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Lette r s o f  A g r eem en t

Topics we will explore in  this workshop:

- Purpose and Content  of Let ter of Agreement

- RectorÕs Posit ion Descrip t ion

- Report ing compensat ion and benefit s on the congregat ions
financial statements

- Accountable Reim bursable Professional Expenses

- Discret ionary Funds



Lette r  o f  A g r eem en t

¥ A Letter of Agreement should document

Ð compensation

Ð benefits
Ð accountable reimbursable business expenses

Ð paid and unpaid leave

Ð other financial agreements

¥ Contact your diocesan deployment officer for sample   Letter of
Agreement and suggested process for annual compensation
reviews

¥ Consult the Clergy Compensation Report published by the
Church Pension Group at cpg .org



Sectio n s o f  L ette r  o f  A g r eem en t

¥ Preamble and RectorÕs Posit ion Descrip t ion
¥ Tim es of Work and Leave
¥ Compensat ion
¥ Professional Expenses
¥ Discret ionary Fund
¥ Supplementary Compensat ion
¥ Use of Build ings
¥ Mutual Min ist ry Review
¥ Other Agreements



Pr eam b le

¥ Basic descrip t ion of m in ist ry of a pr iest  from  the

Ordinat ion exam inat ion (pg. 531, Book of Common

Prayer) , prayer of consecrat ion (pg.534)  and

Catechism  defin it ion of m in ist ry of a pr iest  (pg. 856)



Recto r Õs Positio n  D escr ip tio n

¥ The m in ist ry will be further described in  a Rector Posit ion
Descrip t ion, which meets the mutual approval of the Rector
and the Wardens and Vest ry, to be completed no later than
________.

When the Rector Posit ion Descrip t ion has thus been
completed and approved by the Bishop, it  shall be
considered a part  of this Let ter of Agreement .



Tim es o f  W or k  a n d  L eav e

¥ Regular schedule of posit ion described.

¥ Tim es of Leave for the follo wing purposes:
Ð Nat ional holid ays
Ð Annual vacat ion
Ð Cont inuing educat ion
Ð Sabbat ical
Ð Parental leave



Compensation

¥ This sect ion out lin es the components of compensat ion that
are provided by the congregat ion for the support  of it s
Rector and his/ her fam ily .

¥ Understanding the dif ference between Òcompensat ionÓ and
Òpackage.Ó

¥ Housing allo wance or provided housing

¥ Other benefit s



Clerg y View

!  Salary
!  Housing
!  Social Securit y Offset
!  Other Cash Compensat ion

Vest ry  View

!  Salary
!  Housing
!  Social Securit y Offset
!  Other Cash Compensat ion
!  Benefit s
!  Accountable Reim bursable
   Business Expenses

Total  Com pensat ion Total  ÒPackageÓ

To ta l C om p en satio n  a n d  ÒPack ag eÓ



Top ic s f o r  D is cu ssio n  D u r in g  Sear ch
Pr ocess o r  A n n u al C om p en satio n  Rev ie w

¥ Com p en sat ion
Ð Salary
Ð Social Securit y Offset  (SECA)
Ð Housing Allo wance or Church-Provided Housing
Ð Ut ilit y Allo wance or Church-Provided Ut ilit ies
Ð Equit y Allo wance for Church-Provided Housing

¥ Accou n t ab le Reim b u r sab le Bu sin ess Ex p en ses
Ð Auto
Ð Travel
Ð Hospit alit y and Entertainment
Ð Professional Associat ions and Membership  Dues
Ð Publicat ions, Books, and Subscrip t ions
Ð Cont inuing Educat ion

( Con t .)



Top ic s f o r  D is cu ssio n  D u r in g  Sear ch  P r ocess
o r  A n n u al C om p en satio n  Rev ie w

¥ Benefits
Ð Pension Assessments (CPF): Mandated by canon
Ð Medical and Dental Insurance: Tier provided (single,

employee+one, family)
Ð Disability Insurance
Ð Group Life Insurance and/or Supplemental Life
Ð Workers Õ Compensation

¥ Other
Ð Leave including vacation, holidays, continuing education,

sabbatical, and other paid leave such as sick leave or parental
leave

Ð Church-paid contribution to 403(b)/IRA
Ð Church-operated school tuition for dependents
Ð No interest or low interest loans for housing (where applicable)
Ð Malpractice insurance
Ð Relocation expenses

( Con t .)



Rep or tin g  Com p en satio n  o n
Fin an cia l R ep or ts

¥ A churchÕs financial reports should  reflect  separate lin e
it ems for each component  of a cler icÕs package

¥ Example:

Salary $30,000
SECA Offset 4,208
Housing Allowance 25,000
Total Pension- Based Com pensat ion 59,208

Pension Assessm ent 10,657
Medical I nsurance 5,600
Dental I nsurance 2,400
Life I nsurance 500
Long Term  Disabilit y I nsurance 4,760
Cont inuing Educat ion 1,000



Hou sin g  A llo w an ce Reso lu tio n

¥ Clergy should have the vestry or governing board pass a
housing allowance resolution before the first paycheck each
year

¥ Must be designated in advance Ñ  cannot be retroactive

¥ Can be amended (prospectively) during the year

¥ Optional safety net designations to protect against inadvertent
failures by vestry or governing board to designate a timely
housing allowance:
Ð Housing allowance resolution should state it is effective for

current year and all future years unless otherwise provided
Ð Letter of agreement should designate housing allowance
Ð Budget and financial reports should appropriately

document separate line item for housing allowance



Estim atin g  H ou sin g  A llo w an ce

¥ Est im ate cost  to provide, furnish and main tain  a
residence:

Ð Rent , mortgage payments, property taxes,
ut ilit ies, basic cable TV, securit y service,
furnishings, applia nces, st ructural repair s,
remodelin g, yard main tenance and
im provements, main tenance it ems
(household  cleaners, lig ht  bulbs, pest
cont rol,  etc.) , homeowners associat ion dues,
etc.

Ð Est im ate should  not  exceed the annual
   fair  rental value of the house, furnished,

plus ut ilit ies



Hou sin g  A llo w an ce
Cle r ic - Ow n ed  Resid en ce

¥ A cler ic may exclude from  taxable
income the lesser of:
Ð Amount  specif ied in  the vest ry

m inutes before the money is paid ,
or

Ð Actual amount  of housing- related
expenses paid  during the year, or

Ð Annual fair  rental value of the
home, furnished, plus ut ilit ies



Hou sin g  A llo w an ce
Ch u r ch - Pr ov id ed  Resid en ce

¥ A cler ic who liv es in  church-
provided housing does not
pay federal income tax on the
fair  rental value of the house

¥ I f the cler ic incurs any out -of-
pocket  expenses in  m ain -
tain ing the house (such as
ut ilit ies, property taxes,
furnishings, lawn care) ,
he/ she should  be sure to have
such amounts included in  a
housing resolu t ion.



Hou sin g  A llo w an ce Ex clu sio n s

¥ Housing allo wance is excluded from income for federal
income tax purposes

¥ Cannot  exclude housing allo wance or the annual fair  rental
value of a church-provided house from  self -employment  tax

¥ Housing allo wance is not  compensat ion for purposes of
comput ing the cont r ibut ion lim it s to a tax-shelt ered
annuit y/ 403(b)



Sam p le  H ou sin g  Reso lu tio n :
Cle r ic - Ow n ed  Resid en ce

Whereas t he Rev. Jo hn Sm ith i s em ployed as a
m inister o f t he Gospel b y St . S withinÕs Church in
Anytown, F lor ida, w hich d oes n ot  p rovide a
residence fo r h im , t he v est ry r esolves t hat  o f t he
total com pensat ion o f $ 54,0 00 t o b e p aid t o t he
Rev. Jo hn Sm ith d uring 2 0xx, t hat  $ 15,0 00 b e
designated a  h ousing a llowance w ithin t he m eaning
of t hat  t erm  as u sed in Sect ion 1 07 o f t he I .R.S.
Code o f 1 986.



Sam p le  H ou sin g  Reso lu tio n :
Ch u r ch - Pr ov id ed  Resid en ce

Whereas the Rev. Jane Sm it h is employed as a
m in ister of the Gospel by St . Swit hinÕs Church in
Anytown, New Jersey, which alt hough provid ing a
residence for her, does not  provide the full cost  of
main tain ing and furnishing such a residence, the
vest ry resolv es that  of the total compensat ion of
$54,000 to be paid  to the Rev. Jane Sm it h during
20xx, that  $3,000 be designated a housing allo wance
wit hin  the meaning of that  term  as used in  Sect ion
107 of the I .R.S. code of 1986.



Sam p le  Saf ety  N et A d d itio n
to  H ou sin g  Reso lu tio n

$15,0 00 o f c om pensat ion i s d esignated as
housing a llowance fo r t his and a ll fu ture y ears
unless o therwise p rovided.

   N ote:  Using d ollar am ounts instead o f
percentage i s l ess confu sing i f a udited



Sam p le  L ette r  Fr om  Realto r

I  h ave v isited t he h ouse a t  1 23 Main St reet , A nytown,
Flor ida, o n Decem ber 1 , 2 0xx, a nd b elieve t hat  t he fa ir
rental v alue o f t he h ouse fu rnished as i t  h as b een
fu rnished b y t he Rev. Jo hn Sm ith i s about  $ 18,0 00 p er
year.

(Signed)  Jane Doe, Realtor



Eq u ity  A llo w an ce
Ch u r ch - Pr ov id ed  Resid en ce

¥ Tax deferred if:

Ð Cleric lives in church-owned
property

Ð Church contributes to tax-deferred
account, such as RSVP

Ð CanÕt touch funds until retirement
after age 55 without substantial
tax penalty



Accou n ta b le  Reim b u r sab le
Bu sin ess Ex p en ses

¥ Operating and maintaining your auto for business purposes

¥ Travel expenses incurred while away from home for business
purposes (transportation, lodging, meals)

¥ Hospitality and entertainment

¥ Certain educational expenses if maintains or improves skills
required by church

¥ Subscriptions and books if related to duties at the church

¥ Vestments and related clerical attire



Accou n ta b le  Reim b u r sab le  P la n
f o r  B u sin ess Ex p en ses

¥ Four rules for accountable reim bursable plan:
" # Expenses p aid o r i ncurred b y t he cler ic m ust  h ave a  b usiness

connect ion in t he p erfo rm ance o f s ervices as an em ployee
$# Expenses m ust  b e p roperly substant iated w ithin 6 0 d ays as t o d ate,

am ount , p lace, and b usiness p urpose
% Original r eceipts a re r equired fo r expenditures

of $ 75 o r m ore
% Vest ry m ay establish r equirem ents o f l ess t han $ 75

&# Any excess r eim bursem ents m ust  b e r eturned t o t he
church w ithin 1 20 d ays

' # Reim bursem ents cannot  b e m ade out  o f s alary r educt ion

¥ Reim bursements meet ing the above cr it er ia are not
reported as taxable income on Form  W-2

¥ I tems purchased wit h church funds belong to the church



Accou n ta b le  Reim b u r sab le  P la n
f o r  A u to  Ex p en ses

¥ Reim bursem ent  a t  standard m ileage r ate
established b y I RS
Ð exclude p ersonal and com m ut ing m iles
Ð include p arking and t olls
Ð 2007 r ate i s 4 8.5  cents p er m ile
Ð Must  b e selected fo r t he fi rst  y ear a  car
    i f u sed fo r b usiness

¥ Personal u se o f a  church-provided car ( leased o r
owned b y t he church)  m ust  b e r eported on Form  W-2
as t axable incom e



Dis cr etio n ar y  Fu n d s

¥ Au t h o r i t y
Ð Tit le I I I ,  Canon 9, Sect ion 5(6) , Canons of the Episcopal

Church
ÒThe Alm s and Cont r ibut ions, not  otherwise specif ically  designated, at  the

Admin ist rat ion of the Holy  Communion on one Sunday in  each calendar month,
and other offer ings for the poor, shall be deposit ed wit h the Rector or wit h
such Church officer as the Rector shall appoin t  to be applie d to such pious and
charit able uses as the Rector shall determ ine. When a Parish is wit hout  a
Rector or Priest - in -Charge, the Vest ry shall designate a member of the Parish
to fulf ill this funct ion.Ó

¥ Po t en t ia l  Sou r ces
Ð Loose offer ing at  least  one Sunday a month
Ð Budgeted amount
Ð Designated gif ts for weddings, funerals, and bapt isms
Ð I ndiv idual cont r ibut ions



Dis cr etio n ar y  Fu n d s

¥ Account  must  be approved by Vest ry or governing body
¥ Use the churchÕs name and federal employer

ident if icat ion number (EI N)  when establishing a bank
account

¥ Account  should  not  be in  cler icÕs name
¥ Subje ct  to annual audit
¥ Must  be included on churchÕs financial report
¥ Funds remain  wit h the church when cler ic departs
¥ Payment  for anything that  personally  benefit s the

authorized cler ic is prohib it ed



Discretionary Funds

¥ Gen er a l  Op er at in g  Accou n t  Op t ion
Ð I ncome deposit ed in to churchÕs general operat ing

account
Ð Disbursements authorized by the cler ic
Ð Disbursements writ ten by check from  general

operat ing account

¥ Sep ar at e Ch eck in g  Accou n t  Op t ion
Ð I ncome deposit ed in to general operat ing account
Ð Transfer (as needed or on regular basis)  to the

separate Discret ionary Fund checking account
Ð No other income should  be deposit ed dir ect ly  in to

the separate Discret ionary Fund checking account
Ð Authorized disbursements made from the separate

Discret ionary Fund checking account



! For the Church Pension Group Õs Tax Hotline call:
%Mr. Matt Chew, CPA: 877 305-1414
%The Rev. Canon Bill Geisler, CPA: 877 305-1415

! Resource guides written by Richard R. Hammar, J.D.,
LL.M., CPA:

%2006 Tax Guide for Episcopal Ministers & Churches
(mailed annually by the Church Pension Group to all
active and retired clergy)

%Church Law & Tax Report: Church & Clergy Tax Guide
(2006 Edition)

%Others resources are listed in the bibliography.

Per son al T ax  M an ag em en t:
Resources for Clergy Taxes



W ar d en s a n d  V estr ie s

¥ Descrip t ions of the dut ies of Wardens and Vest r ies are
provided in  the follo wing:

Ð Episcopal Church Tit le 1, Canon 14

Ð Revised Statutes of New Jersey 16: 12-6, 16: 12-8 to
16: 12-12.

Ð Canons 49 and 50 of the Diocese of New Jersey


