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In order to comply with the letter and spirit of the Constitution and Canons of the Episcopal Church - Title III, Canon 9, section 5.b(6) of concerning Discretionary Funds, and Title I, Canon 7, section 1(f) concerning Business Methods in Church Affairs, plus Diocese of South Dakota Canon 10.2 (2&3) concerning Business Methods and Finance Committees, the following policy has been established:

Clerics in the Diocese of South Dakota, or any designated lay person, shall abide by the above cited canons as expanded, explained, and clarified in the attached Guidelines for Discretionary Funds.
Guidelines for Discretionary Funds

The recognition of Discretionary Funds is found in General Convention Title III, canon 9. sec. 5.b (6). Basically, the loose offering from one Holy Eucharist service per month is to go into a fund to be administered by the rector or priest-in-charge together with “other offerings for the poor.” Today it is customary in some congregations to supplement the discretionary fund with gifts from individuals and from the congregation’s general operating funds. The Canon reads as follows:

The Alms and Contributions, not otherwise specifically designated, at the Administration of the Holy Communion on one Sunday in each calendar month, and other offerings for the poor, shall be deposited with the Rector or Priest-in-Charge or with such Church officer as the Rector or Priest-in-Charge shall appoint to be applied to such pious and charitable uses as the Rector or Priest-in-Charge shall determine. When a Parish is without a Rector or Priest-in-Charge, the Vestry shall designate a member of the Parish to fulfill this function.

The words “alms”, “contributions” and “offerings” are used indicating that these funds are given to the church and therefore belong to the church. In fact, the last sentence of the canon notes that when there is no rector the vestry shall designate a member of the congregation to administer the funds.

There can be no question that the offerings must be used for the relief of the poor or for “pious and charitable uses,” but there is nothing in the canon to indicated that there is no accountability as to their use. The phrase “uses as the Rector or Priest-in-Charge shall determine” does not mean that there is no accountability as to the proper use of funds.

The discretionary fund is not the personal property of the member of the clergy-in-charge, but rather it is a church fund. General Convention Canon I.7.1 (f) provides as follows:

………..All accounts of Parishes, Missions or other institutions shall be audited annually by an independent Certified Public Accountant, or independent Licensed Public Accountant or such audit committee as shall be authorized by the Finance Committee, Department of Finance or other appropriate diocesan authority.

The Diocese of South Dakota Canon 10.2 (2 & 3) provides as follows:

2)  The Finance committee shall set forth the audit procedure to be followed by all Parishes, Missions and other institutions……

3)  Audits shall be done annually on report forms prescribed by the finance committee. These audits shall include a general examination of the financial condition of the Church and shall include, but not be limited to: examination of financial reports of all funds; the sufficiency of all related financial records……. 
As to the use of discretionary funds, two facts should be borne in mind.

First, the discretionary fund is not now, nor was it ever intended to be the personal property of the cleric
. These are funds which belong to the church or mission and are entrusted to the cleric (rector or priest-in-charge or deacon) or designated lay person, for proper distribution.

Second, much of what we do is controlled by Canon Law, but we are also subject to civil law. This is especially true in the case of tax laws. The general principles below should help clarify the guidelines with regard to the matter of taxes:

A. Money flowing from a church to the cleric for the cleric’s personal use is generally taxable as income to the cleric.


B. Money given in exchange for services is taxable as income.

C. Gifts are deductible to the Donor only if given to an exempt organization, but they are not deductible if given to an individual, either directly or indirectly.

With the foregoing in mind, the following guidelines and statements should be of help in this rather murky field.

1.  The purpose for which discretionary funds may be used are outlined in the Church’s Canons – that is, for the poor and for other “pious and charitable uses.” Obviously, gifts to aid the poor are its primary purpose. Within the term, other “pious and charitable uses” would be included gifts to any recognized charitable organization (the same ones to which an ordinary individual could make a deductible gift), or to the church itself. These are examples and not intended as an exclusive list. Books and vestments as well as other personal expenses are clearly not a proper use. It is a much better practice for the business expenses of the clergy to be paid by the church in the form of an expense account or an expense allowance with the use of receipts, and not be funded through a discretionary fund.

2.  Because discretionary funds are the property of the church or mission, gifts should be made to the church, mission or diocese, rather than to an individual, for example: St. Paul’s Discretionary Fund, Rosebud Mission Discretionary Fund, or the Diocese of South Dakota. A gift payable to the church or diocese is deductible. A gift payable to the cleric is not.  The cleric must use the church or diocese tax ID number for the account and not one’s own social security number.

3.  A gift to the discretionary fund must be either unrestricted, or if restricted, it must be designated for one of the legitimate purposes of the church. For example: a cleric cannot accept money into the discretionary fund to send anyone’s children to school, or to pay for a parishioner’s stay in a nursing home, or for any other specified individual, even though there may be a need. Such a gift would not be deductible on that donor’s income tax return, and the fact that it went into the discretionary fund does not alter that it is not a deductible expenditure.  Gifts given to benefit a specific individual are not tax deductible and should not be treated as such, even if the giver wants to remain anonymous. 

4.  A donation to a cleric, which is not payable to the church, is not deductible by the donor. Of course, such a gift is not income to the cleric either, unless it is a payment given in return for services rendered, such as a wedding. When this is the case, it is taxable income to the cleric.

5.  Since discretionary funds are the property of the church or mission, they must remain with that church when the cleric is called elsewhere or retires, along with any articles purchased with those discretionary funds. The records of the discretionary fund are also the property of the church and remain after the cleric leaves. 

6.  A separate bank account needs to be set up for a discretionary fund. This discretionary account should have two signatories on record at the back. All gifts intended for that fund, whether delivered to the church or to the cleric should pass through this account. Appropriate receipts should be given to the donors, except for moneys paid over through a budget. 

7.  Most checks written on the account will not be of a confidential nature. As to those funds, which are used for financial aid to individuals in situations, which should be kept confidential, then a check could be written to cash. This should be rare and the cleric must keep a private record of just what was done with the proceeds of such a check. (This record should be shown to the person doing the account audit). This is a protection to the priest in the event of an IRS audit and further if a question arises in the congregation as to the use of these funds. Exceptions are, of course, in order when it comes to providing gas money or other travel expenses from pocket cash to those in need. However, good records of such transactions should be kept for one’s protection.

8.  The procedures for the audit of these accounts will be established by the Finance Committee of the Diocese (Bishop, Treasurer, Administrator, and Chancellor).  Certain minimum requirements under the canon must be met. The auditor must be independent – that is, he/she cannot be a member of the congregation or mission in which the audit is occurring.  She/he must be qualified and approved to do audits by the Finance Committee and report on the same in the manner required. 

9.  The discretionary fund must not be used as a petty cash fund, nor should professional expenses of the cleric or the congregation or mission be paid out of the fund. Business related items must not be paid out of this fund if they are intended for the personal use of the cleric and are not to be used by subsequent incumbents. Valid expenses for the cleric’s ministry should be paid by the congregation or mission and not run through the discretionary fund.

10.  Remember always that the IRS can and does audit churches, the clergy and individual donors.

11. Observations: 

a. The person administering the discretionary fund is in a position very similar to that of a trustee. He/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 co-mingled with personal funds, and finally to use them for the purposes for which they were entrusted to her or his care. 

b. The uniqueness of our ministry on the Missions does not always fit the models, but fairly significant funds can pass through these discretionary funds and we must be very transparent to protect both our donors and ourselves. 

In the event that you incur a question or problem on which you have any doubt in reference to proper use of your discretionary fund, please, feel free to contact the Diocesan Administrator or Bishop for assistance.

These guidelines are taken from several sources and adapted.

Amended April 2014

� Cleric refers to an ordained priest or deacon.
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