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Alexa noticed the crocuses budding along the garden path as she walked to the parsonage.  It 

was an unusually warm spring day in New England.  Even the robins were out singing.  Alexa 

would have preferred to be out on a hike but the finance committee had to get the reports 

ready for the board of trustees (BOT).  She entered the parsonage and John, Steve, and Janet 

were already there.  Financial reports and bank statements were spread all over the dining 

table.  Auditing the bank statements took only a few minutes—the committee felt good to get 

one thing accomplished.  Now, the daunting task of making sense of the financial reports 

began.  Hours later, they were still digging through the reports to determine how to present 

financial data to the board. With declining membership, the church had been running deficits 

for a few years, and the BOT needed to oversee finances more carefully and frequently. Steve, 

the treasurer, took notes and he would later create the presentation once the finance 

committee came to a consensus.  This was a time-consuming process and Steve was feeling 

frustrated. He was the third treasurer in 5 years, and the finance committee did not want to 

lose another one. Alexa felt that there had to be a better way to set up the accounting system 

so the automatically generated statements would meet the needs of the board without 

excessive time spent by the treasurer. 

North Church  

The North Church was founded 150 years ago in a coastal town in New England.  It was a 

Congregational church with an active social justice mission and took pride in its inclusiveness.  

Current membership in 2019 consisted of about 130 households, a decline from over 190 

households a decade earlier.  Though the decline in membership was concerning, it was also 

not surprising given the regional trend of decreasing church attendance in the northeast United 

States in general (Bump 2018).  The North Church did not have a large endowment and its 

operating budget was funded primarily from member pledges.  Fewer pledging members meant 

a smaller operating budget.  The church had had to make a number of difficult decisions in the 

past decade, including going from two services to one service on Sundays, reducing the working 

hours for the director of religious education and the minister of music, eliminating the part-

http://www.ijicases.com


 
 

1 
 

4 

time sexton2 position, and delaying costly building repairs.  Currently the church had a full-time 

minister, a half-time director of religious education, a quarter-time minister of music, and a 

three-quarter-time office manager.  It relied heavily on volunteers for many functions, from 

teaching Sunday schools, to building maintenance, yardwork, snow removal, and substituting 

for paid staff when they went on vacation or got sick.   

Church Management and Operation 

North Church was led by a board of trustees (BOT) whose members were elected by the 

congregation and served staggered terms.  The BOT was supported by a finance committee and 

a personnel committee for important management decisions.  The treasurer, working with the 

finance committee, prepared monthly financial statements for the BOT meeting.  Each year in 

March, the finance committee and the treasurer prepared a draft budget for the following fiscal 

year, which ran from July through June.  The BOT reviewed the draft budget and made 

adjustments based on estimated pledge results.  The proposed budget would be voted on by 

the congregation in their June annual meeting.  The finance committee also oversaw 

investment activities of the church’s endowments and long-term funds.  Currently, investment 

activities were carried out by the investment subcommittee, which reported to the finance 

committee.   

The treasurer was also a volunteer position and elected by the congregation.  Responsibilities of 

the treasurer included being the signatory of the church in most finance transactions and 

recipient of bank statements, as well as assisting the office manager and the finance committee 

in preparing financial reports and annual budgets.  The treasurer was a member of the BOT and 

an ex-officio to the finance committee.  Finding a qualified volunteer to serve as treasurer was 

not easy for the church.  This person had to be knowledgeable in finance and accounting, 

trustworthy, and had time.  North Church had had two treasurers in the previous four years and 

everyone hoped that Steve, the new treasurer, would serve for a longer term.   

Church Accounting and Financial Reporting 

The goal of the financial reports was to inform the BOT, the minister, and the congregation 

about the financial performance and health of the church.  The main financial statements for 

nonprofit organizations included the statement of financial positions, the statement of 

activities, the statement of cash flows, and the statement of functional expenses.  However, the 

North Church purchased a for-profit version of a popular bookkeeping software and did not 

have time to customize it specifically for a nonprofit organization. This operating practice 

continued to date. North Church generated a profit & loss statement (Exhibit 1) instead of the 

statement of activities and a balance sheet (Exhibit 2) in place of the statement of financial 

position.   

 
2 A sexton did general maintenance and custodial tasks for a church. 
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However, not all church activities were included in the current statement.  For example, once 

each month the church donated its Sunday plate collections to a charity in the community.  It 

was referred to as ‘Give Away Sunday’.  This amount was not in the budget nor part of the 

church’s operation.  It was a contribution from the church to the community and should have 

been reported back to the congregation.  Another example of such self-funding activities was 

the church’s annual retreat.  Participants of the retreat paid the actual costs and the church 

simply did the bookkeeping for the retreat, but no church funds were used. To generate reports 

to the BOT, the treasurer manually kept track of the Give Away Sunday plate donations.  Special 

reports would need to be created manually when a self-funding program needed an update on 

their account balances. 

In order to reduce the amount of time needed for bookkeeping, the previous treasurer 

converted the church’s accounting policy to be cash basis so that they no longer had to keep 

track of contributions receivable and late pledges. The North Church owned its buildings and it 

did not have any long-term debt. However, it did not keep track of the values of any of its fixed 

assets, which was another reason for using cash accounting. Of course, it was important to 

report its cash holdings in the bank and market values of its investments in brokerage accounts.  

Concerned for the long-term viability of the church, a core group of members started an effort 

to build up an endowment fund.  In the past members had designated gifts to the church but 

the amounts tended to be small, from a few hundred to a few thousand dollars.  There was no 

formal endowment policy and some gifts were restricted while others were not.  These funds 

were comingled with church cash and investment assets in the same accounts managed by the 

investment subcommittee.  

Two years ago the finance committee developed a formal endowment policy which was 

approved by the congregation.  As a result of the newly adopted policy, the finance committee 

instructed the investment subcommittee to open separate investment accounts for 

endowments and other church operations.  There would be two accounts for the endowment: 

Endowment-Vanguard Money Market Fund and Endowment–Vanguard Group Fund; and two 

accounts for the other church operations: General Purpose Investment–Vanguard Group Fund 

and General Purpose Investment-Vanguard Money Market Fund. These changes should be 

implemented in the coming year. In addition to investment accounts, the church had two 

checking accounts at North Bank: one for regular church business and one dedicated to the 

recently completed capital campaign.  The church also had a PayPal account that enabled it to 

accept credit card transactions at fund raising events.  The balances at the General Purpose 

investment accounts and at the North Bank included balances for self-funded programs such as 

the Robotics Team and Retreat; reserves for committed future expenses such as minister’s 

discretionary fund, minister’s sabbatical, future capital improvement, future office equipment 

purchases; and a prudent reserve of $40,000, approximately two month’s expenses.  
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Financial Challenges 

After experiencing operating deficits for a number of years, the BOT asked the finance 

committee and the treasurer for suggestions to improve financial oversight.  Financial reporting 

had been a significant burden for a while. In order to be able to present the true financial status 

of the church to the BOT each month, the treasure had to go through the books with the office 

manager, corrected misclassifications manually, and added transactions not included in 

automatically generated reports from the software. The finance committee and the treasurer 

were aware of several shortcomings of the current chart of accounts, especially after the 

conversion to cash accounting. While the church no longer kept track of late pledges and 

pledges receivables, it continued to put aside reserves for future expenses such as minister’s 

sabbatical, building maintenance, etc.  Steve and Alexa believed that updating the chart of 

accounts would improve quality of bookkeeping and reduce the amount of time needed to 

generate financial reports. After another marathon meeting in early spring, the finance 

committee, Steve, and Alexa decided to seek outside help.  The minister agreed and enrolled 

the members of the finance committee in a webinar on church finance. From the webinar, they 

learned that they should follow not-for-profit accounting principles, especially classifying funds 

into donor-restricted and donor-unrestricted categories under current FASB ASU 2016-15 

(Topic 958). Alexa had connections with a nearby state university and they decided to recruit an 

accounting student intern to review the church’s current statements and to implement 

necessary changes to the chart of accounts in order to follow not-for-profit accounting 

principles.  
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Exhibit 1: Current Profit and Loss Statement
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Exhibit 2: Current Balance Sheet
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