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Subject: Presbyterian Mission Agency Financial Reserve Policy

Recommendation:

The Finance Committee recommends:

1

2)

4)

5)

that the Presbyterian Mission Agency Board adopt proposed changes to the 1990 General
Assembly Mission Program Budget Policy and Procedures and forward them to the 222
General Assembly (2016) for approval;

that the proposed new reserve policy sections be used by the Presbyterian Mission Agency staff
to prepare the 2017-2018 budget, which will be presented to the Presbyterian Mission Agency
Board in April 2016 and forwarded for the 222" General Assembly (2016) for approval;

that for the 2017-2018 budget the Chief Financial Officer of the Presbyterian Mission Agency
be authorized to set the reserve fund levels after consultation with Finance and Accounting
staff;

that Unrestricted Reserves be replenished with funds allocated from the operating budget, and
that funds will be allocated annually until the reserve minimum levels are attained;

that a Restricted Reserve Fund be created with funds allocated from the operating budget, and
that funds will be allocated annually until the restricted reserve minimum levels are attained;
and

that the Capital Reserve Fund, currently known as the Property, Plant, and Equipment Fund,
be replenished to ensure technology projects and the replacement of furnishings, property,
plant and equipment related to the health, safety, and well-being of The Presbyterian Center
and deployed staff, visitor’s, and tenants are completed, and meet or exceed all industry or
regulatory requirements.



Procedures and Guidelines Governing the
General-AssemblyPresbyterian Mission Agency-Missier Budget and Program

. Operating Guidelines

A. Presbyterian Mission Program Fund

:Definition: The funds composed of current or prior year unrestricted gifts, legacies, bequests

that equal or exceed $500,000 (five hundred thousand), and will be expended over several

operating periods or years. The use of these funds will be determined as part of the normal

operating budget preparation cycle and processes. Fhe-funds-can-be-utitized-to-fill projected

operating-budget-shortfalls

AB. Unrestricted Reserve FundPresbyterian-Mission-Program-Fund
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Definition: TheA funds composed of all unrestricted and-ureommitted-receipts and prior

year net assets intended for the support of the Presbyterian Mission AgencyGeneral-Assermbly

i
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Sources to maintain this -fund shall include all unrestricted unified-revenue available

for the Presbyterian Mission AgencyGeneral-Assembly-Mission-Program, including

but not limited to

BDa.  wnified-income including receipts from congregations, presbyteries, or
individuals;

2)b.  unrestricted gifts, legacies, bequests;

3)c. _unrestricted investment income;

4yd.  gift annuity excess reserves;

5)e.  such nonrecurring income as the General-Assembly-Couneil-Presbyterian

Mission Agency Board shall direct by general or specific policy statement;
and
6)f.under expenditure ef-the-unified-portion of the Presbyterian Mission Agency

annual General-Assembly-Mission-operating Bbudget.

2. The Uncommitted-Unrestricted Reserve Funds
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a._The unrestricted reserve fund will not be used to manage projected operating —{ Formatted: Highlight

budget shortfalls;
The Presbyterian Mission Agency shall maintain an unrestricted reserve fund

that may be accessed with the approval of the Presbyterian Mission Agency
Board;

b.

c.Use of the unrestricted reserve fund shall be limited to revenue shortfalls and —{ Formatted: Highlight

expense overruns in the current budget cycle, emergency purposes, and new
mission opportunities;
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53.

d. The unrestricted reserve fund shall be held in a separate unrestricted net asset
account;

e. Reserves will be increased upen-by allocating unrestricted gifts and budget
accumulations;

f._Mission areas that rely on unrestricted reserve funds will rely on an agency- ~_—{ Formatted: Font: Not Italic

wide emergency fund;

g._The unrestricted fund reserve balance will be approved by the Chief Financial —{ Formatted: Highight

Officer with concurrence of the Executive Director of the Presbyterian

MISSIOI‘I Agency

<’——[ Formatted: Indent: Left: 0.67", No bullets or numbering

Formatted: Normal, Indent: Left: 0.67", No bullets or
numbering, Tab stops: 0.25", Left
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Any use of the unrestrlcted reserve Funeqund for the purposes outllned in the

above section must be based on a four-year-plan that takes into account income estimates

64,

and provisions for all the anticipated changes in the fund. Such plans will be maintained
approved by the Presbyterian Mission Agency Finance Committee and_further approved
annually by the Presbyterian Mission Agency BoardGeneral-Assembly-CouncH.

4. Ordinarily, the-Presbyterian-Mission-Program-Fund-the unrestricted reserve funds

will not be used for capital expenditures, except in the event of an emergency and the
capital replacement funds are fully expended or allocated for use within a three (3) year
period. The Chief Financial Officer will report this emergency expenditure to the Finance
Committee, and seek timely approval from the Executive Committee of the Presbyterian
Mission Agency bBoard, or its Chair. -

Presbyterian Mission Agency BoardGeneral-Assembhy-CeuneH, upon recommendation of

its Finance Committee, shall authorize all appropriations, expenditures, or transfers from
theise fund balances through established policies.

Use of Restricted Funds: Availability of restricted funds shall be considered in «__—{ Formatted: Highlight

conjunction with budgeting of unrestricted funds with restricted funds being depleted
first. Information concerning restricted funds use and balances shall be provided by the

( Formatted: Normal, Indent: Left: 0.25", Hanging: 0.25",
| Tab stops: 0.25", Left

Presbyterian Church (U.S.A.), A Corporation on a reqgular basis.
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the-specific-designation-subject to donor restrictions. Bener+estrictionstimit-the-use-of-the < { Formatted: Indent: Hanging: 0.25" ]

1. Sources to maintain this fund shall include all restricted revenue available for the
Presbyterian Mission Agency, including but not limited to:

a. _income including receipts from the Special Offerings; Formatted: Numbered + Level: 2 -+ Numbering Style: a, b,
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c. restricted investment income; and
d. such nonrecurring restricted income as the Presbyterian Mission Agency Board
shall direct by general or specific policy statement.

2. The Restricted Reserve Fund «——{ Formatted: Indent: Left: 0" )
a. The restricted reserve fund will not be used to manage projected operating budget Formatted: Highlight ]
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expense overruns in the current budget cycle, emergency purposes, and new
mission opportunities within the donor restrictions;

d. The restricted reserve funds shall be held in a separate restricted net asset account;

e. Reserves will be increased through the allocation of upen-by-trestricted gifts and
budget accumulations;

f.__Mission areas that rely on restricted funds will rely on the restricted reserve fund
for emergencies; and

. The restricted fund reserve balance will be approved by the Chief Financial Formatted: Highlight )
Officer with concurrence of the Executive Director and-the Financeand Formatted: Indent: Left: 0.75", Hanging: 0.25" ]
Accounting-staff-of the Presbyterian Mission Agency.
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3. Any use of the restricted reserve fund for the purposes outlined in the above section are  «——{ Formatted: Indent: Left: 0 )

must-be

——babased on a plan that takes into account income and expenditure estimates and

provisions for all the

—— anticipated changes in the fund. Such provisions will be approved by the Finance

Committee of the Presbyterian Mission Agency and further approved annually by the

Presbyterian Mission Agency Board.

4. Ordinarily, the restricted reserve fund will not be used for capital expenditures.

5. The Presbyterian Mission Agency, upon recommendation of its Finance Committee, shall+«——{ Formatted: indent: Left: 0", Hanging: 05" )
authorize all appropriations, expenditures, or transfers from these fund balances through
established policies.
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Use of Excess Income over Actual Expenditure

30.598

1. Any excess unrestricted income over actual unrestricted expenditures realized at the end
of a budget year shall be retained in the Unrestricted Reserve Fund.

2. Budgeted amounts unexpended at the end of a budget process may be encumbered by
those participating in the Presbyterian Mission Agency bBudget process in order to
complete projects, upon approval of the Chief Financial Officer and provided as an
information item to the Finance Committee.

a. Unexpended project funds at the end of the budget calendar-year may be
encumbered only when completion of a project (or the completion of an essential
part of a project)

1) is authorized as a part of a total approved program; and
2) is not otherwise provided for in the succeeding year's budget.
b. Unexpended project funds at year-end may not be encumbered when
1) it serves to expand a general or ongoing budget, or part of a budget; and ﬂ Formatted: Numbered + Level: 1 + Numbering Style: 1, 2, ‘

2) it serves to exempt the specific budget and program item from the usual .3,’13;,:; stt;ar;.?--: L Allgnment: Left + Aligned at: 1,257+
review and the particular priority choices involved in building the
succeeding year's budget.
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30.602

The Finance Committee shall recommend to the Presbyterian Mission Agency Board General
Assembly-CeuneH-an annual Contingency expenditure line within the Presbyterian Mission
AgencyGeneral-Assembhy-Mission Budget for possible allocation by the General-Assembly-or
the Presbyterian Mission Agency Board General-Assembly-Ceuneil-upon recommendation from
the Finance Committee-and-Mission-Priorities-Committee.
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9
Treasurer 1
SuppertServices-Director 1
Related-Body-Directors 5
EepeutheDietar 1
Asseciate-Director 1
Coordinator of Resources and-Planning 1
Ceorinnieme T RnnesoReEude s 1
Conenos 1
Totald ina Partici 28
TotalPartici 47
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B-A. Budget Submissions

30.606

1. The Presbyterian Mission Agency General-Assembly-Council'sstaff -Finance-Committee —{ Formatted: Highlight
will provide annually for the aceceptanceapproval by the Finance Committee and for
review quarterly by the Audit and Flnance Commlttees

b. guidelines for preparing budget requests;
¢. proposals for common expenses, including:
1) building operations;
2) audit costs; and
3) eentingency-reserve fund;
d. projections of income from all sources available in support of a Presbyterian
Mission AgencyGeneral-Assembhy-Mission Budget and Program; and
e—e.  format for a General-Assembhy-MissienPresbyterian Mission Agency
Budgetand-Program-budget to be presented to the Presbyterian Mission Agency
BoardGeneral-Assembly-Couneil and to the General Assembly.; in-censultation

with-the Central Treasury-Corporation.
—382 Formatted: Left, Space Before: 0 pt, After: 0 pt, Numbered
+ Level: 1 + Numbering Style: a, b, c, ... + Start at: 4 +
- - P Ali t: Left + Aligned at: 0.75" + Indent at: 1",
2. The following shall be funded by the Presbyterian Mission Agency Gereral-Assembly Widow/Orphan contrl, Border: Top: (No bordet)
S . Formatted: Left, Numbered + Level: 1 + Numbering Style:
a. all ministry units; a, b, c, .. + Start at: 4 + Alignment: Left + Aligned at: 0.75"
b. all related bodies except the Board of Pensions and the Preshyterian Foundation b"o'rzgf)m at: 1", Widow/Orphan control, Border: Top: (No
(U.S.A)) Inc. which may, however, receive specific program grants; and - PP ——
ormatted: Left, Numbered + Level: 1 + Numbering Style:
c. SuppertCommon and -Shared Services of the Preshyterian Mission ab,c, .. +Start at: 4 + Alignment: Left + Aligned at: 0.75"
Agehoyeehem-fosemarCouneloepnt Olices ol ploves Sendec o Loan, + Indent at: 1"
Services:- aand the Presbyterian Church (U.S.A.), A Corporation.
d—Central-Treasury

3. Building-Capital Projects Operations-submissions
a. Spaee-at-100 Witherspoon Street

1) SuppertShared Services will submit to the Finance Committee a total
budget for all costs related to maintenance, repair, upgrading, updating,
managing, and otherwise carrying out the functions related to the building
which have been assigned to Suppert-Shared Services.

2) The mission operating budget will contain a single line titled "Building
Operations" that will fund a proportionate share of the total building
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operations and contribute to the capital reserve fund.based-upon-percentage

b. Rentand Lease Charges at Locations Other than 100 Witherspoon Street
1) Permission to rent or lease office or other space outside 100 Witherspoon
Street shall require prior approval of the Presbyterian Mission Agency

Board General-Assembly-Counetl-upon recommendation of the
supervising entity or ministry area with the concurrence of the Deputy

Executive Director Shared ServicesSuppert-Shared-Services;

After Presbyterian Mission Agency Board

approval, all rental agreements and leases must be negotiated by the entity

mission area or shared services and reduced to writing by Preperty

General Seunel Counsel Office-of the Presbyterian Church (U.S.A.), A | Formatted: Strikethrough
Corporation Central-Freasury-Corporation-at the request of and-subjectto

cenetrrence-by-the supervising entity;

3) Supervising entity will be solely responsible for making budget provision < Formatted: Indent: Left: 1.25" ]
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4—The definition of capital projects shall also include the acquisition or development
of any new system, including technology, telecommunications or other similar
property and equipment on behalf of the Presbyterian Mission Agency, or major
upgrades or modifications to same; and
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30.608

1. Items of business the General Assembly approves, the Presbyterian Mission Agency
budgets may be adjusted to include financial implications by:
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F-C.  Budget Control and Reporting

30.610

__{ Formatted: Highlight ]

1. Presbyterian Mission Agency Board, through the Finance Committee, shall act in a

fiduciary role by maintaining oversight of the finances. The Finance Committee will
review periodic financial reports to ensure Presbyterian Church (U.S.A.), A Corporation
has the necessary resources to carry out its mission. (30.606)

<’4[ Formatted: Indent: Left: 0.5", No bullets or numbering ]

32 All financial reports for Presbyterian Church (U.S.A.), A Corporation shall be
provided to participants-the General Assemblythreugh-the Central-Treasury

Printed from the Minutes of the General Assembly of the Presbyterian
Church (U.S.A.), online edition



Corporationannually through independent audited financial statements prepared in
accordance to the manual of operations.-aceerding-to-the-timeline-agreed-upon.

3 v MHission

_[End of Policies and Procedures]
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Rationale:

This 1990 policy revision is necessary because over the past 15 years, the finances of the Presbyterian
Mission Agency (PMA) have significantly declined. In particular, the Presbyterian Mission Agency
unrestricted funds known as PMPF (Presbyterian Mission Program Funds), have been a topic of
discussion and a source of financial concern for the Presbyterian Mission Agency Board for some time.
The Finance Committee requests that the new policy be adopted to address the situation and reverse the
trend of the fund.

In the intervening years, the “202" General Assembly 1990 Mission Program Budget Policy and
Procedures” have guided the financial life cycle of the Presbyterian Mission Agency, while the other
General Assembly agency’s created separate financial policies. The major principles and guidelines
contained in the 1990 policy were strictly adhered to by the Presbyterian Mission Agency Shared Services
Finance & Accounting department.

PMA’s outside auditor Crowe Horwath provided two documents that describe the need for reserves at
non-profit institutions and an overview of best practices. Crowe Horwath emphasizes there is no cookie-
cutter formula for financial reserves. Each organization is different and needs to come up with a plan that
works in their environment.

Unrestricted Funding Reserves

The PMA finance and accounting staff have consistently monitored and reported to the Board the PMPF
or Unrestricted Reserve balance compared to the 1990 policy. The PMA finance and accounting staff
communicated to the Finance Committee the fact that most of the sections within the 1990 policy are no
longer contextual or relevant to the management of the PMA finances due to declining funds, and the
dissolution of the centralized treasury organization. In September 2015 the Finance Committee created a
sub-committee (PMPF Sub-committee) to update the 1990 policy section 30.597.3 Presbyterian Mission
Program Fund. In its Action, the Finance Committee requested that the subcommittee develop a
comprehensive reserve plan linked to the strategic plan and annual operating and capital budgeting
processes of the PMA.

The Presbyterian Mission Agency will continue to solicit and accept large unrestricted gifts ($500,000 or
more) that will be placed in PMPF and allocated to ministry and operations in future year budgets that are
approved by the Board. These large unrestricted gifts are by nature sporadic and unpredictable.

Unrestricted reserves are needed by the PMA to cover emergencies or exigent matters, and take advantage
of new mission opportunities not included in the operating budget. These kind of unplanned board
discretionary activities, emergencies and new mission, are funded with unrestricted reserves.

Restricted Funding Reserves

During the PMPF Subcommittee’s generative discussions, they concluded there is an immediate need to
create a policy requiring a PMA Restricted Reserve Fund to support the ministries currently funded by
Special Offerings, restricted endowments, and donor restricted donations. The Finance Committee
understood that in the past these ministry and mission areas were encouraged to do this but have not done
so consistently because of budget pressures. The PMPF Subcommittee recommends that restricted fund
mission areas create a reserve beginning with the 2017-2018 budget and in the future as a matter of
policy. PMA mission areas that benefit from restricted funding will be required to accumulate and
manage reserve funds in collaboration with finance and accounting.
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Blended Funding Strategic Programs

The Finance Committee understands that several ministry program areas that now rely primarily on
unrestricted funds are attempting to raise additional money that will be restricted to their use. There will
be no reserve requirement on these restricted funds until the initial round of funding has been
substantially completed. This temporary exclusion will help these mission areas establish financial
viability before a reserve requirement is imposed.

Capital Reserve Fund

The Capital Reserve Fund will continue to be managed by the PMA finance and accounting staff guided
by the 10 year facilities capital plan and the Information Technology five year capital plan. Both plans are
submitted to the Finance Committee and the PMA Board for approval and sent to the General Assembly
for approval as part of the budget processes and cycles. These plans are updated annually or as needed, to
report significant changes to the Finance Committee.

Summary:

On June 30, 2015 PMA had unrestricted assets of $230 million available for mission and ministry. PMA
has additional restricted assets of $270 million that must be maintained in perpetuity but which generate
income each year for restricted mission purposes. PMA has annual revenues of $69 million.

By any measurement the agency has significant financial resources.

By allowing PMPF reserves to be depleted to cover projected budget shortfalls, we have inadvertently
created an atmosphere of scarcity rather than abundance.

The recommended policy changes will improve our ability to manage the agency’s resources wisely.

The PMPF Sub Committee’s report is “Attachment A” in this Finance Committee Action.
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Attachment A

Presbyterian Mission Agency Board
Report of the Finance Subcommittee on Unrestricted Reserves
December 10, 2015

What is the subcommittee’s task?
The task of the subcommittee is to develop a comprehensive reserve plan linked to the strategic
plan and annual operating and capital budgeting processes of the Presbyterian Mission Agency.

In addition the subcommittee is to consider updating the 1990 General Assembly Action, Section
30.597.3.

What’s the background for this assignment?

Unrestricted reserves in the Presbyterian Mission Program Fund (PMPF) represent money
received by the mission agency with no restrictions on use. PMPF reserves are spent with the
approval of the Board.

In the past there were ample unrestricted funds for unplanned emergencies. Recently there has
been a need to monitor spending more closely at lower reserve levels.

Unrestricted reserves are projected to disappear by 2017 as a result of large amounts of spending
to balance the operating budget. For example, the PMPF is expected to provide $4.2 million in
funding to balance the 2016 budget.

In effect PMA has been using PMPF to avoid reductions in mission spending. Soon this will no
longer be possible.

What resources are available to develop a comprehensive plan?
PMA’s outside auditor Crowe Horwath provided two documents that describe the need for
reserves at non-profit institutions and an overview of best practices.

Crowe Horwath emphasizes that there is no cookie-cutter formula for financial reserves. Each
organization is different and needs to come up with a plan that works in their environment.

Why does the mission agency need unrestricted reserves?

Although current reserves will be exhausted soon, PMA will continue to need a rainy day fund to
offset unbudgeted expenditures and revenue shortfalls, as well as for genuine emergencies.
Unrestricted reserves may also be used to take advantage of new mission opportunities not
included in the operating budget. This kind of discretionary activity can’t be funded without
unrestricted reserves.

How are unrestricted reserves defined?

Currently unrestricted reserves are defined as net assets, the difference between agency assets and
liabilities. The subcommittee recommends that in the future all PMPF funds be tied to an asset on
the balance sheet that can be easily converted to cash.

This change is needed because the PMPF today includes assets like Stony Point receivables that
can’t be collected and therefore overstate the size of the reserve.
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6. How will unrestricted reserves be accumulated in the future after current reserves are depleted?
The mission agency will continue to solicit and accept large unrestricted gifts ($1 million or
more) that will be placed in PMPF and spent with Board approval. These gifts are by nature
sporadic and unpredictable.

In addition, the subcommittee recommends that we rebuild reserves with budget set asides. These
set asides are included in the annual operating budget as line items for contingency expenses.
Using this strategy the agency can rebuild reserves over time by reducing mission spending each
year and capturing the savings as set asides until an agreed-upon reserve level is reached.

7. How will reserves be accumulated in mission areas funded primarily by restricted funds?
PMA mission areas that benefit from restricted funding areas will be required to accumulate and
manage reserve funds on their own.

In the past these mission areas have been encouraged to do this but have not done so consistently
because of budget pressures. The subcommittee recommends that restricted fund mission areas
do this in the future as a matter of policy.

8. How will reserves be accumulated in mission areas funded primarily by unrestricted funds?
Because of the number of mission areas of this type and the smaller size of their budgets, the
subcommittee recommends that this reserve be accumulated and managed by the agency as a
whole. The budget and accounting process is the same, but the reserves will be managed as an
agency-wide resource.

9. How will the reserve policy affect new fundraising efforts now underway?
Several mission areas that now rely primarily on unrestricted funds are attempting to raise
additional money that will be restricted to their use.

There will be no reserve requirement on these restricted funds until the initial round of funding
has been substantially completed. This temporary exclusion will help these mission areas
establish financial viability before a reserve tax is imposed.

10. How will reserve levels for the agency’s mission areas be defined?
The size of the emergency fund for each restricted fund mission area will be determined by that
area with the approval of the CFO and her staff.

The size of the agency-wide emergency fund for mission areas funded by unrestricted donations
will be determined by the CFO and her staff.

Reserve levels will be reviewed by the Board’s finance committee as needed.

11. How will unrestricted reserves in the future be spent?
Spending from unrestricted reserves will be approved by the Board as it does now with one
change. The subcommittee recommends that the Board not use reserves to mask projected budget
shortfalls.

The Board should refrain from this practice because the large budget adjustments made recently
have exhausted the PMPF. We can have PMPF support for the bi-annual financial plan or a
reserve fund available for emergencies. We can’t have both.

12. Will General Assembly language about PMPF be altered?
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13.

14.

15.

Barry Creech and Earline Williams have determined that the projected depletion of PMPF will
violate General Assembly language adopted in 1990. We will work with them to provide new
language for GA approval.

When will the new PMPF policy take affect?

The subcommittee recommends that the new reserve policy be approved at the February Board
meeting and used by the PMA staff to prepare the two year budget that will be presented for
approval at the April board meeting.

The PMPF has been a topic of discussion and a source of financial concern for some time. The
subcommittee requests that the new policy be adopted to demonstrate that the Board and the
agency are taking concrete steps to address the situation.

What’s at stake?

PMA has unrestricted assets of $230 million available for mission and ministry. PMA has
additional restricted assets of $270 million that must be maintained in perpetuity but which
generate income each year for restricted mission purposes. PMA has annual revenues of $69
million.

By any measurement the agency has significant financial resources.

By allowing PMPF reserves to be depleted to cover projected budget shortfalls, we have
inadvertently created an atmosphere of scarcity rather than abundance.

The recommended policy changes will improve our ability to manage the agency’s resources
wisely.

Summary of recommendations:

The PMA needs to maintain Board-authorized reserves.

The reserves will be used for emergencies and new mission opportunities.

Reserves will not be used to manage projected budget shortfalls.

Reserve levels will be defined as liquid net assets.

Reserves will be built up by unrestricted gifts and budget accumulations.

Mission areas that benefit from restricted funds will accumulate and manage their

own reserve fund.

g. Mission areas that rely on unrestricted PMPF funds will rely on an agency-wide
emergency fund.

h.  Fundraising for new initiatives will be excluded from the reserve requirement until
the initial round of fundraising is substantially complete.

i. Reserve levels will be approved by the CFO and her staff.

j. New language will be developed for the reserve plan for GA approval.
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