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Two Perspectives on Debt

1. Debt is a useful tool.
 
a. Often a church has no hope of building a new building without the use of debt. 

b. Often times church growth is constrained by limited space; debt financing speeds the ability to address that limitation and can lead to both growth and a larger income base.

c. When it comes to raising funds, almost all donors get the value of lowering the debt level and many are inspired to give sacrificially toward debt reduction.

2. Debt gives the lender power over the borrower. “The rich rule over the poor, and the borrower is slave to the lender.” 
Prov. 22:7

a. Excessive debt leads to excessive interest cost limiting the church’s ability to invest other priorities.
 
b. Long-term debt adds to risk related to interest rates, economy and conditions in the church generally.

c. Long-term debt leads to donor fatigue. When debt service goes on for years but the debt load remains high it demotivates donors. They do not sacrificially give to pay bank interest; they sacrificially give for ministry purposes. 

d. The longer the church raises money to pay on debt the more it feels like donors are being asked to pay for someone else’s vision.

e. Debt magnifies any negative situation in the church related to finances.
  
3. The best time to control debt is planning before beginning a project. 
 
4. There are four levers to control debt”
 
a. Project scope.
 
b. Project timing.
 
c. Financing choices.
 
d. Method and results of raising funds.

Debt Limits

1. Factors impacting a church’s ability to service debt beyond just rules of thumb.

a. History of accurately forecasting General Budget income and a solid history of bringing the expense budget to within limits for the fiscal year.
  
b. Well-funded sinking funds that have cash on hand to cover major maintenance projects.

c. Stable key leaders with no major transition anticipated anytime soon.
 
d. It makes a big difference if debt is serviced within the General Budget or outside the General Budget.

2. If debt is serviced from within the General Budget the amount of Sinking Funds and Debt service normally should not exceed 20%.  Normally, it takes at least 8% to 12% of a General Budget to fully fund sinking funds.

3. There are 5 key areas of every church budget, if one goes over one of the other areas has to be under. These ratios differ between churches but no matter what all 5 have to add up to no more than 100%.
a. Personnel
b. Building: payment, rent & sinking fund transfers
c. Building Operation
d. Programming
e. Mission: denominational fees, missions, benevolence
  
4. As a general guide debt is limited to 2- or 3-times annual income. My personal limit is 2 times General Fund plus capital stewardship…but it depends!

5. These ratios can be increased if the church has an aggressive plan to increase giving but hold non-debt spending in check.

6. For me, a project is not complete until it is paid for. 

7. Making only the minimum monthly payment is a warning to me. Debt payments should exceed the minimum which is certain verification of margin and it leads to rapid debt pay down.
 
8. Push strong debt pay down early for the best results:
 
a. Reducing interest payments has a compounding powerful impact on debt paydown.

b. Reducing debt reduces risk.

c. Reducing debt motivates donors by sending more of their dollars to ministry that they believe in rather than to the bank by way of interest payments.
 
9. Debt paydown without purpose can lead to apathy. Paying debt down as a big step toward the next mission God is calling the church to is a powerful motivator.
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