Clergy &

Their Taxes The American Anglican
.:‘,“T === Council
— Presents
Clergy and Their Taxes: A
We are online Three Part Webinar on
and will begin at - - '
2 pm MI ni ster ' s Ta

Partlil—MiI ni1 st er’

Presenters:
Todd Ensign, CPA
Ashley Peabody, CPA

S T

Www.capincrouse.com

(CAPIN(CROUSE...



www.capincrouse.com CAP INCROUSEHP

Certified Public Accountants




www.capincrouse.com



www.capincrouse.com CAPINCROUSELLP

Certified Public Accountants




3 Part Webinar Series

Last October: The basics!
January: The latest updates!

Today: Tax prep tips!
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MI ni1 st er s Tax Pr
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Takeaways!

eUnder stand mi ni
* Prepare an accurate return
 Avold common mistakes
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DON" T

Report Social Security taxes as
an employee
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Dual Tax Status of Ministers

* [Income Tax
* Treated as employees

* FICA
 Treated as self-employed
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DON" T

Have the church treat you as
self-employed for iIncome tax
purposes, If you are an
employee
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IRS Woes

* Possible reclass by IRS
 Employee, or
» Self-employed
*Penal ti es [/ | nt el
* Again — most ministers = SECA
* Likely non-issue for you
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DON" T

File exemption from SECA
for wrong reasons!
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Form 4361 Requirements

* File application

* Form 4361

* Read Instructions!!

*And under st and...
* Opposed on basis of religion

» Contentious Issue
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DO

Claim adjustment for half
of self-employment tax
on Form 1040

(CAPIN(CROUSE...



+ Self-employment tax i1s 13.3% of
net self-employment earnings

* Minister = employer = pays both
portions

* Permitted deduction In

computing adjusted gross
Income on tax return

(CAPIN(CROUSE...



Form 1040 Page 1

Educabor axpensss . .
wmmmm parum-gmm
Tea-basis govemment oficials. AttRch Form 2106 or 2108-E2
Heaalth sevings account deduciion. Altech Fom s8&%
mmmmmmmmmx
Selt-amployed SEP, SIMPLE, and qualified plans
Self-empioyed health Insurance deduction . .
Penalty on earty withdrawal of savngs . . . .
Mimonypad b Aecplentsssu e | |
IRAdesduction . . . ...

Studert lcan imerest deduction . . . .
Tultlon and fess. Aftach Form 8&irF. . .
mmmmmmm
Add ines 23 through 36 . © . . e e e ..
mmmmmummmmmm .

Adjusted
Gross
Income
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o
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Section A—Short Schedule SE. Caution. Read above to see if you can use Short Schadule SE.

1a MNet fam profit or (loss) from Schedule F, line 34, and farm partnerships, Schedule K-1 (Fom
1065), boo 14, coda A . . . . 1a

b Hmm&mﬂmﬂa&uﬂrmﬂmlwﬁﬁ@b&ﬂhmﬂhmﬂﬂﬁ&mﬂnﬂm
Program payments included on Schedule F, line 4b, or listed on Schadule K-1 (Form 1065), box 20, codeY | 1b |l )

2  Net profit or (less) from Schedule C, line 31; Schedule G-EZ, line 3; Schedule K-1 (Form 10&5),
box 14, code A (other than farming) and Schedule K-1 (Form 10685-8), box 8, code JA.
hiulmatdmanﬁamdrdrgmmda&mmlmﬁmfmﬁp&unfmmtummﬂm

this line. See instructions for other iIncome to report . 2
3 Combine lines 1a, 1ib,and2 . . 3
4 Whﬂhrﬂiﬂﬁﬁﬂ?ﬂﬁiﬂhmﬁanhﬂimd:m&mml—amphwmlatdn

not file this schedule unless you have an amount on ine1b . . . .= | 4

Hﬂaﬁimdnhaalfanhﬁﬂd.&h:ﬂuumﬂmﬂmﬁcgmp&ymaﬂamh&ih

s mstructions.

& Self-employment tax. if the amount on line 4 is:
= $106,800 or less, multiply line 4 by 13.3% (.133). Enter the result hare and on Form 1040, line 58,
or Form 1040NR, line 54
= Maore than $106,800, multiply line 4 by 2.9% ((028). Then, add $11,107.20 to the result.
Enter the total here and on Form 1040, line 56, or Form 1040NR, line 54. . . . . . . 5
6 Deduction for employer-equivalent portion of self-employment tax
If the amount on line 5 isc
» $14 204 40 or less, multiply ine 5 by 57.51% ({5751)
» More than $14.204.40, multiply ine 5 by 50% (50} end add
$1,087 to the result.
Enter the resull here and on Form 1040, ne 27, or Form
1040MR, live 27 . . . . . . . . . . . . . . . [
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] |

Report “specil a
gifts as income
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 GIfts made to minister that should
be reported on W-2 as taxable
compensation
* By church from general fund

*Funded through me
contributions to church
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* Church members may make
personal gifts of nominal value
to ministers

» EX. a birthday card with a $20
bill enclosed

* Nontaxable to minister
* Nondeductible by donor
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DON" T

Exclude the housing allowance
from SECA income when
computing self-employment

taxes
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Housing Allowance

 Federal iIncome taxes A
Nontaxable (subject to limits)

« Self-employment taxes A
Taxable
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* Nontaxable amount of housing
allowance Is equal to lowest of:

Amount designated
* Actual housing expenses

 Fair rental value of home
(furnished, including utilities)

*Reasonable compensation
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Remember

Do you live in a church owned
rectory?
 Fair rental value of home
(furnished, including utilities)
e Yes — SECA taxable
e No - Income taxable
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Remember

* An employer provided home
can be totally excluded Iif:

 Required by employer
» For convenience of employer
 On church property

(CAPIN(CROUSE...



Schadule 5F (Form 1040} 2011 atchman Soquoncs o, 17 Paga 2

Hama of penson with seii-smployment Inooma (2s shown on Fom 10:4) Soclal sacurty numiber of psrson
with self-=mployment income k-
Section B— Schadule SE
Seli-Employment Tax

Mote. If your only income subject to salf-employment tex & church employes income, ses instructiona. Also sea instructions for the
definition of church smployes income.
A | you are & minister, member of a religious order, or Christian Science practitioner and you filed Form 4361, but you
hiad §400 or more of other net eamings from sefi-employment, check here and continee withPartl . . . . . . » [
1a Meat farmn profit or (loss] from Schedule F, ine 34, and farm parmarships, Schedula K-1 (Fom 1065],
bow 14, code A. Note. Skip lines 12 and 1b # you use the farm optional method (ses instructions) ia
b i you received social sacurity refirement or disability benefits, enter the amount of Conservafion Reserve
Program payments includad on Schadule F, line 4b, or listed on Schedula K-1 (Form 1085), bax 20, code Y | 1b | ]
2 Met profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schadule K-1 (Form 1085,
box 14, code A (other than farmingl and Schedule K-1 (Form 1065-B), box 9, code .
Ministers and members of religious orders, see instructions. for types of incoms to report on
ﬁmiﬂ.ﬁaﬂlﬁnﬂhﬂfﬂdhﬁmhmpﬂiﬂohﬁhﬂﬂuiﬁﬁrmm&ﬂﬂnﬂﬂm

3 Combine lines 18, 1b,and 2. . . . 3
da Himﬂmnmﬂ'ﬂnmmdhplylm&bygiﬂﬁﬁwzﬁﬁ_mEliuﬂnurrtkmh&ﬂ da
Mote. if e 4z is less than $200 dus to Conservation Resene Progrem paymants on line 1b, e instnuctions.,
b I you elect one or both of the optional methods, enter the total of ines 15 and 17 here . . L]
¢ Combine lines 4a and 4b. If less than $400, stop; you do not owe self-employmeant tas.
Exception. I lass than 3400 and you had church employee income, enter -0- and confinue e | dc
fa Enter your church employes income from Form W-2. Sea
|:> instructions for definition of church employeeincome . . . | Ga | |
b Multiply line 5a by 92 35% (9235). If lees than $100, enter 0~ . . . . . . . . . . &b
68 Addlinesdcandsb . . . . - - - L]

T hh:rmmmﬁufmmhﬂwmmuﬂa&ﬂ—mrpﬂmﬂmrmaﬁmthamﬂmuﬂy
tax or the 4 2% portion of the 5.85% railroad retirement {tier 1) tex for 2041 . . . - T
Ba Total social security wages and tips ftotal of boxes 3 and 7 on
Formis) W-2) and railroad retiremeant {tier 1) compensation.
I §106,800 or more, skip lines 8b through 10, and go to line 11 Ba
b Unreporied tips subjact fo social security tax ffrom Form 4137, line 10) | b
Wages subject to social security tax (from Form 8049, line 10) Bo

= 1]

Add lines 8a, 8b, and 8 . . . . - Bd
8  Subtract line Bd from line 7. Hmmhﬂﬂmtﬂr-ﬂ-h&r&nﬂmlmﬂurdgnluiﬁ" .| 8
10 Multiply the smaller of line 6 or ine O by 1004% (104) . . . . . . . . . . . . . 10
11 Multiply ine 6 by 2.9% (029 . . . 11

12  Sali-employment teo Add lines 10 and 11. ErnrlwemﬂmFu-miMinEﬁ,umeMH.h}H 12
13  Deduction for employer-squivakant portion of self-employment tax. Add the twoe following emountz.
= 50 8% (.596) of line 10.
* Onie-half of line 11.
Enter the result here and on Form 1040, ine 2T, or Form
1ﬂ-ﬂlﬂi|u!?|-|3|
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DO

o

Keep adequate records to
substantiate business
expenses!!

This IS a BIG deal!
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Accountable Arrangement

* Plan document in writing
« Timing requirements exist

» Written proof

Amount

Date

Place

Business Purpose

Receipts for any item $75 or more
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Accountable Arrangement

» Reimbursements

*NoOt | ncl uded -8n

* Unless
* Documentation insufficient
* Plan is not in compliance
* Then BAD situation
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Non-Accountable Arrangement

« Allowances are taxable
« If claiming unreimbursed expenses

» Have sighed document from church
that 1t doesn’t reil.l

» Gross UEBE reduces SECA income

« Document, document, document,
e |.e. Keeping a contemporaneous

mileage log - HUGE!!
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Can’ t OFr Won' ' t
by employer
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Mileage Rate Change

« January 1 — June 30, 2011
* 51 cents per mile

e July 1 — December 31, 2011
« 55.5 cents per mile

www.capincrouse.com (CAPINCROUSE..
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DON" T

Disregard the Deason rule
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The WHAT rule?
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The
DEASON
Rule
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Income

® Taxable (ex. salary)

® Nontaxable (ex.
housing allowance)
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Business Expenses - Books and supplies

® Deductible
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Business Expenses

® Deductible expenses

® Non-deductible
expenses
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Taxable Non Taxable
W-2 $40,000 $20,000

NG ¢/

67% Busmess 3304,
Expenses

Y

$6,700 $3,300
Deductible Non-Deductible
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Deason Rule

* Required to reduce business expense
deduction by % of total compensation that

IS tax-exempt

* Applies to both:
 Schedule C AND
* Form 2106

* IRS has provided guidance
* Publication 517
« Audit guidelines for ministers

(CAPIN(CROUSE...




Deason rule

« Step 1
 Divide allowable housing allowance by total
ministry income to get the nontaxable %

« Step 2
« Multiply total business expenses by the %
from Step 1

* This gives the expenses allocable to
nontaxable income and are not deductible

Www.capincrouse.com CAP INCR,O..[JS\E'”’



Deason rule example

* Facts
» Salary $40,000
« Housing allowance $20,000

* Form 2106 — Unreimbursed business
expenses (UBE) (books and supplies)
$10,000
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Deason rule example

« Step 1

 Divide allowable housing allowance by total
ministry income to get the nontaxable %

« $20,000 housing allowance = 33%
$60,000 total ministry income

 Total ministry income = $40,000 salary +
$20,000 housing allowance

(CAPIN(CROUSE...



Deason rule example

« Step 2
» Multiply total UBE by the % from Step 1

» Total UBE = $10,000

* $10,000 X 33% = $3,300 of nondeductible
expenses

(CAPIN(CROUSE...



Deason rule example

« Step 2
» This gives the expenses allocable to

nontaxable income and are not
deductible

- Total UBE $10,000
- Nondeductible expenses $3,300
Deductible expenses $6,700

(CAPIN(CROUSE...



Taxable Non Taxable
W-2 $40,000 $20,000

NG ¢/

67% Busmess 3304,
Expenses

Y

$6,700 $3,300
Deductible Non-Deductible
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- 2106 Employee Buslness Expenses OME o, 15450074

* Sea separate Instructions. 2@1 1
Il P rves ) > Attach to Form 1040 or Form 1040NR. B 120
Your nama Cooupation inwhich you incumed exparsas | Soclal seourily numbar

Employee Business Expenses and Reimbursements

Tolumn & Tolumn B
Step 1 Enter Your Expenses Other Than Meals Meals and
‘and Entertainment Entertainment

1 Vehicle expense from line 22 or line 29. (Rural mail camiers: See
instructions) . . . . . . . . . . . . . . . . 1
2 Parking fees, tolls, and transportation, including train, hLﬂ.dc ﬂ'ﬁl
did not involve ovemight travel or commarting to and from work . 2
3 Travel expense while away from home ovemight, including lodging,
airplane, car rental, etc. Do not include meals and entertainment . ]
4 Business axpenses not included on lines 1 through 3. Do not include
mesls and entertainment . . . . . . . . . . . . 4

5 Meals and entertainment expensss (see instructions) . . &
& Tuﬂammln&:imnﬂ.mjdim1lrru.m4mdmlha
result. In Column B, enter the amount from lines . . . ]

Mote: if you were nof reimbursed for any expensss in Stap 1, skip line 7 and ender the amount from lne £ on line 8.

Step 2 Enter Reimbursemeants Received From Your Employer for Expenses Listed in Step 1

T Enter reimbursements received from your employer that were not
reported fo you in box 1 of Form W-2. Include any reimbursements
leporbe-dutdarmda‘L'hhmaﬁufyquFormw-E[sae
imstructionss). . . . . . . L oL oL L L oL oL oL L. T

Step 3 Figure Expenses To Deduct on Schedule A (Form 1040 or Form 1040NR)

B Subtract line 7 from line 6. If zaro or less, enter -0-. However, if line 7
iz greater than line & in Column A, report the excess as income on
Form 1040, line 7 {or on Form 1040NR, line 8) . . . . . ]

Mote: If both columns of line 8 are zemno, you cannot deduct
employes business expenses. Stop heme and attach Form 2106 fo
your refum.

8 In Column A, enter the amount from line 8. In Column B, multiply line
8 by 50% (.50). (Employeas subject to Department of Transporiation
{DOT) hours of service limits: Multiply meal expenses incumed while
mayﬁunlmmunh.mrnﬂabym%{m]mtaedafm For
details, see instructions) . . . . . . . . . . . . 1]

10 Add the amounts on line 9 of both columns and enter the total hers. Also, enter the total on
Schedule A (Form 1040), Ene 24 [or on Schedule A (Form 1040MR), line 7). (Armed Forces
reservists, qualified performing artists, fee-basis state or local government officials, and individuals
with disshilitissr Sea the instructions for special rues on whees to enter the fofal) . . . . . > 10

For Paperwork Reduction Act Notice, see your tax returmn Instructions. Cat. Mo, 11700M rFarm 2106 2011y
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SCHEDULE C Profit or Loss From Business | owene s tors

Dugartmant of ta Traamsy | # For information on Schedule G and its instructions, go to www.irs. gov/schedulec Attnchmant

It Fiowenues Sardos: 99 I Astnch to Form 1040, 1040, or 1041; parinerships generally must fils Form 1085 Saquanca ko 00

Mama af proprictor ) Social sacurtty numbar (SEN]

A Principal business or profession, Including product or service (see Instructions) B Emter ods from nstructions.

||

[+] Business name. If no saparate business namsa, leave blank. D Employar |0 numisr [EIM), [ssa inst.)

I

Businass address (INcLding sute of room no. =
City. town or post office, stale, and ZIF code

F Accounting method: (1) [JCash (3 [JAccual  (3) [ Omer (specity) »
G Did you “matenally participate” In the oparation of this business during 20117 I "No,” sea Instructions forimitenlosses . []Yes [JMo
H  [fyoustarisd or acquired this business during 2011, check hare . . . . e
I mwmwwnm1mmmmmmlamﬂ1mm|m .. . . . . . [0Oves ONo
J 1 *¥iam,” o3l you or Wil you file ol required Forma 10097 _ . . . . Oves ONa
I Income
1@ Mercnant card and third party payments. For 2011, entar 0~ . 18
b Gross receipts or ssles not antered on line 12 {see Instructions) . . 1
Incame reported to you on Form W-2 If the =Statutory Empioyes” b on
that form was checied. Cawtion. See instr. bafors completing this ine 1c
d Totel gross recelpls. Add ines 1athrough 1c . . . 1d
2 Mmmmmplmmymmmm[mmmm e e e 2
3  Subtractine 2fomimedid . . . . .. 3
4cumug:umamu{rmnmu]................... 4
6 Grossprofit Subtractline 4 from llnea . . . . B 5
6 Othar Income, mmmﬂmmwmummmmmmm B [
7 Gross INCome. AdD Nes 5 Bna 6 . . .»[7
]EI,I] Expensas ~Enfor experses for business use of your homa only on lina
B 18 OmMcaexpense (see Instuctions) | 18
2 wmmwm 19 Pension and proft-shanng plans 18
metuctions). . . . . | ® 20 Aentorlease (see Instructions):
10 Commisskrnsendfess . | 30 @ Vehicles, machinery, and equipment | 2a
11 Confractlabor jses nstuctiong) | 11 b Ciher business property . 200
:g Depleion . . . . . |12 21 Aepairs and manienence 2
Wgﬁmg Suppiles (ot Includad In Part ) 22
Incuded in pat W) (see Tewes end fcanses . 2
Inetructiane). 13 24 Travel, maals, nd entertainment
14 Empioyes bensft programs A Tawe. . . . . . 243
fothermanonine1e). . | 14 b Deductible meats and
16  Insurence [ptner than haamn) | 16 antertENmant (ses INStuctons) | 24b
16 Interest: 25 ummes . . . . . . . .|35
8 Morigage (naid fobanks, etc) | 16a 26 Wages s empioyment crediis) . | 26
b Othe . . . . . . |18 272 Cther expensas ffrom line 4g) . )
17 Legal end professional sanices | 17 b Reserved for future use . P
20 Total expenses before expanses for business USe of home. Add Ines 8tvough 27 . . . . . . » | 28
20 Tentstive prodt or floes). Sublractine 28 rom e 7. . . . 20
30 Emammhuﬂmmammmn&mmeDnndmpnﬂmm r 30
31 Met profit or loss). Subiract ine 30 from line 2.
« I & proft, enter on both Form 1040, Bne 12 {or Form 1040MF, line 13) and on Scheduls SE, e 2.
If you Entered an EMoUNt on Iine 1¢, 588 INstr. Estates and trsts, etsr on Form 1041, i 3. ETl

» Ialoss, you must go to line 32,

22 I1you have 3 loss, Chack the box that BesCriDes your INvestmant In this acevty {see Nstructions).
» If yOU CNBckad 323, anter tha 1055 on DoEh FOMN 1040, ine 12, (or FOrm 1040NR, Iine 13) and
on Schedule SE, line 2. If you entered an amount on line 1¢, see e Instrucions for line 31. 32 [] il imvestment Is et risk.
Estaies and trusts, enter on Form 1041, line 3. azn [] Some mvestment = nat
» I you chacked 320, you must ettach Form 6188, Your loss may be Imited.

For Paperwork Reduction Act Motice, see your tax retumn instructions. Cat. No. 1334P ‘Schedule G [Form 10400 2011
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Deason Rule

* Applies to both:
» Schedule C, AND
* Form 2106

* Not applicable to Schedule SE

» Attach worksheets to return showing
calculations
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Other Thoughts
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Other Thoughts

* Personal use of church-provided car Is
reported as taxable income

cReport I ncome ass-oOCI
mar ket 1 nterest | oan:

* Only exempt yourself from Social Security
as a minister if you are eligible

(CAPIN(CROUSE...



Other Thoughts

* Be sure to claim a parsonage allowance

* Report as taxable income:

*Rel mbursements of a sp
expenses

* Forgiven debt
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Other Thoughts

« Computational errors

* Incorrect or missing Social Security
numbers

» Claiming home office deduction

« Claiming 100% of equity interest against
housing allowance

(CAPIN(CROUSE...



Don’  t For get
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Don’  t For get

» April 17 Filing Deadline
» Plan estimates and withholding
« Changes in dependents and credits

 Legislative changes discussed in last
webinar

» Check our website www.capincrouse.com
« Stay tuned
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Contact Information

Todd P. Ensign, CPA
Partner

317-885-2620 ext 1125
tensign@capincrouse.com

Ashley Peabody, CPA

Tax Senior

317-885-2620 ext 1160
apeabody@capincrouse.com
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