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The Minister and His Taxes

One of the reasons for the confusgnroundingministers and their taxes is the fact that the IRS has a
different set of rules for ministers than laymen.

The purpose of theflowing information is to assist both ministers and church treasurers immées
regulations withregartdt 0 t he proper way to report a ministert
minister can reduce their taxes because of the special ruléseHBRiS has established. Most of the rules

have been in place for many years and some of them do notserade, buCongress and the IRS seem
hesitant to make any signiéiot changes.

One of the best books dealingewds hTamx nasdeFisnam
Dan Busby, a Wesleyan CPA. The book can be ordered from Amazon.com and Dan updates the book
each yearl recommend every church have a copy.

However, because the average person will notttaeme toread the 180 pa&g of material in that book,
even though it is writtem eay to understand languagehaveput together the following material which
is a summary of the major topics found in that book, along with some other matkatlgrust will
benefitboth miristers and church treasurers.

Another good source of information is on the webwvw.newminister.com

What Incomeis Taxable to the Minister

As mentioned earliesome of the IRS rules do not make much sebse.example isa minister is
treated as afiemployeé for income taxandfisel-employea for social securityaxes

Incomereceivedby a ministerthat is subject tincome taxes (Exhibit A)

Salarypaid to the minister by his church

Special rilngs® @fiven to the minister by the ¢
Amountof m n i ssbcialsebusitytax paid for by the churchither tothe minister or IRS
Reimbursements faninistry expensesvithout adequate accountingsoutlinedin Exhibit B

Pwnh R

Incomereceived byaministerthat is subjecto social securitytax

1. All of the above forms of income

2. A Ahousing al |l owanc eownshishonde (ExwbitP)he mi ni ster w
3. A fiparsonage all owanceo paid to minister |iwv
4. For a minister living inparsonag@rovided by the churchthe fair rental value of thearsonage

plus utilities, if paid by the chah


http://www.newminister.com/

What Incomeis NOT Taxable to the Minister

Incomereceivedoy ministernot subject to eitheincome taxor social securitytax:

1. Personagifts received directly from parishioners, where no services are rendéigden
through the church, gifte® ministerbecome taxable.
2. Fringe benefits that are offered to all full time employees of the clinoetdiscriminatory)
(full time is usually defined as working 30 hours a week or more)
- Health insurance (exempt from nondiscriminatory rules)
- Medical reimbursement plans
- Educational assistance
- Retirement plans
3. Reimbursements for ministry expenggth adequate accounting:
Ministry relatel miles at current mileage rate
Books and periodicals used in ministry
Seminars that benefit his ministry
Entertainment of parishioners at an allotted amount per person
Office supplies
Parsonage maintenance
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See attached Exhidi for a sample reporting fm that a minister can providlee church treasurer for
accountable reimbursement.

NOTE:I't i s to the pastorodés advantage both financi
related expenses, as the reimbursensetax free if reported propgrlas noted in Exhibit BIf the

church cannot afford to reimburse the minister for all of the above in addition to a full salary, then
reimburse the pastor for all the above and then adjust his salary so the gross amount tipagsiaritte

same in ttal, but the amount subject to tax is less. ExHhbitith Options1 and 2 illustratethe above.

Housing Allowance

This is an area that has raisednyquestions asto howto handléior t he mi ni st er 6s t
There are two types diousing arrangemésn

1. Church provided housinigparsonage owned or rented by the church
2. Minister providing his own housing

With both types of housingieitherthe value of the housing in the case of church oweethe amount
paid to the minister in the case of housimgned by himaresubject to income taxes, bdubthare subject
to social security taxes.

Church Providd Housing

There arghree issues involved here:

1. How to reporthe fair rental value of the parsonagedutilities if paid by the church

2. How the fairrental valuas determined

3. Howthe expenses of living in the parsonagehandledf paid for by the minister vpaid for
by the church



When we get t&xhibit E,on the church issuing a&/to the minister, we will deal with how the fair
rental vale is reported to the minister and the IRS.

With respect to determining the fair rental valire IRS Wil accept whatever figure is used as long as
there is some reasonable basis for detang such and it is documentedl simple way would be to
detemine what comparable houses rent for in the area and a realtor can phevidéormation.

As noted earlier, there is no income tax paid on the fair renta vast social security tax. This fair
rental value plus utilities, if paid by the churcrearr eport ed on the ministero
return.

If the minister incurs expenses while living in the parsonage, any of these can be reimbursed by the
church to the minister withotihe ministerincurring either income tax or social secytax if the
expenses are reported properly as noteBxdmbit B - 3.

If the church does not reimburse all the expenses incurred by the minister, such as insurance on personal
items, purchase of furnitur e, arebedesignatedlastgna s poa ¢
allowanceojust as would be true if the minister owned his own home. The form for figuring this

i p ar salowangeeisfound on ExhibitC. This amount would reduce thei n i dotakaxabls

wages for income taxes toe subject t@ocial security tax.

Minister Providing His Own Housing

Exhibit D is the form that a minister would use to estimate his expenses to maintain his own home. This
is normally filed out at the beginning of the year. Based on this estitmathturch boarguts in their
minutestheamountd e si gnat ed as a Thelmnours of theghousihgl alloweenae s émited

up to a maximumequal tothe fair rental value of the home, including furnishings and utilities, if the

mi n i sedtimated Bis expenseshould go over that amount.

| recommend that between the end of the year and before thah¢reasurer issues the-Bythe minister
let the treasurer know what his actual housing expenseseoenpared tdis estimate on Exhibi€ or D.

If the expenses are less than estimated, the designated housing allowance can be adjusted before the W
is issued. If the expenses are more, then the housing allowance is limited to whatever was approved by
the church board. The housing allowance lmamdjusted during the year and reflected in the church
minutes.

As noted abovas is truef aminister living in a parsonage, the value of the housing allowtanee
minister living in his own homes not subject to income tdut is subject to sodigecurity tax.

Reporting Incomeon a W-2

One of the areas churchemm ot meeting I RS regulations is the
the IRS omaybenoteven eported at all. Somehurchegive a Form 1099 to the minister and may or

may rot file a copy with the IRS, some give a statement to the minister without anything going to the IRS
and then in some casksothing to the minister or IRS.

The correct way iscopy B and C o&W-2 to the minister andopyA of the W2 and a W3 to thelRS
(actually the Social Security Administration is where it is mailed). ExEiista sample of a correctly
filled out W-2. A W-3 is basically a repeat tie same information on a‘®/and is self explanatory.
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Because the minister is treated as impleyee for income tax purposes and-gsfployed for social
security purposes, then generally only baf the W-2 has a figure which is the total taxable income
from Exhibit A and box 14 which reflects thgarsonageallowance for either thexpenses ad minister in
a parsonagéexhibit C) or ahousing allowance for a minister in lhe/n home (Exhibit D)

In some situationsa ministetay have the treasurer deduct incom
the minister paying quarterly estimatedg¢axand send it in quarterly with Form 94this type of

deductionis not required, bufit is done then tle amountthat has been withheld and paid in quarterly on
Form 941 will go in box 2This amount in Box 2 can be used to cover either income tasexial
security taxes on the ministerb6s tax return.

Because the minister is treated as-satployed for social security purposes, box@&sa8e left blank on
the W2 as the minister pays his owacial security on Schedule SE of his personal taxrretu

NOTE: There are some churches who treat the minister like any other employee. They deduct income
tax, deduct social securjtynatch it and send it all in quarterly on a Form 3¥tlthe end of the year the

mi ni s t2dooks Bke afhy other employées -2W ex ce pt t-Ashowmthenhousinger 6 s W
allowance in box 14, or at least it should. The social security wages in box 3 and 5 will be more than the
wages in box 1 because of {h@sonage dnousing allowance in box 1 thissituation the saal

securitytax may have already been deducted and paid guatisenage dnousingallowance.

Even though the above way, as reflected in the N@TEeating a minister as an employee for both

income tax and social security tax is technically not cortbe IRS willprobablyallow it. It does maket
easier for the ministetsst hey dondét have to fil e gomaexttamrkfoy e st
the treasurer as it requires filing quarterly reports. However, if QuickBooks is used,pap#revork is
createdby QuickBookswith verylittle extra effort bythe treasurer

Other Tax Considerations

1. Another examplef anIRS regulationthat desnot make sensés the fact that after reducing the
mi ni st e rsédlasy by thexwaue bf ¢hebsing allowance, he can dedagecondime, on
Schedule Ainterest on his mrtgage and property taxes pafdje has enougto itemize his
deductionsncludingmedicalexpensesstate income csales taxegharitablecontributions and
unreimbursed ministry expenses.

2. While on the subject of contributioiisf the ministegives back to the church a set amount
eachweekmonth, he can have the treasurer deduct that amoumthisopaycheck and in doing
so he does not pay either income tax or social security odedattecamount. The following
must be done to make tldeducted amount netaxable

1 The minister needs to sidgxhibit F stating that he j3n es&nce taking a voluntary salary
reduction ofa statecamount, which is what he normally gives back to the church.

By signing ExhibitF he relinquishes all control oveowthat money is used.

The minister cannot statkat he wants some of the deductiomoto missions or building

fund, etc. If he does sthen in reality he has received the money and is just bypassing

writing a check back to the church for missions, building fund, etc.

1 If he follows the abovghe amount isiotreflected as income onhiv-2, and he doesot
get a charitable tax deduction on his tax return.

1 If, in addition to the abovdne wants to give offerings through the church for maissg
building fund, etc.he can write a check to the church for that amount and project and that
is tax deductible if he itemizes his deductions.

T
T
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10.

11.

On income earned other than directly from the chiirsleddings, funerals, revivals, etthen

the income would be reported on Schedule C and the expenses to make thatwocdd also be
reported thereflthe expenses are more than the income the netdodse deducted from other
income reflected on the tax return and it will also reduce the amount of social security owed on
Schedule SE.

It is critical that a minister keep good recef all income and expenseshsacan take

advantage of all the deductions to redorsgaxes. QuickBookbkas afree softwareprogram
calledfiSimple Stamthat would be an excellent way to keep track of expenses and income so that
when it comes time thle histax return, all the information is there to make the task e&3ieto
www.quickbooks.conand download a copy. If your church needs a computgramofor the
treasurerQuickBooks Pro for about $179 @t office supplystorewill be all they need.

If the minister is not reimbursed for all his ministry related expenses and he itemizes his
deductions on Schedule A, he should file Form 2106 and he may be able toad#datthose
unreimbursed expenses.

All of the above pages are dealing with ordained ministers. However, these same provisions
would apply to a liensed minister if thahinisteris allowed by the ordaining body to perfoath
the same functions as an ordained minister.

Ore of the bestetirement tools for a minister, or fanyone s investing in a Roth IRA. The

money invested is not tax deductilaliethe time it is contributedbut the advantage of the Roth

over a regular IRAs that all the appreciation and all the dividends, ifwvegted, are totally tax

free if left invested for the required length of time. While the regular IRA might give a small tax
deduction now, the fact that there is no tax in the future when withdrawing the Roth IRA makes it
more advantageous tax withen aregular IRA.

Even though the minister is treated as self employed for social security purposes, others employed
by the church, for example custodians and secretaries, are to be treated as regular employees.
Thus, social security taxes and federal antkstewome taxes, depending on income and
exemptions claimed, must be withheld from their wages and a Form 941 submitted quarterly to
the IRS and any forms to the states that have income taxes.

Churches are exempt fropayingstate andederalunemploymentaxes on all church employees
including the minister.

Church employees are subjecttow k manés compensat i oadbyithesur anc
state.

Ministers who draw social security benef@rly, prior to full reirement age, need to be sure that
thesocial securityffice doesnot pick upt h e mi W-R wapeswide;®onceon page 1 of the
1040 and again on Schedule SE where the minister reflisdfé-2 wagedor social security
taxes.This could result in the social security office incorrectly assuming that the minister made
more than the earnings limit aneducingthe benefits accordinglynclude a note of explanation
with the tax returrso that the above does not happawinting out that the taxpayer is a minister
andthat the social security office should raatd the W2 wagedwice in the total wage
calculationsThis only needs to be done if the ministeraseiving benefits prior to full

retirement age and only until the minister reaches the year of full benefits.
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EXHBIT A

Mi ni sterdos Tot al
Taxable for Income Taxes
- Salaryof $ per week
- Social Security reimbursemnt of % of salary

- Christmas bonus $

- Other gifts during the yedr$

* Definition of income subject tlmicome taxessT A f o r

Taxable for Social Security

- All of the abovearesubject tosocial securityaxes

- Housihg/parsonage allowance of $

(basedon either ExhibitC or D)

- Fair rental value of parsonage $

Non-taxable Fringe Beefits to be Provided

Hedth insurance $

Retirement plan

$
- $
$

Accountable Expensegpto $

per month
per month
per month

per month

Compensation

s errvedcoe s

per month

per month

per month(Exhibit B)

Packa

rende



EXHBIT B

Mi ni sterds Accountable Expense Rep
(Attach receipts for all expenses where applicable)

1. Auto Expenses

milex per mile rate $
Parking and tolls

Other

SubTotal
2. Professional Expenses

Books/Periodicals

Out of town travel (actual expenses + 50% meals)
Office supplies

Entertainment in home __ meals @egeh
Business mealgutside home (50%)

Cell Phone
Other
SubTotal
3. Parsonage Maintenance
ltems
SubTotal
Grand Total $
Option1

Church pays salary off®0 perweek plus up to 30 per week of reimbursabkxpenses of minister.
Treasurer gives minister salary check @®® which is subject to income tax plus social sectiaity
andanexpense check of3B0 which isnot subject to any tax. If expenses web®®, the minister can
claim the remaining 20 that was not reimbursed on Form 2106 if he itemizes his deductions.

Option2
Similar to Optionl exceptinstead of paying normal/$0 per week salary, the treasurer reduces the
$700 by the extra $00 of expensesver the 800 allotment for expenses ardis gives a 30 salary
check and a®0 expense check. The total df, @0 is the same in botptionsbut this is bettefor
the minister tax wise as he only pays taxes on 50 $alaryand nothing on the3R0 of expenses.



EXHBIT C

ParsonageAllowance Worksheet

Minister Living in Parsonage

Mi ni ster s name

For the period , 20 to , 20
Estimated
Housing Expenseqexpenses paid byinister Annual
Expenses Actual
Utilities (gas, electricity, watgrand trash collection $ $

Local telephone expenskase charge

Pest control

Maintenance and repair

Landscaping and yard maintenance

Furniture/furnishingsdurchase, repair, replacemeént

Personbproperty insurance on ministexvned contents

Subtotal
10% allowance for unexpected expenses

TOTAL $ $ (A)

Board designated Parsonajéowance $ (B)

The amount excludable from income for federal income tax purposesdsvitreof A or B.

In mostcases the church rather than the minister would be paying for many of these expenses.
The aboveshould reflecbnly those expenselsatarepaid for by he minister.



EXHBIT D

Housing Allowance Worksheet

Minister Owns Hme

Mi ni ster s name

For the period , 20 to , 20
Housing Expensegexpenses paid byinistei) Estimated

Annual

Expenses Actual
Down payment on purchase of house $ $

Principal and interest payments on house loan

Property taxes

Homeowner s i nsurance

Maintenance and repair

Landscaping and yard maintenance

Furniturefurnishings purchase, repair, replacemeént

Utilities (gas, electricity, watgrand trash collection

Local telephone expenskase charge

Pest control

Sub total

10% allowance for unexpected expenses

TOTAL $ $ (A)
Board designateHousingAllowance $ (B)
Fair rental value of home, including fushings, plus utilities $ ©

The amount excludable from income for federal income tax purposedasviestof A, B. or C.



EXHBIT E

W-2 Correctly Filled Out

Copy A of the W2 goes tdhe Social Security Administration and copigand C go to the

minister.For states with a state income taxcopy would also go to the state and if any state
income tax was withheld by the chldigomBoxfiZe om t
The $23,300 in Box 1 would be made up of:

Salary ($30,000 less $10,000 Housing Allowance) = $2qfo0eninister in his own home)

Christmasand other gifts = 1,000
Reimbursement for share of so@akurity tax = 2,300
Total $23,300

The Housing Allowance of $10,000 is reflected in Box 14. This figure would come from
Exhibit D and would be included for social securitytaxpgrgos on t he mini ster

In the case of a minister living in a parsondg@ex 1 would be the cash salary less any designation
of a Parsonage Allowance from Exhibit C. Box 14 would then reflect that same amount of
Parsonage Allowance. Box 14 wdunotinclude the fair rental value of the parsonage plus
utilities, if paid bythe church, as that figudeasno bearing omny of the $ paid to the mingtby

the church. That figure careboted in the board minutes and given to the pastor in wiatirilgat
figure can be part of Exhibit A if a copy is given to the minidtemclude for social security

taxes on the mini st ewitldayatountéendBoxlle4 SE, al ong
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