CHURCH AND CLERGY TAX GUIDE

CHURCH AND CLERGY TAX GUIDE IS A CRUCIAL RESOURCE FOR RELIGIOUS ORGANIZATIONS AND THEIR LEADERS, HELPING THEM
NAVIGATE THE COMPLEXITIES OF TAX OBLIGATIONS AND BENEFITS ASSOCIATED WITH THEIR UNIQUE STATUS. GIVEN THE
DISTINCT NATURE OF CHURCHES AND CLERGY MEMBERS IN THE UNITED STATES, UNDERSTANDING THE INTRICACIES OF TAX LAWS
IS ESSENTIAL FOR COMPLIANCE AND MAXIMIZING AVAILABLE DEDUCTIONS. THIS ARTICLE PROVIDES AN IN-DEPTH EXAMINATION OF
THE TAX IMPLICATIONS FOR CHURCHES AND CLERGY, COVERING VARIOUS ASPECTS, INCLUDING INCOME TAX, SELF-EMPLOYMENT
TAXES, HOUSING ALLOWANCES, AND TAX-EXEMPT STATUS.

UNDERSTANDING T AX EXEMPTION FOR CHURCHES

CHURCHES ARE GENERALLY EXEMPT FROM FEDERAL INCOME TAX UNDER INTERNAL RevENUE Cobe (IRC) SecTion 50 1(c)(3).
THIS TAX-EXEMPT STATUS APPLIES TO VARIOUS RELIGIOUS ORGANIZATIONS, ALLOWING THEM TO OPERATE WITHOUT PAYING
FEDERAL INCOME TAXES. HOWEVER, TO MAINTAIN THIS STATUS, CHURCHES MUST ADHERE TO SPECIFIC REGULATIONS.

ELiGIBILITY REQUIREMENTS FOR TAX-EXEMPT STATUS

To QUALIFY FOR TAX-EXEMPT STATUS, A CHURCH MUST MEET SEVERAL CRITERIA!

1. ORGANIZATIONAL STRUCTURE: CHURCHES MUST HAVE A RECOGNIZED ORGANIZATIONAL STRUCTURE, SUCH AS A
CONSTITUTION OR BYLAWS.

2. ReLIGIoUs PURPOSE: THE PRIMARY PURPOSE OF THE CHURCH MUST BE RELIGIOUS, PROMOTING SPIRITUAL VALUES AND
PRACTICES.

3. No PrIVATE BENEFIT: NO PART OF THE CHURCH'S NET EARNINGS CAN BENEFIT ANY PRIVATE INDIVIDUAL OR SHAREHOLDER.

4. PupLic SuPPORT: CHURCHES MUST RECEIVE A SUBSTANTIAL PART OF THEIR SUPPORT FROM THE PUBLIC OR GOVERNMENTAL
UNITS.

APPLICATION PROCESS FOR TAX-EXEMPT STATUS

W/HILE CHURCHES ARE AUTOMATICALLY CONSIDERED TAX-EXEMPT, THEY MAY STILL CHOOSE TO APPLY FOR OFFICIAL
RECOGNITION BY FILING ForM 1023 or ForM 1023-EZ wiITH THE IRS. THIS PROCESS CAN PROVIDE ADDITIONAL CREDIBILITY
AND ASSURANCE TO DONORS REGARDING THE CHURCH'S TAX-EXEMPT STATUS.

CLerGY TAX OBLIGATIONS

CLERGY MEMBERS FACE UNIQUE TAX OBLIGATIONS THAT DIFFER FROM TRADITIONAL EMPLOYEES. UNDERSTANDING THESE
DIFFERENCES IS VITAL TO ENSURE COMPLIANCE AND OPTIMIZE TAX BENEFITS.

TypPes ofF INCOME FOR CLERGY

CLERGY MEMBERS MAY RECEIVE VARIOUS FORMS OF INCOME, INCLUDING:

1. SALARY: THE MOST COMMON TYPE OF INCOME, TREATED AS WAGES.

2. HousING ALLOWANCE: EXCLUDED FROM TAXABLE INCOME UNDER SPECIFIC CONDITIONS.
3. SELF-EMPLOYMENT INCOME: INCOME EARNED FROM SERVICES OUTSIDE THEIR CHURCH ROLE.
4. HONORARIUMS: PAYMENTS FOR SERVICES LIKE OFFICIATING WEDDINGS OR FUNERALS.



SeLF-EMPLOYMENT T AX FOR CLERGY

ONE OF THE MOST SIGNIFICANT TAX CONSIDERATIONS FOR CLERGY IS SELF-EMPLOYMENT TAX. UNLIKE REGULAR EMPLOYEES,
CLERGY ARE CONSIDERED SELF-EMPLOYED FOR SOCIAL SECURITY AND MEDICARE TAX PURPOSES. THIS MEANS THEY MUST FILE
SCHEDULE SE WITH THEIR TAX RETURNS TO CALCULATE AND PAY SELF-EMPLOYMENT TAXES ON THEIR INCOME.

CALCULATING SELF-EMPLOYMENT T AX

TO CALCULATE SELF-EMPLOYMENT TAX, CLERGY MEMBERS SHOULD FOLLOW THESE STEPS:

1. DETERMINE NET EARNINGS: CALCULATE TOTAL INCOME FROM ALL SOURCES AND SUBTRACT ANY ALLOWABLE BUSINESS
EXPENSES.

2. APPLY THE SELF-EMPLOYMENT TAX RATE: THE CURRENT SELF-EMPLOYMENT TAX RATE IS 15.3%, WHICH INCLUDES 12.49%
FOR SOCIAL SECURITY AND 2.99 FOR MEDICARE.

3. CoMPLETE SCHEDULE SE: USE THIS FORM TO REPORT SELF-EMPLOYMENT INCOME AND CALCULATE THE TAX OWED.

TAx DeDUCTIONS AVAILABLE TO CLERGY

CLERGY MEMBERS CAN BENEFIT FROM SEVERAL TAX DEDUCTIONS THAT CAN SIGNIFICANTLY REDUCE THEIR TAXABLE INCOME.
UNDERSTANDING THESE DEDUCTIONS IS ESSENTIAL FOR EFFECTIVE TAX PLANNING.

ComMMoN DepucTions FOR CLERGY

1. BUsINESS EXPENSES: ORDINARY AND NECESSARY EXPENSES INCURRED WHILE PERFORMING SERVICES, SUCH AS TRAVEL COSTS,
SUPPLIES, AND PROFESSIONAL DEVELOPMENT.

2. HOUSING ALLOWANCE: A DESIGNATED PORTION OF A CLERGY MEMBER'S COMPENSATION THAT IS EXCLUDED FROM TAXABLE
INCOME, PROVIDED IT IS USED FOR HOUSING-RELATED EXPENSES.

3. SELF-EMPLOYMENT T AX DEDUCTION: CLERGY CAN DEDUCT HALF OF THEIR SELF-EMPLOYMENT TAX WHEN CALCULATING THEIR
ADJUSTED GROSS INCOME.

4. RETIREMENT CONTRIBUTIONS: CONTRIBUTIONS TO QUALIFIED RETIREMENT PLANS CAN ALSO BE DEDUCTED, REDUCING TAXABLE
INCOME.

THE HoUSsING ALLOWANCE AND ITS TAX IMPLICATIONS

ONE OF THE MOST VALUABLE TAX BENEFITS FOR CLERGY IS THE HOUSING ALLOWANCE. THIS PROVISION ALLOWS CLERGY
MEMBERS TO EXCLUDE A PORTION OF THEIR INCOME FROM TAXATION IF IT IS DESIGNATED FOR HOUSING COSTS.

REQUIREMENTS FOR A HOUSING ALLOWANCE

To QUALIFY FOR THE HOUSING ALLOW ANCE EXCLUSION, THE FOLLOW!ING CRITERIA MUST BE MET:

1. OFFICIAL DESIGNATION: THE HOUSING ALLOWANCE MUST BE OFFICIALLY DESIGNATED BY THE CHURCH AND DOCUMENTED IN
THE CHURCH'S RECORDS.

2. UsEeD For HoUSING EXPENSES: THE ALLOWANCE MUST BE USED FOR QUALIFIED HOUSING EXPENSES, INCLUDING RENT,
MORTGAGE PAYMENTS, UTILITIES, AND MAINTENANCE COSTS.

3. REASONABLE AMOUNT: THE AMOUNT DESIGNATED AS A HOUSING ALLOWANCE MUST BE REASONABLE BASED ON THE LOCAL
COST OF LIVING AND THE CLERGY MEMBER'S RESPONSIBILITIES.



LIMITATIONS ON HOUSING ALLOWANCE EXCLUSION

W/HILE THE HOUSING ALLOWANCE CAN SIGNIFICANTLY REDUCE TAXABLE INCOME, IT IS ESSENTIAL TO NOTE THAT:

- THE EXCLUSION CANNOT EXCEED THE LESSER OF THE DESIGNATED AMOUNT, ACTUAL HOUSING EXPENSES, OR THE FAIR MARKET
RENTAL VALUE OF THE HOME.

FILING TAX RETURNS AS A CLERGY MEMBER

CLERGY MEMBERS MUST FILE THEIR TAX RETURNS ACCURATELY AND TIMELY TO COMPLY WITH IRS REGULATIONS. HERE ARE SOME
KEY STEPS TO FOLLOW:

FILING REQUIREMENTS

1. Form 1040: MOST CLERGY WILL FILE THEIR TAXES USING FORM 1040, AS THEY ARE CONSIDERED SELF-EMPLOYED.
2. ScHepuLE C: IF CLERGY MEMBERS HAVE INCOME FROM SELF-EMPLOYMENT, THEY SHOULD REPORT THIS INCOME ON ScHEDULE C.
3. SCHEDULE SE: AS MENTIONED EARLIER, THIS FORM IS NECESSARY TO CALCULATE SELF-EMPLOYMENT TAXES.

CoNCLUSION

NAVIGATING THE COMPLEXITIES OF TAXES AS A CHURCH OR CLERGY MEMBER CAN BE CHALLENGING, BUT UNDERSTANDING THE
UNIQUE TAX OBLIGATIONS, DEDUCTIONS, AND BENEFITS CAN LEAD TO SIGNIFICANT SAVINGS. BY FAMILIARIZING THEMSELVES
WITH THE INTRICACIES OF TAX LAWS, CLERGY CAN ENSURE COMPLIANCE, TAKE FULL ADVANTAGE OF AVAILABLE DEDUCTIONS,
AND PLAN EFFECTIVELY FOR THEIR FINANCIAL FUTURES. |T IS ALWAYS RECOMMENDED THAT CLERGY MEMBERS CONSULT WITH TAX
PROFESSIONALS WHO SPECIALIZE IN NONPROFIT TAX LAW TO ENSURE THEY ARE FULLY COMPLIANT AND MAXIMIZING THEIR TAX
BENEFITS.

FREQUENTLY AskeD QUESTIONS

\WHAT ARE THE KEY TAX BENEFITS AVAILABLE TO CLERGY MEMBERS?

CLERGY MEMBERS CAN BENEFIT FROM HOUSING ALLOWANCES, WHICH ARE EXEMPT FROM FEDERAL INCOME TAX, AS WELL AS THE
ABILITY TO DEDUCT UNREIMBURSED BUSINESS EXPENSES RELATED TO THEIR MINISTRY.

How IS THE HOUSING ALLOWANCE FOR CLERGY CALCULATED?

THE HOUSING ALLOWANCE IS TYPICALLY CALCULATED BASED ON THE REASONABLE COST OF HOUSING, INCLUDING RENT OR
MORTGAGE PAYMENTS, UTILITIES, AND OTHER HOUSING-RELATED EXPENSES, AND MUST BE DESIGNATED IN ADVANCE BY THE
CHURCH.

ARE CLERGY MEMBERS CONSIDERED SELF-EMPLOYED FOR TAX PURPOSES?

YESI CLERGY ARE GENERALLY CONSIDERED SELF-EMPLOYED FOR SOCIAL SECURITY AND MEDICARE TAX PURPOSES, WHICH MEANS
THEY MUST PAY SELF-EMPLOYMENT TAX ON THEIR EARNINGS.



\WHAT TAX FORMS DO CLERGY TYPICALLY NEED TO FILE?

CLERGY USUALLY FILE FOrRM 1040 FOR INDIVIDUAL INCOME TAX, AND THEY MAY ALSO NEED TO COMPLETE SCHEDULE SE FOR
SELF-EMPLOYMENT TAX AND FORM 2 106 FOR UNREIMBURSED EMPLOYEE BUSINESS EXPENSES.

CAN CLERGY DEDUCT EXPENSES RELATED TO THEIR MINISTRY?

YES, CLERGY CAN DEDUCT UNREIMBURSED EXPENSES RELATED TO THEIR MINISTRY, SUCH AS TRAVEL, SUPPLIES, AND CONTINUING
EDUCATION, AS LONG AS THEY ITEMIZE DEDUCTIONS.

\WHAT SHOULD CLERGY DO IF THEY RECEIVE A PARSONAGE?

IF CLERGY LIVE IN A PARSONAGE, THE FAIR RENTAL VALUE OF THE PARSONAGE IS NOT TAXABLE AS INCOME, BUT THEY CANNOT
CLAIM A HOUSING ALLOWANCE FOR THAT PERIOD.

How CAN CLERGY ENSURE COMPLIANCE WITH TAX LAWS?

CLERGY SHOULD KEEP DETAILED RECORDS OF THEIR INCOME AND EXPENSES, CONSULT WITH A TAX PROFESSIONAL FAMILIAR WITH
CLERGY TAX ISSUES, AND STAY UPDATED ON CHANGES IN TAX LAW AFFECTING THEIR SITUATION.
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