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INTRODUCTION 

The objectives of church accounting in the Episcopal Diocese of Northern California are as 

follows: 

 To provide reports for the Vestry or Mission Committee showing revenue and 

expenses compared to budget.  This includes an Operating Fund Profit and Loss 

statement and a Balance Sheet showing all of the church’s funds. (From a practical 

standpoint, it may be desirable to summarize these reports on an Excel spreadsheet.) 

 To provide information for preparation of the Treasurer’s Monthly Report (TMR) in a 

manner that facilitates preparing the TMR easily and accurately. 

 To record Restricted and Designated contributions in a manner that will facilitate their 

use for intended purposes, which requires segregating funds, and the preparation of 

contribution statements. 

 To enhance internal controls that will protect the assets of the church. 

It is strongly recommended that: 

 For all churches using QuickBooks, the automated bank reconciliation process be 

used. 

 A contribution system (other than QuickBooks) is used and contribution 

statements are sent out at least twice a year. 

  All churches use an outside service for payroll. 

 All churches pay attention to vendor 1099 requirements. There is an automated 

process in QuickBooks. 

 All churches will have at least one bank account, a checking account.   In addition, 

many churches will have one or more checking, savings or investment accounts.  

Any one of these accounts may represent one or more subsidiary funds. 

Typical subsidiary funds would include:  

 An altar guild (and flower) fund 

 A sabbatical fund 

 Memorial funds (designated and undesignated) 
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 Rector’s discretionary fund  

 Building and/or capital funds 

 Endowed funds from which the church may only spend income 

 Special purpose funds for youth, the ECW and designated outreach 

 Unrestricted reserves 

The fewer the funds, the easier it is to administrate.  For example, the church may 

be able to get contributors to make contributions to a broad based Building & 

Capital Fund as opposed to funds for each individual project that comes along. 

Accounting Systems: 

The preferred accounting software for all but the smallest churches is standard 

QuickBooks plus a separate contribution system, such as Church HELPMATE. These 

churches will use a modified Fund Accounting approach and a custom chart of accounts. 

The not-for-profit chart of accounts in QuickBooks can be more trouble than it is worth.  

Most churches will find that with some help from the diocese getting started, QuickBooks 

is fairly easy to maintain to meet the above objectives. The diocese also uses QuickBooks. 

The closer the chart of accounts follows the format used to prepare the TMR, the easier it 

will be to complete the TMR (and the Parochial Report) correctly. This may include setting 

up summary accounts for specific lines on the TMR such as (a.) Pledge and Plate Offerings, 

and dragging the appropriate sub accounts under that heading.  It is best to use journal 

entries to make the transfers (discussed below). Having to use Excel spreadsheets to 

reconcile the Operating Fund statements to the TMR is non-productive.  

The larger churches with accounting resources have found the ACS or Church Windows 

financial contribution system to be effective.  ACS does require more accounting talent 

than most churches have available on a volunteer basis.  

A possibility for medium to large churches with invested funds representing a number of 

subsidiary funds is to set up a separate QuickBooks Company for invested funds and 

interact between these funds and the operating fund with a Due to/Due from account in 

each company.  The very smallest churches may be good with just a checking account and 

a couple of Excel spreadsheets, but basic accounting controls will be lacking and the effort 

to make things balance greater. 
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INCOME 

Operating Income 

Pledge & Plate Offerings 

Line (a.) on the TMR 

Instructions:  All non-designated offerings to be used for operating purposes. 

Examples:  Plate, pledge, Easter & Christmas offerings (unless these are designated for 

other purposes). 

Accounting:  There should be separate Operating Fund accounts for Plate, Holidays and 

pledges and for contributions. Contributions might be broken down as pledged and other 

givers of record if the church is using a contribution system. If Plate, Holidays or 

contributions are for a specific purpose, they should be recorded as a restricted or 

designated offering on line (f.) of the TMR or recorded directly to a fund bypassing the TMR. 

For example, Good Friday plate may be designated for the Diocese of Jerusalem, birthday 

offerings for the youth group, and Christmas offerings for outreach. See 

Restricted/Designated offerings for a more complete explanation. 

Investment Income 

Line (b.) on the TMR 

Instructions:  Income from interest earned on operating fund accounts and actual transfers 

of funds from investment accounts (i.e. money market accounts, Schwab, The Endowment 

and Memorial fund). 

Examples:  Interest on your checking account. Only amounts actually transferred 

(withdrawn) from an investment account and deposited in the church checking account 

would show on line (b.). (Note: as an alternative, a transfer from investments could be 

recorded on line (g.) of the TMR).  

Accounting for Investment Income:   If the church has investments, those investments 

should be set up in separate savings or investment accounts such as an Endowment and 

Memorial Fund. These would be asset accounts (in QuickBooks designated as bank 

accounts), and would be offset in the Equity portion of the Balance Sheet by one or more 

Restricted or Unrestricted funds. A number of funds (Equity accounts) could be combined 

into a single asset investment bank account. 
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As periodic statements are received or accessed online, they will show income or losses 

realized on the investment and your investment bank account must reflect that income or 

loss. Realized and unrealized gains and losses must be recognized in the appropriate 

Fund(s), i.e. equity accounts.  If there are multiple funds using a single investment account, 

the gain or loss must be allocated to the different funds. Investment income and losses are 

not reflected on your TMR unless cash is actually transferred to your Operating checking 

account. 

Usually, only the income may be spent from endowed funds.  Therefore, you will need 

separate accounts for the principal and realized gains and losses or keep records with the 

same information outside of the accounting system.  

Rental and Fundraising Income 

Line (c.) on the TMR 

Instructions:  All income from fees charged for the use of church facilities or other rental 

property and gross proceeds raised through fundraising events. 

Examples:   

Rental Income - Rents received from AA, Boy Scouts, use of your parish hall for a wedding, 

rental of a rectory to a third party and third party schools. 

Fundraising - Gross income from fundraising events. Gross proceeds from events for 

restricted or designated purposes such as outreach should be shown here with 

corresponding expenses shown on line (k.). The net proceeds might be transferred to a 

restricted fund on the Balance Sheet such as Capital Funds or Outreach.  Alternatively, the 

designated funds could be spent for outreach or capital in the same year and would be 

deducted from apportionable income on lines (h) or (l) of the TMR.    

Other Operating Income 

Line (d.) on the TMR 

Instructions:  This line would include all other income that does not fit into one of the 

above categories and is used for operating purposes. Examples would include book store, 

thrift store or other income not included in lines (a), (b) or (c). It might include contributions 

of any sort from individuals who are not members of record.  
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Diocesan Rebates & Grants 

Line (e.) on the TMR 

Instructions:  Grants received from the diocese to subsidize the operation of the church, 

and the apportionment rebate that is 2% of prior year's apportionment should also go in 

this line.   

Note:  Make sure to deduct the apportionment rebate in line (p.) to avoid paying 

apportionment on the rebate. 

Restricted / Designated Offerings 

Line (f.) on the TMR 

Instructions:  Offerings received and reported in the operating statement that are 

designated (restricted) for specific purposes.   

Note:  See the accounting below for several of the alternatives for recording this income. 

Examples:  Contributions for Building or Capital funds, designated outreach, contributions 

for specific funds, such as a discretionary funds, the altar guild, memorials, and endowment 

funds. 

Accounting for Restricted/Designated Funds:  This is one of the more difficult accounting 

issues we will encounter. The objective is to make sure that the funds are spent as 

designated. There are at least four methods of accounting for designated contributions, and 

all four could be used by a given Church depending on the circumstances: 

1. The first and simplest method is to record the contribution in a Designated 

Income account. Preferably, you will have a number of subaccounts within this category. 

The contribution would be deposited in the Church’s checking account and shown as 

income on line (f.) of the TMR. Payments for the designated purpose, usually outreach 

for this alternative, would be made to the appropriate operating expenses account (i.e. 

outreach). There is no need for transfers on line (o.) of the TMR, as outreach will be 

excluded from the basis for apportionment on line (h.). 

2. A second alternative is to record the contribution as in 1. above. The funds are 

then transferred to separate funds (Liabilities or Equity on the Balance Sheet). This is 

more typical for contributions to non-operating funds such as Capital/Building funds, 

memorial funds, Altar Guild, Youth Group funds, discretionary funds or endowment 

funds. The transfer would be shown on line (p.) of the TMR and would require a journal 
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entry on the books. You also may have to write a check to transfer money from your 

checking account to an investment account if you actually invest it. 

3. A variation of method 1. and 2. above is to show the contribution on line (f.), a 

transfer out on line (o.) and also a credit to a liability account for designated 

contributions that will be expended in the near future. The down side of this approach is 

that the actual charge for outreach is made to the liability account and does not appear 

in your operating statement. 

4. A fourth alternative is to bypass the operating fund and the TMR entirely. 

Contributions to memorial or capital funds, for example, are credited directly to the 

memorial or capital fund on the Balance Sheet. When these funds are spent, the charge 

is directly to the fund. Nothing shows on the operating statement or TMR unless you 

transfer in funds from subsidiary accounts on line (g.) offset by checks written for 

outreach or capital that would go on line (h.) or line (l.) as appropriate.   

Note that if operating expenses are paid from restricted or unrestricted funds, the 

payments must be transferred into the operating fund and shown on line (g.) of the 

TMR to cover those expenses. 

Transfers from Subsidiary Funds for Operating Expenses 

Line (g.) on the TMR 

Instructions:  Any transfer from a subsidiary fund to cover expenses that should be 

categorized as operating expenses. 

Example #1:  The church needs to transfer funds from a non-operating fund to pay for 

salaries or utilities, because there are no other funds available.  The transfer should be 

reported here.   

Example #2:  The church transfers accumulated endowment fund income to the operating 

fund for outreach or other operating expenses. 

Example #3:  Fundraising income has been transferred to a subsidiary outreach fund on the 

Balance Sheet. You want to write checks to Outreach from your operating account and 

show these expenditures on your Operating statement. Amounts would be transferred in 

on line (g.), and in this case deducted from apportionable income on line (h.).  This is 

common where a church wants to show all of their outreach activity on their Operating 

statement. 
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Example #4:  The church transfers funds from a capital fund to pay for a major expense 

reported on the operating statement and shown as a deduction in line (l.) below. 

 

DEDUCTIONS 

Outreach 

Outreach Expenditures 

Line (h.) of the TMR 

Instructions:  All direct outreach expenditures paid either from general operating funds or 

directly from restricted/designated offerings included in line (f.) above. Outreach 

expenditures may also have been transferred in to the Operating fund on line (g.) as noted 

above. 

Examples:  Donations to local charities and national/global appeals. 

Allocation of Maintenance Costs due to Use of Facilities for Outreach Purposes 

Line (i.) of the TMR 

Instructions:  The diocese recognizes that churches realize costs in association with making 

their facilities available for outreach programs. 

Since the facilities usage income is included in Rental and Fundraising income, line (c.) 

above, this section allows for a deduction of a reasonable amount of maintenance costs and 

utilities to recognize the cost to the church for making the facilities available for outreach 

purposes. 

Example #1:  The church rents its parish hall for weekly AA meetings.  The AA groups pay 

$200 per month for the use of the space.  The church has to pay utilities costs and 

additional sexton time to clean the hall at an estimated cost of $100 per month.  This $100 

should be shown here as a deduction from income. 

Example #2:  The church allows an outreach group (such as Scouts) to meet in the parish 

hall for no charge.  The church, however, still has costs associated with making the hall 

available.  Those costs (as in Example #1 above) should be shown here as a deduction from 

income. 

Accounting:  It is preferred that maintenance costs you want to offset against the use of 

your facilities for outreach purposes is grouped together and subtotaled in your Operating 
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statement. This is easily done if you are using QuickBooks. Expenses would include utilities, 

janitorial services, insurance, building maintenance and repair (not capitalized) and 

property taxes, if applicable. It is preferable to charge a percentage of the aggregate of 

these accounts to line (i.) as opposed to charging a percentage of individual invoices. It is 

also preferable to use a journal entry to credit a transfer account within your facilities 

expenses to an account representing line (i.).  

Rental & Fundraising Expenses 

Direct Expenses Applicable to Rental Income 

Line (j.) on the TMR 

Instructions:  This line should be used for costs associated with the commercial rental of 

church owned property such as a rectory or other property that is rented out to tenants. It 

would also include the rent of church property for a school or for Sexton’s quarters on 

church property. 

Example:  The church rents it's rectory to a third party tenant.  Costs associated with this 

rental (property taxes, utilities and repairs) should be shown here as a deduction from 

income. 

Accounting: It is preferred that facilities expenses that are appropriate for offsetting against 

rental income is grouped together and subtotaled in your Operating statement as noted 

above. This is easily done if you are using QuickBooks. Expenses would include utilities, 

janitorial services, insurance, building maintenance and repair (not capitalized) and 

property taxes, if applicable. It is preferable to charge a percentage of the aggregate of 

these accounts to line (j.) as opposed to charging a percentage of individual invoices. It is 

also preferable to use a journal entry to credit a transfer account within your facilities 

expenses to an account representing line (j.).  

Expense of Fundraising Events 

Line (k.) on the TMR 

Instructions:  Expenses related to fundraising events for which the income is included in line 

(c.) above. 

Example:  Advertising, purchase of raffle prizes, food, decorations and tickets. 

Accounting: There should be a separate expense account where you accumulate these 

expenses. 
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Other Deductions 

Capital Leases / Major Expenses (Describe) 

Line (l.) on the TMR 

Instructions:  Any major expenses included in the operating statement that are not normal 

recurring expenses.  Lease payments included in the operating statement for capital 

equipment that has been leased rather than purchased. 

Example #1:  The church paints its buildings and shows the expense as an operating 

expense. 

Example #2: The church calls a new rector and incurs non-recurring costs to do so. 

Example #3:  The church rents a copy machine instead of purchasing a machine.  The cost of 

the lease/rental of the machine can be deducted from income. 

Accounting:  Line (l.) is for major non-recurring costs and capital leases shown in your 

Operating statement using funds shown in line (a. through g.) of the TMR. If you are using 

subsidiary funds such as a building fund from the Balance Sheet, the costs would only be 

shown on line (l.) if those costs have been transferred into the Operating statement on line 

(g.) above.  

Loan Payments (Principal & Interest)  

Line (m.) on the TMR 

Instructions:  Loan Payments made by the church on debt may include both principal and 

interest.  Only the interest is deductible. 

Example #1:  The church makes an interest and principal payment to the Endowment and 

Memorial Fund on a loan taken to pay for the construction of their parish hall.  The 

outstanding loan principal should be set up in a liability account on the Balance Sheet. The 

portion of the payment attributable to principal should be charged (debited) to the 

outstanding loan balance on the Balance Sheet.  Interest would be charged to an interest 

expense account and deducted on line (m.) on the TMR. If you cannot differentiate between 

interest and principal on a monthly basis, charge it all as principal and correct at year-end. 

Example #2: The Church makes a principal only payment on a loan from the diocese for 

prior year’s unpaid apportionment.  This payment is not deductible.  Charge (debit) the 

entire payment to the outstanding loan balance on the Balance Sheet; no entry is made on 

the TMR.  
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Example #3: The Church makes an interest only payment on a loan from the diocese.  

Charge the interest to an interest expense account and deduct on line (m.) on the TMR. 

Rental Payments 

Line (n.) on the TMR 

Instructions:  Rental payments made by the church to rent facilities for normal operations. 

Note: Payments should be made to a separate rent payment account and deducted on line 

(n.) of the TMR. 

Transfers to Subsidiary Funds for Designated/Future Purposes 

Line (o.) on the TMR 

Instructions:  Any transfer to subsidiary funds of restricted or designated funds not used 

directly above on line (h.) or (l.) and any surplus operating funds that are being set aside for 

future purposes.  

Note: Funds transferred to subsidiary funds should actually be transferred via a journal 

entry. These funds are then no longer available to pay other operating expenses.  When 

these funds are transferred back to the general operating fund for payment of operating 

expenses, they are subject to apportionment at that time. 

Example #1:  The church has a special collection that will be put into the Building Fund.  The 

Building Fund collections may have been posted directly (credited) to the Building Fund and 

bypass the TMR. If recorded on line (f.), it should be transferred out to the Building 

subsidiary fund on line (o.). 

Example #2:  The church sets aside a monthly amount into a Sabbatical Fund to save money 

to help fund the costs associated with their Rector's upcoming sabbatical.  The funds should 

be shown here.  The actual payment will have been made to a sabbatical expense account. 

Funds may be transferred to a Sabbatical subsidiary fund and transferred out of the 

operating statement on line (o.). 

Apportionment Rebate 

Line (p.) on the TMR 

Instructions:  If you receive an apportionment rebate, this amount should be reported on 

line (e.) above and deducted on line (p.) to net $0 apportionment on this rebate. 
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OPERATING FUND SURPLUS AND DEFICITS 

Accounting for a Surplus: If Net Operating income including amounts on line (g.) of the TMR 

less Transfers to subsidiary funds on line (o.) exceeds Operating expenses shown on your 

Operating Statement before TMR deductions, you have a surplus and that surplus amount 

should show as a negative amount on line (g.). This represents a transfer to your reserves of 

surplus revenue so that you will not pay apportionment on these amounts. It is preferable to 

actually make this transfer on your books monthly, but a single entry combining surpluses and 

deficits should be made at year-end.  

Accounting for a Deficit:  If Net Operating income including amounts on line (g.) of the TMR 

less Transfers to subsidiary funds on line (o.) are less than Operating expenses shown on your 

Operating Statement before TMR deductions, you have a deficit and that deficit amount should 

show as a positive amount on line (g.). This represents a transfer from your reserves needed to 

cover Operating Expenses and you will pay apportionment on these amounts. It is preferable to 

actually make this transfer on your books monthly, but a single entry combining surpluses and 

deficits could be made at year-end.  

 


