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2 Recent Developments

Recent Developments

Clergy continue to be faced with a plethora of tax and finance developments. A summary of some of the
more significant developments follow (see the “In the News” link at ECFA.org for current updates on
these issues and much more):

Health care reform. No issue has recently been at the forefront of national tax policy developments
quite like health care reform. The Patient Protection and Affordable Care Act (ACA), passed by
Congress in 2010, overhauled the nation’s health care industry and has brought with it numerous
changes to the tax code.

While the law remains controversial and has been challenged in a variety of ways politically and in the
courts, key provisions of the law remain in force and are being implemented over the next several years.

The following is a summary of major changes in the health care law directly impacting clergy:

* Individual responsibility provision (“individual mandate”). As of January 1, 2014, most ministers
are now required to maintain “minimum essential” health care coverage as defined by the law or be
subject to a penalty tax known as the individual shared responsibility payment. For 2014, this penalty
is the greater of (1) a flat rate of $95 per adult and $47.50 per child (up to $285 for a family), or (2)
1.0% of household income, whichever is greater. The penalty is calculated based on the number of
months in the year that the taxpayer is without the required coverage, and a taxpayer will not be
penalized for a single gap in coverage less than three months. Individual shared responsibility pay-
ments are made along with the filing of federal income tax returns. Most ministers can avoid these
penalties by obtaining health care coverage through their employer’s plan or purchasing “Bronze” level
coverage through a government exchange (or equivalent coverage through a private insurer).

* Employer payments of individual health insurance policy premiums. For decades, many
churches that were unable to provide group health insurance coverage for their ministers and
other employees would choose instead to reimburse individual policy premiums to help offset
health care costs for staff. Until January 2014, these types of employer payment plans were con-
sidered legitimate and treated as tax-free fringe benefits. However, recent regulations issued by
the IRS indicate that pre-tax reimbursements of individual policy premiums are not in compli-
ance with the ACA and may be subject to significant tax penalties of $100 per day for each
employee (that’s $36,500 each year per employee!).

The IRS has indicated an employer can offer “an employer-sponsored arrangement under which an
employee may choose either cash or an after-tax amount to be applied toward health coverage.”
However, in a recent update the Department of Labor has indicated that regardless of whether a cash
reimbursement arrangement is treated as pre-tax or post-tax it will violate health care reforms and
therefore expose the employer to the previously mentioned tax penalties. Since at the time of this
publication there was insufficient clarity to reconcile these two positions, it is advisable to conult a
legal or tax advisor regarding the compliance of any medical insurance reimbursement arrangement.

The same regulations also prohibit, in effect, employers from providing health reimbursement
arrangements (HRAs) or health flexible spending arrangements (health FSAs) to their employees
without also offering group health plans that meet ACA requirements (see IRS Notice 2013-54).
ECFA President Dan Busby sent a letter to IRS officials commenting on the significant impact
of these changes on smaller ministries:

By effectively eliminating these pre-tax reimbursements, Notice 2013-54 indirectly
imposes a significant tax increase on thousands of individuals who serve on the staffs of
smaller charities. While health care insurance premiums can be reimbursed post-tax,
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employees who do not receive section 36B tax credits will sacrifice a significantly higher
amount of their limited resources to keep health insurance. Thus, Notice 2013-54 dispro-
portionately affects church and nonprofit workers, their families, and their charitable
endeavors across the nation.

Mr. Busby’s letter also addressed the January 2014 effective date, which was insufficient to allow
many organizations time to learn about the changes and come into compliance.

* Health FSAs limits relaxed. Health FSAs have traditionally been subject to a “use-or-lose” rule,
under which employees must forfeit any remaining FSA amounts that are not used up during the
plan year. Additionally, beginning in 2013, health FSAs became subject to a $2,500 annual limit
indexed for inflation under changes brought by health care reform ($2,550 limit for 2015). The
IRS brought welcome news in late 2013 that it would somewhat relax the use-or-lose FSA rules
in response to the new limit. Employers sponsoring health FSAs now have the option of amending
their written plans to allow employees to carry over up to $500 of unused amounts remaining at
the end of a plan year to the immediately following plan year, subject to certain limitations. The
carryover does not otherwise affect the annual limit on FSAs.

Court rejects atheists’ challenge to housing exclusion. The U.S. Court of Appeals for the Seventh
Circuit issued an important decision on November 13, 2014 in Freedom From Religion Foundation v.
Lew, concluding that the federal tax code provision that treats church-provided housing allowances
to ministers as income tax-free must stand.

In doing so, the appeals court overturned a previous decision by a lower district court in favor of the
atheist group, Freedom From Religion Foundation (FFRF). The district court had found that the

exclusion is an unconstitutional benefit in favor of religious groups.

Before the Seventh Circuit could even analyze the constitutionality of the law, it first decided it had
to dismiss the case on the procedural ground of standing. The court determined that FFRF and its
leaders were not proper parties to challenge the law in federal court because they had not suffered
any concrete, personal injury—a critical element to establish standing.

IRS audits of churches. A recent court settlement between the IRS and the Freedom From Religion
Foundation (FFRF) in a case regarding church political activity has shifted focus back to the issue of
IRS audits of churches. Five years ago, the IRS began the process of adopting updated procedures for
auditing churches, but it has failed to publicly announce the results. This left many, including FFRF,
to wonder if the IRS was actively auditing churches for federal income tax compliance.

FFRF agreed to drop its case after the IRS disclosed procedures it had developed behind closed doors
for auditing houses of worship, along with an indication that nearly 100 churches are possible targets
for future IRS examinations based on concerns surrounding their political activity. At the same time,
ECFA has also observed an uptick in the number of IRS payroll tax audits of churches and other
ministries prompted by health care reform.

IRS Commissioner John Koskinen later clarified that there are 92 church audits underway, and they
were not prompted by this litigation but were part of the IRS’ regular audit process.

2014 Large Church Salary Report reveals latest trends in compensation and staffing. Salaries of
senior pastors and executive pastors (or comparable leaders) account for 3.4% and 2.5%, respec-
tively, of the average large church budget, according to the 2014 Large Church Salary Report
released by Leadership Network. Churches with weekly attendance of 1,000 to 30,000 were sur-
veyed. Download the full report free at www.leadnet.org/salary.
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Key Federal Tax Limits, Rates, and Other Data

[ 2013 [

2014 |

2015

Standard deductions, exemptions, and exclusions:

Standard Deductions Married-Joint Return $12,200|  Married-Joint Return $12,400|  Married-Joint Return $12,600
Head of Household 8,950 Head of Household 9,100 Head of Household 9,250
Single 6,150 Single 6,200 Single 6,300
Married-Separate Returns 6,150 | Married-Separate Returns 6,200 | Married-Separate Returns 6,300
Personal & dependent exemption amount $3,900 $3,950 $4,000
Foreign earned income exclusion $97,600 $99,200 $100,800
Social security:
15.3% 15.3% 15.3%
" on wages up fo n w i
SECA {OASDI & Meicure) ot $250,000 murr?ed-iopinl, 5250,00(; Tnﬁff.’.fi.”in'? 5250,0000 muff.’ﬁi."fmf
$125,000 married-separate, $125,000 married-separate, | $125,000 married-separate,
and $200,000 all others and $200,000 all others and $200,000 all others
0ASDI maximum compensation base $113,700 117,000 $118,500
Social security cost of living benefit increase 1.7% 1.5% 1.7%
Social security Full Refirement Age (FRA) 66 years 66 years 66 years
Medicare Part B premiums - Basic $104.90 $104.90 $104.90
Earnings ceiling for social security (for employment Below FRA: $15,120 Below FRA: $15,480 Below FRA: $15,720
before FRA; special formula in FRA year) Over FRA: None Over FRA: None Over FRA: None
Earnings limit in year FRA attained $40,080 $41,400 $41,880
Benefits and contributions:
Maximum annual contribution to defined
confribution plan $51,000 $52,000 $53,000
Maximum salary deduction for 401(k)/403(b) $17,500 $17,500 $18,000
401(k) & 403(b) over 50 "catch up" limit $5,500 $5,500 $6,000
Maximum income exclusion for nonqualified plans
in 501(c)(3) organizations (IRC 457) $17,500 $17,500 $18,000
IRA contribution limit — age 49 and below $5,500 $5,500 $5,500
— age 50 and above 56,500 $6,500 $6,500
Highly compensated employee limit $115,000 $115,000 $115,000
Maximum annual contribution to health flexible
spending arrangements $2,500 $2,500 $2,550
Per diem and mileage rates and other transportation:
Standard per diem: Lowest rates Lodging $77 Lodging $83 Lodging $83
in confinental USA Meals & Incidentals $46 Meals & Incidentals $46 Meals & Incidentals $46
Business auto mileage rate 56.5¢ per mile 56¢ per mile 57.5¢ per mile
Moving & medical auto mileage rate 24¢ per mile 23.5¢ per mile 23¢ per mile
Charitable auto mileage rate 14¢ per mile 14¢ per mile 14¢ per mile
Airplane mileage rate M $1.33 per mile $1.31 per mile
Motorcycle mileage rate ™ 53.5¢ per mile 53¢ per mile
Bicycle commuting rate $20 per month $20 per month
Maximum value of reimbursement of business
expenses (other than lodging) without receipt S75 S75 75
Luxury automobile value (limit on use of
cents-per-mile valuation of company automobile) $16,000 $16,000
Monthly limit on free parking $245 $250 $250
Transit passes/token — monthly tax-free limit $125 $130 S130
Other:
Gift fox annual exclusion | $14,000] $14,000] $14,000

(1) Privately owned vehicle mileage rates set by the U.S. General Services Administration
Note: In some instances, the rate for a parficular year may apply to a tax return filed in a subsequent year.
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Get the Big Picture

Six special tax provisions are available only to individuals who qualify as clergy under federal tax
rules and who perform services that qualify in the exercise of ministry under federal tax rules.

Special Tax Provisions for Clergy

Exclusion of the housing allowance for income tax pur-
poses and the fair rental value of a congregation-owned
parsonage provided rent free to clergy.

Exemption of clergy from self-employment social security
tax under very limited circumstances.

For social security tax purposes, treatment of clergy as self-
employed as it relates to income from ministerial services.

Remember

The major tax benefit for most clergy
is the special housing allowance
treatment.

4. Exemption of clergy compensation from mandatory
income tax withholding.

5. Eligibility for a voluntary income tax withholding arrange-

ment between clergy-employees and the congregation.

6. Potential “double deduction” of mortgage interest and real

estate taxes as itemized deductions and as excludable
housing expenses for housing allowance purposes for

clergy living in clergy-provided housing.

® Clergy Serving Local Congregations

4 N

Remember

There is some flexibility in applying
certain clergy tax provisions. For
example, clergy are exempt from
mandatory income tax withholding
but can enter into a voluntary income
tax withholding arrangement. How-
ever, if clergy qualify for the housing
allowance, self-employment social
security tax (using Schedule SE) applies,

Qot FICA—this is not optional. J

You may believe you are classified as clergy, your congregation may consider you as clergy, your
denomination may classify you as clergy, but what does the IRS consider you? For tax purposes, the

opinion of the IRS is the one that counts.

Determining whether you are classified as clergy for tax purposes is very important. It determines
how you prepare your tax return for income and social security tax purposes. Qualified clergy are
eligible for the housing allowance. This alone can exclude thousands of dollars from

income taxation. Clergy calculate self-employment social security tax on Schedule SE /"« 1,

and pay the tax with Form 1040. Nonclergy have one-half of their
social security tax (FICA) withheld from salary, and the congregation

pays the other half.

How can I tell whether the IRS will treat me as clergy?

If you are employed by a congregation and are ordained, commis-
sioned, or licensed and meet the following four tests, the IRS will

generally consider you clergy. You

D administer the sacraments,

(d are considered to be a religious leader by your church,

[ conduct worship services, and

or,
AR

Caution

Determination of clergy status is far
from a precise matter. Only a review of
all the pertinent facts and circum-
stances for particular clergy will assist
in determining whether an individual

Qill qualify for clergy tax status. J
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"

IS

(J have management responsibility in the control, conduct, or maintenance of your

congregation.
Based on guidelines issued by the IRS, some of the four tests, but LS
not necessarily all, must be met in determining clergy status. This Warning

flexible approach is beneficial to many clergy because some posi-

. . . . L. . . Individuals serving local congregations
tions relating to music, education, youth, or administration will

must meet certain tests to qualify as

not meet all four tests. clergy in the eyes of the IRS.The indi-
) ) ) vidual should generally be ordained,
There is no requirement that you must be qualified to perform and licensed, or commissioned.

actually perform every sacrament. If you are qualified to perform
certain sacraments and actually perform or could perform some of the
sacraments on occasion, you will generally meet this test. A similar test applies to conducting reli-
gious worship and providing management services. If you currently conduct religious worship and
provide management services, have done it in the past, or could do it in the future, the test will gen-
erally be met.

Job titles have little significance for tax purposes. A licensed, commissioned, or ordained clergy
may have a job title that implies a ministry function. However, the actual responsibilities of the
position will determine if the four-factor test (see page 5) is met. Clergy performing services of a
routine nature, such as those performed by secretaries, clerks, and janitors, generally do not qual-
ify as clergy for tax purposes.

Because of the inconsistency of these rulings, clergy serving in a local congregation
who do not clearly meet all four factors should review these matters with a qualified ﬂ

professional adviser before filing income tax returns.

7
® Clergy in Denominational, Administrative, and Tip

TeaChlng Positions Clergy employed by institutions that

. .. . . are an“integral agency” of a religious
Ordained, commissioned, or licensed clergy not serving local I 4 )
> > gy & denomination are subject to special

churches may qualify as “clergy” for federal tax purposes in the tax treatment if their position is in a
following situations: teaching or administrative area.

(d Administration of religious denominations and their integral
agencies, including teaching or administration in parochial schools, colleges, or universities
that are under the authority

of a denomination. Y
(d Performing services for a parachurch organization based upon > 1\/_/ p\r
an assignment or designation by a congregation. \

Caution

If a congregation does not assign or designate your services, you will Social security is one of the most con-

qualify for the special tax treatments of clergy if your services substan- | fysing issues for many clergy. FICA-type
tially involve performing sacerdotal functions or conducting religious social security never applies to an indi-
Worship. vidual who quialifies as clergy for tax
purposes. Stated another way; if a hous-
® Social Security Status of Clergy ing allowance has been designated for

you, FICA tax should not be deducted
from your pay—you are responsible to
determine your social security tax by

Q)mpleting Schedule SE each year. j

Clergy engaged in the exercise of ministry are always treated as self-
employed for social security tax purposes. Clergy pay social security
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under the Self-Employment Contributions Act (SECA) instead of the Federal Insurance
Contributions Act (FICA). It is possible to become exempt from SECA only if you meet strict
exemption requirements. The request for exemption must be filed using Form 4361 within a speci-
fied time from the beginning of your ministry. The request for exemption must be

approved by the IRS (see page 28).

Your earnings that are not from the exercise of ministry are generally
subject to social security tax under FICA or SECA as applied to all
workers.

® Income Tax Status of Clergy

Are clergy employees or self-employed (independent contractors) for
income tax purposes? The IRS considers virtually all clergy to be
employees for income tax purposes. The income tax filing status has
many ramifications for what and how congregations and clergy report

to the IRS.

A

Caution

The IRS considers virtually all clergy as
employees for income tax purposes.
Employee income tax status actually is
very beneficial to most clergy. Many
fringe benefits are tax-free only to

Qmployees. J

The IRS often applies a common-law test to decide whether clergy are employees or self-employed
for income tax purposes. Generally, you are an employee if your employer has the legal
right to control both what you do and how you do it, even if you have considerable

discretion and freedom of action. However, clergy who are employees
of congregation for income tax purposes may also be self-employed
for income tax purposes with respect to certain services (baptisms,
marriages, and funerals).

Determining if you are an employee or self-employed for income tax
purposes will determine several other tax-related issues:

(d Clergy-employees must be given Form W-2 and report their
compensation on page 1 of Form 1040. They are eligible to
claim unreimbursed business expenses and expenses reim-
bursed under a nonaccountable plan on Schedule A (non-
accountable plan reimbursements must be included in

N ~
Key Issue

The defining court case on the topic of
income tax status for clergy was a 1994
case in which a Methodist cleric took
the position he was self-employed for
income tax purposes. The Tax Court
held that he was an employee for
income tax purposes. A federal appeals

\court upheld the decision. j

compensation on Form W-2). If you itemize deductions, business and professional
expenses are deductible only to the extent that such expenses exceed 2% of adjusted gross
income (AGI). Deductible business meals and entertainment expenses are lim-

ited to 50%.

(d Accident, long-term care insurance, and qualified group health
insurance premiums paid directly by a congregation or reim-
bursed by a congregation, after the cleric provides substantia-
tion, are not reportable as income to the clergy-employee but
must be reported as taxable income to the self-employed cleric.

Clergy-employees may deduct health, accident, and long-term
care insurance premiums paid personally, and not reimbursed
by the congregation, on Schedule A as a medical and dental
expense, subject to a 10% limitation of adjusted gross
income.

N

w)
A

Caution

With rare exceptions, clergy should
receive Form W-2 from their congre-
gation or other employer. Few clergy
qualify as independent contractors for
income tax purposes (even though
considered self-employed for social
security tax purposes). A congregation
or other employer generally has suffi-
cient control over the cleric to qualify

\for W-2 treatment. j
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The impact of a minister being considered self-employed 1,
for income tax purposes is generally very significant even if 1
only health insurance is considered. Reporting these premiums NS

as taxable (minister-employee) versus tax-free (self-employed
minister for income purposes) can impact the minister’s tax bill
by thousands of dollars. If health insurance premiums are
included in taxable income, a low-income minister might also
have his or her earned income tax credit reduced or eliminated.

Caution

If a church directly pays or reimburses

health insurance premiums for a min-
ister considered to be self-employed for
income tax purposes, the payments are

. . fully taxable.
(d Health savings accounts, health reimbursement arrangements, Y

or flexible spending accounts are only available to clergy who are
employees for income tax purposes.

(1 Group-term life insurance of $50,000 or less provided by a congregation is tax-free to clergy-
employees but represents taxable income for self-employed clergy.

(d A voluntary arrangement to withhold income tax may be used by clergy-
employees but may not be used by the self-employed.
/ S N

® Recommended Filing Status Key Issue

It is vital for congregations to treat
clergy as employees (Form W-2) for
income tax purposes in nearly every

Virtually all clergy serving local congregations qualify as employees for
income tax purposes. It is wise to file as an employee for income tax

purposes, unless you can clearly demonstrate that you qualify for self- | instance.If clergy are not considered
employed status. Few clergy can substantiate filing as self-employed employees for income tax purposes, it
for income tax purposes. jeopardizes the tax-free treatment of
fringe benefits like health, accident, and
Even though clergy may take exception to the reporting of the long-term care insurance premiums,
congregation, the congregation has a responsibility under the law group-term life premiums, and certain
. . . other fringe benefits.
to determine the proper filing method and to proceed accordingly.

® Evangelists and Missionaries

The qualifications of itinerant evangelists for the special clergy tax provisions are generally the same
as for clergy serving local congregations.

Most evangelists are self-employed both for income tax and self-employment social security tax pur-
poses. The only exception is the evangelist who has formed a corporation and is an employee

of the corporation. In this instance, the evangelist is an employee for income tax purposes, but
remains self-employed for social security tax purposes.

Missionaries are also subject to the same rules to qualify for clergy status for tax purposes.
Qualifying for benefits such as a housing allowance is often not so important for clergy-missionaries
because of the foreign earned income exclusion. However, the question of clergy tax status is vitally
important to determine if clergy are subject to social security as employees or as self-employed per-
sons. The foreign-earned income exclusion affects income tax but not social security tax.




The Housing Allowance

The Best Friend of Clergy

Nearly all clergy should have a portion of salary designated as a housing allowance.
Maximizing housing benefits requires careful planning. For clergy living
in congregation-owned housing, a housing allowance that covers

/ S N

expenses such as furnishings, personal property insurance on con-

tents, utilities, and so on could save several hundred dollars of Key Issue

income taxes annually. A properly designated housing allowance Understanding the distinction

may be worth thousands of dollars in tax savings for clergy living between a housing allowance designa-
in their own homes or rented quarters. For clergy without a housing tion and the housing exclusion is fun-

damental.The designation is officially
made by the congregation.The exclu-
sion is the amount clergy actually

exclude for income tax purposes after

\applying the limitations outlined herey

allowance, every dollar of compensation is taxable for federal income
tax purposes.

The housing allowance provides an opportunity to exclude dollars
from gross income. The designated housing allowance should be sub-
tracted from compensation before the congregation completes the
data on Form W-2. The housing allowance designation is not entered on Form 1040 or related
schedules, except Schedule SE, since it is not a deduction for income tax purposes. However, any
unused portion of the housing designation must be reported as income on page 1, Form 1040.

If your congregation properly designates a portion of your cash salary for expenses of a home you
provide, the exclusion is commonly referred to as a housing allowance. If the congregation properly
designates a portion of your cash salary for expenses you incur in relation to congregation-provided
housing, the exclusion is often called a parsonage allowance. In either instance, it is an exclusion
from income tax, not self-employment tax.

Clergy are eligible to exclude the fair rental value of congregation-provided housing for income tax
purposes without any official action by the congregation. However, a cash housing allowance related
to congregation-provided or clergy-provided housing is only excludable under the following rules:

» The allowance must be officially designated by the congregation. The designation should be
stated in writing, preferably by resolution of the top governing body, in an employment con-
tract, or—at a minimum—in the congregation budget and payroll records. If the only refer-
ence to the housing allowance is in the congregation budget, the budget should be formally
approved by the top governing body of the congregation.

Tax law does not specifically say an oral designation of the housing allowance is unacceptable.
In certain instances, the IRS has accepted an oral housing designation. Still, the use of a
written designation is preferable and highly recommended. The lack of a written designation
significantly weakens the defense for the housing exclusion upon audit.

» The housing allowance must be designated prospectively by the congregation. Cash housing
allowance payments made prior to a designation of the housing allowance are fully taxable
for income tax purposes. Carefully word the resolution so that it will remain in effect until
a subsequent resolution is adopted (see the examples on page 13).

» Only actual expenses can be excluded from income. The source of the funds used to pay clergy
housing expenses must be compensation earned by clergy in the exercise of ministry in the
current year.

» Only an annual comparison by clergy of housing expenses to the housing allowance is
required. For example, if the housing allowance designation is stated in terms of a weekly or
monthly amount, only a comparison of actual housing expenses to the annualized housing
allowance is required.
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» The housing allowance exclusion cannot exceed the fair rental value of the housing, plus
utilities.

® Types of Housing Arrangements
Clergy Living in a Parsonage Owned by or Rented by a Congregation

If you live in a congregation-owned parsonage or housing rented by the congregation,

the fair rental value of the housing is not reported for income tax purposes.

The fair rental value is subject only to self-employment tax. ﬂ

You may request a housing allowance to cover expenses incurred in / S~ \

maintaining the congregation-owned or rented housing. Examples Tip

of allowable expenses are utilities, repairs, fufmshmgs, and ap[?ll— The designation of a housing allow-

ances. If the actual expenses exceed the housing allowance desig- ance for clergy living in congregation-

nated by the congregation, the excess amount cannot be excluded provided housing is often overlooked.

from income. While the largest housing allowance
benefits go to clergy with mortgage

It is appropriate for clergy’s out-of-pocket expenses for the mainte- payments on their own homes, a hous-

nance of a congregation-owned parsonage to be reimbursed by the ing allowance of a few thousand dol-

A Lo . lars is often beneficial to clergy in a
congregation if a full accounting is made. Such reimbursements do ) .
K R congregation-provided home.

not relate to a housing allowance. If such expenses are not reim- \ /

bursed, they could be excludable from income under a housing

allowance.

If the congregation owns the parsonage, the congregation may wish to provide an equity allowance
to help compensate clergy for equity not accumulated through home ownership. An equity
allowance is taxable both for income and social security tax purposes, unless directed to a 403(b)
tax-sheltered annuity or certain other retirement programs.

Clergy Owning or Renting Own Home

If you own or rent your own home, you may exclude, for income tax purposes, a cash housing
allowance that is the Jowest of (1) reasonable compensation, (2) the amount used to provide a home
from current congregational income, (3) the amount prospectively and officially designated, or

(4) the fair rental value of the furnished home, plus utilities.

Many clergy make the mistake of automatically excluding from income, for income tax purposes,
the total designated housing allowance, even though the fair rental value of the furnished home or
actual housing expenses are less than the designation. This practice may cause a significant under-
payment of income taxes.

Example: A cleric lives in a personally owned home. The congregation prospectively
designated $28,000 of the salary as housing allowance. The cleric spends $27,000
for housing-related items. The fair rental value of the home is $29,000. Since the
amount spent is lower than the designated housing allowance or the fair rental
value, the excludable housing is $27,000. Therefore, $1,000 ($28,000 less $27,000)
must be added to taxable income on Form 1040, page 1, line 7. Unless the cleric
has opted out of social security, the entire $28,000 is reportable for social security
purposes on Schedule SE.
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® Designating the Housing Allowance

The following steps are often followed in designating and excluding the housing allowance:

1. Clergy estimates the housing-related expenses to be spent in the coming year
and presents this information to the congregation.

2. The congregation then adopts a written housing allowance / \
designation based on the estimate. Remember

3. At the close of the tax year, the cleric who provides his or her own The housing allowance designation
housing compares the amount designated for housing, the housing may be prospectively amended at any

time during the year, regardless of
whether the congregation uses a cal-
endar or fiscal year. Changing the des-

expenses substantiated, and the fair rental value of the home includ-
ing furnishings and utilities. The Jower of these amounts is excluded

for income tax purposes. Clergy living in congregation-provided ignation to cover expenses that have
housing must compare the amount designated and actual housing already been paid (almost all clergy
expenses and exclude the lower of the two amounts. use the cash basis for tax purposes) is
not acceptable.
Designation Limits \ j

The IRS does not place a limit on how much of clergy compensation may be designated as a hous-
ing allowance by the employing congregation. But practical and reasonable limits usually apply.

Unless the amount is justified based on anticipated expenses and is within the fair rental value limit,
it is generally inadvisable for the congregation to exclude 100% of compensation.

It is often best for the congregation to overdesignate your parsonage allowance by a reasonable
amount, subject to the fair rental value test, to allow for unexpected expenses and increases in utility
costs. Any excess housing allowance designated should be shown as income on line 7 of Form 1040.

® Reporting the Housing Allowance to Clergy

The designated housing allowance may be reflected for clergy-employees on Form W-2 in Box 14
with the notation, “Housing Allowance.” Though not required, this reporting method is suggested
by Publication 517. Or, congregations can report the designated housing allowance to clergy by
providing a statement separate from Form W-2. This may be in a memo or letter. The statement
should not be attached to your income tax returns.

Your congregation may erroneously include the housing allowance on Form W-2, Box 1. If this
happens, the congregation should prepare a corrected Form W-2.

® Accounting for the Housing Allowance
Determining Fair Rental Value

The determination of the fair rental value of congregation-provided housing for self-employment
social security purposes is solely the responsibility of clergy. The congregation is not responsible to
set the value. The fair rental value should be based on comparable rental values of other similar resi-
dences in the immediate neighborhood or community, comparably furnished.

One of the best methods to use in establishing fair rental value of your housing is to request a local
realtor to estimate the value in writing. Place the estimate in your tax file and annually adjust the
value for inflation and other local real estate valuation factors.
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Housing Allowance in Excess of Actual Expenses or Fair Rental Value

Some clergy erroneously believe that they may exclude every dollar of the housing designation
adopted by the congregation without limitation. The housing designation is merely the starting
point. If reasonable compensation, actual expenses, or the fair rental value is lower, the lowest
amount is eligible for exclusion from income.

Example: A cleric living in a personally owned home receives cash compensation
of $60,000 from the congregation. The congregation prospectively designates
$20,000 as a housing allowance. The fair rental value is $21,000. Actual housing
expenses for the year are $14,000. The amount excludable from income is limited
to the actual housing expenses of $14,000.

Actual Expenses in Excess of the Designated Housing Allowance or Fair Rental Value

Actual housing expenses that exceed the designated housing allowance are not excludable from
income. There are no provisions to carry over “unused” housing expenses to the next year.

Example: A cleric living in a personally owned home receives cash compensation of
$60,000 from the congregation. The congregation prospectively designates $20,000
of the $60,000 as a housing allowance. Actual housing expenses for the year are
$50,000. The fair rental value is $21,000. The expenses were unusually high because
of a down payment on that house. The amount excludable from income is the desig-
nated housing allowance of $20,000. There is no carryover of the $30,000 of actual
expenses in excess of the designated housing allowance to the next tax year.

Housing Allowances for Retired Clergy

Pension payments, retirement allowances, or disability payments paid to retired clergy

from an established plan are generally taxable as pension income. However, denomi-

nations often designate a housing allowance for retired clergy to com-

pensate them for past services to local congregations of the / \
denomination or in denominational administrative positions. The Remember

housing allowance designated relates only to payments from the
denominationally sponsored retirement program.

Payments from denominational retire-
ment plans are generally subject to a

. . housing allowance designation. While
Withdrawals from a denominationally sponsored 403(b), also called | /= =+ may designate a hous-

a tax-sheltered annuity (TSA), or 401(k) plan qualify for designa- ing allowance for a retired minister, it is
tion as a housing allowance. Withdrawals from a 403(b) or 401(k) unclear if the IRS will honor the desig-
plan not sponsored by a local congregation are not eligible for des- Qation on the minister’s tax return. /
ignation as a housing allowance. Retired clergy may also exclude the

rental value of a home furnished by a congregation or a rental
allowance paid by a congregation as compensation for past services.

If a denomination or organization reports the gross amount of pension or TSA payments on
Form 1099-R and designates the housing allowance, the clergy may offset the housing expenses
and reflect the net amount on page 1, Form 1040. A supplementary schedule such as the follow-
ing example should be attached to the tax return:

Pensions and annuity income (Form 1040, line 16a) $ 10,000

Less housing exclusion 8,000
Form 1040, line 16b $ 2,000
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For retired clergy, the amount excluded for income tax purposes is limited to the lowest of (1) the
amount used to provide a home, (2) the properly designated housing allowance, or (3) the fair rental
value of the furnished home, plus utilities.

Housing Allowance Resolutions

Parsonage owned by or rented by a congregation

Whereas, the Internal Revenue Code permits clergy to exclude from gross income “the rental value
of a home furnished as part of compensation” or a congregation-designated allowance paid as a part
of compensation to the extent that actual expenses are paid from the allowance to maintain a
parsonage owned or rented by the congregation;

Whereas, the congregation compensates (insert name) for services in the exercise of ministry; and

Whereas, the congregation provides (insert name) with rent-free use of a parsonage owned by
(rented by) the congregation as a portion of the compensation for services rendered to the
congregation in the exercise of ministry;

Resolved, That the compensation of (insert name) is $4,500 per month, of which $2,000 per
month is a designated housing allowance; and

Resolved, That the designation of $2,000 per month as a housing allowance shall apply until
otherwise provided.

Home owned or rented by clergy

Whereas, the Internal Revenue Code permits clergy to exclude from gross income a church-designated
allowance paid as part of compensation to the extent used for actual expenses in owning or renting a
home; and

Whereas, the congregation compensates (insert name) for services in the exercise of ministry;

Resolved, That the compensation of (insert name) is $4,500 per month, of which $2,000 per
month is a designated housing allowance; and

Resolved, That the designation of $2,000 per month as a housing allowance shall apply until
otherwise provided.

Evangelists

Whereas, the Internal Revenue Code permits clergy to exclude from gross income a congregation-
designated allowance paid as part of compensation to the extent used in owning or renting a
permanent home; and

Whereas, the congregation compensates (insert name) for services in the exercise of ministry as an
evangelist;

Resolved, That the honorarium paid to (insert name) shall be $1,512, consisting of $312 for travel
expenses (with documentation provided to the congregation), $500 for housing allowance, and a
$700 honorarium.
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Housing Allowance Worksheet
Clergy Living in Housing

Owned or Rented by the Congregation

Name:
For the period ,20__ to , 20
Date designation approved , 20
Allowable Housing Expenses (expenses paid from current income)
Estimated
Expenses Actual

Utilities (gas, electricity, water) and trash collection
Local telephone expense (base charge)

Decoration and redecoration

Structural maintenance and repair

Landscaping, gardening, and pest control
Furnishings (purchase, repair, replacement)
Personal property insurance on minister-owned contents
Personal property taxes on contents

Umbrella liability insurance

Subtotal

10% allowance for unexpected expenses

TOTAL

Properly designated housing allowance

The amount excludable from income for federal income tax purposes is the lower of A or B.
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Housing Allowance Worksheet
Clergy-Owned Housing

Name:
For the period ,20 to ,20
Date designation approved ,20_
Allowable Housing Expenses (expenses paid from current income)
Estimated
Expenses Actual
Down payment on purchase of housing $ $

Housing loan principal and interest payments ©

Real estate commission, escrow fees

Real property taxes

Personal property taxes on contents

Homeowner’s insurance

Personal property insurance on contents

Umbrella liability insurance

Structural maintenance and repair

Landscaping, gardening, and pest control

Furnishings (purchase, repair, replacement)

Decoration and redecoration

Utilities (gas, electricity, water) and trash collection

Local telephone expense (base charge)

Homeowner’s association dues/condominium fees

Subtotal

10% allowance for unexpected expenses

TOTAL $ $ (A)

Properly designated housing allowance $ (B)
Fair rental value of home, including furnishings, plus utilities $ (@)

®Loan payments on home equity loans or second mortgages are includible only to the extent the loan proceeds
were used for housing expenses.

The amount excludable from income for federal income tax purposes is the lowest of A, B, or C.
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More Than Meets the Eye

Ask most clergy how much they are paid and the response will often be “My check from the church
is $1,000 a week.” But that tells us very little. Not only is your salary subject to tax, but so are many
fringe benefits that you may receive.

What are fringe benefits? A fringe benefit is any cash, property, or service that clergy receive from
the congregation in addition to salary. The term “fringe benefits” is really a misnomer because
clergy have come to depend on them as a part of the total compensation package. All fringe benefits
are taxable income to clergy unless specifically exempted by the Internal Revenue Code.

Many fringe benefits can be provided by a congregation to a clergy without any dollar limitation
(qualified health insurance is an example), while other fringe benefits are subject to annual limits
(dependent care is an example). A brief discussion of some of the key fringe benefits follows.

® Tax Treatment of Compensation Elements

» Business and professional expenses reimbursed with adequate accounting. If the congregation
reimburses clergy under an accountable plan for employment-related professional or business
expenses (for example, auto, other travel, subscriptions, and entertainment), the reimbursement is
not taxable compensation and is not reported to the IRS by the congregation or clergy. Per diem
reimbursements up to IRS-approved limits also qualify as excludable reimbursements.

» Business and professional expense payments without adequate accounting. Many churches
pay periodic allowances or reimbursements to ministers for business expenses with no require-
ment to account adequately for the expenses. These payments do not meet the requirements of
an accountable expense reimbursement plan.

Allowances or reimbursements under a nonaccountable plan must be included in a minister’s
taxable income. For an employee, the expenses related to a nonaccountable reimbursement
plan are deductible only if the minister itemizes expenses on Schedule A. Even then, the busi-
ness expenses, combined with other miscellaneous deductions, must exceed 2% of adjusted
gross income.

A portion of unreimbursed expenses are subject to disallowance when they relate to a housing
allowance according to the IRS.

» Club dues and memberships. Dues for professional organizations (such as ministerial associa-
tions) or public service organizations (such as Kiwanis, Rotary, and Lions clubs) are generally
deductible or reimbursable. Other club dues are generally not deductible or reimbursable
(including any club organized for business, pleasure, recreation, or other social
purposes). If the church pays the health, fitness, or athletic facility dues for a @

minister, the amounts paid are generally fully includible in the

minister’s income as additional compensation. / s \
Idea

» Disability insurance. If the congregation pays the disability
insurance premiums (and the cleric is named as the benefici-
ary) as a part of the compensation package, the premiums are

Statistics suggest that clergy are
seven times more likely to need dis-
ability insurance than life insurance

excluded from income. However, any disability policy pro- before age 65.When a congregation
ceeds must be included in gross income. This is based on who provides the maximum disability
paid the premiums for the policy covering the year when the insurance as a tax-free benefit, it

could reduce the awkwardness of

disability started. If the premiums are shared between the € ) ssot
clergy transition relating to disability

congregation and clergy, then the benefits are taxable in the . . -
. . while serving the congregation.
same proportion as the payment of the premiums.
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Conversely, if you pay the disability insurance premiums or have the congregation withhold
the premiums from your salary, you receive no current deduction and any disability benefits
paid under the policy are not taxable to you.

A third option is for the congregation to pay the disability premiums. But
instead of treating the premiums as tax-free, the congregation &/
treats the premiums as additional clergy compensation. Benefits / \

. . . Idea
you receive under this option are tax-free.

A college costs deduction for itemizers

» Educational reimbursement plans. If your congregation and non-itemizers alike s available up

requires you to take educational courses or you take job-related to $4,000.To take this deduction, the
courses, and your congregation either pays the expenses directly education need not be necessary for
to the educational organization or reimburses you for the you to keep your position. The educa-

expenses after you make a full accounting, you may not have to tion can even qualify you for a new

. . . tion.
include in income the amount paid by your church. Qccupa on j

While there are no specific dollar limits on educational expenses paid under a nonqualified
reimbursement plan, the general ordinary and necessary business expense rules do apply. These
types of payments may be discriminatory.

Though the education may lead to a degree, expenses may be deductible or reimbursable if the
education

O s required by your church to keep your salary, status, or job (and serves a business pur-
pose of your church), or

O maintains or improves skills required in your present employment.

Even though the above requirements are met, expenses do not qualify if the education is
O required to meet the minimum educational requirements of your present work, or

O part of a program of study that will qualify you for a new occupation.

» Entertainment expenses. Clergy may deduct ministry-related entertainment expenses.
Entertainment expenses must be directly related to or associated with the work of the congre-
gation. Entertainment expenses are not deductible if they are lavish or extravagant.

If business meal and entertainment expenses are not reimbursed under an accountable plan,
only 50% of the expenses are deductible. If the congregation reimburses the expenses, a 100%
reimbursement may be made.

» Flexible spending account (FSA). “Cafeteria” or FSAs are plans used to reimburse the
employee for certain personal expenses. They are provided by employers to pre-fund depend-
ent care, medical, or dental expenses (often called a healthcare flexible spending account) in
pre-tax dollars.

A cafeteria or flexible spending plan cannot discriminate in favor of highly compensated partic-
ipants for contributions, benefits, or eligibility to participate in the plan. While only larger
congregations generally offer cafeteria plans because of plan complexity and cost, many congre-
gations could feasibly offer an FSA.

There is a $2,500 per person per year FSA contribution limit indexed for inflation ($2,550 in
2015). The money is the account holder’s to use during the plan year. Ultimately the employer
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owns the account and any unused balance at the end of the plan year or any administrative
grace period is forfeited to the employer.

An administrative grace period may be adopted as a way to provide relief without 2
running afoul of the prohibition on deferred compensation. Under this provi-
sion, employees are permitted a grace period of 212 months

immediately following the end of the plan year. Expenses for / S \

qualified benefits incurred during the grace period may be paid Warning

or reimbursed from benefits or contributions remaining unused Consult with your ministry’s profes-

at the end of the plan year. A $500 carryover option was also sional tax advisors before reimbursing

recently announced by the IRS (see page 3). medical expenses for employees. Under
changes brought by the Affordable

Health insurance. If the church pays a minister-employee’s Care Act, non-compliant reimburse-

qualified group health insurance premiums directly to the ments may result in penalties of $100

insurance carrier, the premiums are tax-free to the minister. Qer employee per day. /

However, if similar payments are made for a minister whom the
church considers to be self-employed for income tax purposes, the payments represent addi-
tional taxable income.

Under health care reform, churches generally cannot discriminate in favor of more highly paid
individuals when providing group health care coverage.

Health reimbursement arrangement (HRA). A properly designed, written HRA under which
the church pays the medical expenses of the minister, spouse, and dependents may be non-
taxable to the minister-employee.

HRAs must be integrated with the church’s group health insurance plan and only be funded
by church-provided funds. Funding by a salary reduction election is not permitted. Excess
money in a church-funded HRA can be carried over to a future year without any tax implica-
tions to the minister. Because benefits can be carried over indefinitely, the only danger of losing
the balance in an HRA account is at retirement or other separation of employment.

Typical expenses covered by such a plan are deductibles, coinsurance, and noncovered amounts

paid by the individual.

HRAs may not discriminate in favor of highly compensated employees with regard to either
benefits or eligibility. HRAs are only available to employees.

Health savings account (HSA). HSAs are individual, portable, tax-free, interest-bearing
accounts (typically held by a bank or insurance company) through which individuals with a

high-deductible health plan (HDHP) save for medical expenses. The purpose of an HSA is to

pay what basic coverage would ordinarily pay.

Within limits, HSA contributions made by employers are excludable from income tax and
social security wages and do not affect the computation of the earned income credit. HSA con-
tributions may not be funded through salary reduction. Earnings on amounts in an HSA are
not currently taxable, and HSA distributions used to pay for medical expenses are not taxable.

HSAs can be funded up to $3,300 for individuals and $6,550 for families to cover health care
costs (2014 limits). In addition to the maximum contribution amount, catch-up contributions
may be made by or on behalf of individuals age 55 or older and younger than 65. Individuals

who have reached age 55 by the end of the tax year are allowed to increase their annual contri-
bution limit by $1,000.
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Funding of an HSA by the employer may fluctuate from one month to the next. This is unlike
a cafeteria or flexible spending account, under which changes in contributions are generally
only available on each January 1.

Only employees who are enrolled in qualifying high-deductible plans may participate in an
HSA. A HDHP has at least $1,250 annual deductible for self-only coverage and $2,500
deductible for family coverage (2014 limits). Additionally, annual out-of-pocket expenses for
HSAs must be limited to $6,350 for self-covered and $12,700 (2014 limits) for families. A
state high-risk health insurance plan (high-risk pool) qualifies as an HDHP if it does not pay
benefits below the minimum annual deductible under the HSA rules.

Beginning in 2011, HSA withdrawals did not qualify to cover over-the-counter medications
(other than insulin or doctor-prescribed medicine). Additionally, the excise tax for nonquali-
fied HSA withdrawals (withdrawals not used for qualified medical expenses) increased from 10

to 20%.

» Life insurance/group-term. If the group life coverage provided under a nondis-
criminatory plan does not exceed $50,000 for clergy, the life insurance premi- Y
ums are generally tax-free to clergy-employees. Group-term life 1
insurance coverage of more than $50,000 provided to clergy by / NS \
the congregation is taxable under somewhat favorable IRS tables. Caution

» Social security tax reimbursement. Congregations commonly An allowance to cover the minister’s
reimburse clergy for a portion or all of their self-employment self-employment social security tax

provides absolutely no tax benefit
since the amount is fully taxable.
However, paying at least one-half of

Because of the deductibility of the self-employment tax in both the minister’s social security tax is
important so this amount can be

the income tax and self-employment tax computations, a full properly shown as a fringe benefit for
reimbursement is effectively less than the gross 15.3% rate (the compensation analysis purposes.
payroll tax “holiday” is ignored for this example): k j

social security (SECA) tax liability. Any social security reim-
bursement must be reported as taxable income.

Your Marginal
Tax Rate Effective SECA Rate
0% 14.13%
10 13.42
15 13.07
27 12.22
30 12.01

» Tuition and fee discounts. If you are an employee of a church-operated elementary, second-
ary, or undergraduate institution, certain tuition and fee discounts provided to a minister,
spouse, or dependent children are generally tax-free. The discounts must be nondiscriminatory
and relate to an educational program.

If you are employed by the church and not by the church-related or church-operated private
school, any tuition and fee discounts that you receive are taxable income.

» Vehicles/personal use of congregation-owned vehicle. The personal use of a congregation-
provided vehicle is considered a taxable fringe benefit. The fair market value of the personal
use must be included in clergy gross income, unless the full value is reimbursed to the
congregation.
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Reporting Compensation, Fringe Benefits, and Reimbursements
for Income Tax Purposes*

Explanation

Clergy-Employee

Bonus or gift from the congregation

Taxable income/Form W-2

Business and professional expenses reimbursed with
adequate accounting

Tax-free/excluded

Business and professional expense payments without
adequate accounting

Deduction on Schedule A, Miscellaneous Deductions.
Subject to 2% of AGI and 50% meals and

entertainment limits

Club dues paid by the congregation

Taxable income/Form W-2 (exception for dues
for civic and public service groups)

Compensation reported to clergy by the congregation

Form W-2

Dependent care assistance payments

Tax-free, subject to limitations

Earned income tax credit (EITC)

May be eligible for EITC

Educational assistance programs

May be eligible to exclude up to $5,250

of qualified assistance

401(k) plan

Eligible for 401(k)

403(b) tax-sheltered annuity

Eligible for 403(b)

Gifts/personal (not handled through the congregation)

Tax-free/excluded

Health reimbursement arrangement

Tax-free, if plan is properly established

Health Savings Account

Tax-free, if plan is properly established

Healthcare flexible spending account

Tax-free, if plan is properly established

Housing allowance

Excludable, subject to limitations

IRA payments by congregation

Taxable income/Form W-2, may be deducted on
Form 1040, Line 25

Insurance, disability paid by congregation; clergy — beneficiary

Premiums are tax-free, but proceeds are taxable

Insurance, disability paid by clergy; clergy — beneficiary

Proceeds are tax-free

Insurance, group-term life paid by congregation

First $50,000 of coverage is tax-free, if plan properly
established

Insurance, health

Tax-free, if directly paid by congregation or reimbursed
to clergy upon substantiation. If paid by clergy and
not reimbursed by congregation, deduct on Schedule A

* Many of these compensation elements are conditioned on plans being propetly established and subject to annual limits.
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Reporting Compensation, Fringe Benefits, and Reimbursements
for Income Tax Purposes

Explanation

Minister-Employee

Insurance, life, whole or universal, congregation is beneficiary

Tax-free/excluded

Insurance, life, whole or universal, clergy designates
beneficiary

Taxable income/Form W-2

Insurance, long-term care

Tax-free if directly paid by the congregation or
reimbursed to clergy on substantiation.
If paid by clergy and not reimbursed by congregation,
deduct on Schedule A subject to limitations

Loans, certain low-interest or interest-free loans over

$10,000 to clergy

Imputed (the difference between the IRS-established
interest rate and the rate charged) interest is taxable
income/Form W-2

Moving expenses paid by the congregation (only applies to
certain qualified expenses)

Tax-free if directly paid by the congregation or
reimbursed to clergy on substantiation. Reported on
Form W-2, Box 12, using Code P

Pension payments by the congregation to a denominational

plan for clergy

Tax-deferred. No reporting required until
the funds are withdrawn by clergy or
pension benefits are paid

Per diem payments for meals, lodging, and incidental
expenses

May be used for travel away from home under an
accountable reimbursement plan

Professional income (weddings, funerals)

Taxable income/Schedule C (C-EZ)

Property transferred to clergy at no cost or less than fair
market value

Taxable income/Form W-2

Retirement or farewell gift to clergy from congregation

Taxable income/Form W-2

Salary from congregation

Report salary on page 1, Form 1040

Social security reimbursed by congregation to clergy

Taxable income/Form W-2

Travel paid for cleric’s spouse by the congregation

May be tax-free if there is a business purpose

Tuition and fee discounts

May be tax-free in certain situations

Value of home provided to clergy

Tax-free/excluded

Vehicles/personal use of congregation-owned auto

Taxable income/Form W-2

Voluntary withholding

Eligible for voluntary withholding agreement
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How Much Are They Worth?

Most clergy spend several thousands of dollars each year on congregation-related business expenses.
For example, the ministry-related portion of auto expenses is often a major cost.

Business and professional expenses fall into three basic categories:
expenses reimbursed under an accountable plan, expenses paid under / N4 \
a nonaccountable plan, and unreimbursed expenses. The last two
categories are treated the same for tax purposes. You will almost

always save tax dollars if your expenses are reimbursed. Combining an accountable expense
reimbursement plan with a housing

Key Issue

The reimbursement of an expense never changes the character of the allowance or health reimbursement
arrangement (or any other fringe

benefit plan) is not permissible. These
concepts are each covered under

item from personal to business. Business expenses are business
whether or not they are reimbursed. Personal expenses are always

nondeductible and nonreimbursable. If a personal expense is inadver- separate sections of the tax law and
tently reimbursed by the congregation, clergy should immediately Qannot be commingled. j
refund the money to the congregation.

To be deductible or reimbursable, a business expense must be both ordinary and necessary. An
ordinary expense is one that is common and accepted in your field. A necessary expense is one
that is helpful and appropriate for your field. An expense does not have to be indispensable to be
considered necessary.

® Accountable and Nonaccountable Expense Reimbursement Plans

An accountable plan is a reimbursement or expense allowance arrangement established by your
congregation that requires (1) a business purpose for the expenses, (2) substantiation of the
expenses to the congregation, and (3) the return of any excess reimbursements.

The substantiation of expenses and return of excess reimbursements must be handled within a
reasonable time. The following methods meet the “reasonable time” definition:

» The fixed date method applies if:
(d an advance is made within 30 days of when an expense is paid or incurred;

[J an expense is substantiated to the congregation within 60 days after the expense is paid
or incurred; and

[J any excess amount is returned to the congregation within 120 days after the expense is
paid or incurred.

» The periodic statement method applies if:

[d the congregation provides employees with a periodic statement that sets forth the
amount paid that is more than substantiated expenses under the arrangement;

[ the statements are provided at least quarterly;

(d the congregation requests that clergy provide substantiation for any additional expenses
that have not yet been substantiated and/or return any amounts remaining unsubstan-
tiated within 120 days of the statement.

If you substantiate your business expenses to the congregation and any unused payments are
returned, expense reimbursements have no impact on your taxes. The expenses reimbursed are
not included on Form W-2 or deducted on your tax return.
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The IRS disallows deductions for a portion of unreimbursed business expenses on the premise that
the expenses can be allocated to your tax-exempt housing allowance (see page 26). This is another
reason that all clergy should comply with the accountable expense reimbursement rules. The goal
should be to eliminate all unreimbursed business expenses.

Nonaccountable Expense Reimbursement Plans

If you do not substantiate your business expenses to the congregation, or if the amount of the
reimbursement exceeds your actual expenses and the excess is not returned to the congregation
within a reasonable period, your tax life becomes more complicated. Nonaccountable reim-
bursements and excess reimbursements over IRS mileage or per diem limits must be
included in your gross income and reported as wages on Form W-2.

Unreimbursed expenses or expenses reimbursed under a nonaccount- / S \
able plan can be deducted only as itemized miscellaneous deductions Warning

and only to the extent that they, with your other miscellaneous
deductions, exceed 2% of your adjusted gross income.

2
N

Many clergy are paid expense “allow-
ances.” These payments accomplish

Unreimbursed expenses are not deductible if you are an employee nothing in terms of good stewardship.
for income tax purposes and do not itemize. “Allowances” are fully taxable for
income and social security tax pur-
If your congregation pays you an “allowance” for business expenses, it poses. Clergy must then resort to
represents taxable compensation. The term “allowance” implies that trying to deduct their expenses—
the payment is not based upon documented expenses, does not meet much of which will be limited by the

. . tax law—instead of receiving a full
the adequate accounting requirements for an accountable plan, and ; 9
. . . reimbursement.
must be included in your income. k J

® Documenting Business Expenses

For expenses to be allowed as deductions, you must show that you spent the money and that you
spent it for a legitimate business reason. To prove that you spent the money, you generally need to
provide documentary evidence that can be confirmed by a third party. Canceled checks, credit card,
or other receipts are an excellent starting point. To the IRS, third-party verification is important; if
business expenses are paid in cash, be sure to get a receipt.

Documenting a business expense can be time-consuming. The IRS is

satisfied if you note the five Ws on the back of your credit card slip / \
or other receipt: Remember
» Why (business purpose) When clergy provide a listing of busi-

ness expenses to the congregation or

» What (description, including itemized accounting of cost) other employer—this is only a report,

not documentation. Documentary evi-
» When (date) dence is much more than a report. It
Where (location involves a hard-copy support of the
> ( ) five Ws (why, what, when, where, and
» Who (names of those for whom the expense was incurred; kWho)- j

e.g., meals and entertainment)

The only exception to the documentation rules is if your individual outlays for business expenses,
other than for lodging, come to less than $75. The IRS does not require receipts for such expenses,
although the five Ws are still required. You always need a receipt for lodging expenses regardless of
the amount. A congregation may apply a documentation threshold lower than $75.




24 Business and Professional Expenses

® Auto Expense Deductions

Clergy’s car expenses are deductible or reimbursable to the extent they are for business (or income
producing) rather than personal use. Generally, only those expenses that are necessary to drive and
maintain a car that is used to go from one workplace to another are deductible.

Mileage and Actual Expense Methods

In determining your deduction for the business use of a personal car, you can use one of two
methods to figure your deduction: the standard mileage rate or the actual expense method.
Generally, you can choose the method that gives you the greater deduction.

Standard Mileage Rate Method

If your congregation pays you a fixed mileage rate up to the IRS standard rate (see page 4 for rates)
and you provide the congregation with the time, place, and business purpose of your
driving, you have made an adequate accounting of your automobile expenses.

If the congregation does not reimburse you for auto expenses or reimburses you
under a nonaccountable plan, you may deduct business miles on Form 2106
(2106-EZ). The total from Form 2106 (2106-EZ) is carried to

Schedule A, Miscellaneous Deductions.

. - . . Remember
The standard mileage rate, which includes depreciation and mainte-

nance costs, is based on the government’s estimate of the average cost of The standard mileage rate may gener-
operating an automobile. Depending upon the make, age, and cost of ate a lower deduct.|orl than u;lrlgt;actual
. expenses in some instances. But the
the car, the mileage rate may be more or less than your actual auto PeEnSt .
. . simplicity of the standard mileage
expense. If you use the mileage rate, you also may deduct parking fees method is a very compelling feature.
and tolls and the business portion of personal property tax. All auto-

related taxes must be claimed on Schedule A for employees.

Actual Expense Method

If you keep accurate records, determining your deduction for most expenses should be straightfor-
ward. Generally, the amount of depreciation you may claim and the method you use to calculate it
depend on when you purchased your auto and began to use it for ministerial purposes.

Under the actual expense method, you can use either accelerated depreciation or 3
straight-line depreciation. As the names imply, the accelerated method front-loads

the depreciation, giving you larger deductions sooner. The straight-
line method gives you the same depreciation deduction every year. / S \
Warning

Allowable expenses under the actual expense method include: gas
and oil, interest on an auto loan, repairs, lease payments, tires,
automobile club membership, batteries, car washes and waxes,

You have an important decision to
make the first year you put a car into
service.You will generally want to use

insurance, license plates, parking fees and tolls, and supplies, such the standard mileage rate in that first

as antifreeze. year.If you do not use the standard
mileage rate in the first year, you may

Commutmg Qot use it for that car in any year. /

Personal mileage is never deductible. Commuting expenses are non-
deductible personal expenses.
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Unless your home-office qualifies as a home-office under tax law, travel from home to the wor-

ship center (a regular work location) and return for worship services and other work at the worship

center is commuting and is not deductible or reimbursable. The same rule applies to multiple trips

made in the same day. The cost of traveling between your home and a temporary work location is

generally deductible or reimbursable. Once you arrive at the first work location, temporary or regu-

lar, you may deduct trips between work locations.

A regular place of business is any location at which you work or perform services on a regular

basis. These services may be performed every week, for example, or merely on a set schedule.

A temporary place of business is any location at which you perform services on an

irregular or short-term (i.e., generally a matter of days or weeks) basis.

Documentation of Auto Expense / \
. , . Remember

To support your automobile expense deduction or reimbursement,

automobile expenses must be substantiated by adequate records. For your records to withstand an IRS

A weekly or monthly mileage log that identifies dates, destinations, | audit, use a daily mileage log to docu-

business purposes, and odometer readings in order to allocate total \T\/ﬁnt business vs. personal mileage.

. . . . L. ether you keep a notepad in the car
mileage between business and personal use is a basic necessity if or track the data in a PDA, some type of
you use the mileage method. If you use the actual expense method, log is the best approach to submitting
a mileage log and supporting documentation on expenses is data for reimbursement from your con-
required. Q’egation or taking a tax deduction. j

Per diem allowance

The IRS provides per diem allowances under which the amount of away-from-home meals and
lodging expenses may be substantiated. These rates may not be used to claim deductions for
unreimbursed expenses and may not be used to reimburse volunteers. Higher per diem rates
apply to certain locations annually identified by the IRS. For more information on these rules,
see IRS Publication 1542.

® Other Business and Professional Expenses
Business Gifts

You can deduct up to $25 per donee for business gifts to any number of individuals every year.
Incidental costs, such as for engraving, gift wrapping, insurance, and mailing do not need to be
included in determining whether the $25 limit has been exceeded.

The gifts must be related to your ministry. Gifts to congregation staff or board members would
generally be deductible, subject to the $25 limit. Wedding and graduation gifts generally do not
qualify as business expenses.

Entertainment

Meal and entertainment expenses are deductible or reimbursable if they are ordinary and neces-
sary and are either directly related to or associated with your ministerial responsibilities.

Personal Computers

Personal computers you own and use more than 50% for ministry may be depreciated (or reim-
bursed) as five-year recovery property or deducted (but not reimbursed). The business portion of
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depreciation may be reimbursed under an accountable expense reimbursement plan if the 50% busi-
ness “convenience of the congregation” and “condition of employment” tests are met.

o
L

N

If a computer is provided by the congregation in the congregation office but you
prefer to work at home on your personal computer, it is not being

used for the congregation’s convenience. If you meet the “conve- / S \
nience of the congregation” and “condition of employment” tests Warning

but do not use your computer (and related equipment) more than If clergy purchase a computer and use
50% of the time for your work, you must depreciate these items it primarily for congregation work and
using the straight-line method and you cannot take the Section meet the “condition” and “convenience”
179 write-off. If you qualify under the home-office rules, the 50% tests, only the depreciation on the

business portion of the computer can
be reimbursed by the congregation,
not the entire cost of the business por-
tion, based on the Section 179 first-

\year write-off rules. j

Subscriptions to clergy-related periodicals are deductible. If the information in a news magazine
relates to your ministerial preparation, that periodical may qualify for a deduction.

test does not apply to you.

Adequate records of the business use of your computer should be
maintained to substantiate your deductions.

Subscriptions and Books

The cost of books related to your ministry with a useful life of one year or less may be deducted.
The cost of books with a useful life of more than one year may be depreciated over the useful life.

Telephone

You may not deduct, as a business expense, any of the basic local service charges (including taxes)
for the first telephone line into your home. Ministry-related long distance calls, a second line,
special equipment, and services used for business are deductible. If you are out of town on a busi-
ness trip, the IRS generally will not challenge a reasonable number of calls home. Although your
basic local telephone service (including taxes) for the first telephone line into your home is not
deductible for tax purposes, it is includible as housing expense for housing allowance purposes.

Telephone/Cellular

The IRS treats the value of a church-provided cell phone, and similar telecommunications
equipment, (including the value of any personal use by the employee) as excludible from the
employee’s income, as long as the cell phone is provided to the employee primarily for a non-
compensatory business reason (such as the employer’s need to contact the employee at all times
for work-related emergencies). Providing a cell phone to promote morale or goodwill, to attract
a prospective employee, or to furnish additional compensation to an employee is evidence that
there is no noncompensatory business reason.

Church staff may be reimbursed for the business use of a cell phone but
the church should probably require the employee to submit a copy of
the monthly bill and evidence that the bill has been paid.

Remember
If a church doe.s not have a substantial noncompensatory busu.uess If a church provides a cell phone to an
reason for providing a cell phone to an employee, or reimbursing the employee primarily for a noncompen-
employee for business use of his or her personal cell phone, the value satory business reason, the value of
of the use of the phone, or the amount of the reimbursement is the cell phone is excludible from the

employee’s income.
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includible in gross income, reportable on Forms 941 and W-2, and for lay employees is subject to
federal and state employment tax withholding,.

@ Allocation of Business Expenses

If you receive a rental or parsonage allowance that is tax-free, you must allocate the expenses of
operating your ministry (this is commonly referred to as the “Deason Rule”). You cannot deduct
expenses that are allocable to your tax-free rental or parsonage allowance. This rule does not apply
to your deductions for home mortgage interest or real estate taxes. See examples on pages 40 and

58.

This limitation requires the following calculation:

1. Amount of tax-exempt income (the fair rental value of a
congregation-provided parsonage and the housing allowance
excluded from gross income; this may be less than the
congregation-designated housing allowance) $

2. Total income from ministry:

Salary (including the fair rental

value of a congregation-provided
parsonage and the housing

allowance excluded from gross

income) $
Fees

Allowances (nonaccountable plan) $

3. Divide line 1 amount by line 2 amount = % of nontaxable
income. %

4. Total unreimbursed business and professional expenses,
less 50% of meals and entertainment expenses. $

5. Multiply line 4 total by line 3 percentage (these are non-
deductible expenses allocable to tax-exempt income). $

6. Subtract line 5 amount from line 4 amount (these are
deductible expenses for federal income tax purposes on

Form 2106 [2106-EZ] or Schedule C [C-EZ]). $
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Income and Social Security Taxes

Income Taxes

The federal income tax is a pay-as-you-go tax. You must pay the tax as you earn or receive income
during the year. Employees usually have income tax withheld from their pay. However, the pay of
qualified clergy is not subject to federal income tax withholding. Clergy who are

employees for income tax purposes may enter into a voluntary withholding agreement

-

with the congregation to cover any income tax and self-employment
social security tax that are due. IRS Publication 505 provides addi-
tional information on tax withholding and estimated taxes.

® Tax Withholding

Congregations are not required to withhold income taxes from wages
paid to clergy for services performed in the exercise of their ministry.
The exemption does not apply to nonministerial congregation
employees such as a secretary, organist, or custodian.

Clergy-employees may have a voluntary withholding agreement with
the employing congregation to cover income taxes (the amount may
be set high enough to also cover the self-employment social security tax

\or payday is so much more efficient./

0

Idea

~

Though not required, congregations
should offer to withhold federal (and
state and local, where applicable)
income taxes (never FICA taxes!) from
clergy pay. Filing Forms 1040-ES often
means saving up money for the 4/15,
6/15,9/15,and 1/15 deadlines. With-
holding the proper amount each week

liability). Clergy need only file Form W-4 with the congregation to establish a voluntary withhold-

ing arrangement.

® Estimated Tax

Estimated tax is the method used to pay income and self-employment taxes for

income that is not subject to withholding. Your estimated tax is your
expected tax for the year minus your expected withholding and cred-
its.

If you are filing a declaration of estimated tax, complete the quarterly
Forms 1040-ES. If 2014 estimated taxes are $1,000 or less, no
declaration of estimated tax is required.

If your estimated tax payments for 2015 equal 90% of the 2014 tax
liability, you will generally avoid underpayment penalties. An option
is to make the 2015 estimated tax payments equal 100% of your 2014
federal and social security taxes (Form 1040, page 2, line 61). This
method generally avoids underpayment penalties and is easier to calcu-
late.

/ ~

\payment penalties.

&)

~

When using the estimated tax method
of submitting income and social secu-
rity tax money to the IRS, pay at least as
much as your previous year’s total taxes
(before offsetting withholding, esti-
mated tax payments, etc.). Spread the
payments equally over the four Forms
1040-ES. This will generally avoid under-

.

Filing Tip

In estimating 2015 taxes, net earnings from self-employment should be reduced by 7.65% before
calculating the self-employment tax of 15.3%. There also is an income tax deduction for one-half of

your self-employment tax (Form 1040, page 1, line 27).

You pay one-fourth of your total estimated taxes in installments as
follows:

For the Period Due Date
Jan.1 - Mar. 31 April 15
April 1 - May 31 June 15

June 1 - Aug. 31 September 15
Sept. 1 - Dec. 31 January 15

Remember

State income tax payment require-
ments may also be met by making
estimated state tax payments.
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Social Security Taxes

Social security taxes are collected under two systems. Under the Federal Insurance Contributions
Act (FICA), the employer pays one-half of the tax and the employee pays the other half. Under
the Self-Employment Contributions Act (SECA), the self-employed person pays all the tax (self-
employment tax) as calculated on the taxpayer’s Schedule SE.

Compensation received by clergy for services performed in the exercise of ministry is self-~employment
income and is always subject to self-employment tax (SECA). Ministerial income is exempt from
SECA only if you have opted out of social security. Federal Insurance Contributions Act (FICA)
social security tax should zever be withheld from the compensation of qualified clergy.

® Opting Out of Social Security Taxes

All clergy are automatically covered by social security (SECA) for services
in the exercise of ministry, unless an exemption has been received
based on the filing with and approval by the IRS of Form 4361. You
must certify that you oppose, either conscientiously or because of
religious principles, the acceptance of any public insurance (with
respect to services performed as clergy), including social security cover-
age. This includes an opposition to insurance that helps pay for or

LS

Warning

-

Opting out of social security is rela-
tively simple. Form 4361 must be filed
by the due date of the tax return for
the second year with $400 or more of

~

provides services for medical care (such as Medicare) and social secu-
rity benefits. Your opinion of the financial stability of the social secu-
rity program is not a valid basis to file for exemption.

Deadline for Filing for an Exemption

clergy income. But the simplicity of
opting out should not be confused
with the significant difficulty of com-
plying with the requirements for opt-

Qg out. Y,

The application for exemption from self-employment tax must be filed by the date your tax return
is due, including extensions, for the second year in which you had net ministerial income of $400

or more. These do not have to be consecutive tax years.

® Computing the Self-Employment Tax

The following tax rates apply to net earnings from self-employment
of $400 or more each year:

Tax Rate Maximum Earnings Base
Year OASDI Medicare OASDI Medicare
2013 10.4% 2.9% $113,700 no limit
2014 12.4% 2.9% 117,000 no limit
2015 12.4% 2.9% 118,500 no limit

OASDI = Old-age, survivors, and disability insurance, or social security

® Self-Employment Tax Deductions

You can take an income tax deduction equal to one-half of your self-
employment tax liability. The deduction is claimed against gross

A4

Key Issue

~

Unless clergy have opted out of social
security, the net ministerial income plus
the excluded housing allowance and
the fair rental value of church-provided
housing is subject to self-employment
social security tax.This is true even if
clergy are retired and receiving social
security benefits. There is no age limit

kon paying social security tax. j

income on line 27 of Form 1040, page 1. You may also deduct a portion of your self-employment
tax liability in calculating your self-employment tax. This deduction is made on Schedule SE,
Section A, line 4 or Section B, line 4a, by multiplying self-employment income by .9235. The pur-
pose of these deductions is to equalize the social security (and income) taxes paid by (and for)

employees and self-employed persons with equivalent income.
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Line by Line

Form 1040

There are two short forms, the 46-line 1040A and the super-short, 12-line 1040EZ. Generally,
ministers should use the 77-line Form 1040 instead. It accommodates every minister, and there’s no
penalty for leaving some of the lines blank. Besides, going down the 1040 line by line may jog your
memory about money you received or spent in 2014. (Line numbers noted refer to the 1040 and
related schedules.)

® Filing status (lines 1 to 5). Line 2: If your spouse died in 2014, you can still file jointly and
take advantage of tax rates that would be lower than if you file as a single person or as a head of

household.

Line 3: If you’re married and live in a separate-property state, compute your tax two ways—
jointly and separately. Then, file the return resulting in the lower tax.

Line 4: If you're single, you may qualify as head of household if you provided a home for some-
one else—like your parent. Filing as head of household rather than as a single person can save
you a bundle on taxes.

Line 5: If your spouse died in 2012 or 2013 and you have a dependent child, you can also
benefit from joint-return rates as a qualifying widow(er).

® Exemptions (lines 6a to 6d). Remember to include a social security number for any
dependent who was at least one year old on December 31, 2014. If your child
does not have one, obtain Form SS-5, Application for a Social ﬁ
Security Number, at http://www.ssa.gov/online/ssa-5.html. If /

you are unable to secure the social security number before the fil- v
ing deadline, file for an extension of time to file. Filing Tip

Form 1040, Line 7. All compensation

® Income (lines 7 to 22). Line 7: If your employer considered you | fom Forms W-2 s reported on line 7.

an employee for income tax purposes, you should receive Be sure your congregation has not
Form W-2 from the employer. The total amount of your taxable included the housing allowance amount
wages is shown in Box 1 of Form W-2; attach Copy B of your in Box 1 of Form W-2.

W-2 to your Form 1040. Include the data from other W-2s you
or your spouse received on this line. If the employer erroneously included your housing
allowance in Box 1, Form W-2, ask the congregation to reissue a

corrected Form W-2.

If your cash housing allowance designated and paid by the employer exceeds
the lowest of (1) reasonable compensation, (2) the amount used to

provide a home from current ministerial income, (3) the amount / ~ \
properly designated by the employer, or (4) the fair rental value of Filing Tip
the home including utilities and furnishings, enter the difference

Form 1040, Line 7. If the housing
allowance designated by the employer
exceeds the housing allowance exclu-
sion to which you are entitled, you
must include the difference on line 7
with a description “Excess housing

on line 7.

Line 8a: Include as taxable-interest income the total amount
of what you earned on savings accounts, certificates of deposit,
credit union accounts, corporate bonds and corporate bond

mutual funds, U.S. treasuries and U.S. government mutual allowance.”Your exclusion is limited by
funds, and interest paid to you for a belated federal or state tax the lower of the fair rental value of a
refund (whether or not you have received a Form 1099-INT). minister-provided home or your actual

If you haven’t yet received any of the statements due you, call Qousing expenses. /
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the issuer to get them. If you received more than $1,500 of taxable interest income in
2014, you must also complete Schedule B.

Line 8b: Here’s where you note any tax-exempt interest from municipal bond
funds. Don’t worry—that income is not taxable. But social security
recipients must count all their tax-exempt interest when comput-

ing how much of their social security benefits will be taxable. Remember

Line 9a: Enter as dividend income only ordinary dividends, not Most clergy do not have tofilea
separate schedule if interest or dividend

capital-gains dividends paid by mutual funds, which are reported income is $1,500 or less, only the totals
on Schedule D. Your Form 1099-DIV statements show the need to be reported on Form 1040,
amount and type of ordinary dividends you received in 2014. If
you received more than $1,500 in dividend income in 2014, you
must also complete Schedule B. Remember: Earnings from a money-market mutual fund are
considered dividend income, not interest income.

Line 10: If you received a refund of a state or local tax in 2014 that you deducted @

on Schedule A in a prior year, include the refund here. / \
Line 12: Even when you file as an employee for income tax pur- Filing Tip
poses, you will probably have some honoraria or fee income from Form 1040, Line 12. The only ministe-
speaking engagements, weddings, funerals, and so on. This income, | (ial income that should be reported
less related expenses (see pages 38 and 47), should be reported on on line 12 is fees from weddings,
Schedule C or C-EZ and entered on this line. funerals, speaking engagements, and
similar income. Unreimbursed
Line 13: Enter capital-gains dividends here if you had no other expenses related to this income
capital gains or losses in 2014. should be deducted on Schedule C
or Schedule C-EZ.
Line 15a: Report as IRA distributions even amounts you rolled \ j

over tax-free in 2014 from one IRA into another. On line 15b, you
will report as taxable the amount of any IRA distributions that you did not roll over minus any
return of nondeductible contributions.

Line 16a: It’s likely that only a portion of the total pensions and annuities you received is taxable.
Your Form 1099-R will show the taxable amount, which you enter on line 16b. If you received
pensions and annuities from a denominationally sponsored plan, you may be eligible to exclude
a portion or all of these payments as a housing allowance.

Line 20a: No more than 85% of your social security benefits can be taxed for 2014 and none at
all if your provisional income is below $32,000 on a joint return, $25,000 for singles. If your
income doesn’t exceed the threshold, leave this line blank. If it does, use the worksheet

on Form 1099-SSA to compute taxes on your benefits.

® Adjustments to income (lines 23 to 37). Line 25: Health savings account deduction.
Contributions made by a taxpayer to a health savings account (HSA) up to $3,300 for an indi-
vidual plan and $6,550 for a family plan are deductible on this line. Individuals who have
reached age 55 by the end of the tax year are allowed to increase their annual contribution for
years after 2014.

Line 26: If your employer paid directly or reimbursed you for your qualified moving costs
incurred in 2014, these amounts would not be included as compensation on your Form W-2.
Therefore, you would have no moving expenses to deduct on line 26. However, if part or all
of your moving costs were not paid directly or reimbursed, deduct these expenses here.
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Line 27: One-half of your social security tax that is deductible for income tax purposes is reflected
on this line. This number comes from Schedule SE, Section A, line 6 or Section B, line 13.

Line 33: Interest paid on a qualifying student loan may be deducted on this line.

Line 36: If you are employed as a chaplain or any other minister-employee of a nonreligious
organization, use this line for your deduction of 403(b) contributions that you sent@)

directly to the plan. On the dotted line next to line 36, enter the amount of your

deduction and identify it as indicated.
4 — N

Tax computation (lines 38 to 56). Line 40: Claim the standard Filing Tip
deduction only if the amount exceeds what you could write off
in itemizing expenses on Schedule A. For 2014, the standard
deduction is $12,400 joint, $9,100 head of household, and
$6,200 single. The amounts are higher if you or your spouse is

Form 1040, Line 53. If you made
contributions to a 403(b) or 401(k)
plan, and your adjusted gross income
was $50,000 or less, you may be

65 or older or legally blind. eligible for this credit. The credit is
. . . also available for contributions to
Line 52: Taxpayers with adjusted gross income of $50,000 or either a traditional or a Roth IRA. The
less may claim a credit on this line equal to a certain percentage excluded portion of minister’s hous-
of the employee contributions made to a retirement account ing does not reduce this credit.
or IRA (must complete Form 8880). K /

Other taxes (lines 57 to 63). Line 57: If you are a qualified minister (see pages 5-6) and have
not opted out of social security, you are self-employed for social security tax purposes. Your
social security is not withheld by your church but is calculated on Schedule SE if you had net
earnings of $400 or more and paid with Form 1040. The tax is 15.3% of the first $117,000 of
2014 self-employment income and 2.95% of income above $117,000. If your total wages and
self-employment earnings were less than $117,000, you can probably save time and headaches

by filing the Short Schedule SE on the front of the SE form.

Line 59: You will owe the tax on qualified plans plus the 10% penalty on the amount you
withdrew from your IRA or another retirement plan if you were under 59%, unless you meet
certain exceptions.

Payments (lines 64 to 74). Line 64: Did you have a voluntary withholding arrangement
whereby your employing congregation withheld federal income tax from your compensation?
Then show the amount of federal income tax the church withheld (from your W-2, Box 2)
along with other federal income tax withholding from other employment of you or your
spouse here. Also include tax withheld on your W-2G and other Forms 1099 and W-2. The
amount withheld should be shown in Box 2 of Form W-2G, in Box 6 of Form 1099-SSA,
and Box 4 of other Forms 1099.

Line 65: Don’t get confused: Even though you made your fourth-quarter 2014 estimated tax
payment in January 2015, it’s counted on your 2013 return.

Line 66a: Enter your earned income tax credit here or let the IRS calculate it for you. If you
have a qualifying child, you must complete Schedule EIC.

Refund or amount you owe (lines 75 to 79). Line 79: The IRS assumes you must pay the
estimated tax penalty if you owe $1,000 or more beyond what you've paid through withholding
or estimated tax and the amount due is more than 110% of your 2013 tax bill. You may qual-
ify for one of several exceptions, however. Use Form 2210 to prove your case.
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Schedule A (ltemized Deductions)

If you live in church-provided housing, you often cannot itemize. But run down Schedule A just to
see whether you might have more write-offs than the standard deduction will permit.

® Medical and dental expenses (lines 1 to 4). Don’t overlook the cost of getting to and from the
doctor or druggist. Write off 23.5 cents per mile plus the cost of parking. If you didn’t drive,
deduct your bus, train, or taxi fares. The cost of trips to see out-of-town specialists and as much
as $50 a day for the cost of lodging when you’re out of town to get medical care count toward the

7.5%. Include all your health insurance premiums, as well as Medicare Part B premiums for
2014.

® Taxes you paid (lines 5 to 9). Even though your real estate taxes are a housing expense exclud-
able under the housing allowance, you may still deduct them (even for multiple properties if not
deducted elsewhere on the return) on line 6 as an itemized deduction—one of the few “double
deductions” allowed in the tax law.

® Interest you paid (lines 10 to 15). Line 10: If you bought a house during 2014, review your
escrow or settlement papers for any mortgage interest you paid that was not shown
on your lender’s year-end statement. If you paid interest on a second mortgage @A
or line of credit secured by your home, include the interest expense

here. / ~ \
Filing Tip

As with real estate taxes, it is possible to deduct mortgage interest
as an itemized deduction even if the interest is included in housing | Schedule A, Lines6,10-12.These
expenses subject to a housing allowance. Interest paid on a secured | lines relate to the most significant tax
mortgage is deductible on Schedule A regardless of how the pro- break available to ministers who own

. their own homes. Even though real
ceeds of the loan are used. However, the only mortgage interest

Iy includibl housi d housi 1 estate taxes, mortgage interest, and
properly includible as housing expense under a housing allowance points are excludable under the hous-

is when the loan proceeds were used to provide housing. For exam- | ing allowance, subject to certain limits,
ple, interest on a second mortgage used to finance your child’s col- | the same amounts are deductible as
lege education is deductible on Schedule A but does not qualify as | itemized deductions.

a housing expense for housing allowance purposes. k /

Don’t overlook points you paid to get the mortgage. All of the points are generally deductible as
interest here. Points paid for a refinancing must be amortized over the life of the loan. But you
can deduct on your 2014 return the portion of all points paid that correspond with the percent-
age of your refinancing used for home improvements.

® Gifts to charity (lines 16 to 19). Line 16: For gifts you made in 2014, you
must have written acknowledgments from the charity of any single gifts of $250 ﬂ

or more and for all gifts of cash. /
Line 17: Deduct your charitable mileage for any volunteer work at Filing Tip

the rate of 14 cents a mile.

Schedule A, Line 21. Since the

® Job expenses and other miscellaneous deductions (lines 21 to deduction for meal and entertain-
27). Don’t assume you can’t surmount the 2% AGI floor on ment expense is limited on Form
these miscellaneous deductions. A wealth of employee business, 2106, expenses claimed on lines 21

to 23 are reduced by 2% of your
adjusted gross income, and the stan-
dard deduction may be advantageous

investment, and tax-related expenses— from job-hunting costs to
tax preparation fees—are deductible here. And if you bought
business equipment required by your employer and you were not )

1,1 b gu p ql,l dff ‘Y y u. ploy dh}’ 51014 limi for you, using an accountable expense
reimbursed, you can write off its entire cost up to the imit. reimbursement plan to reduce or
(However, see the allocation of expense rules, page 26, and exam- eliminate unreimbursed expenses is

ples on pages 40 and 58.) \generally a wise move. /
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Sample Return No. 1

Accountable expense reimbursement plan

Minister owns residence

Pays federal taxes through voluntary withholding

Congregation reimbursed nonqualifying moving

expenses

Housing fair rental value test applied

403(b) contribution by salary reduction and
employer contributions

Application of Deason Rule

Minister considered to be an employee for income
tax purposes with an accountable business
expense plan.

The Browns live in a home they are personally
purchasing. Pastor Brown has entered into a
voluntary withholding agreement with the church,
and $12,000 of federal income taxes are withheld.

Income, Benefits, and Reimbursements:

Congregation salary $64,850
Christmas and other special occasion gifts

paid by the congregation based on designed

member-gifts to the congregation 750
Honoraria for performing weddings, funerals,

and baptisms 650
Honorarium for speaking as an evangelist at

another church 1,000
Mutual fund dividend income:

Capital gain distributions 150

Ordinary 954
Interest income:

Taxable 675

Tax-exempt 1,200
Reimbursement of self-employment tax 12,000

Business Expenses, Itemized Deductions,
Housing, and Other Data:

100% of church-related expenses (including 9,412 busi-
ness miles) paid personally were reimbursed by the church
under an accountable expense plan, based on timely sub-
stantiation of the expenses.

Expenses related to honoraria income:

Parking $ 25
Travel —

888 x 56¢ per mile 497
Meals and entertainment 50
Other 200

Potential itemized deductions:

Unreimbursed doctors, dentists, and drugs 1,500
State and local income taxes:
2013 taxes paid in 2014 400
Withheld from salary 1,600
Real estate taxes on home 1,000
Home mortgage interest 14,850
Cash contributions 8,200
Noncash contributions — household
furniture/fair market value 266
Tax preparation fee 200
Student loan interest 1,906

Housing data:

Designation 26,000
Actual expenses 25,625
Fair rental value including utilities 25,000

403(b) pre-tax contributions for Pastor Brown:
Voluntary employee contributions made
under a salary reduction agreement 500
Nonvoluntary employer contributions 2,000

Moving expenses reimbursed under a

nonqualified plan (see page 42) 6,750
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E 1 040 Ceparimam af the Tregsury — rbamal Fevenue Sardos s 1 4
s u.s. Indi'd"idual Inl:l:ln‘le Tal R’Eturﬂ "") CWAR Mo, 1545-007L | RS Uss Oniy— D nal wribs or stk in thie spece,
For the yase Jan, 1-Dac, 31, 2014, orather e year beginnng , 214, sneing o Sea separate instructions.
Four first rame and indial A=T NAMS ¥our social security numbar
Milton L. Brown 541 {16 | 8194
If & jaint reburn, spouse’s first rame and inctial Ast name Zpouse’s social security number
Alessia §. Brown 238 149 | 7249
Horre addrass [number andd staast). Iyol hewa a PO oo, g6 Instractions, Apt. na, A Make sure the SSNGS) sbove
A1 B Trenton Street and on ine &G are correcl
Ly, Town of pret office, slate, and ZIF code. 1o Dave & forekgn acdress, alss somokls spaces belon (888 rElucTosE) Presidential Electian Campaign
rircfiel HA4 4 Conck here i you, o your spouse ililing
= Sp — 9 - e 'l.':l_,- 0 530 S ———— [ —— joinlly, wart 53 1o g6 1o this fund. Checking
Creign Gouniny narme oreign provirceslalscounly reign posial coce |0 wil not chinge your 32
retnd [ ¥ou ] Spouse
Eili ng Status 1 [ S le 4 [ Heed of nouseno twith cqualifying person). [Bes instractions.) B
2 E Parried filing jointhy (even if onby orae had income) the qualifyirg person is a chid but not your dependard, arter this
Chacx only one 3 [ married filing separately. Entsr spouss's S5N above chid's name here. &
bex, and full names hera, » 5[] Quaitying widower) with dependent child
. [¥ i B hecked
Exemptions Ba Youwrself. If scmeone can claim you 23 a depencent, do not cheok boxéa . . . . ] mm;:n'-‘;dﬂ;bﬂ 2
oD Spouse N T ' [:ll-/l'l T eyt L
¢ Dependents: () Desander's (3} Dependart's Sy Wl L P UG e
{1} First reme P p— sonial ssrurity numser ralzinnzhizn o wo cLale!;:r;‘ r:[__.“:.l:ll.ﬁ: i . g:‘::::‘::;_l —I
Charles Brown [514 43/9196 | Son K e g ps
If more than faur O] (see metructions)
dependents, see : : 0 Dopendants on Ge
instructions and H not entered abowe
ehsck bare »[] : Ll Add rumbars on El
d Total numbar of sxemptions cla mad 5 G c lines abowe B
Income 7 Wages, salaries, tips, ste. Attach Farmis) W- 2Incl Excess Huuslng Allaw 51 {JDD 7 58,850
da Taxable inferest. Attach Schedule B if recuired © . . . . . . . . . L . 8a 675
b Tax-exempl interest, Do nol nclude on line8a . . . | ab | 1,200 |
Attach Formis) 8a  Ordinary dividends. Attach Scheduls B if requirsd . . . . . . . . . . . | @a 954
W-2 here. Also - . | I |
atlach Forms b Qualified dividends . . . . . . . . . . . | 8
W-2G and 10 Taxable refunds, credits, or offests of state and local income taxes . . . . . . 10
1093-R if tan 11 Almony receved ., A 11
was withhald. 12 Business income of foss), Attach Schedule G or C-EZ . . . . . . . . .. 12 1,120
13 Capital gain or foss). Attach Schedule D if required. If nat raquired, check hars = [E] | 13 150
;;D;ﬂ%m 14 Other gains or {losses). Attach Formav®? . . © . . . . o . . . o L. 14
fee instn.ul'_'1 o 15a  IRA distributicns . 15a b Tawable amount . . . 15h
18a  Fenslons and anmuaties | 18a b Tawabls amount . 160
17 Renlal real estale, royalties, pafnerships, 5 corporations, tusts, elo, Allach Schedule E 17
18  Farmincome or (loss). Attach Schedule F . . . . . . . . . . . o L . 18
1% Unemployment compensation - . . . . o L L . L oL Lo L. 19
20a  Social sacurity benefis | 20a ] | b Tawable amount . . . 20b
Fil Cther income. Lt by e and armont 21
22 Combing the amouwnts o the far dght solumn fo lines 7 throwgh 21, This 15 yeur total incomea & 22 61,749
. X3  Feserved . . . . . . : 3 3 5 23
Adjusted 24 Certair busiress sxpensas of rassrvists, D—rfcrrurg ertists, and
Gross Tes-Lasis government officials. Atach Farm 2906 or 2106-EZ 24
Income 25 Health savings account deduction, Altach Farm 8859 25
2 Moving expenses. Allach Form 3203 0 .28
27 Deductible part of ssli-employment tax. Attach Scheduls SE .| o7 5,988
2 Self-employed 5EP, SIMPLE, and qualified plans 28
20 Self-emploved health insurance deduction 29
30 Penally on early witharawal of savings . _ 30
Fa  Alimony paid b Recipient's S5H = | ! EIE]
32  IRA deduction . - 32
33 Student loan intsrest dal:un'tmn 33 1,906
34 Heserved 5 34
35  Domestic production activities deduction. &ttach Form 5303 35
38 Addlines 23 through 25 . . . . Ce e 36 7,894
37 Subtract line 36 from line 22, This is your Eldjl.lstad Qross income . . . . . . ® ar 53,855
For Disclosure, Privacy Act, and Paperwork Reduction Act Motice, see separate instructions. Cal. Mo, 113208 Foern 1040 2014
Line 7 — See page 41 for the calculation of the excess housing allowance.

Line 27 — See page 28 for the explanation of the self-employment tax deduction.
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L R e ] EREE S
B8 Ameont from line 37 jadjusted grass incama) O o P T o T L 38 53,855
Tax and 288 check | [ You wers bom befare January 2, 1950, [ Blinc. hTutal boxes
Credits if: ] Spouse was bom befors January 2, 1080, [ Blind. | checked » 30a
b |1 your spouss famizes on & separate retum or vou wene 4 dual-status afen, check hered 380[]
Standard a0 hemized dedustions (from Schaduis &) oF vour standard deduston jSae et marging an 26,316
Deduction e
ok 41 subtract Ine &0 from line 38 . M 27,538
» Booplowho | 42 Exemplions. I ine 38 is 5152525 of e, u,-hpr. 3"3.55' m er n,le ar ||rum. ’*mm: sae g l:ru.. brs | 42 11,850
Eﬁ%ﬂﬂé 42 Taxable income. Sublmact Bne 42 from line 41, T e 42 is moee than line 47, anler <0 42 15,689
f:l f:: I’f*ﬁ};ﬂr 44 Tax (s instuctions). Check ifany from: & [] Formiz) 8814 b [JFormaar2 < [ 4 1,568
claimedasa | 45 Alternative minimum tax (sae instructions). Attach Form 6251 45
ESEE'““ 46  Ewxcesa sgvance premium tax credt repayment. Atiach Form B2E2 F a6
il rctions, a7 Adk lines 44, 45, and 456 i L. | 3 a7 11568
;‘:1'"#;1::“ 48 Forelgn tax oredi, Altach Form 1115 If required 48
Marted Mg | 49 Gredit for child and dependent cere expansss. Attach Form 2441 49
jangrtele | 5y Education credits from Form 8863, lins 12 : 50
Married filing | 51 Ratirament savings contibutions cradit. Attsch ":l:.rrm E-EE{I 5
oy o 52 Child tax credit. Attach Scheduls 8812, if required. 52 1,000
ol 5% Fesidential anergy credit. Attsch Form 5695 . . . . 54
Fised it B4 Cireraredssfom Form & [ 3800 b (0 R201 e [ 54
gif,ﬁiﬂ”“- 55  Ackl lines 48 throwugh 54, These are your total eredits | 56 1,000
56 Subtract ine 55 frem line 47, I line 55 15 more than line 47, enfer -0- * | 58 568
57 Salf-amployment . Sttach Schedule SE e e 57 11,975
Other 58 LUnrsporied social sscurity and Medicare tay from F-:urm a []4ar B[] 8012 58
Ta xes 58 Maloiiticona) fax oo IFAS, ofher qualilied refirement plans, et Altach Fonn 5329 0 eguirec 50
&8  Househohd empleymment faess from Scheduls H = ¥ Glka
b First-ties hormeboyesr credi] rapayment, Sthach Form 5405 10 mqulrru] . Gl
&1 Health care: individual responsibility (see instructions) Fulkyear coverage [:I &1 |
&2 Tawes fram: & | (Form 3352 b ::l Fanm@9ed o |:| Imstrikctions;  anter codals) B2
63 Ackl lines 56 throwgh 62, Thiz is your tetaltax. . . . L T o . il 12,543
Payments 84  Federal incoma tax withhald from Forms W-2 and 1020 G4 12,000
65 2014 setimsied tex peyments and amount spplisd from 2013 rstum | 65
"J‘;‘I“ “:“‘9 # gfm  Eamed income credit (E12) S mee o 668
?ﬁ'ila@alﬁ::h b Nontaxable carmiat pay ekechan 1 66l l ]
Echedule FIC | g7 Selditional child tax credil. Alvach Schedule 8812 87
&8 Arvepcan oppartunity credit frcen Fonm 85883, line 8 &8
6 Mt premiurm tax credit, Attach Form 8962 69
T Amount paid with request for sxtension to fils T
™ Farcess Gocial securtty and tier 1 AFTA 38 wdthilield T
T2 Cradit for fedaral tax on fusis. Attsch Form 4136 T2
73 CrensfoeFoma [ 2450 b [ Reswd o ] Fmeved d [ 74
T4 Ao linea B4, 65, B8a, and &7 thraugh T3, These are vour total payments | T4 12,000
Refund TS I line T4 15 mare than line 63, subtract line 83 from ine 74, This Is the amaurt you overpald 75
Téa  Amount of Bne 75 you want refunded to you, If Form 8828 is altached, check hara e[ Tha
[erect cepnsie ® b Fouting numbsr ® ¢ Type: [ | Cheoking [C] Savings
Ao * d Acoount numbsr | | | |
nateliens 7T Amount of ime 75 you want applied to your 2016 estimeted tax » | T7 |
Amount T8 Amount you owe, Subtrect Ene T4 from line §3. For details on how to pay, ses ingtructions » | 78 543
You Owe 79  Estimated tax penalty (see ngtructicns) i | 79 ] I
Third Party m wal want o allew anather person 1o discuss lhl'f. refuen with the 1RS (see nstructionsl? 7] Yes. ;Gmp{..ﬂe Eloa, ] e
Designes !.:ﬂgr;i 5 r-:o'l: ET:;;:—JI-E':-I lization I_I_I_I_I_[
Slgn :.-'m-.-r [Enallies ! pecjury, [dedars thal | e examiiess '.|IF.! setuin s $$Ul'.l"l'|.l.c“l:|"ﬂ§ srbadides g EF;SI'H“Q'I'b. st 15 the Beal al imy Enciulecge sred Dalal
v sre vk, conasl, g compleles. Decdaralion of crapers dathel e eepayen e bBassd il sl mlecmation al shich srepoesi e sire ey eoge
He re ¥our signatiee Date four nzoumation Daytme phone numbsr
o & M S ) |55 | Minister
dann n copy dan Spoles's sgnains, § 8 g retuifbeth must s Uate Spadse's oroigslon e IREsant g s Hankly Srdestion
s o oA s |antsis | Housewife e CTTTTTI
Paid ProtiTyoe prepare’s rame Preperars sigraturs Liak= it D ¥ FT N
Preparer o L i
Use Only Frms rams Firm's Ei
‘s scldrses & Fliiis ro,
wisw s grs'farm G40 B 1“40 120145

Line 64 — The minister had income tax withheld under a voluntary withholding agreement with the church. Notice
that income tax was withheld relating to both the income and social security tax liability.




Sample Return No. 1 — Clergy-Employee for Income Tax Purposes (Accountable Plan)

HEDLULE A . . B R, * 345-L074
.l?,FcDm 154:}} Itemized Deductions — =2 A&
Lapariment o the Tremsury * Information about Schedule A and its separate mstructions is al wwwe.irs.gowschedules,

Inlzmal Sevenue Seov oz (53 B Attach to Form 1040, Ba
Mammelsh showe oo Forn 1040 Your mlal security rmber
Milton L. and Alessia 5. Brown 541-16-8194
Caution, Do not includs expenses reimbursed or peid by others,
Medical 1 Medical and deptal edpengaes (Soee instrecbions, - . . . . 1 1,5'.'-"3
and 2 Enter amaunt from Farm 1040, line 38 | 2 | 53,855 |
Dental 3 Multiply ine 2 by 10% (100, But if elther you of your Spouss was
Expenses born befors January 2, 1950, muttiply line 2 by 7.5% (075 insteac | 3 5,386
4 Subtract line 3 from line 1. If ine 3 is more than line 1, enter -0- . . . . . . 4 0
Taxes You 5 Slate and local
Faid a [ Incoms taxss T 5 2,000
b [RESERVED |
& Feal agmate taxes (zee mstuctionst . . . . . . . . . | & 1,000
7 Personal property taxes . . P I i
g Ofher taxes. List type and amu:urt l-
B
@ Add lnes & through 8. I 3,000
Interest 10 Home mertgage interest and paints repﬂlted o ol an Form 1088 [10 14,850
You Paid 11 Home morlgags intarest nol reporlsd to you on Form 10398, 1 oaid
ta the person from whom you hought tha hame, see instructions
Note. and shaw that cerson’s name, i2entify ng no., and adcrass
Your mortgage
irthereast
decuction may 11
belimited (228 42 Points not reported to yvou on Form 1028, Sea natuctions for
inztructionz). speclalrales . . . . . . . . . . . . . . . . . |12
13 RES=RVED . . . . 13
14 Inwestmant interest, Attacn F-::-rm 4%2I requlreu:l [‘-“uﬂe |rut|uu:tlnr'$| 14
15 Add lines 10rough 14 . . . . I i T 14,850
Gifts to 16 Gifts by cash or check, If you made any g ft af $25:I ar more,
Charity see instructions. . . 16 8,200
fyeumades 17 Other than by cash o rI'uP-::k If any glft -nf \».?b':l of mars, sae
gif: and got & instructons, You must attach Form 8283 it over $500 . . . [17 266
bensfitfor it 48 Carryover from priceyear . . . . . . . . . . . . |18
seeinslielions, 3o add nes 16 trough 16 . . . . . . . . . s B.466
Casualty and
Theft Losses 20 Casualty or thaft lossies), Attach Form 4684, [See nstructions) . . . . . . . |20
Job Expenses 29 Unreimbursed smploves expenses—job travel, unicn dues,
and Certain job education, ete, Attach Form 2106 or 2106-E2 if recuired.
Miscellaneous {Ses instructions.) 21
Deductions 22 Tax preparation fzes . , . , . 22 200
23 her expanzas —investmeant, safa dapnsn o, eto. List tg.rpa
and amaunt w
23
24 Add lines 21 through 23 . . . 24 200
25 Enter amaount from Form 1040, Ilne :'.ﬂ |25| 53,855 |
26 Multiply line 25 by 2% (.02) . 26 1,077
27 Subtract line 26 from line 24, f line 26 is mare than I|| & 24 et - 27 0
Othar 28 Mher—from listin instructons. List type and amount =
Miscellaneous
Deductions 98
Total 20 |= Farm 10440, line 38, over $152 5205
temized E] Ma. veur decuction is net limited. Add the amaunts in the far dght column
Deductions for limes 4 tarcugh 28, Also, entar this amount on Form 1040, line 40. . 29 26,316
O Yes. vour deduction may te limited. See the llemized Daductions
Warkshsat in tha instructions to figura tha amount to anter.
30 If vou elect to ftemize deductions ewven mnu_qh they are less than your standard
daduction, chack here . . T e
Far Paperwork Reduction Act Notice, 5es Form 1040 instructions. Cat b, 1450 Hahadula & [Fonm 10404 2014

Lines 6 and 10 — The real estate taxes and home mortgage interest are deducted on this form plus excluded from
income on line 7, Form 1040, page 1 as a housing allowance.

Line 21 — There are no unreimbursed employee expenses to deduct since the church reimbursed all the professional
expenses under an accountable expense reimbursement plan.
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SCHEDULE C-EZ
[Form 1040)

Net Profit From Business
{5ola Propriatorship)

¥ Parnerships, joint venlures, el generally muost lile Forrm 1085 or 1085-B.

L S N B R BT

Alazhmenl

DN G s Tradss g A !

[ e ————- * Attach to Form 1040, 10408R, or 1041, * Sea instructions an page 2. e R, DA

Hame ol prosnelor Social secunty number [S5M)
Milton L. Brown 541-16-8184

IEEXl  General Information

* Had business sxparses of 53,000 o * HEd N0 empdoyess dunng te year,
You May Use leas. . * fire nat required 1o fie Form 4862,
Schedule C-EZ = Lisa tha cash medhod of sccaunting. Depraciation and Amorization, for
[Did not hae ¢ — time this business, See the nstruclions for
Instead of " urire b g, o 3 Ay Sehedule Z, line 13, fa find aud # yau
Schedule © - T And ¥eu: mus fike,
COnly If You: . E‘ﬂ not hiava a net loss fram your = Do not deduct experses for business
UEINEES.
Had oni b ihar 5 uma of waur hame,
L anlly one DUEIngss a8 3| aeaks " . .
propriston, qualtad Jont vanturs, or * Do "%Lr;;ﬂm%g*::; #gi":'t;'lgd
statutory smployse. £ uualelm ¥
& Princical business or profession, inchding product or service B Emar busingss coda {ses page 2|
Minister 313|000
© Buelnaes nama. 0 no eegarats Lusingss nams, leave bans, D Entar your EIN [saa page 2)

E  Busirass addrass jncludng suta o rmom ne, Addrass nod recuirsd if seme as on paga 1 of wour tax redum

City, toran ar post office, siale, and ZIP coce

F  Did you make any payments in 2014 that would reguire you e fils Formiz) 10297 (sss the Scheduls C

Instructions] . . . e . Oves ENo
G I *vas, " did you o will you Fle reguirad Faorms 10897 [ves [ INa
Egdl Figure Your Met Profit
1 Gross receipts. Caution, IT this incoms was reparted to you on Farm W2 and the “Statutory
employes” box on that form was checked, see Sfalutory smplopess in the instructions for
Schadule O, (e 1, and check hare T |: 1 1,650
2  Total expenses {see pags 2). If mors than $5,000, you must uzs Schacule G 2 530
3 Maet profit. Subtract line 2 from line 1. If less than zerc. you must wse Scheduls . Enter on both
Form 1044, line 12, and Schedule SE, line 2, or on Form 1040MR, line 13 enc Schedule SE,
T @ (e nginictions), [Statutory employess da not report this amount an Schedale 5E, Tne 2)
Estates and trusts, enter on Ferm 1044, line 3 A - 1,120
[ZERAl Information on Your Vehicle. Complate this part only if you are claiming car or ruck expenses on line 2.

4 When did vou place your vehizle in servics For businoss purposes? imonth, day, year) =

5 Ot e total numbe of miles you dravs yaur veh izl during 2014, ents the numbser of miles you used your vehicle tar

Schedule C 888

a Busnsss 9412 b Commuting (seepage® 1216 ¢ other
& Was your vehizle available for personal use during off-duty hours? . El¥es [No
T Dhovyou dor your paugs) e another vehicle available Tor peesonsl use? | ] ¥es [ IMa
8a Do you have svidence to suppert your deductiond Elvee [No

b |f“Yes,” iz the svidence written? E¥es [CINo

For Paperwark Reduction Act Notica, see tha separate instructions for Schadulie G (Form 1040, Cat. ke 145740

Scheduls T-EX (Form 10404 2044

Gross receipts:
Honoraria (weddings, etc.) $650

Speaking honorarium 1,000
$1,650

Expenses:
See Attachment 1 on page 40

Most clergy considered to be employees for income tax purposes (with that income reported on line 7,
Form 1040, page 1) also have honoraria and fee income and related expenses that are reportable on

Schedule C (C-EZ).
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Line 2 — See Attachment 2 on page 40.
Line 4 — This line results in the deduction of a portion of the self-employment tax liability.

A minister must use Section B-Long Schedule if he or she received nonministerial wages (subject to FICA) and the total
of these wages and net ministerial self-employment earnings (W-2 and Schedule C [C-EZ]-related) is more than
$117,000.
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Attachment 1.
Computation of expenses, allocatable to tax-free ministerial income, that are nondeductible.

Taxable Tax-Free Total
Salary as a minister $ 57,850 $ 57,850
Housing allowance:
Amount designated and paid by church $ 26,000
Actual expenses 25,625
Fair rental value of home (including
furnishings and utilities) 25,000
Taxable portion of allowance
(excess of amount designated & paid over
lesser of actual expenses or fair rental value) $ 1,000 1,000 1,000
Tax-free portion of allowance (lesser of amount
designated, actual expenses, or fair rental value) 25,000
Gross income from weddings, baptisms, and honoraria 1,650 1,650
Ministerial Income $ 60,500 $ 25,000 $ 85,500
% of nondeductible expenses: $25,000/$85,500 = 29%
Schedule C-EZ Deduction Computation
Parking $ 25
Meals & Entertainment ($50 x 50% deductible portion) 25
Other 200
Mileage (888 miles x 56 cents per mile) 497
Unadjusted Schedule C-EZ expenses 747
Minus:
Nondeductible part of Schedule C-EZ expenses (29% x $747) (217)
Schedule C-EZ deductions (line 2) (See page 38) $ 530
Attachment 2.
Net earnings from self-employment (attachment to Schedule SE, Form 1040)
Congregation wages $ 57,850
Housing allowance 26,000
Net profit from Schedule C-EZ 1,120
84,970
Less:
Schedule C-EZ expenses allocable to tax-free income (217)
Net Self-Employed Income
Schedule SE, Section A, line 2 (See page 39) $ 84,753
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Housing Allowance Worksheet

Clergy-Owned Home
Name: Milton L. Brown
For the period January 1 2014 o December 31 o0 14
Date designation approved December 20 ,20_13

Allowable Housing Expenses (expenses paid from current income)

Estimated

Expenses Actual
Down payment on purchase of housing $ $
Housing loan principal and interest payments 18,117 18,875

Real estate commission, escrow fees
Real property taxes 900 1,000

PCI‘SOIIQJ pI‘OpCI‘ty taxes on contents

Homeowner’s insurance 500 550
Personal property insurance on contents 150 200
Umbrella liability insurance 100

Structural maintenance and repair 550
Landscaping, gardening, and pest control 200
Furnishings (purchase, repair, replacement) 400
Decoration and redecoration

Utilities (gas, electricity, water) and trash collection 3,500 3,500
Local telephone expense (base charge) 150 150
Homeowner’s association dues/condominium fees 219 200
Subtotal 23,636

10% allowance for unexpected expenses 2,364

TOTAL $ 26000 ¢ 25625 ()
Properly designated housing allowance $ 26,000 (B)
Fair rental value of home, including furnishings, plus utilities $ 25.000 (C)

Note: The amount excludable from income for federal income tax purposes is the lowest of A, B, or C.

The $1,000 difference between the designation ($26,000) and the fair rental value ($25,000) is reported as
additional income on Form 1040, line 7.
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o a Sroowven's sodisl seouity number | For Official Ues Qnly =
ceedd vae [ ] 541-16-8194 OME No. 1545-D008
b Emgloyss identficaton number (EIN; 1 Wages ips. cihsr compangation 2 Federal Incomea tax withhed
38-9417217 57850.00 12000.00
e Emplover's nams, address, and Z1P coos 3 Social seaurity wegss 4 Social seaurity tax witnhald
Magm'-"iﬂ Springs Church & Meacicare wages and tins B Mecicara tax withad
4805 Douglas Road
SprlngﬁEH, OH 45504 T Social seaurity tips B Allpaated tips
d Conlrol numioes B 10 Dependent care Denefils
& Ermployes’s first name and intia Last name Sall| 11 Moregallied plans !23 Sesinstiuclons lor box 12
Milton L. Brown i E | 500
D :;M.u- Wi el | 13g
gz an =z ey 8
418 Trenton Street ] ] ] g |
Springfield, OH 45504 18 Other 12c
:lﬂd
f Ermployes’s adaress ana 2IP mooa :
15 Sae Employes state | D number 16 Stale wages, tps, ol 1T B1g%e Ncoms tax 18 Localwages, lips, i, 18 Losal incore: Las 20 Lacalsy mame
OH | 677803 57850.00 1600.00
Separtment of the Tressury —Imemal Bevanle Saivioe
Farm w-z WagE and Tax Statement E D l ” For Privacy Act and Paperwork Reduction
Copy A For Social Securily Administralion — Send this enline page wilh Aot Hatios, sos the sepamis isiruotions,
Formn W-3 to tha Social S=curity Administration; phatocopies are not acceptable. Cat. M, 101340

Do Not Cut, Fold, or Staple Forms on This Page

Explanation of compensation reported on Form W-2, Box 1:
Salary ($64,850 less $26,000 housing allowance

and $500 403[b] contributions) $ 38,350
Special occasion gifts 750
Reimbursement of self-employment tax 12,000
Moving expense reimbursement of nonqualified expenses 6,750

$ 57.850

Pastor Brown received reimbursements of $7,593 under an accountable expense reimbursement plan. The
reimbursements are not included on Form W-2 or deductible on Form 1040. There is no requirement to add
the reimbursements to income taxable for social security purposes on Schedule SE.

Pastor Brown was also reimbursed for $6,750 of nonqualified moving expenses. He failed the distance test in that
his new principal place of work was less than 50 miles farther from his old residence than the old residence was
from his old place of work.
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Sample Return No. 2

Nonaccountable expense reimbursements

Minister occupies a church-provided
parsonage

Pays federal taxes using Form 1040-ES
Qualifies for the Earned Income Credit

Congregation did not reimburse moving
expenses

Application of Deason Rule
Tax Saver’s Credit

Minister considered to be an employee for income
tax purposes with a nonaccountable business
expense plan.

The Halls live in church-provided housing.

Income, Benefits, and Reimbursements:
Church salary — Donald

Salary — Julie (W-2 not shown)/
Federal withholding of $250 13,350
Christmas and other special occasion gifts
paid by the church based on designated
member-gifts to the church 500

$ 11,000

Honoraria for performing weddings,
funerals, baptisms, and outside

speaking engagements 5,200
Interest income (taxable) 750
Reimbursement of self-employment tax 2,100

Business expense allowance
(no accounting provided to church) 1,700

Business Expenses, Itemized Deductions,
403(b) Contributions, Housing Data, and
Moving Expense Data:

Church-related expenses paid personally:

Business use of personally-owned auto

(W-2 related) 7,650 miles
Personal nondeductible commuting 2,432 miles
Seminar expenses:

Airfare $675

Meals 233

Lodging 167

Subscriptions 200

Books (less than one-year life) 100
Supplies 250
Entertainment expenses 1,207
Continuing education tuition (related
to church employment) 500
Travel expense related to honoraria (Schedule C-EZ):
Airfare 2,042
Business use of personally-owned auto
2,235 x 56¢ per mile 1,252
Lodging 400
Supplies 700

Potential itemized deductions:

Unreimbursed doctors, dentists,

and drugs 3,050

State and local income taxes 460

Personal property taxes 300

Cash contributions 3,310
Housing data:

Designation 2,000

Actual expenses 1,000

Fair rental value, including furnishings
and utilities 11,150
403(b) pre-tax contributions for
Pastor Hall: Voluntary employee
contributions made under a salary
reduction agreement 500

Moving expenses (deductible) 1,183

Estimated $24,000 in income for health insurance exchange

subsidy at the beginning of year
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Tepatirren af e Tressry — blsrml Savsnus G [

1040 U.5. Individual Income Tax Return

ol
2014

Farin

CIRAD Mo, TE4S-0272 | INS Uss Cnbe— Do not weries or ztapke i s soce

Far e year Jan. 1-Dec. 31, 2014, or other g year begiming 214, erding

-]

See separale instruclicns,

*our first name ard initial ast neEma Your sacial security numbar
Donald L. Hall 482 | 11| 6043

IFa it e, spolss = st nams and irtal ast nema Epousa's social Shcurty numbsar
Julie M. Hall 720 | 921 1327

Hearme adcress [rumizer and sires). I vou have g FO, box, see nsbucbons,

804 Linden Avenue

Apl. o,

‘ Waks sure the S5M[5] anovs
and o lire Bo are correct,

Ty, 10w ar post ollice, Sale, ans 210 Coe. |° yoL Favs & e adaress, ass

Wabash, IN 46992

namplele snaces below (sez rstrushions).

Proaldantial Election Campaign
Check here £ you, or vour spouss i ling

Forsign couty namea Foraign proinea’stasataounty

~arekgn prstal coda

Aty wat 5510 ga be thes hnd . Chacking
a baoce b sl rol e gour 138 o

reband [ vou [] spm=e

1 [ singls
2 ] Married filing jointly fven if only one had incoms)
3 [ maried niing separately, Enter spewse’s S5M abeve

Filing Status

Check only ane

childs narme here,

4 D Haagl of nolzahoes with gualmyng persen) Sae iretnietions.] I

thz qualifying person is a child but it yaur depardent, erier this

b, and full name hara, 5[] tuslilying widowier) with depencent child
Exemptions Ga E Yourself. If somaecne can claim you as a dependant, do not chack box a . . } E:";:“éﬂ;bkﬂd 3
b [X] Spouss c o aoac e ool cliben L=
X N e - iF i urchar =] c
hirame o s | et e | gy | SR Sty D
David K. Hall 514 42 (7465 Son [ et I
fmare thanfour  garah E, Hall 416 149 19125 Daughter ] e
dependants, s I 0 Dapandants on Be
instructions and nat antered ahowe
chack hars =[] N Add rembers an
d  Todal numbsr of sxamptions clsur".ad 5 @ lines abowva b
Income T Wagss, salaries, tips, oto. Attach Farmizs) W-2 Incl Exce;s Houslng Nlnw $l DI;‘ID 7 27,150
8 Taxable inferest, Atach Scheduls 3 iF requined . o a3 750
b Tax-exempt ntzreat. Do not include on lins 8a . | b | |
i“;i'lf:r:::f 8a  Ordinary dividencs. Attach Scheduls B if requirsd S
attach Forma b Qualified dividencs | il'b | |
W-2G and 10 Taxable relunds, credits, or offssts of state and local neomes laxes 10
1093-R if tax 11 Alimany received . 11
was withhald. 12 Businessincoms or foss). A‘tach SchEduIB Caor EZ . . 12 2,520
_ 13 Capital gain or (loss). Attach Schaedubke DT required. | not recue rla:d chen:h hvarc » O 13
.:;tu:lﬁl_dg not 14 Other gans or losses), Aftach Form 4797 e 14
2a8 instructions. 15a  IRA digtibutions . 158 b Taxabls amount 150
16a Psnsions and arnuitiss | 16a b Taxable amaount 16h
17 Rental real estae, rovalties, partnershios, S corporations. trusts, eto. Attach c-l:hﬂ:l.;leE 17
18 Farm incame of (oss), Attach Scheduls F . 18
18 Unsmployrment compensation e SO 19
20a  Social sscurity bensfits | 20a | | | & Tarabls amount 20b
Fal Crtbear incomes, List type and amaount Fal
22 Coerigdne the amounts in the far ight column for lines 7 treagh 31, This 1s yaur tetal Insome = el 30,420
. 23 Hessrved e e e e 3
Ad]usta-d 24 Caran busness exsenses of ressrvists, performing arfists, ard
Gross fes-basis gowemment offizials. Atach Form 2106 or 2106-E2 24
Income 36 Health savings account ceductian. Altach Farm 353 25
26 Maoving expenzes. Attach Form 3903 . 26 1,183
27 Deductible part of ssif-emplayment fax. Attach bl:hEiﬂLll— SE 27 1.403
28 Sef-employed SEP, 5IMPLE, and qualified plans pi
29 Sef-employed health insurance deduction 29
30  Penalty on sarky withdrawal of ssvings . . 30
Ha  Alimony paid b Recipiant's 558 = P 3a
32 IRA dedustion . ; a2
33 Student kan nterest deduction | 33
34  Hessrved . 34
35  Domesstic production activities -:Iadu..m:-n -ﬁ.mh F\'.m'n 3903 35
36 Addlines 23 through 35 . . . 36 2,586
37  Subtract ine 36 fram line 22, This Is\,-aur adjual‘.ed g'oaa hnnme L. L L. e a7 27.834
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cal Mo, 19380B Form 1040 12714

Line 7 — Julie’s W-2, $9,150, Donald’s W-2, $12,800 (see page 60), plus $1,000 of excess housing allowance (see
page 59).
Line 27 — See page 28 for explanation of the self-employment tax deduction.
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Frarrny 0 (201 ) Page 2
A3 Amount from ins 37 (adjusted grosa incame)l. e S o TR - 35 2?,334
Tax and 383 Chack | [ You wars born befors January 2, 1950, [ Blind, | Tatal boxes
Credits if: [ Spousa was barn befare January 2,1950, ] Blind, ! checked ® 383
I yraur spouss faimizes on a separate relurn of you were & dual-status allen, chack herae 3an[]
Standard 40 ltemized deductions jfrom Scheduls &) er yvour standard deduction (see kit margin) a0 12,400
Daduction  [4y  suntract lins 40 from lina 28 . # 15,434
* Paoplewho | 42 Exarnptions, [ fine 15 i3 £152 525 or less, lulﬁl:r. E",;,ﬂ:il Ly T e ar lig Eﬂ ""Il"l'.me s renctons | 42 15,800
plockaiy | 43 Tawable Income. Subtract ling 42 from fina &1, fFiine 42 ja mors than line 41, snter -0- 43 1]
ko e 0 a4 Tax (32e instructions). Check if any frome & [] Formisi 8814 b [ Formaate o [ 44
45 Altarnative minimum tax {50 instructions), Attach Form G251 45
'J“'m L Excess advance pramium tax aredit repaymant, Attach Farm 8962 S e 46 77
'“‘-"“'-":'“‘-"_ 47  Adolines 43,45 and48 . . e e e e e | a7 77
;::I'::fm 48 Foreign tax aredit. Attach Form 1176 Troqmred o S A8
Marricd filing | 49 Gredit for chdd and depandent cere expenses. Attach Form 2441 44
gl | B Eoucation credits from Form 8863, ine 13 . 50
Married filing [ 51 Retirament savings coantributions credit. Attsch Fnrrn B-E-EIZI 51
Iﬂﬂlﬁjﬁq 82 Child tae cradil, Attach Scheduls 8812, if required 52 77
'-5‘1‘??1’,;2?” B3 Aesicdential energy credil, Sttach Form 5695, e 53
s of B4 Obercsatstom Eom a [ 200 s T a0t e O 54
'Yf‘ﬁ":"”' 55 Add lines 48 through §4. Thase ara your total oredits U SN R s 55 77
66 Sublract line 85 from line 47, 11 b 55 15 rmore e line 47, enter EI ] . 4 . P | BB 2,806
B7 Sell-armploymeant tax, Allach Schedule SE . TR S ohE [ 5T
Other 58  Unreported socied sscurty and Madicars 1ax from I--:rrn a [] 4137 b [ sa79 55
Taxes Audditeenal tax on 146, other queniied retiremeant plans, ete. Attach Fonm S328 IF reguired 58
B0 Hnusehnld crnployment Lwes o Sehooeds H B0a
B Fist-Sine hemebuyer cradil repayment. AHach Fomn 5405 i r-.“qulrud &0k
61 Heafth cate: ndividual resporsibilily (see instructions)  Ful-yaer coveraga [] &1
62 Tmdesfrom: a | JForm8858 b [ Form 6360 o ] Instructions:  enter codeis) 62
83 A lines 56 through B2, Thi 1S your total tax i orr e > | B2 2,806
Payments B  Federal incoms tax withheld from Forms W-2 and 1009 64 250
y 85 2074 estimated tax payments and smount epplied from 2093 atum | &5
'Llj:h'ﬁ; 3 g@n Earnedincomecredi(EIC) . . . . . . . . . . |88a 3,656
chilck. attgch b Montmabie combat pay secticn | 66 | |
Schedue EIG. |67 Addtional chid tax credit Attach Schedulz 8812 . . . . . | &7 1,923
68  American opportunity credit from Faorm 8863, me 8 B8
-1e] Mat premium tax credit, Attach Farm BBE2 &8
70 Armount paid with recesst for edsngiontefils |, . . . L | TD e
™ Exgeas social securtty and fier 1 BETA g witnheld = & 0 - | T
T2 Credil for feckeral tax on fuaels, Allach Form 4136 o el TR
73 Credis b Fam: a ] 2450 b [ Raered e T Reseven o [ 73
74  Add lines 64, 65, G6a, and 67 through 13 These ars your total payments . . . . . & | 74 5,829
Refund 75 It Ime 74 is mare than line 43, subtract line B2 from line 74, This is the amount you overpaid 75 3.023
78a  Ameunt of line 75 yau wan! rafunded to you, IF Fart 8585 i aftached, check bere . &[] | 78a 3,023
Direcldeposi? ™ B Routing number B Type [] Chacking [ Savings
ses . % d Accountnumbar | B T i
SRR 97 Arreunt of line 75 you want appdied to your 2018 estimated taxe | 77 |
Amount 78 Amount you owa. Subtract ine 74 from ine B3, For detais on how 10 pay, see nstructions » | 78
YouOwe 78  Estimated taxpsnafty jsesinstuctons) - . . . . . . | 78| |

Third Part;r Do =) l.nnt fo allcwr aevather person to discuss thes return with the IRS {see instructionsl? [T Yes. Complets below, [ Ne

DESi‘QI’IﬂE :'-'nrr: f‘ir:;;-zllé‘?;!'ﬁli:zﬁcnh E_I_I_l_l_l
w i {PIN
Slgn Litdter cenalies of perjury, Foeclars that | e aiamrresd this refamroared socomzorying echedules and etalmmenis, el o the basi of my sowiedge ond bolef,
Livr rw Do, sorscl, skl cornplebe, D sration of prapae FPan Lo | B Dseed e el Dforrnation ol adich preparer nas a0 rvalecgs,
Here
Toir gl Cule Your pucdpabion Crytinnee glatie pudinkest
™ 5 %
S b e (iu:f;)mﬂsla?" <Lf, @€ |4/15/15 | Minister
Kama aagy far Spo |:-$'!,\'lﬂ‘ wabiare 7 8 nletrstfirn, boeth must skn [aie SEOUSET HESLESTInT -'qlrllr R% sent o an ldesiiy Prolezsnin
k ¥ orear i
- e e £qg 4/15/15 | Secretary ramisennail L 1 1 L 1|
Paid PrintiType praparar's rama Prepars's sgnsiie Jsts o — , PT%
ek Lf
Prepﬂrar sa|l-enploped
Use Only Fim's nare  ® Firi 4 EIN &
Frm's eddrass & Prare ro

[ e R [ R Fern 1040 2224
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SCHEDULE C-EZ
(Form 1040)

Cepartmers af te Treasury
ntemal Bevenie Sarioa GH)

Net Profit From Business

[Sele Proprietorship)

* Parinerships, joint ventures, els., generally must e Form 1066 or 1085-B.
* Attach to Form 1040, 1040MR, or 1041, = See instructions on page 2.

Atschmeant

ObAG Mo, 1 E545-0072

2014

Seguaerce Mo, 94

P of g st

Social ascarily IIII‘I‘IMHEENF

Minister

Donald L. Hall 482-11-6043
Il General Information
= Hzd business sxpanses of 55,000 ar —l * Had no emplayvess during the year,
You May Use (e » Are il Fecuired to Tle Farm 4562,
Schedule G-EZ w Lk thae cash methed of accaunting, Depreciation and Amarization, fof
Cid mat h inwantaony at any t this business, See the instructions Tor
Instaad of ’ duri:s thﬁii ESIEERHEL SIS Souhedule T, line 13, 1o fnd ool i you
Schedule C Didinot i - t| ; And You: must file,
Only if You: u raat have a net loss from your . .
ly business. Do not deduct sxpansss for business
» Had anly ohe business as either a sole use of your home.
I i ] A sala
proprietar, gualified jeint venturs, or * E.?sr;?.ltphfrfvﬁ:?:fyg #2?‘2'?:‘;2'3
statutary employes, busines.sl <ALy It ;
A Principal business ar professicn, ncluding product oF service B Enter business code {see page 3)

p81]3]0]0J0

© Businsss name. [ no separats business name, lesve blank. D Enter your EIN {see page 2]
E Business address jncluding swte or room na)). Ackiness nal sedquired if sarme as on page 1 of your B refurm,
City, town ar post office, state, and £IF coce
F  Did yau make any payments in 2014 that would reguirs you to file F-;:urm[s] 10997 {see the Schedule C
instnuctions) e e e . .o e e [N¥es [XMNao
G 11 *Yas " did you ar will yau lila r-aqmrﬂd Forms 104997 . [¥as Na
Part Il Figure Your Net Profit
1 Gross receipts. Caution. If this income was reparted 1o you on Form W-2 and the *Statutory
employes” box on thal form was checkad, see Slaluiory employses in tha instructions Tor
Sohedula G, lina 1, and cheak here > |:| 1 5,200
2  Total expenses (see page 2), If more than £5,000, vou must use Schadule © 2 2,680 |(1)
3  Met profit. Subtract ling 2 from line 1. If lass than zara, you must use Bchedula S, Entar on bath
Farm 1040, line 12, and Schedule SE, line 2, or o Form 1040NAR, line 13 ang Schedule SE,
line 2 (ze= instructions), (Statutory employees do net report this amount on Schedule SE, line 2.)
Estates and frusts, entar on Form 1041, line 3 e e e ] 2,520

Information on Your Vehicle. Complate this part only if you ars claiming car or truck expanses on ling 2,

4  Whan did yvou place vour vehicle in service for business purpeses? (maonth, day, y=ar) » 1/1/07
5  Of the tatal number of miles you drove your vaehicle during 2014, entar tha number of miles you used yaur vehicle far:
a Business _ 2,235 b Commuting (ses pags 2) ¢ Other
6 Was your vehicle available for personal use during off-duty hoars? . EY¥es [Mo
T Doyou {or your spouse) have another vehicle available for personal use? | K ¥es [ONo
Ba Do you have avidenca to suppart your deductian? EYes Mo
b If *Yes,” is the evidence written? Yes [IMo

Far Paparwork Reduclion Aot Nolice, sea the separate nstructions for Schadula G |F~:|n'n 11]412']

Gat, Mo, T 253040

Schedule S-EZ {Form 1040) 2044

to the

honoraria in this sample return, see page 56.

(1) Expenses have been reduced by 39% as allocable to tax-free income (see page 58 for percentage). Most ministers are
employees for income tax purposes (with that income reported on line 7, Form 1040, page 1) and also have honoraria
and fee income and related expenses that are reportable on Schedule C (C-EZ). For an explanation of expenses related




48

Sample Return No. 2 — Clergy-Employee for Income Tax Purposes (Nonaccountable Plan)

Line 2 — See the schedule on page 58 for the calculation of this amount.
Line 4 — This line results in the deduction of a portion of the self-employment tax liability.

A minister may use Section A-Short Schedule unless he received nonministerial wages (subject to FICA) and the total of
these wages and net ministerial self-employment earnings (W-2 and Schedule C-related) is more than $117,000.




Sample Return No. 2 — Clergy-Employee for Income Tax Purposes (Nonaccountable Plan)

49

SCHEDULE EIC Eamned Income Credit Iy DG No. 1545-0074
[Farm 10408 ar04t) Cualifying Child Information 110:: 20414
- Complete and attach ta Farm 10404 or 1040 only I you have & quabtying child. e
e et | ormalion sboul Schacul E {Form 10404 cr 1063) and s islrucsicns s al mws goulsc boddosic i R
Mameiz) shavn an reham Your sacial security number
Donald L. Hall 482-11-6043

# Ko the anstrections e Borm DIAOA, Bnes 420 oned 42k, ar Forme 1O, Tines GRaoamid 98b, 1 make
sore el () WL 4T Ltk The EICT, amed £h) alll [FHETSR] |:|_||..I|I'.-1r|g whald

= He aure the chibd"s mne co line 1 aid social seeurity wanber (55N on lies 2 agres with the child s social seeunty cand.
Utherwise, 3 the time we process your peruny, we iy redwce or disallow sour BIC, I the sane or 85N on the child s
social aecunty card 1 eot conecl, call the Social Security Administrazions ai 1§05 372 1213,

Before you begin:

I von ke the EIC even thongh you are nof eligibie, vow may nor be allowed ta tioke the credit for up te 10 veqrs. See the instrictions for derails

w I vl Rake i Tk pev fe process wour vetieeh and lssie vour vefund 5 ves doopor S I all lees shat apgdy for each gl

Qualifying Child Information Child 1 Child 2 Child 3

1 child‘s name Frst reme ast rama =rat name: Last mamie First anme: Lask minrre:

I wonn have meore than theee gualifving
chikdren, vou have ro list enly tavee to ser | David K, Hall Sarah E. Hall
the maximum sredit

2 Child's 35N

The child must bive an 55N 2« defined in
tha nstroetions for Fomn 10402, Lines 424
and A2t or Form 1040, lines Gda and Gib,
unlees the clild was bom and died in 514-42-7465 416-49-0125
2004, I your child was bomn and dicd n
2014 and <fid net have oo 35M, enter
D™ e (s linse amed ocich oy ol
the child™s barih cerniicate, denth
certilicate, ur lesspratal el reconls,

3 Child's year of birth

- ¥ iz i L5k !
4 @ W as the child ander age 22 a0 the e of
214, a .1Iu:l=_r|l. arel yuunger tan you (oe Yes, MNa. Yes. Mo, Yes, No.
yaur apause, if filiag jolndly)? Coir tir LT T T U G dar Mane B | G far Crar e fnees .
firee 3. Tinee 5. line 5.

b Wias the clild penmaently and fotally

dizabled duving any part of 20047 [:I Yes |:| N, |:| Yes. I: Na., |:| Yes :I No,

G o The child iz nota | G te Tl child iz nota | G te The child is ot a
Tie 3. qualifying child, | lae 5 qualifying child. | Nee 5 gualifying child
5 Child's relationship to you
(fon example, son, daceliter, grandchild.
gz, nephew, foster child. ohe.)
6 Mumber of months child lived
with you in the United States
during 2014
= [ the chald lyvedd wath you For more than
Rl ol 2074 bl less then 7 rmisnths,
cntee 7.
« If the clild was bown o died in 2019 and 12 monthe 12 montas meriths
your home wis the child's home for more Ther sisd evaveee v than 42 Ty vl geabe s wivh v Woean T2 T ek wager neove il 12

thin hall the fime he or she was alive
||u|'||';.-_ 2014, enler =12
For Paperwark Reduction Act Motice, 588 your tax Cat. Mo, 133330 Sxhadule DG [Farm 10404 or 1040] 2014
raturn instructions.

iy, il neeeniths,

If you are eligible for the Earned Income Credit, you must file page 1 of Schedule EIC if you have a qualifying child.
Compute your credit on Worksheet B found in the IRS instruction booklet.

There could have been a much larger Earned Income Credit if Donald Hall’s business expenses had been reimbursed and a
lower salary prospectively established. The expenses claimed on Form 2106-EZ do not offset earned income for the EIC
calculation.
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Worksheet B—2D14 EIC—Lines 66a and 66b

A
Keep for Your Records

Use this worksheet if you answered "Yes" to Step 5, question 2.

v Complete the parts below (Parts 1 throogh 3) that apply to you. Then, continoe to Part 4.

y"l If wou are married filing 2 joint retum, includs your spouse’s amounts, 1f any, with yours to ligure the amounts to
cnter n Parts 1 through 3.

Part 1 Lo, Enter the amovnt fom Scheduls 8B, Section A, hione 3, ar la .
Section I, line 3, whichever applies 33,210
Self-Employed. +
Hﬂmhﬂl‘: of ﬂ'l:!' b. Boter any amounl oem Schedule 8B, Seclion B, line 4b, and hne Su 1k
Glergy, and e, Combine Tines laand [h. =|le 33,210
People With d. Enter the umount from Schedule 8B, Seclion A, hne 6, oz _l1a
Ghurch Employee Section I, line 13, whichever apples ! 1,403
Income Filing
Schedule SE g, Snhtract line 1d from e =l1e 31,807
2. Doonct inclode en these lines any statutory employee incomne, any nat profit from services performed as 2
m ey pubdic, aoy el exemgd o sell-emplovenent toe es the msult of the Dling and appeoval of Form
A% pr Fuem 4361, or any other amounts exempl from sel-employoent L
Seli-Employed
NOT Required a. Boter any net fam profit or doss) from Schedole F, line 34, and fiom 3
To File q fanm partnerships, Schedule K- 1 {Form 1065], hox 14, code AT =8
Schedule SE b, Loter any net profit or (loss) from Schedole ©, lne 310 Schedule C-L2,
F - Iine 3; Schedube K-1 (Form 1065), Box 14, code A (other than farming 5 e
n(: f;:::';;%li;:r and Schedule K-1 (Form 1065-E), box U, code J1% -
self employment . . . .
were leas than 3400, o Combioe lnes 2w oand 2k =2

I wou fumve any Soheduls K-1 moeunis, complete the appropriate finefsh of Schedule SE Section A.
Reduce the Sohedwle K-T amoanes s described i the Pariner’s siructions for Schedule K-1. Ruger
vour nigne and socid vecurity nuwiber on Schedule SE and attoch i o vour retem,

Statutory Employees . knwer the ameunt from Schedule C, line 1, or Schedule C-1Z, line 1, that 3

Filing Schedule vou are filing as a statutory employvee. i

C or C-EZ

da. nter your carned inceme from Step 3. u

All Filers Using ah 31807
Worksheet B b, Combine lines le. Ze, 3, and 4w, This is your total earned income, .

Mt |1 line dh
tseludes income on
which wou should
have paid s1f-
cmplovcut tax b
ditd mod, e may
vedos vour credit by
the amount of
self-cmployment tax
ot paid,

It line db is zermn or less, ‘r’nu cannot take the credit. BEnter “"Mo™ on the doted line next t line Gha.

It you hawe:

® 3 or more gqualifying children, 15 line 45 less than 346997 (552427 i marned Oling jomtly)?

® 2 qualifvaog childien, is e b less thao 343750 (345 186 of maried Gling jointly)?

& 1 qualilang child, is Hoe 4b less than 338,517 (543,941 o murried (liog jeintly)?

& Mo qualifying children, is line 4b less than 514,590 (320,020 if mamied fling jointly)?

[ ves. 1t v weanl the [R5 1o figure your credil, see Credic fipured By the (RS, carbier. 1] you want 1o
fignre the credit yourself, enter the amount froan Koe 4b on line 0 of this worksheer,

[ Na, @ Yo canpor take the credit. Enter “Me™ on the <dofted Lise nexr to line HGa,

! Included on Line 1a:

Julie Hall’s salary  $ 9,150
Schedule SE income 19,860
$29,010

Worksheet B is found in the IRS instruction booklet. Complete this worksheet whether or not you have a qualifying child.
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Worksheet B — 2014 EIC—Lines 66a and B6b—Continusd Keep for Your Becords
m 6. Hnter wour total carned ineome from Part 4, Tine dhe | [ | 31’.-5{}?
All Filers Using
Worksheet B 7. Look up the atunt v Hné 6 dbove in e BIC Tble @ find
ptisopei i .

L e 7 45 e, Yo cummol ke e credil,

Eater "Wa'" on the dottad line next i line Sha.

%, Bater the amount from Foome HOG0 line 58, [!‘I- [ 2?,534

@ Are the anwuonis on hanes 8 aml & the s
I: Yes, Sk fee 10 enter the aponmt from oe 5 on fise 11

[®] Mo, oot dine 10

m Wk L v have:

® Mo gqualifying childeen, is the amount op line £ less than 58150

CRTASAAT mrmed filine wantlyr?
Filers Who I
swe ® | ur moee guohlving chaldren, 45 the amean) ca bne 8 less tan 517 8550
ﬂ“ 2 ed CRIEM0 T marricd Bling jointhy r?
No" on Oy i
I¥es, Leaws line 10 blank; énler the nmount [rems Boe 7 oo e B
um H fet L3 1 i
(X Mo, 1ok iapr the amoazot o ioe 8 o the BEIC Table o fnd the
credil, B sure vou weae e cormect codumn for your Oling
sxats and the amnbey of children you have. Bnter the credit 11 4r4'gg
e,
| ke at e amssunts o nes 190 amd 7.
Then, enter the smaller ameunt o fine 11,
Part 7 11, This is your earned income credit. 11 31656
r
Friler this amranmi on
Your Earned Reminder— Favma L0445, Line tita

CRCRERERCIE

Income Credit »
'/r [T you have a qualifying chifd. complsle and niach Schodule EIC 1040 o
EIC

If vour EIC fora year aftar 1998 was reduced or dlealowad, soe
Form BRGE, who must filg, sanisr, fo find ouwt i You must fils Form
Pl SHG2 To fawe the credlit for 20704
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Line 4 — Earned income from EIC Worksheet B, line 46 (plus nontaxable combat pay), less the rental value of a home or
the nontaxable portion of an allowance for a home furnished (per Form 8812 instructions)
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Sehecdule 3812 (Foam 10408 &1 10 "'“E’J"z
m_certaln Filars Whﬂ Have Three or More Quallfylng Children
7 Wubheld secml secunly, Medeare, aml Addibenal Medicare lases fnom
Fommis) W-Z, boxes 4 and & [f mamied Oling jointly, include your spousc’s
amennts with yours, I your  emplover wihbekd or von pand Adadinenl
Madicare Tax o tier | RRTA taxes, see separate insouetions . . . . . . T
B 1040 filers: Enter the total of the amounts from Form 1040, lines
27 undd 58, plus any laxes hat you deninbied using code
STIT™ dvnl enterad o hine &3,
LA filers: Enter -, i
IONR Tilers:  Enter the total of the amounts from Form [I0KE,
liress 27 uned 56, plus woy Lises it vou wlenified gsing
conde “TIT™ and entared on Tne G0
Yo Addlipes Tand® . . . . . o . L 0 L L L L oL L L L LY
1 L0 Filers: Loter the ttal of the amounts from Form 1040, lines
fita and 71,
1040k filers:  Enler the ol of the amount (rom Pom 10404, line |
A2a, plus any cxcess social security and ter 1 RRTA 1
lames wilhbeld thil you entersd o he lell of hne 46
[aee separate instructions),
LOQUNE filers:  Enter the amount from Poom ICA0ME, line 67.
11 Subimest hoe 1 frem lme 910 e or less, enler -0- .o .o . . 11
12 Eneerthe larger of lne G or ine 11 . . e R 12
Mext, cnter the smaller of line 3 or line 12 on line | 3
il Additional Child Tax Credit
13 This is your additionul child tas eredit . L. Lo R L. | 13 | 1,923 |

Schedule B812 Form 10404 or 10404 2014




Sample Return No. 2 — Clergy-Employee for Income Tax Purposes (Nonaccountable Plan)

¢
2014 Child Tax Credit Worksheet—Continusg Keep for Your Records

Before you begin Part 2/ Figure the armount of any credits you are elidming on Form 89100 Form 2536, or Schedule B

7. Hater the ameunt fraom Forme 1040, line 47 T . 77

B Addd ey amounts From:

Form 1M, line 44

Horm 14, line 49 +
Fisrm 10, line 50+
Ferm 1Y line 31 +
Poarm 8910, line 15 +
Form 85306, line 23 +

Schedule B, ine 22 + _

8 0

Fater the total

9, Ape the amounts on Tnes 7 and 8 the same?

[ Yes.

Yo cennol Lake this credil because there 3= no lax
1o rednee. However, vaon may be able 4o take the

additinnal child tax eredit. See the TIP below.
: S : g 77
[ Ne. Subtract Tige 8 from line 7.
1, s the amount on ling & moce than the pmount oo loe 97
E Yes. Enter the wmounl from line 9.
Also, you may be able-to lake the .
s | ’ This 15 ¥ childd s L]
additional child tax credit. Sec the T A A 77
TIP below ek n . .
Enler ljl'l-\ HIRHTTR M »
[ No. Enter the mmount froem line &, Farm 1940, line 51 .
> :
P F

You may be able to teke the additional child tax credit

on Form 1040, line 67, if yvou answered "Yes" on line 2 or

line 10 aboye,

& First, complete your Form 1040 through lines B8a and 860,

& Then, use Schedule B812 to figure any additional child tax
cradit.
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Lines 1, 3, 4, 5 — See allocations on page 58.
Line 6 — The total expenses on this line are carried forward to Form 1040, Schedule A, line 21.
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Sample Return No. 2 — Clergy-Employee for Income Tax Purposes (Nonaccountable Plan)v

Computation of expenses related to honoraria on Sample Return No. 2/page 47

Deductible Nondeductible
Airfare $2,042 x  61% = 1,246 796
Auto 2,235x.56 x  61% = 764 488
Lodging 400 x 61% = 244 156
Supplies 700 x 61% = 427 273

4,394 x 61% = 2,680 1,714




Sample Return No. 2 — Clergy-Employee for Income Tax Purposes (Nonaccountable Plan)

. 8880 Credit for Qualified Retirement Savings Contributions | =~ -

2014
= Attach 1o Form 1040, Form 10404, or Form 1040MR.

Deparirent ol 1he Treasury Alzachment

Intare Revenue Sarvice = Information about Form 8880 and its instructions is at www.irs.gowv/form&880. Sequencs N D
Mames] shown an return Your social securily num ber
Danald L. Hall 482-11-6043

You cannot take this credit if either of the following applies.

= The amourt on Form 1040, line 38; Form 10404, line 22; or Form 1040M5, line 37 is more than $30,000 (45,000 if head of
howsehaold; $60,000 if married filing joirtly).

CAUTION = The parsonis) who made the qualified contribution or alectiva detarral (@) was born after January 1, 1297, (b} is claimed as a
dependant on someone elze's 2014 tax return, or [c) was a student (se= inatructions].

(a) ¥ou |b) Your spouse
1 Traditional and Roth IRA contributions for 2014, Do not include rallover
contributions . . . . . . . e e 1
2  Elective deferrals to a 401(k) or othear quallfled employer plan, voluntary
amployes contributions, and 501180 plan contributions for 2014
(sea instructions) . . . L . . L . L L L L o L. ... 2 500
3 Addlnesiand2 . . . 3 500
4 Certain distributicnz rece ued aﬂ'er 2011 FI‘II:I hefure the dun date
(including extenszions) of your 2014 tax retum (see instructions). If
rartied filing jointly, include both spnuses' amoaunts in both columns.
Baa instructions for an exoaption . . . e e e 4
5§  SGubtract line 4 from line 3. If zero or less, enter -(0- 5 500
& Ineach column, antar tha smaller of lina & ar 2,000 ; .| & 500
T Addthe amounts on ling 6. If zere, stop; you cannot take this -::r-:—dlt 2 = s s s w e e 7 500
8  Enter the amount from Form 1040, line 38% Farm 10408, line 22; or
Farm 1040MA, line 37 . . . . . . . . . . . . . . . .. B
9 Enter the applicable decimal amount shown below:
If line & is— And your filing status is—
But net Marrhed Heacl af Singls, Marrisd filing
Cher— L N filing jointly howsahokd separately, of
uer— Enter on line B— Cualifying widawiar)
- 18,000 R B B
18,000 $19.500 5 5 2
518,500 F27.000 g+ B A 9 X5
527,000 $20,250 ¥ 2 A
520,250 $30,000 £ A A
530,000 $36,000 £ A .0
536,000 $30.000 2 A .0
535,000 $45,000 | | .0
545,000 $60,000 A 0 .0
560,000 o 0 0
Note: if lins 55 zero, stop; you cannof take this crealt,
10 Multiply line 7 by line @ . . . . . . . . o . . . . . . . . . . . . . . . . |10 250
11 Limitation bassd on fax liakility, Enter the amount from the Cradit Limit Workshest in the
instructions . . . e e e e e e . 11 0
12 GCredit for gualified retiremeant savings contributions. Entar tha smaller of lina 10 ar line 17 hare
and on Form 1340, ling 37; Form 10404, line 34; or Form 1040NR, linedd . . . . . . . . | 12 0

"B Pub., 520-4 for the armount 1o enter if you are filing Form 2555, 2555-EZ, or 48673 o you ane excluding incame from Puerto Rico.
For Paperwork Reduction Act Notice, see your tax retum instructions. st Mo, 395040 Forn BEE0 2014
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CINE Mo, TEEE-ODTE

Formm 8962

Cepzarbmenil ol the Traasury
lil=rrial Feveriue Sarvics

Premium Tax Credit (PTC)

¥ Attach to Form 1040, 10404, or 1040NE.
¥ Inforrmation about Form 8962 and its separate Instructions ks at www. irs. gow/formanes.

Y -

kama shawn on your ratar Four soaa senunty rumber [Er—
Donald L. Hall 482-11-6043 fsee instustars) L)
Fart 1: Annual and Monthly Contribution Amount
1 Farnity Siza: Entar the nurnoer of esmptions from Form 1040 or Form 10404, lins 6d, or Form 1040NR, line 7d . 1 4
2a  Modified AGL Enter veur rmodified b Enfer tatal af your depencents’ modified
AG Eae inslriclions) | 24 27,834 AGI imee nstructions) o 0
8  Housshold incoms: Add the amounts an knes 2a and 2 a 27,834
4 Federal Poverly Lines: Enber the Federal poverty amount as determined by the Tamily size an line 1 and the federal
powverty tabls for pour stats of residance durng the tax year [g== instructicna). Check the sppropriate bax far the
fedsrsl poverly table used.  a [] Alaska b (1 Hawail & [ other 48 states and D 4 23,550
5  Household Income a5 a Pearcenage of Federal Poverly Line: Divick line 3 by line 4. Enler the resull rounded 1o a whole
percantags. (For sxample, for 1.542 anter the result as 154, for 1.54% antsr a5 156.) (Ses instructions for spscial rulss.) 5 118 =
B Isthe resull entered on line 5 less than ar equal 1o 20097 (See instruclions if the resull i kess than 100%.)
®] ves. continue to line 7.
[ Me. vou are not eligible ta reseve PTC, I you racslved acvance payment of PTE, 222 the Instructions tar how
to repart your Excess Advance PTC Repayment armaunt.
7T Applicabke Figures Using your line § percentage, locate your “apolicable Tigure” on the takbe in the insfructions 7 0.0200
8a  Annual Gontribution for Health Care: b Monthly Confribution for Heakh Cara: Divide
Multiply lins 3 by line ¥ &n 557 ing 8a by 12, Round 1o whols dallar amount &b 46

Part 2: Premium Tax Credit Glalrn and Reconciliation of Advance Payment of Premium Tax Credit
g Did Yau share & mhm,- with another rawna;er o ._mr rrarriec I."iul'll'l._.j ] Wear and want 1o uss the alemalive calculation? lE:E.‘: instructians)
[0 ¥aes. suip to Part 4, Shared Polioy Alocation, o Fart 5, Attemative Calculation for Yeer of Mamizge. [ Ne. Continue 1o line 10.

10 Doal Foms 10884 dor vour tex bousshold nelode covanegs for January through Decemzer wtn no chsnges nomonthly amounss shown on ines 21-32, courrs A end B?
[[] ¥es. Continue to line 11. Computa yaur annual FTC. Skip lines 12-23 [[] Ho. Continue to lines 12-23. Computs
and continue 1o line 24. your monthly PTC and continue to line 24,
A. Pramium B. Anrual Premium €. Annual D. Annual Maximum | E. Annual Premium | FrAnnual Advancs
Caloaaton | fin FoT | OB | contn Amour| e it | 1o Crdt Alowsd | L X e
11__Annual Totals 13,700 13,700 557 13,143 13,143 13,220
A Manth G. Monthly
Monthty | Fremium s, B, Manihly PIETAIM | Contriution Ameunt |0, Menthi Masimur| E, Monthiy Premiurm | P00t U0
calculation (Furrnl:sl 1095-4, Formig) 1085-4, linss] tAmourt frem line £b | Premium Assistance | Tax Credit Albl.wq [Formizy 1095-4, linas
e #1132, colurnng o=z calumn Bl |2 aftemative marnage| (Subtract < from B) | Smaller of A cr 0y * 21-32, column o)
] L rncathly contribiticn) c
12 Jmnuary
13 February
14 March
15 Apr
16 May
17T June
18 July
18 August
20  Sepiembsr
21 Oclaber
22 (R
23  Decembsr
24 Total Premium Tax Gradit: Enter the amount from ina 11E or agd lines 12E through 22E and enter the totsl here . | 24 13,143
2 Advance Payrment of PTC: Enter the ameount Tram line 11F of add lines 12F through 23F and enter the tolal here . | 25 13,220
26 Met Pramium Tax Credi: If ling 24 & greatar than lins 25, sublract line 25 from line 24, Enter the differance here and on Farm
10442, lina G9; Farm 10404, lina 45; ar Farm 1040ME, lire 85, If you elected the altermative caloulabon for marmiage, anter zem,
IF ine 24 aquals line 26, enier zare. Stop here. IF ling 25 is greater than line 24, leava this ne blank and contines to line 27 26
Part 3: Repayment of Excess Advance Payment of the Premium Tax Credit
27 Excess Advance Payment of FTC: i line 25 i greater than line 24, subdract line 24 from line 25, Enter the difference hare | 27 i7
28 Repayment Limitation: Using the percentage an line 5 and your rllng status, locate the repayment limitation
amount in the instrustians, Enter the amount here . Lo 600
28 Excess Advance Prsmium Tax Credit Repaymsni: Entar the smallsr of line 27 or lins 28 here and on Farm 1040,
ks 26; Form 10404, line 29; or Form 10400KA. line 44 . i . 77

For Paperwork Reduction Act Notice, see your tax return mstmcllorﬁ.

ik, Mo, 5PTHAS

Farm 3-962 A4
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Attachment 1.
Computation of expenses, allocatable to tax-free ministerial income, that are nondeductible

Taxable Tax-Free Total

Salary as a minister (less housing allowance designation

and 403(b) contributions) $ 8,500 $ 8,500
Special occasion gifts 500 500
Reimbursement of self-employment tax 2,100 2,100
Expense allowance under nonaccountable plan 1,700 1,700
Housing allowance:

Amount designated and paid by church $ 2,000

Actual expenses 1,000

Taxable portion of allowance $ 1,000 1,000 $ 1,000 2,000

Fair rental value of home (including furnishings and utilities) 11,150 11,150
Schedule C gross income from ministry 5,200 . 5,200

Ministerial income $ 19,000 $ 12,150 $ 31,150
% of nondeductible expenses: $12,150/$31,150 = 39%
Unreimbursed Employee Business Expenses

61% 39%

Deductible Not Deductible

Business mileage:

7,650 x 56¢ per mile $ 2,613 $ 1,671
Travel expense:

Airfare 412 263

Lodging 102 65
Business expenses:

Subscriptions 122 78

Books and supplies 213 137

Continuing education tuition 305 195
Meals and entertainment expenses:

Meals $ 233

Entertainment 1,207

$ 1,440 x 50% = $720 439 281

Form 2106-EZ $ 4,206 $2,690

Attachment 2.

Net earnings from self-employment (attachment to Schedule SE, Form 1040)

Salary paid by church as reflected on Form W-2, Box 1 $ 12,800
Net profit or loss as reflected on Schedule C or C-EZ (includes speaking honoraria, offerings
you receive for weddings, baptisms, funerals, and other fees) 2,520
Housing allowance excluded from salary on Form W-2 2,000
Fair rental value of church-provided housing (including paid utilities) 11,150
28,470
Less:

Unreimbursed ministerial business and professional expenses or reimbursed expenses paid
under a nonaccountable plan

A. Deductible on Schedule A before the 2% of AGI limitation 4,206
B. Not deductible on Form 2106/2106 EZ ($2,690) or Schedule C/C-EZ ($1,714)
because expenses were allocated to taxable/nontaxable income 4,404
Total deductions 8,610

Net earnings from self-employment (to Schedule SE) (See page 48) $ 19,860
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Housing Allowance Worksheet
Clergy Living in Housing
Owned or Rented by the Congregation

Name: Donald L. Hall

For the period January 1 .20 14 to December 31 , 20 14

Date designation approved December 20 ,2013

Allowable Housing Expenses (expenses paid from current income)

Estimated

Expenses Actual
Utilities (gas, electricity, water) and trash collection $ $
Local telephone expense (base charge) 250 275
Decoration and redecoration
Structural maintenance and repair
Landscaping, gardening, and pest control
Furnishings (purchase, repair, replacement) 1,218 460
Personal property insurance on minister-owned contents 200 190
Personal property taxes on contents 150 75
Umbrella liability insurance
Subtotal 1,818
10% allowance for unexpected expenses 182
TOTAL $ 2,000 $ 1,000 ()
Properly designated housing allowance $ 2,000 (p)

The amount excludable from income for federal income tax purposes is the lower of A or B.

Because actual housing expenses are less than the designated allowance, the housing exclusion is limited to $1,000.
The $1,000 difference between the designation and the exclusion is reported as excess housing allowance on Form 1040,

line 7 (see page 44).
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o w-z Wage and Tax Statement E D 1' LI.

Copy A For Soclal Security Adminkstration — Send this entire page with
Form W-2 to the Social Security Administration; photocopies are not acceptabls.

- r a Fmployes's soaial szourity number | For Official Usa Only *
ccece void ] A482-11-6043 OMB No. 1545-0008
b Ervooyer idantification rumbar (E/M) 1 Wages, Tpe, othar cxmpenzation 2 Fedaral inzoma tax withrslkd
25-7921873 12800.00
¢ Employer's name, scciress, and ZIF eode 3 Socisl ssowity wages 4 Social sacurity tax withnakd
Lancaster Community Church 5 NMadicars wegss and tos B Mesdaars tax wihbsld
1425 Spencer Avenue
Wa hash; IM 46992 T Social seoudity fips B Allnaatad 1ips
d Cantral number B 10 Dependent cars benefits
@ Employes’s first name and inital ast rame Suif.] 11 kengualifed plars 12a Sexinstrustions for box 12
Donald L. Hall i E | 500
e e Em |
804 Linden Avenue ] [x] ] i |
Wabash, IN 46992 14 Ciher 12
P
12d
B |
T Employes’s acddress and ZIF code .
1B zww  Employer’s state D nomber 18 Stata wages, Tpa, ahe 1T Sfate income tax 18 Local wages, fias, st 12 Lozal incoma tax 20 Loty nang
IN | 12800.00
Diepartmant of tha Traesury — Interral Revenus Sevas

For Privacy Acl and Paperwork Reduction
At Notice, see the sesparate instructions.

Cal. Ne., 101340

Do Mot Cut, Fold, or Staple Forms on This Page

Salary ($11,000 less $2,000 housing allowance and
$500 403[b] contributions)

Special occasion gifts

Reimbursement of self-employment tax

Expense allowance under nonaccountable plan

Explanation of compensation reported on Form W-2, Box 1:

$ 8,500
500
2,100
1,700
$12,800
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2015 Filing Dates

January June
15 Quarterly Estimated Taxes (last payment 15 Quarterly Estimated Taxes (2nd pay-
for prior tax period) ment for current tax year)
February September
18 W-4 (if claimed an exemption, to 15 Quarterly Estimated Taxes (3rd payment
continue same exemption in current for current tax year)
ear)
Y October
April

15 If you had an automatic extension to file
15 Personal tax returns due individual tax return, it’s now due

15 Quarterly Estimated Taxes, if not paid
with return (first payment for current
tax year)
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Allocation of business expenses, 27, 41,
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Actual expense method, 24
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Documenting expenses, 25
Mileage rate, 4, 24
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Automobile, 24-25
Books, 26
Business gifts, 25
Cellular phones, 26-27
Club dues, 16
Commuting, 24-25
Documenting, 23
Educational expenses, 17
Entertainment expenses, 17, 25
Gifts, 25
Mileage rate, 4
Moving expenses, 4, 44, 45
Personal computers, 25-26
Recordkeeping requirements, 23, 25
Reimbursements, 16, 22-23
Subscriptions and books, 26
Telephone, 26-27
Cellular phones, 26-27
Child tax credit, 44, 46, 52-54
Club dues, 16
Commuting expenses, 24-25
Computers, 25-26
Continuing education, 17
Denominational,
Positions, 6

Retirement plans, 12-13

Index

Disability insurance, 16-17
Dues and memberships, 16
Earned income credit, 49-51
Educational reimbursement plans,
17
Employee v. self-employed, 6-8
Entertainment expenses, 17, 25
Estimated taxes, 28, 32
Evangelists, 8
Fair rental value, 10-12
Flexible spending account, 2, 3, 4, 17-18
Fringe benefits, 16-21
Gifts,
Business, 25
Health care reform, 2, 3
Health insurance, 2, 3, 18
Health insurance deduction, 7
Health reimbursement arrangement,
2,18
Health Savings Accounts, 18-19, 31
Housing allowance,
Accounting for, 17-12
Designating, 11
Equity allowance, 10
Fair rental value, 10-13
General, 2, 9-15
Limitations, 9-10
Reporting, 11, 30
Resolutions, 13
Retirees, 12-13
Worksheets, 14-15
Income tax status of ministers, /-8
Insurance,
Disability, 16-17
Group term life, 8, 19
Health, 2, 3, 18
Interest,
Paid, 33
Received, 30-31

Life insurance, 8, 19

Mileage rate, 4, 24
Missionaries, 8
Moving expenses, 4, 45
Nonaccountable plan, 23, 44-61
Pension distributions, 12-13
Per diem, 25
Personal computers, 25-26
Reimbursements, 16, 22-23
Retirement plans,

Denominational plans, 12-13
Section 179 deductions, 26
Self-employment earnings, 29
Self-employment tax deductions, 29
Social security,

Computation of tax, 29

Deductions, 29

Exemption of ministers, 29

Opting out, 29

Reimbursement, 19

Services in which exemption applies,

29
Status of ministers, 6-7
Tax rates, 29

Standard mileage rate, 4, 24
Substantiation,

Business and professional expenses,
22-23, 25-27

Tax rates

Self-employment rates, 29
Tax withholding, 28
Teaching positions, 6
Telephone, 26-27
Transportation expenses, 25-26
Tuition discounts, 79

Unreimbursed business and professional
expenses, 23, 44-61

Vehicles, personal use of church-owned,

19
Withholding,
Voluntary, 8, 28
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Biggest Tax Mistakes
Made By Clergy

~

Improperly treating congregation payments for out-of-pocket medical
expenses as tax-free when the congregation has not established a proper
plan.

Filing as self-employed for income tax purposes on your congregation salary,
using tax benefits only available to employees, and leaving yourself vulnerable
to reclassification by the IRS to employee status upon audit.

Failing to have at least a modest housing allowance designated when living in
a congregation-provided housing.

Failure to understand and apply the fair rental test for the housing allowance
relating to clergy-provided housing.

Confusing the fair rental value of a congregation-provided parsonage (only
includible for social security purposes) with the designation of a portion of your
salary as housing allowance (providing an exclusion for income tax purposes).

Failing to keep a log of miles driven for personal use v. congregation purposes.

Claiming office-in-the-home treatment — rarely justified under present law.

Not documenting business expenses to reflect business purpose, business
relationship, cost, time, and place.

Failure of clergy to use an accountable reimbursement plan.

Improperly opting out of social security because you don’t believe it is a good
investment.




The Zondervan
Church & Nonprofit
Tax & Financial Guide

The Zondervan
Minister’s
Tax & Financial Guide

2015 Edition for 2014 Returns

Dan Busby
J. Michael Martin
John Van Drunen

—

Ministers and churches of all denominations now can easily file
their federal income tax forms with these award-winning tax
guides from Zondervan. Dan Busby, J. Michael Martin, and
John Van Drunen have written a work of accuracy and reliability.

These guides go beyond other tax guides because they provide:

» complete tax and financial guides for ministers, churches, and
nonprofit organizations

» recent and last-minute changes in this year’s tax laws
* easy-to-follow explanations (in plain English)

¢ sample forms and worksheets

“These tax guides present complex issues
in a concise, easy-to-understand format.”

Simeon May, CPA, Executive Director, The Church Network

“Good reference guides to have at your fingertips through the year.”
Nazarene Pensions and Benefits Office

“Enormously helpful, clear, and comprehensive.”
Publishers Weekly ReligionBookLine

Download at ECFA.org/ECFAPress





