UNIT 15: Administration


ADMINISTRATIVE, FINANCIAL, AND LEGAL ISSUES 


FOR THE NEW CHURCH
"Let every person be in subjection to the governing authorities. For there is no authority except from God, and those which exist are established by God. . . . For because of this you also pay taxes, for rulers are servants of God, devoting themselves to this very thing. Render to all what is due them: tax to whom tax is due; custom to whom custom; fear to whom fear; honor to whom honor" (Rom. 13:1,6-7, NASB).  

"But let all things be done properly and in an orderly manner" (1 Cor. 14:40, NASB).  

Legal disclaimer: This material is designed to provide help in raising issues that need to be considered by the new church. It is not designed to take the place of legal counsel and/or representation or services and/or counsel offered by accounting professionals or specialists in other fields. If legal advice or other professional service is needed, the service of a competent professional should be sought.

 I. 
Introduction.
What are some of the administrative, financial, and legal issues that a newly planted church needs to deal with (and when)? Often it is stated, "Let the partner (partner/mother) church (or association) handle all these issues." This is the easier way to approach them. It is not always the best or healthiest approach for the new church. Sometimes, because of distance, this approach is not practical. Because of developmental issues, it is recommended that the new church deal with each matter as soon as possible.

II.
Financial issues.
A.
General matters

 

Whether handled by the partner entity or the new church, it is wise for the new church to have a checking account in its own name. Funds should not be handled through the partner's accounts or, worse, the church planter's personal account. Prior to opening a checking account in its name, beginning to issue salary checks, et cetera, the new church needs an Employer Identification Number (EIN) from the Internal Revenue Service (IRS); (Form SS-4).

B. 
Checking account

In the early core group gathering phase of a church plant, two members of a partner church may serve as treasurer and cosigner on the new church's checks. As soon as competent, reliable people are identified in the new church, those responsibilities should be transferred to the new church. Sound guidelines for handling finances need to be developed early in the church's life to protect those involved in handling funds from temptation and to maintain financial integrity. (Some suggestions are found in the Appendix.)

C. 
Developing a ministry budget

Even a new church needs a ministry budget. The budget needs to reflect its vision and mission statement. It is advisable that the church look at the following percentages as a rule of thumb in budgeting local receipts.

World missions (Cooperative Program 8%;


10%

     association missions 2%)

Personnel expenses (salaries and housing allowances) 
40%

Education, outreach, local ministries expenses*

20%

Building (rental, purchase, utilities, insurance, etc.)

30%

*Ministry-related expenses need to be separated on paper and in the minds of members. These reimbursements should be considered as the "costs of doing business" and not salary.

The IRS has stringent guidelines related to the handling of reimbursable ministry-related expenses (travel, hospitality, convention, etc.) and housing or parsonage allowances. The Annuity Board of the Southern Baptist Convention keeps abreast of these guidelines and annually provides resources to assist with these matters. Updated material can be obtained from the Annuity Board by cooperating churches by phone or email.

III. 
Postal issues.
A. 
Post office box

If the new church office is in the church planter's home, it might be wise to have a post office box.  

B. 
Standard Mail (formerly called bulk rate mailings)

Many new churches plan numerous mass mailings. Generally if the church plans to mail more than 200 pieces more than four times a year, it can save money using Standard Mail. Nonprofit Standard Mailing is often 2/3 to cost of Standard Mailing and 1/3 to 1/2 the cost of first class mailing. To obtain permission to mail at nonprofit rates, the new church must file PS Form 3624 and provide needed documentation. It is helpful to have “formation papers that include:

1.
A 501(c)(3) blanket exemption letter covering the state convention and affiliated churches (see V, A)

2. Possibly a state incorporation certificate (see VI, C)

3. An EIN in the church’s name

In addition, the application calls for additional operational documents such as financial statement, calendar of activities, bulletins, brochures, etc

Postal Service Publication 417 states, “An authorized organization must not use the Nonprofit Standard Mailing rates to send matter in behalf of or produced for an unauthorized organization or entity.” (p.15) It is illegal to operate under someone else’s nonprofit mailing permit and such activity invited the loss of the permit if discovered by postal inspectors. Due to the sponsor relationship between partner and new churches, some clerks permit mailing under a partner’s permit. Normally this happens after specific discussions of the churches’ relationship and under strict guidelines that include: 1. Mailing from the post office where the partner is authorized for mailing, 2. The partner’s name and return address on the outside and 3. Some form of statement that the new church is a ministry of the partner church. The new church needs to ask, are these three restrictions worth the savings from not getting out own permit? 

In 2001, regulations allowed for cooperative mailings. Publication 417 states, “A cooperative mailing is a mailing produced by an authorized organization that cooperates with one or more organizations to share the cost, risk or benefit of the mailing. Cooperative mailings may not be entered at the Nonprofit Standard Mailing rates unless all cooperating organizations are authorized to mail at these rates at the post office of mailing.”.   

IV. 
Insurance issues.
A.
Liability insurance

Can the new church operate under the partner entity's coverage with a special rider, or does it need its own policy for its location and its pastor? This issue needs to be explored and verified in writing. Do not take anyone's "think so" or verbal verification. If a church is using rental property (school, theater, restaurant, etc.), an insurance binder often will be required as a condition of the rental agreement. It is also advisable to have this when meeting in a private home to relieve the homeowner's liability.

B. 
Malpractice insurance

It is common today for churches to carry malpractice insurance on pastors and other staff members.  

C. 
Screening church workers

Another area of liability is in childcare in the church’s education and worship programs. A new church needs a responsible screening process that is regularly and uniformly applied to all persons working with preschoolers, children, youth and developmentally disabled adults. In the resource packet is a suggested process and sample screening form. Each volunteer fills out this form, answers the specific questions, and signs the form. The form becomes part of a regularly maintained file on all volunteer workers with children and youth. In addition to screening volunteers, many authorities in the legal field suggest a police background check of all employed children and youth workers.

D.
Worker's compensation insurance

Some states now require churches to cover all staff and employees under worker's compensation insurance.

  V.
 Federal tax issues.
A. 
Tax-exempt status

Most state Baptist conventions and the Southern Baptist Convention have a 501(c)(3) exemption from the IRS and a blanket letter covering all affiliated churches and there is no need to apply for a separate exemption. It seems that most state conventions do not provide this unless they are specifically requested. Recently many state conventions have ceased providing a copy of the blanket exemption letter. 

NOTE: There are some legal and tax counselors encouraging churches to apply for individual exemptions and offering to complete the form (1023) for a fee. Currently the IRS has broadly applied its regulations concerning church/denominational relationships under 501(c)(3) guidelines to include Southern Baptists. Churches that plan to start a school, a foundation or a community development corporation will need to secure their own 501(c)(3) status prior to launching these ministries. It seems that both churches and associations of churches are exempt from federal income tax and are entities to which donors may make gifts and deduct those gifts from the donor’s income taxes. Neither churches nor associations are required to have an exemption letter to enjoy exempt status under the Internal Revenue Code’s section 501(c)(3). 
If the state convention does not provide an exemption letter it is suggested that churches get the 501(c)(3) exemption letter from the Southern Baptist Executive Committee. Until the new church constitutes, the partner church needs to request this on behalf of the new church. The partner church needs to be a cooperating church that has filed an Annual Church Profile and is contributing to the Cooperative Program. After the new church constitutes, files an Annual Church Profile and contributes to the Cooperative Program, it may request the 501(c)(3) letter in its own name. Requests for such a letter from the Executive Committee should be addressed to: 


Jack Wilkerson

Executive Committee / Southern Baptist Convention 

901 Commerce Street, Seventh Floor 

Nashville, TN 37203-3699

Occasionally a church is asked by the Post Office to show its 501(c)(3) exemption number or letter to qualify for favorable postal rates. The Executive Committee letter should satisfy the Post Office, since this technique has operated successfully in many prior instances.

B.
Employee records

The church needs to have each employee complete a W-4 form and maintain these in a file. The church must provide W-2 forms for all staff and employees and 1099 forms for all contract workers receiving $600 or more in a year and file appropriate transmittal forms with the IRS. For nonordained employees, such as secretaries, the church is responsible for withholding FICA and income tax and forwarding these to the IRS on a timely basis. If the total withholding is less than $500 per quarter, it can be filed with a check and form 941 quarterly. If the amount is larger than $500 per quarter, other rules apply. Check with the IRS for current guidelines and amounts.

Some states, counties, and cities have income taxes. You may be required to withhold taxes for these and pay them periodically.  Again, check with local authorities for their requirements.

C.
Contribution records

The church needs to provide contributors of $250 or more a receipt. The receipt should note (in some manner) that no goods or services were provided to the contributor in connection with the contributions or that their value consisted entirely of an intangible religious nature. There are additional regulations affecting the valuation of contributions of non-cash property and quid pro quo contributions. (See publication 1771.)

VI.
State tax issues

A.
Some states have a tax exempt number that is given to certify that the church does not have to pay state sales tax on purchases. Again, in some states, new churches can operate under the partner church, association, or state convention's tax-exempt number until it incorporates or constitutes. It should be noted that other states do not provide a number but allow churches to use a certificate of exemption (e.g., Michigan; see attachment). In California, churches must apply for exemption from income tax through the state's Franchise Tax Board.

B.
Property tax exemption

Most states exempt churches from paying property taxes on their lands and buildings used for religious purposes. The laws and departments dealt with vary from state to state. In California, for example, there are three categories of property tax exemption for which a church may apply (church, religious, or welfare). The church applies for this through the county tax assessor.

(WARNING: "Give to Caesar what is Caesar's" or he will get it with penalties and interest.)
VI.  
ADVANCE \l0Covenanting, constituting, and incorporating.
A.
Covenanting

Covenanting is choosing to relate to one another in a responsible and accountable way. In "The Baptist Faith and Message," the initial description of the church is "a local body of baptized believers who are associated by covenant in the faith and fellowship. . . ." A covenant is the formal statement of that association. Historically, many churches have adopted, framed, hung on a wall, and ignored a "sample covenant." Today some churches are putting serious thought in preparing a covenant and formalizing the covenant relationship. 

B.
Constituting

Constituting is a traditional, ecclesiastical, and legal process defining the church's organization and membership and marking the culmination of initial development. In Baptist tradition, the process of constituting marks the movement of a new congregation from a dependent to an autonomous status. Usually this involves the writing and adopting of a constitution and bylaws and observing a special service in which the new church is recognized as a member of the family of churches within the association/state convention. For future protection of the church, even if it is not required, it is good to file the constitution and bylaws with the state government's incorporating department and the state convention. There are resources to assist churches in the process of constitution on thevillage.cc and the in Church Planter Managements System.

C.
Incorporating

Incorporating is a legal action. Its timing varies from state to state and should not be confused with the denominational process of constitut​ing. The most important legal issue in deciding to incorporate is that of liability. According to California attorney Nolan Kennedy, "Potentially the most important reason to incorporate is that the corporate form of organization means the members of the church are not personally liable for its debts. Without a corporation, the church members are personally responsible for any obligation of the church" (A Manual for Incorporating a Baptist Church in California, p. 3).

Two additional reasons for incorporating are (1) greater ease in doing business (i.e., signing leases, establishing credit for supplies, opening bank accounts, owning property) and (2) greater ease in meeting requirements for tax-exempt status.

In some states, new churches may operate under the partner entity's incorporation documents. In other states, such an arrangement is not permitted or suggested. In many states, incorporation may and should be done early in the church's life; in others, only after constitution. Some states have special laws related to ecclesiastical corporations; others lump all nonprofit corporations together. Additionally, the issue is confusing because the state department dealing with this is different in various states (e.g., in Michigan it is the Department of Commerce; in California, the Secretary of State).

NOTE:
Some states require filing an annual form to maintain incorporation status.  


Do not neglect those filings!

D.
Transfer of property and debt

In traditional settings, sometimes land is purchased and debt is encumbered by the partner church on behalf of the new church. At the time of constitution and incorporation, legal action needs to be taken to transfer the property and debt to the new church.

VII.
 Miscellaneous.
A. Contracts

The new church may have to deal with a variety of legal contracts - everything from purchasing equipment to leasing space and contracting for certain services. Two words of caution need to be observed. Make sure who has authority to sign contracts. (In most churches the trustees have this responsibility.) Read all contracts carefully and get explanations and/or written clarification on unclear elements of contracts.

B. 
Employment eligibility forms

Complete and retain an I-9 (Employment Eligibility Verification) form for all staff and employed people. 

C. Weddings

Each state has different laws as to who is eligible to perform weddings and what registration is required.  The church planter needs to find out what the laws are in his/her state and respond appropriately. 

D. Copyright Licensing

The church needs to deal responsibly with copyright issues. One of the major areas of violation in many churches is in the area of copied and projected music. 

VIII. 
Conclusion.
Some associational missionaries and state directors of missions are very knowledgeable in these areas and know who to contact in relation to issues in the state. Others do not deal with these issues regularly and may not be up-to-date on which state government department to contact. It is good to check with them first for ideas and resources on state issues.  

Also, realize that regulations change regularly. Sometimes information they (or we) have was correct last year but not this year. It is wise to verify with state departments how that state currently operates. If there have been changes, let the state or association leadership know.

Resources for further study:

Hammer, Richard R., Church and Clergy Tax Guide, 1966 Edition, Matthews, N.C.: Christian 

Ministry Resources,  1995.

_______, Reducing the Risk of Child Sexual Abuse in Your Church, Christian Ministry 

Resources, Matthews, N.C., 1993.

Kennedy, Nolan M., A Manual for Incorporating a Baptist Church in California, California 

Baptist Foundation, 1990.

CHECKLIST FOR ADMINISTRATIVE, FINANCIAL, AND

LEGAL ISSUES FOR THE NEW CHURCH

	 When 

completed
	Issue to be addressed
	Target date 
	Person responsible

	
	Applied for EIN
	
	

	
	Opened checking account
	
	

	
	Prepared financial guidelines
	
	

	
	Enlisted financial secretary 
	
	

	
	Developed ministry action budget
	
	

	
	Applied for post office box
	
	

	
	Applied for bulk rate permit(s)
	
	

	
	Dealt with liability insurance issues
	
	

	
	Adopted screening form for potential workers (children and youth workers) 
	
	

	
	Is in compliance with state worker's compensation laws
	
	

	
	Requested 501(c)(3) cover letter 
	
	

	
	Have W-4 and I-9 forms for employees
	
	

	
	Targeted dates for covenant, incorporation, and constitution
	
	 

	
	Prepared guidelines for dealing with contracts 
	
	   

	
	Obtained contract with CCLI


	
	

	
	
	
	

	
	
	
	


CHURCH FINANCIAL POLICIES

1. Develop written procedures that deal with the receiving, counting, and depositing of  funds.  Include some of the following and add others that might be needed in a particular setting.

a. Have at least two persons receive and count money and prepare a deposit slip.  They should not be related to one another or to the treasurer.

b. Personnel preparing donor receipts should be different from counting committee and treasurer.  This process should guard confidentiality of contributors.

2. Develop written procedures that deal with the disbursing of funds.  Include some of the following and add other that might be needed in a particular setting.

a. Require two signatures on checks.  Neither the church planter nor his wife should be listed on the signature card.

b. Develop a manageable check request system with appropriate approval for expenditures.

c. Develop an appropriate accounting and regular reporting system to keep the congregation informed about financial matter.

3.
Have an annual audit.

SAMPLE MINISTRY ACTION BUDGET OF THE 

_______________ BAPTIST CHURCH

Expense Report

This Month          Year to Date

I. Our World Missions Ministry

Cooperative Program ______%


_________  
     _________

Association Missions ______%


_________           _________

Local Missions           ______%


_________           _________

II. Pastoral Ministry

Personal Income


Pastor’s Salary



__________         _________


Pastor’s Housing



__________         _________

Protection Benefits


Medical Coverage



__________         _________


Retirement Program



__________         _________

III. Education and Outreach Ministries

Bible Study Program: Literature & Supplies

__________         _________

Discipleship Training: Literature & Supplies

__________ 
     _________

Missions Education: Literature & Supplies

__________         _________

Leadership Development



__________         _________

Outreach





__________         _________

Worship Resources & Music Ministry

__________         _________

IV. Supportive Ministries

Office Supplies




__________        __________

Postage, Printing, etc.




__________        __________

Publicity





__________        __________

Office Equipment




__________        __________

Secretary Salary




__________        __________

Secretary FICA




__________        __________

Worker’s Compensation Insurance


__________        __________

Ministry Related Expenses






Auto Expenses



__________        __________


Convention Expense



__________        __________


Hospitality Expense



__________        __________


Library Expense



__________ 
    __________


Continuing Education Expense

__________        __________

V. Building and Grounds Ministry

Janitor’s Salary




___________      __________

Janitor’s FICA





___________      __________

Utilities





___________      __________

Insurance





___________      __________

Debt Retirement




___________      __________

Rental






___________      __________

Equipment and Supplies



___________      __________

Total






___________      __________

Income Report


Local Undesignated Income



___________       _________


Income From Other Sources



___________       _________


Total Undesignated Income



___________       _________

Designated Income




___________       _________

Total Income





___________       _________

Checkbook Balance (BOM)



___________       _________

Plus Deposits for Month



___________       _________

Less Expenditures for Month



___________       _________

Checkbook Balance




___________       _________

Balance in Other Accounts



___________       _________
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