SUGGESTED GUIDELINES FOR THE PROPER ADMINISTRATION OF DISCRETIONARY FUNDS
INTRODUCTION
The Anglican Mission has developed these Guidelines for the benefit of clergy, congregations, and others within the Anglican Mission who have authority over discretionary funds. The purpose of these Guidelines is to provide information about and assistance with the structure and use of a class of temporarily restricted or designated funds generally known as “clergy discretionary funds.” Throughout these Guidelines, all comments referring to congregations apply also to affiliated fellowships; and the term “clergy” refers to all duly ordained and licensed clergy and includes bishops, priests, and deacons.

The member of the clergy in charge of a congregation customarily has a special fund, restricted in its use and the expenditure of which is under the authority of the clergy.  

Historically in the American Anglicanism, the loose offering from one Holy Eucharist service each month was to go into a fund to be administered by the member of the clergy in charge together with other offerings to aid the poor and for use for religious, pious and charitable purposes. Further, a congregation may choose to set aside a budgeted amount for such discretionary fund in addition to the original loose plate offering or as a substitute for it. Today it is also customary to supplement the discretionary fund with gifts from individuals.
The misunderstanding or misuse of a discretionary fund can have serious consequences for a church and its clergy.  Compliance with civil tax laws and regulations is critical. The exercise of good judgment will often facilitate the solution of most, if not all, matters involved in handling discretionary funds. Thus, these Guidelines are being established to assist in the proper administration of discretionary funds by ordained clergy and the congregations within the Anglican Mission.
OWNERSHIP
A Discretionary Fund is an account of the church.  It is not the personal property of the clergy. It is important to understand that these are funds which belong to the congregation and are entrusted to the clergy for proper use and distribution.
The person administering a discretionary fund is in a position very similar to that of a trustee.  He or she is handling funds which are not his or her property.  That person is therefore obligated to do so with a very high degree of care, not to waste the funds, not to let them be commingled with personal funds, and to use them for the purposes for which they were entrusted to his or her care. The clergy acts as a trustee and custodian for these church funds and has all the fiduciary responsibilities normally associated with these roles.

All checking accounts for the discretionary funds must be approved by the leadership body of the congregation, and be opened using the congregation’s Federal Employer’s Identification number and not the social security number of the clergy. A separate discretionary fund is advisable for each clergyperson. 
It is recommended that either (1) a separate bank account be set up for a discretionary fund or (2) a completely separate fund within the congregation’s financial accounting system. To preserve confidentiality, usually a separate bank account is maintained with the clergy as one of the signatories. At least one additional person should be a signer on the account in case something happens to the clergy.  The account should be in the name of the church (“X” Church Discretionary Fund). Appropriate receipts should be given to the donors, except of course for monies paid through the budget of the congregation.

When a priest leaves a church, the discretionary fund stays with the church along with the items purchased with those discretionary funds.  All records relating to a discretionary fund must be given to the church which should review them promptly.

INCOME
Because money donated to a discretionary fund is church property, gifts and checks should be preferably made to the church or to the fund itself, never to the clergy as an individual. Examples are “’X’ Church Discretionary Fund” or to “‘X Church’ for ‘Discretionary Fund.’”

There are two very good reasons to see that this rule is observed: 
(1)  Donors may take a tax deduction for checks payable to a church, but not to clergy, since gifts are deductible by the donor only if given to a tax exempt organization, but any gift is not deductible if given to an individual, either directly or indirectly; and
(2)  Checks payable to clergy can be considered taxable income to be shown on his or her IRS Form 1040.

All gifts intended for discretionary funds, whether delivered to the church or to the clergy, should be deposited in a church account.  There are two practices for the administration of discretionary funds:
(1) All income received is deposited in a distinct fund within the general operating account of the congregation.  Disbursements from the fund are by check drawn on the general operating account upon written request of the authorized member of the clergy or other appropriately authorized individual.
(2) The leadership body may approve the use of a separate checking account for a discretionary fund. [Under these circumstances, all income from any source to the fund must be deposited to the congregation’s general operating account, recorded on the books of the congregation, and subsequently transferred by the treasurer to the separate checking account.] No monies from any source are to be deposited directly into the separate checking account. Also, the co-mingling of personal funds of any kind with discretionary funds is always improper.
Receipts and disbursements from these funds must be recorded on the books and records of the church, and if they are maintained in a separate checking account, the balance in the account must appear on the balance sheet of the church.
A gift to the discretionary fund may be either unrestricted or unrestricted. If it is restricted, it must be designated for one of the legitimate purposes of the fund.  For example, one cannot accept money into the discretionary fund to send anyone’s children to school, or to pay the expenses for any specified individual, even though there may be a need; such a gift could not be deductible on that donor’s income tax return and the fact that it went into the discretionary fund does not alter this fact.  If a gift is restricted for a particular purpose, the clergy should take care to assure that this is a legitimate purpose of the church and not an attempt by the donor to gain a personal tax deduction otherwise not available.
Funds allocated to the discretionary fund by the congregation as a part of the budget may be specifically designated by resolution for their intended purposes. Thereupon these funds are subject to the restrictions placed on them by the resolution.
DISBURSEMENTS

The monies in a discretionary fund are to help the poor and for religious, charitable, and pious purposes and should not be used for business expenses of the clergy.  Business expenses should be a line item in the church’s operating budget.  If items such as vestments or books are purchased from a discretionary fund, it is important to note that these items are the property of the church and not of the clergy, and should remain with the church if the clergy leaves. 
No business-related items which are intended for the personal use of the clergy and not to be used by subsequent incumbents (since they are therefore taxable as personal income) must be paid out of this fund. Valid expenses for the clergy’s ministry should be paid by the congregation and not by discretionary funds.

The clergy should never use the discretionary fund to pay personal bills or make personal loans. Careers have been destroyed with these practices.
Many of the expenditures which have heretofore been made from discretionary accounts are not discretionary for pastoral purposes.  These expenditures, such as those for continuing education, entertainment for business purposes, magazines and subscriptions, vestments, etc., are ordinary operating expenses of doing the clergy’s job.  Such expenditures are to be handled by a budget line item called “Rector’s (Clergy’s, Pastor’s, Vicar’s, Priest in Charge’s) Business (Professional) Expenses”.  The amount budgeted should be worked out annually between the leadership body and its clergy. This will give the parish the opportunity to understand what the expenses of its clergy are, and to provide the necessary funds as other employers do. As to a valid means to address clergy business-related expenses, please refer to the AMiA’s “A Worthwhile Suggestion as to Handling Business Expenses for Clergy”.

The discretionary funds must not be used as petty cash funds. [Likewise, professional expenses of the member of the clergy should not be paid from a discretionary fund.]  

Many checks written from a discretionary fund may not be of a confidential nature.  But as to those funds which are used for financial aid to individuals in situations which should be confidential, either:
(1) Some clergy may wish to code the name of the assisted individual to maintain confidentiality.  This is permissible provided a procedure is agreed upon in advance between the clergy and the leadership body.  Clergy should maintain records regarding receipts and disbursements from the discretionary fund and submit to the church treasurer or bookkeeper on a periodic basis;  OR
(2) Cash disbursements are discouraged, and should only be made when there is a real emergency and a check cannot meet the needs. However, a check could be written for cash. If cash is disbursed, full documentation must be maintained stating to whom the funds were given or a description of the person, the date given, the amount, and a full explanation for the expended funds.  This is a protection for the clergy in the event of an Internal Revenue Service audit and further if a question arises in the congregation as to the use of these funds. 
Wherever possible it is preferable that payments for rent, utilities, medical care and the like be made directly to the provider rather than to the individual or family requesting assistance.
PROPER RECORD KEEPING

Clergy who have been authorized to maintain and manage a separate checking account must record in writing, with appropriate receipts attached, the purpose of every check drawn on the account and any cash disbursement made. Monthly bank statements are to be mailed directly to a person of trust other than the individual authorized to make disbursements.  Normally, this is the treasurer, but the leadership body may ask that another honorable and competent person receive the statements. The person receiving the statements will verify that all deposits made into the account correspond to the disbursements from the general operating account to the separate checking account; review all checks as to payee and who endorsed them; reconcile the checking account, and review all back-up invoices and/or letters.  This individual will state in writing on the monthly statement that all verifications were made and file the bank statements with the other financial records of the congregation.

REVIEW OR AUDIT
The discretionary funds are subject to annual examination by audit or review by a third-party to the discretionary fund approved by the leadership body. Discretionary funds are to be included in financial reports following standard accounting procedures. These funds are subject to such examination even if they are kept in a separate checking account.  However, the individual responsible may be permitted to maintain confidentiality over the expenditures of the fund disbursed for the direct assistance of named individuals.  The manner in which this is done must be determined and jointly agreed to by the responsible individual and the leadership body.
Given the confidential nature of the transactions, arrangements should be made for someone to review the discretionary fund on a confidential basis in addition to the normal audit or review of all church accounts.
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