ACCOUNTABLE  REIMBURSEMENT POLICY

BACKGROUND
An accountable reimbursement policy in the context of a local church or church agency is a written plan that requires a pastor or administrative employee to account for legitimate business expenses paid or incurred by him/her solely for the benefit of the church or church agency.  A proper accountable reimbursement policy requires the individual to be "accountable" for the business expense incurred, by giving an adequate accounting for those expenses.  If a proper accountable reimbursement policy is in place, the reimbursed business expenses need not be reported on his/her federal income tax return as income.  IRC Section 62(a)(2)(A); IRS Regulation 1.162-17(b).  Adequate accounting for business expense means the submission of an account book, diary, statement of expense, or similar accurate records maintained by the individual in which the information regarding expenses is recorded at or near the time of the expenditure, together with supporting documentary evidence, such as receipts.  IRS Regulation 1.274-5(e)(4).

In order to be accountable, a policy must:

a) be written;

b) be adopted by an official action by the paying entity;

c) provide only for the payment of legitimate expenses with a business purpose, incurred solely or the benefit of the paying entity;

d) require proper substantiation of the expense, including a written record made at or near the time of the expenditure, plus documentary evidence, such as receipts;

e) require that the substantiation be submitted to a third-party (usually the treasurer), within a reasonable period of time following the expense, but no later than 120 days after the expense is incurred.

An accountable reimbursement policy is very different from an "allowance" that many churches have used in the past, because of these requirements.  Instead of paying an "allowance" for travel and other business expenses ahead of time, with its use to be monitored by the pastor, it means reimbursing the pastor for actual expenses.  While this change will be an initial adjustment for pastors and churches, an accountable reimbursement plan has several distinct advantages:

a) when properly set-up and administered, the reimbursed expense will not go onto a 1099 or W-2 and therefore need not be deducted on a Schedule C or Schedule A; this advantage is particularly important now that pastors will be filing as "employees" for purposes of federal income taxes and thus will not be able to use Schedule C any longer (except for expenses incurred directly in connection with honoraria for weddings, funerals and similar self- employed assignments);

b) since these funds do not appear as part of compensation, they need not be deducted on the (SE Schedule) to determine Social Security taxes, which will be easier for pastors administratively;

c) clergy can avoid certain additional taxes that may result from the Deason and Dalan court decisions, which require certain reduction in both Schedule A and Schedule C deductions as they relate to "tax exempt" housing allowance income;

d) when properly administered, an accountable reimbursement policy minimizes questions from the IRS regarding whether any given expense is truly a legitimate business expense.

There can be certain administrative disadvantages to an accountable reimbursement policy as well:

a) they may require more work for local church treasurers, as each treasurer must review receipts and issue payments or prepare reconciliations accordingly;

b) these policies must be established on a "use it or lose it" basis, which means that unspent amounts in such plans may not be paid over to the pastor at the end of the year (if they are, the entire amount then becomes reportable and taxable as income to the pastor);

c) these policies may not be funded via salary reduction, which will be perceived as a disadvantage for some churches that cannot afford to establish a funded plan (one way to offset this potential disadvantage is to fund the plan through monies that otherwise would have been used for a raise for the pastor for the upcoming year);

d) the amounts reimbursed for business expenses pursuant to an accountable reimbursement policy may not be included as "income" for purposes of pension reporting, which for some individuals may have an impact on pension contributions; the old "allowances" for business expenses must be added as income for income tax purposes, but also could be added to income for pension reporting purposes (note: each individual should evaluate his/her own income and determine whether it is better financially to use an allowance, which increases federal income tax obligations but also increases pension reporting, or to use an accountable reimbursement method of being reimbursed for business expenses, which means the reimbursed amounts are not subject to federal income tax but may not be added to income for pension reporting purposes).

HOW TO SET-UP AN ACCOUNTABLE REIMBURSEMENT POLICY
While there is no prescribed form for an accountable reimbursement policy, attached is a sample policy, together with forms that may be used by a pastor to "account" for his/her legitimate business expenses.  Any church or church entity is free to establish a different policy, based on its unique needs.  All that is really necessary for proper establishment of the policy is a simple resolution adopted by the administrative council/board or charge conference at the beginning of each calendar year, establishing a budgeted amount for the reimbursement of authorized clergy business expenses.  If the attached sample policy is used, it should not be amended or altered in substance, because it includes all of the elements that are recommended for such a policy.

For more up-to-date information on these and other matters, visit www.gcfa.org/TaxPacket.html 

(SAMPLE)

SHORT FORM

ACCOUNTABLE REIMBURSEMENT POLICY

The following resolution is hereby adopted by the church council of _______ ________________________. It will be effective for the calendar year _____ and all future years unless specifically revoked or superseded.

The church pastor (or other employee(s)) will be reimbursed for ordinary and necessary business expenses incurred in the performance of his or her responsibilities when he/she substantiates the amount, business purpose, date, and place of the expense.

This substantiation must be provided to the chair of the pastor parish relations committee (or church treasurer) within sixty (60) days of incurring the expense. The individual must return to the church any amounts received in excess of the substantiated expenses within one hundred twenty (120) days of receipt.

The church will not report any properly substantiated reimbursement payments as income on any Form W-2.
______________________________

______________________________
Chair, Church Council

Committee on SPR/PPR Chairperson


______________________________








Treasurer
______________________________

______________________________
Pastor/Staff Person

Secretary

(The church may wish to designate certain items which it elects to have covered by this policy, such as travel, continuing education, attendance at annual conference, books, subscriptions, work supplies, vestments, etc. There may be a cap or dollar amount on the total reimbursable business expenses that will be paid, for example: “The reimbursement amount shall be no more than __________.”  The church may also want to require pre-approvals by the treasurer or SPR/PPR chair of business expenses in excess of $500 (or any other amount deemed appropriate). These additional requirements should be included in the policy.)

This is a sample of an accountable reimbursement policy. The specifics of each policy should he reviewed by each church and minister considering their specific concerns. If legal or tax advice is required, the services of a competent professional advisor should he sought.

(SAMPLE)

LONG FORM

ACCOUNTABLE REIMBURSEMENT POLICY

The __________________ United Methodist Church (“Church”) recognizes that certain expenses of ministry paid by the pastor/staff person are part of the ordinary and necessary costs of ministry in this Church/charge. Accordingly, we hereby establish an accountable reimbursement policy to defray them directly. The reimbursement account shall be an annual line item in the Church budget. It shall be in addition to the pastor’s annual salary and housing. The reimbursement account for 20          shall be $________________.  (Amount may be determined by using the attached suggested worksheet.)

The following requirements for the policy are binding upon the Church and upon _____________________________________, its pastor/staff person.

Accordingly, the Church hereby establishes an accountable reimbursement policy, pursuant to IRS regulations and upon the following terms and conditions:

1.
The pastor/staff person shall be reimbursed from the reimbursement account for his/her ordinary, necessary and reasonable business expenses incurred in the conduct of the ministry for, and on behalf of, the Church. The following expenses are budgeted in this accountable reimbursement policy, as suggested for the work needs of the pastor/staff person.

2.
The committee on SPR/PPR chairperson, Church payroll person, or treasurer, (as designated by the Church) must be given an adequate accounting within 60 days after the expense is paid or incurred. The adequate accounting shall include, but not be limited to, a statement of expense, account-book diary or other similar record showing the amount, date, place, business purpose, and business relationship involved. Such documentation shall include receipts for all items of $75 or more (a church may set a lower amount). Appropriate documents, cash receipts, canceled checks, credit card sales slips, and contemporaneous records (for those non-receipt expenses less than $75), must be attached to each expense report. A log of total miles per day and enumeration of their general purpose shall suffice to substantiate automobile mileage, but under no circumstances will commuting mileage between the pastor’s home and Church office be reimbursed. Copies of the documentary evidence and expense report shall be retained by both the pastor/staff person and the Church.

The committee on SPR chairperson (or treasurer) shall be responsible for approving the expense. The committee on SPR chairperson (or treasurer) shall exercise his/her discretion regarding the adequacy of the substantiation and the appropriateness of any reimbursement. Questions arising in these areas will be resolved by the SPR chairperson (or treasurer), subject to the review and approval of the committee on SPR/committee on finance.

3.
It is the intention of this policy that reimbursements will be paid after the expense has been incurred by the pastor/staff person. However, should circumstances require payment of an advance for any particular anticipated expense, the pastor/staff person must account for the expense as described above and return any excess reimbursement within 120 days after the expense is paid or incurred. Any excess advance must be returned to the Church before any additional advances are provided to the pastor/staff person.
4.
Budgeted amounts not spent must not be paid as a salary bonus or other personal compensation. If such payments are made, the entire amount of the accountable reimbursement policy account will be taxable income to the pastor/staff person. The Church will be required by law to report that amount as part of the pastor’s/staff person’s compensation. Disposition of any unspent balances remains at the discretion of the committee on finance/the council/charge conference in building the budget for the next Church year.

5.
It is understood by the various parties that all elements of this resolution must be carefully followed to prevent the Church from being required by regulation to include all reimbursements as income on the pastor’s/staff person’s Form W-2. The primary responsibility in this regard is on the pastor/staff person to report and adequately account for his or her expenses to the committee on SPR chairperson, church payroll person, and/or treasurer.

Adopted on ____________, 20       , by the Church Council [Charge Conference] of the _______________________________ United Methodist Church.
_____________________________

________________________________
Chair, Church Council

SPR/PPR Chairperson/Church Treasurer
_____________________________

________________________________
Pastor/Staff Person

Secretary

This is a sample of an accountable reimbursement policy. The specifics of each policy should be reviewed by each church and minister considering their specific concerns. If legal or tax advice is required, the services of a competent professional advisor should be sought.

WORKSHEET FOR SETTING A BUDGET FOR AN

ACCOUNTABLE REIMBURSEMENT POLICY

The following are suggested items for inclusion in this accountable reimbursement policy. It is only the total listed in Item K which is to be put in the policy itself. This worksheet is for budgeting purposes only and it is permissible for the reimbursed individual to shift items from one area to another.
	0.00

	0.00

	0.00

	0.00

	0.00

	0.00

	0.00

	0.00

	0.00

	0.00

	0.00



A.
Automobile (standard federal mileage rate), parking and tolls                    $


B.
Office supplies and postage                                                                        $

C.
Office equipment, computer and software
$

D.
Books, subscriptions and periodicals such as professional journals
$

E.
Professional dues
$

F.
Religious materials, vestments and business gifts
$

G.
Continuing education and seminars
$


(as approved by the committee on SPR and/or the committee on finance)

H.
Entertainment required for Church business
$

I.
Travel fares, lodging and meals while on business for the Church
$

J.
Other
$

K.
TOTAL
$

The total listed in Item K must be the same as the total reimbursement amount set forth in the first paragraph of the policy. Church council action is required for an increase to Item “K” (Total). To allow for the pastor/staff person’s spending discretion, only Item “K” is necessary to be reported as a line item in the charge conference approved budget and in the policy document. Circumstances dictate that the above expenses will vary from church to church and from time to time.

The General Council on Finance and Administration is not engaged in providing legal or accounting services. The service of a competent professional should be sought for legal and tax advice.

Examples of Proper Reimbursement ltems*
Reasonable travel and related expenses for attending meetings (e.g., annual conferences, United Methodist meetings, etc.)

Church-approved trips to preach at another church

Trips to meet with the district superintendent, bishop or director of connectional ministries

Trips to visit members at hospitals, nursing homes, or parishioner’s homes

Lunch meetings with officers of the church to discuss church business

Supplies for the church office (e.g., paper, pens, forms, notebooks, etc.)

Church-related continuing education

A computer required for church work

Vestments worn for worship

Church-related books and periodicals

Office furnishings and equipment (e.g., desk, chairs, telephone, etc.)

Spouse’s travel expenses where the spouse accompanies the pastor but only if the spouse was required by the church to be present for a business purpose. (e.g., the spouse is an elected delegate to the church meeting or group in charge of registration at the meeting and making a speech to the business meeting, etc.)

Business-related automobile operating expenses (if standard mileage rate was not used) 
Long distance telephone calls to church when on vacation

Church-related telephone calls from the parsonage (most telephone expenses are covered under the housing allowance)

Many business related (non-personal) expenses allowable on Schedule C of the IRS tax return

*The items listed are, in most cases, proper. There may be some circumstances in which the church has specifically prohibited purchases. Each individual church must, in consultation with staff, make its own decision about what expenses are “professional and business” expenses and whether it will cover those items.

Examples of Improper Reimbursement ltems***
Mileage to church from home for daily work (considered personal) -- mileage to home and back to church for lunch break

Meals with friends at which church matters are discussed

Spouse’s travel under most circumstances (see example of proper reimbursement in limited circumstances above)

Vacations (including trip to Holy Land)

Books to plan vacation to Holy Land

Trips to visit sick relative

Trips to funeral home where that pastor is personally paid an honorarium for service (may be deducted on a Schedule C)

Tickets to attend the play “Joseph and His Amazing Technicolor Dream Coat”

Expenditures (e.g., travel, books, phone calls) to research a book or article

Continuing education primarily for personal improvement

A computer used primarily by family

Everyday clothing, including business suits

Alcohol, even as an item on a receipt for a business meal

Medical expenses (may be part of a cafeteria or flexible spending accountable reimbursement policy)

Child care/dependent expenses (may be part of a cafeteria or flexible spending reimbursement plan)

Life or disability insurance premiums

Medical insurance premiums (may be part of a cafeteria or flexible spending plan)

Charitable contributions, tickets to charity functions

Expenditures related to a private business or generating income from a non-church source

Housing related expenses (e.g., utilities, furniture, upkeep (these are part of the housing allowance) except to the extent they relate to an office

Subscriptions to a national news magazine for the pastor’s personal use

***The items listed, in most cases, are improper. There may be some circumstances, particularly where the church has directed the staff person to make the expenditure for church mission, when these items may be proper. Each individual church must, in consultation with staff make its own decision about what expenses are “professional and business” expenses and whether it will cover those items.

(Sample)

Expense Voucher Form

Set forth below is a sample voucher form that can be used to record information relating to business purchases for the church. The form can be used to request payment or reimbursement for church-related items bought by a member of the church, such as paper plates for the church kitchen, cleaning supplies, or a new electrical switch for the parsonage. The form can also be used by a staff person to request payment or reimbursement of expenses pursuant to an accountable reimbursement plan.

Direct Payment Example: The choir director may be requesting direct payment of some continuing education expense that is part of his/her accountable reimbursement plan. The director would complete the form, attach the invoice or bill, preferably the original, obtain the necessary authorization (i.e., signature of person authorized to approve the expense), and submit the completed form to the treasurer for payment. The choir director should keep a copy.

Reimbursement Example: The pastor purchases and pays for a new robe. He/she would complete the form, asking that reimbursement be made to him/her for purchase of vestments and would attach the original or a copy of the receipt. The necessary authorization signature is obtained and the completed form is submitted to the treasurer for payment. The treasurer would remit the amount to the pastor. The pastor should keep a copy.

In each case, it will simplify the treasurer’s job if the person submitting the voucher notes the account number or budget line item number.

	“CHURCH NAME”

Expense Voucher

	Date:
	Amount: $

	Pay To:   
	Name

	
	Address

	Description of Expense:



	Business Purpose of Expense:



	Receipt / Bill                      ___Attached                             ___No

	Account Number or Budget Line Item Number:

	Approved by:

	Special Instructions
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