be deductible.
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iv) The Internal Revenue Service lookstat substance and not the form of a transaetiothe
controlling factor. Did the donor intend to make a contribution to the church or did the donor only
intend to benefit the designated individual by using the church to obtain a tax deduction on an
otherwise nondeductible gift?
c) If the church does nd intend to honor the request,it will be very wise to notify the donor before
the church deposits the gift.

4)-3) Designated, restricted fund®®

a) Designated restricted contributions are those that
i) Are made to a chuhcwith the stipulatiorby the churchthat theybe used for a specified pre
approved project or program of the church,
ii) Where the church announced the intent to limit the use of the funds, and
iii) The church overtly or tacitly implied that members should givae fund.
iv) If the purpose is an approved @dj or program of the church, the designation will not affect the
deductibility of the contribution
v) Since the church imposed the restriction before receiving the gift, these funds may only be spent
in the maner the church set forth.is imperative that the policy creating the fund specify the
use of any remainderafter the task is accomplishedr in the event the project is called off.
b) In essence, the church is agreeing to hold éségdated, restrictedifics in trust until the church
carriesoutth onor 6s obj ective.
¢) Restricted funds can hlemporarilyor permanently restricted

Wh a't the audi t wi || do

The audit should:
1) Independently verify the reports of the treasurer(s);
2) Follow the money and test howisttreated at different steps;
3) Document that dnated and earned funds of the congregation have been used as stipulated by the donors.
4) The auditor will evaluate:
a) Accounting controls (systems that reduce the possibility of loss or errors);
b) Separation of duties (more than one person is involved inatriieps in handling money to provide
checks and balances);
c) Fairness of systems and procedures in the light of all factors, including the size of the church and its
budget;
d) Adequacy of insurage coverage;
e) Systems for retaining and accessing meeting minh&éhave financial implications (i.e., Stewardship
Committee, Trustees, Deacons); and
f) Records that show donors' requests for the use of gifts made to the local church.

The documents to be examined:

1) Financial Secretary;

2) Church Treasurer;

3) Trustees Treasure

4) Cemetery Fund Treasurer (if any);

5) Church Foundation or Endowment funds;

6) All treasuries or bank accounts maintained by a group using the same tax identification number as the
church, includng, for example, church school, daycare and others.

7) Copies of dlchurch policies and procedures related to finance and copies of minutes approving those
policies.

8) Copies of all the minutes from the stewardship committee, the trustees and other aditiebive.

9) Listing of all bank and investment accounts, inahggdi

36 Keith Hamilton, "Designated Furidanagement, TaxFax Up-Dates 2001, 1.
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a) The person authorized to sign on each,
b) Any special use accounts under the control of and in the name of the church.
10) All financial statements for each month of the year, plus Decembkee @ffior year and January of the
subsequent year {aurteenmonthperiod).
11) Bank and investment account statements for the same period.
12) Bank reconciliations for that same period.
13) Original books of entry, which will be the general and subsidiary journals; for those books that are
computerized, a prirdut of all transactions by account for the entire year.
14) All paid invoices, payroll data and Files (including 941's, yerad W2's, 099's and transmittal forms),
income transmittals and deposit records for the fourteen month period.
15) The Financial Secretary'scords and other income records for the same period.

Confidentiality

The person(s) conducting the audit may obtain accesstidential information and must treat that information
accordingly. The auditor's work papers may contain confidential infasmaFhese work papers as well as all
financial records should be retained for at least seven years in a secure, limited access,etorage ar

Conducting the Audit

Preparation

After the books are closed for the year but before the audit begins, the abdiitit prepare confirmation forms
for banks, theéState Board of Missionghe local associatioinsurance companies and donors. Those
corfirmations are essential for providing the auditor with independent verificatibank account balances,
authorizedsignatures, monies sent to thate Board of Missionshe local associatioffior benevolence funds
special gifts, the coverage level@)d related premiums for all insurance policies and, on a test basis, donor
contributions.

Bank Confirmations
For eat bank and investment account, the auditor(s) request the balance as of December 31, and a list of the
person(s) authorized to sign ontthacountSee pagé06for astandard Form for obtaining this information.

State Board of Missions Confirmations

Theauditor(s) should send a lettertheStateBoard of Missions in care of accounting servimuesting
confirmationthe amounts received from the churchdtbrcausesThe request should specify a date by which the
informaion should be returned and a stamped, addressed return ersleopdbe enclosed.

Association Confirmations

Theauditor(s) should send a lettertheAs s o c i at i omequesting cordirmasonthee@amounts received
from the church foall causesThe request should specify a date by which the information should be retumthed
a stamped, addressed return enveiipmildbe enclosed.

Donation Confirmations
The auditor(s) should randomly sample about one percent of those who give. Not more tharderegiv be
sampled, but they should be selected randomly. The auditbogdsmake the selections. The treasurer or church
officer should not suggest the donors to check.

A sample letter is provided on pag@5to use in seking to cafirm the amounts received from the donor and
to identify the period for which the donation is recorded. Copies ofgm@dgiving statements provided by the
church to donors may be used to facilitate this process.

All of these confirmationsra essentialo the auditing process. Second requests may be required if
confirmations are not responded to in a timely fashion. The responses should be addressed directly to the auditor,
not to the auditor(s) in care of the church.

The Audit Begins

Auditing the Cash
The best place tstart is with looking at the cash.
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Every category of cash and all other invested funds must be audited at year end: bank and savings accounts,
CD's held in the name -#fie church, and any petty cash accounts held in theeaffitte church or elsewhere.

In order to proceedhe auditor(s) must have the list of all bank accounts and person(s) authorized to sign on
each, a copy of all the financial statements for each month being audited, and the bank account statements and
reconciliations for that same period.

Follow these steps

1)
2)
3)
4)

5)

6)

7

Review the bank confirmations to see that the ending balance as stated by the bank is the same figure used in
the December statement.

Check to see that the current authorized signers as listed bgrthere the same names listed in church
records. If the lists fail to match, inform the treasurer, who should investigate any differences.

Review all bank reconciliations to see that the beginning balance of one month is the same as the ending
balance othe previous month.

Note whether the book balance as listed on the bank reconciliation is the same balance presented on the
financial statements.

Pick a month and actually perform a bank reconciliation for each account using the original books of entry,
the financial secretary's records and any subsidiary journals. If you find a discrepancy between your
reconciliation of the month and the reconciliation by the treasurer(s), research the discrepancy to find an
explanation or an error.

The auditor(s) shoulthdependently count cash in all petty cash accounts. The count should agree with the
books.

Review expense types for their appropriate charging to program area or administrative accounts. Ascertain
suitableness and adherence to policies.

Income and Receipts

1)

2)

Determine if the deposits as listed by the financial secretary and the treasurer match those listed on the bank
statement.
Verify, on a test basis, the deposits for Sundays during the calendar year using the following procedures:

a) Test (a random sampleot to exceed 10 times; more if discrepancies are found) the counter's
documentation versus the Sunday receipt deposit slips and bank statements. Review original book of
entry for correct posting of Sunday deposits.

b) Using the donor confirmations obtainas outlined above, determine whether the amount paid as
reported by the donor is the same as recorded and received by the financial secretary. If there is a
difference, research for a timing difference, inaccurate recording or some other explanation.

c) Review the original books of entry to determine if other income has been recorded accurately (i.e.,
appropriate account, correct amount, unrestricted or designated vs. restricted, etc.). Trace the entries to
the financial statements.

Disbursements

1)

2)
3)
4)

5)
6)

Review the mmutes of:
a) The Stewardship Committee and other committee minutes, as appropriate, for actions concerning
disbursements.
b) Reconcile those actions with any actual payments made.
Test to ensure that all of the disbursements have been properly authorized.
Reviewthe original books of entry' and disbursements journal to ensure that all disbursements have been
recorded appropriately.

For the insurance premium disbursements, check to see whether the amount disbursed is the same as that
listed by the insurancsompany as premiums due.

Verify that income designated for special mission purposes has been distributed or allocated accordingly.

If there is a purchase order system, note whether the purchase orders have been authorized and approved by
the appropriatpersorfs) and matched against the actual disbursement or invoice.

Payroll and Tax Records

1

Reconcile all payroll with tax records and tax payments made.
102



2) Verify that the appropriate amounts have been reported on the 94sad 1099s.
3) Verify that the forns havebeen transmitted to the federal, state and local tax authorities on a timely basis.
4) Verify the existence of current s, A4s HH1s and-Bs for all staff.
5  The I RS views minister as an fiempl oyeeo.
a) The church may not withhold Social Security fanister.
b) Minister can request voluntary income tax withholding pursuant tedafgvm.
6) Test that the appropriate amount of taxes has been deducted from the paychecks can be tracked back to the
W-4 as submitted by each staff person.
7) If the church is not usg anaccountable reimbursement plan for the minister, or other staff, the appropriate
allowances must to be recorded on th&\Wérm issued by the church to the minister.
8) Track the payroll and tax records to the actual disbursements made, and recdrdiedosiginal books of
entry.
9) Ifirregularities are found in any of the above, research to determine the nature of the error or cause.
10) Check personnel committee records versus payroll records to verify that correct salaries or rates have been
paid.
11) If there areChurch Retirement Plan tax deferred annuities (TDAs), Section 125 or other salary reduction
agreements, verify existence of signed agreements and proper tax withholding applied.
12) Verify Church Retirement Plan contributions with GuideStone. If treesestary reduction agreement,
review documents for accuracy and verify that agreements have been approved in personnel committee or
church minutes.
13) Verify that housing allowance agreements are in place and have been properly applied to reduce each
ministe r éportable 941 and V¥ income.

The Control System

The internal control structure for receipts and disbursements procedures must be reviewed regardless of the size of
the church. The internal control structure is the process that assuchsittie's operatinal efficiency and

effectiveness, that its financial reporting is reliable, that it is complying with the laws, and that its assets are
safeguarded. The internal control process should be in place not just on paper but in actual operation.

Areas of concen that should be evaluated include:

1) Segregation of duties.
a) Duties must be segregated among two or more persons, if possible.
b) In very small membership churches this may be difficult, but it is rarely, if ever, impossible.
c) Smaller membershichurches shodlattain reasonable segregation under the circumstances. Here are
some examples:
i) The financial secretary and the church treasurer(s) should not be related.
ii) These should be separate offices occupied by different individuals, who areatest sl blood,
marriage or employment relationships.
d) The person(s) performing the audit should not be related to either the financial secretary or church
treasurer.
e) At least two persons should count the Sunday morning collections and they should raietdae
each dber nor should either one be the financial secretary or church treasurer.
f) Receipt and disbursement functions should be performed by different people. (This may not be
possible in small churches but is desirable.)
2) Authorizations for disburseents.
a) Everyonewho approves disbursements must be authorized to do so.
b) The auditor(s) should look for resolutions and action in the minutes of the stewardship committee and
the congregation that address authorizations.
¢) No check signers should be the auther of expenidures or the person who performs bank
reconciliations.
d) The auditor(s) should examine the checks to determine who is signing and compare the results found to
bank authorizations.
3) Finance reports.
a) Monthly Finance and Treasurers reports $thagree with th general ledger and subsidiary journals.
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b) Balances as of the first day of each month should be same as the last day of previous month.
4) Other Areas to Check:

a) Does the church have fidelity bond coverage for people handling church fundm(irgers, finacial
secretary, treasurer, etc.)?

b) Have decisions with financial implications made by church committees and the congregation been
complied with appropriately?

c) Are authorized signatures with banks up to date and complete?

d) Are all checks siged by two peogl?

e) Is the correct church employer identification number (EIN) on all accounts?

f) Are investments made only by authorized persons?

g) Are transactions recorded in the correct year?

h) Are checks and cash stored in the church safe during the day?

i) Are checks and cagteposited or placed in a bank night depository, and not taken to private homes or
elsewhere until deposited?

j) Are reports such as IRS Form 941;2&/filed with appropriate authorities in a timely manner?

k) Are payroll taxes being paid dime?

1) Are computesoftware and data files backed up on a regular basis, and arapgsak&pt off the
premises?

m) Do all appropriate persons have a clear understanding of and is there documentation on church
ownership of software and data files?

n) Is a currenlist of the contats of all safety deposit boxes maintained, and is a list of persons with
authorized access maintained? (The auditor(s) should confirm the contents and confirm with the
depository institution the persons authorized to access the box.).

0) Are reports from th&easurer, financial secretary and business manager, if any, to the stewardship
committee accurate, timely and complete enough to provide necessary information for the committee
to make prudent decisions?

p) Is the stewardship committeeopiding to the chuwh's congregation (church council, leadership team)
sufficient information to allow it to exercise its fiduciary' duties

g) Are members of the stewardship committee and the congregation free to express opinions and to
guestion management et appropriate?

r) Areloan documents being read and complied with?

s) Is there a current inventory of fixed assets?

i) Is it kept current by entry of purchases and dispositions?
ii) Has the auditor(s) verified the list?
ii) Is there a process for control for fixed ds8e
t) Is there a potly on records retention, and if so, is it complied with?
u) For aChurch AuditChecklistsee pagé&07.

The Audit Report
The audit is complete when the auditogs)reasonably assured that the finahoégords are in order, financial
policies have been complied widmy discrepancies have been investigateticntrols have been reviewed.
With that assurance, the auditorgsgready to prepare the Audit Repéot the stewardshipommittee.

The audibr(s) should meet with tretewardshiggommittee to discuss the audit report, and should assure that
the auditreport, with any responses tsiewardshiggommittee may choose to add, is delivered to the
congregation
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Sample Donation Confirmation Request Letter

January 142007

Ima Givesalot
123 Main Street
Montgomery, AL 36111

Dear Mss. Givesalat

In connection with an examination of our accoufasaditors namgwe need taonfirmyour donation to
[Church nam@ asof December 312006

Donation in the Amount of $ intended for use ithe geneal fund.

Donation in the Amount of $ intended for use ithe building fund.

Donation in the Amount of $ intended forLottie Moon International Missions.
Donation in the Amount of $ intended forAnnie Armstrong North American Missions.
Donation in the Amont of $ intended forfetc]..

If theabove informatin is consistent with your recordplea® sign the confirmation below andtuen it directly
to [auditorsaddresk Do notsend it tato the church If your records do not confirm thebove informationplease
not yaur exceptionsbelow. A business reply erelope is enclosed forour convenience in replying

Thank you,

B. Z. Body

Audit Committee Chairman

Name Date

Exceptions if any:
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Sample Bank Confirmation Form?®’

37 Dennis Belton, "Adendum III," iThe Local Church Audit Guidgecond ed., (reprint, Nashville: The United Methodist Church, 2001),
36.
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