		
Financial Analysis for Churches in Transition

Introduction
[bookmark: _GoBack]	The following tools are meant to help churches understand the financial realities of their church and of their community. These tools are useful for any church in any season of its life but are especially focused for churches in transition. Indeed, churches are always transitioning in one way or another. The goal of the following worksheets and exercises is to help Sessions and/or Pastor Nominating Committees have a comprehensive, clear-eyed view of every fiscal reality facing them – and their next pastor. This work means both looking internally at the realities of the church and externally at the realities of your community in which the church resides. The hope is that these insights will be useful for church leadership as well as any pastoral candidate. Accordingly, these worksheets and exercises are divided into two main sections – Church and Community.

CHURCH
Exercise #1: A 5-year income vs. expenses analysis
Directions
1. Working with your church treasurer and/or the most informed person about church income and expenses, review the last five full years of income and expenses. 
a. NOTE #1: Merely looking at each year’s Session-passed budget is insufficient. Budgets are projections of upcoming financial realities, but they are not the realities themselves. Additionally, many churches have “pass through” money, such as when a special collection is taken up for a local mission partner. In this scenario, the church receives that money (e.g., $500 for the local food bank) as income and then immediately sends that money out as an expense. Even though these pass through funds aren’t part of the church’s programmatic, staff, and/or building expenses, they are still a reflection of the amount of money the congregation is giving in total. 
b. NOTE #2: Endowed gifts, one-time gifts, etc. should all be included for “income,” when applicable.
c. NOTE #3: Large (surprise) expenses, such as a new roof or boiler, should all be included for “expenses,” when applicable.
2. The goal is to get a realistic portrait of the actual income and expenses for each year, even if some years are anomalous. Those anomalies can be discussed during the Reflection/Prompt portion below. 
3. Using the above instructions, fill out “Church #1” tab on the Excel spreadsheet provided with these prompts and reflection questions.

Reflection Questions/Prompts
1. Looking at Row 4, has your church brought in more money than it has spent or vice versa? 
2. Are there any discernable trends that your group notices? If so, what are they? What does your group make of these trends? 
3. Were there any notable anomalies in either income or expenses? If so, make sure to discuss/discern those.
4. If the church is consistently spending more than it is bringing in (and doing so, presumably, by using savings), ask the church treasurer to share how much savings is left. Project how long the current, five-year trend could extend given the amount of available savings. How does the Session/PNC feel about this savings timeline? 

Exercise #2: Key Donor Analysis
Directions
1. Working with your church treasurer and/or the most informed person about church income and expenses, review the last five full years of donor giving, focusing specifically on the top 20% of donors. This information must be deidentified before it is shared with anyone who does not have regular access to this information.
2. Begin by determining the number of giving units in your congregation. A giving unit is not the same thing as a congregant. A church might have 150 members, but only 60 giving units since many of those members are married and/or sharing a household together. (Note: How you want to handle post-confirmation adolescent members is up to you, though it’s our guidance to consider them part of the giving unit of their household).
3. Once you’ve determined the number of giving units (e.g., 60) only focus on the top 20% based upon total annual giving (e.g., 12 giving units in this example)
a. Note: “Total annual giving” should include pledged giving, per capita giving, special offerings, capital offerings, in-kind donations, and any other form of financial giving to the church. Basically, the total amount listed on these giving units’ end-of-the-year financial statements that churches must give for contributions to be tax deductible. 
4. Enter all this information on the “Church #2” tab of the provided Excel spreadsheet.
a. Additional donor lines can be added by right clicking on Row 14 and selecting “insert.” (Do make sure to insert from Row 14 or else the functions that have been set up could break/yield incorrect data).
5. Using the total income for each year from Church #1 tab, add this information for each listed year where prompted.
6. The “Percentage” row will show the percentage of the total annual income contributed by the top 20% of giving units.

Reflection Questions/Prompts
INTRO: 	In an ideal world, the top 20% of giving units would comprise 20% of the annual giving. This world is ideal because it would mean that everyone earns essentially the same and everyone gives essentially the same. We do not live in an ideal world, of course, and there’s even a strong argument that “equity” – rather than “equality” – should be the ideal of a shared communal life together. Regardless, the aim of this exercise is to determine how vulnerable your church is if it lost any of its top 20% of givers. There is no precise science to this (yet!), but suffice it to say that the fiscal stability of the church is best served when its financial burdens and duties are shared as equally as possible. We have all heard the old adage around volunteering that “20-percent of the people do 80-percent of the work.” This may be true/inevitable for volunteering, but it must not be true for your church’s fiscal stability. 
1. Reviewing the “Percentage” row, how does your Session/PNC feel about these numbers? 
2. Reviewing specific, deidentified donors from Row 2 and following, are there any obvious imbalances amongst even the top givers? For example, do Donors #1 and #2 comprise a disproportionate amount of giving even amongst the top givers? 
a. If the answer to this question is “yes,” then you must seriously consider how sustainable your church’s income is if something should happen to these top-of-the-top givers. 
3. If you had to set a goal for what the actual percentage given by the top 20% of givers should be, ideally, what number would you choose? Why? Discuss any differences of thinking amongst members of your group? 

ALTERNATIVE:	
Some churches have been blessed with significant endowments or other investments that yield a significant percentage of the church’s annual income. While these monies, per the directions in Exercise #1 above, ought to be included in the “Annual Income” line, it is also possible that these endowed gifts can skew the overall donor giving. For example, a small church with a large endowment could easily see 50% of its total income derived from investments, which makes it quite possible that the top 20% of giving units actually give less than 20% of the total income. If this is the case for your church, you can opt to remove endowed gifts/investment income from the total Annual Income line so as to better focus in on giving habits. 
Also, if this is the case for your congregation, it may not be a bad idea to do a similar sort of five-year analysis that looks at just how much total Annual Income results from endowments/investments. This can be its own important and telling metric, though such money is often stabler than individual giving units and therefore your church annual income may remain more reliable than giving unit-only dependent churches.

Final CHURCH Questions/Prompts
1. So much of our finances is personal and based on our money stories. These stories shape how we feel about money and inform our spending and saving habits. What are the stories in your life how you feel about money? 
2. After reviewing church finances, do you notice any trends? Discuss what you see or don’t see in this data.
3. Does this data change how you feel about the church’s financial health? 
4. Have your feelings about the church’s financial health changed? 
5. What new questions about the church’s financial well-being has this exercised yielded for you? Share these questions with your Leadership Commission liaison, Transitional pastor, and/or Leadership Commission transition liaison. Collectively, we can work to answer those questions for the benefit of your Session/PNC.



COMMUNITY
Exercise #1: Review cost of renting in your community.
Directions
1. Go to Zillow.com 
2. On the homepage for Zillow, look to the left corner for the “Rent” button. Click it
3. On the next page, type in your city or zip code into the search bar
4. Since you won’t know the lifestyle needs of your next pastor, fill out the provided FACT spreadsheet under the tab labeled “Community #1” as thoroughly as possible – that is, identify 1-2 bedroom apartments for a single/married only/married with one child pastor and also 3-4 bedroom apartments for pastors with larger families.
5. Fill in as many rows of information as you have patience for, though aim for at least 4 smaller apartments and 4 larger apartments so as to have a reasonable sample size.
a. Note: If your region doesn’t even have 8 rentals available, note this on the provided form and proceed to the following, pertinent questions.

Reflection Questions/Prompts
1. In the opinion of the Session/PNC would you say there are many rental options, a few rental options, or a dearth of rental options? 
a. Discuss how these realities might impact your search (e.g., very few rental options could hinder finding a pastor; many rental options – and presumably lower prices because of how supply-and-demand works – could be a selling point to a candidate)
2. Using the data from the spreadsheet, make a reasonable, educated guess as to how much a person might have to spend to rent a quality space. Try to get agreement within your group as to what the amount (or range) would be. (A family of six has different needs than a single pastor, but do your best to figure out “average” anyway). 
3. Fiscally responsible microeconomics advises that no one should spend more than 25-percent of their take home pay on rent (or 33-percent on combined rent and utilities, for those rentals that cover utilities)[footnoteRef:1]. Using this as your assumption too, take your agreed upon “average” from #2 and multiple it by 4. Write down this number. [1:  If questions about where this 25/33 rule comes from, we encourage folks to research the matter for themselves. Doing so will result in various mortgage websites with various percentage-based “rules” for financial health. Whatever the exact percentage you decide to use, the overall point remains the same – namely, to make sure that your pastor’s income is sufficient for the expense of living in your community. ] 

4. Looking at the number from prompt #3, discuss what amount the church should be prepared to pay to a new pastor to rent an apartment in a fiscally responsible way in your community. 


Exercise #2: Review cost of purchasing a home in your community.
1. Go to Zillow.com
2. On the homepage for Zillow, look to the left corner for the “Buy” button. Click it
3. On the next page, type in your city or zip code into the search bar
4. Since you won’t know the lifestyle needs of your next pastor, fill out the “Community #2” tab of the provided FACT spreadsheet. As with reviewing rentals above, try to find a diversity of living spaces that can reflect different needs that pastors at different life stages might have. 
5. Fill in as many rows of information as you have patience for, though aim for at least 4 smaller homes and 4 larger homes so as to have a reasonable sample size.
a. Note: If your region doesn’t even have 8 homes available, note this on the provided form and proceed to the following, pertinent questions.

Reflection Questions/Prompts
1. Are many purchasing options, a few purchasing options, or a dearth of purchasing options? 
a. Discuss how these realities might impact your search (e.g., very few purchasing options could hinder finding a pastor; many purchasing options – and presumably lower prices because of how supply-and-demand works – could be a selling point to a candidate)
2. Using the data from the spreadsheet, make a reasonable, educated guess as to how much a person might have to spend to buy a quality space. Try to get agreement within your group as to what the amount (or range) would be. (A family of six has different needs than a single pastor, but do your best to figure out “average” anyway). 
3. Visit the Bank of America Mortgage Calculator webpage (https://www.bankofamerica.com/mortgage/mortgage-calculator/) and enter in key information from your research thus far, including the zip code of where your pastor might live (start with the church’s zip code, but consider others when you think applicable) and your “average” price from #2. For the sake of simplicity, select “Fixed 30 Year” for the type of mortgage. Finally, play around with the down payment amount. We recommend using the “%” button rather than the “$” button and changing the percentage amount between 5% (first-time homeowner’s most likely percentage amount down) to 20% (no PMI level).
4. Record the range of monthly expenses based upon the different percentages down and/or the range of likely purchasing prices. 
5. Fiscally responsible policy says that ideally no one should spend more than 33-percent of their take home pay on their mortgage, property taxes, and homeowner insurance (plus PMI, when applicable). Using this as your assumption too, take the different monthly expense amounts from #4 and multiply them by three. Write down these numbers.
6. Looking at the numbers from prompt #5, discuss what amount the church should be prepared to pay a new pastor for them to buy a home in a fiscally responsible way in your community. 




On Manses
If the church provides a manse for the pastor, there is no investment through home ownership for the pastor. Thus, it is important for the church to provide the pastor the opportunity to build equity toward home ownership while they live in the manse. 
A “manse equity allowance” provides this opportunity. The payment is not made directly to the pastor. Rather, the payment is made to a deferred compensation plan or account. The monies in the account are given to the pastor upon (1) the pastor buying a home or (2) the dissolution of the pastoral relationship.  
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