
We are online 

and will begin at 

2 pm

The American Anglican 

Council

Presents

Clergy and Their Taxes: A 

Three Part Webinar on 

Minister’s Tax Issues

Part III –Minister’s Tax Prep Tips

Presenters:  

Todd Ensign, CPA

Ashley Peabody, CPA



We’ll begin in one minute!







3 Part Webinar Series

Last October:   The basics!

January:   The latest updates!

Today:   Tax prep tips!



Minister’s Tax Prep Tips





Takeaways!

•Understand minister’s issues

•Prepare an accurate return 

•Avoid common mistakes



DON’T 

Report Social Security taxes as 

an employee



Dual Tax Status of Ministers

•Income Tax

•Treated as employees

•FICA

•Treated as self-employed



DON’T 

Have the church treat you as 

self-employed for income tax 

purposes, if you are an 

employee











IRS Woes

•Possible reclass by IRS

•Employee, or

•Self-employed

•Penalties / Interest woes…

•Again –most ministers = SECA

•Likely non-issue for you



DON’T

File exemption from SECA

for wrong reasons!



Form 4361 Requirements

•File application

•Form 4361

•Read instructions!! 

•And understand…

•Opposed on basis of religion

•Contentious issue



DO

Claim adjustment for half

of self-employment tax

on Form 1040



•Self-employment tax is 13.3% of 

net self-employment earnings

•Minister = employer = pays both 

portions

•Permitted deduction in 

computing adjusted gross 

income on tax return 



Form 1040 Page 1





DO

Report “special occasion”    

gifts as income



•Gifts made to minister that should 

be reported on W-2 as taxable 

compensation

•By church from general fund

•Funded through members’ 

contributions to church



•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



DON’T

Exclude the housing allowance 

from SECA income when 

computing self-employment

taxes



Housing Allowance

• Federal income taxes Ą

Nontaxable (subject to limits)

• Self-employment taxes Ą

Taxable



• 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



Remember

• Do you live in a church owned 

rectory?

• Fair rental value of home 

(furnished, including utilities)

• Yes –SECA taxable

• No –Income taxable



Remember

• An employer provided home 

can be totally excluded if:

• Required by employer

• For convenience of employer

• On church property





DO

Keep adequate records to

substantiate business

expenses!!

This IS a BIG deal!



Accountable Arrangement

•Plan document in writing

•Timing requirements exist

•Written proof

•Amount

•Date

•Place

•Business Purpose

•Receipts for any item $75 or more



Accountable Arrangement

•Reimbursements

•Not included on minister’s W-2

•Unless 

•Documentation insufficient

•Plan is not in compliance

•Then BAD situation



Non-Accountable Arrangement

•Allowances are taxable

•If claiming unreimbursed expenses

•Have signed document from church 

that it doesn’t reimburse

•Gross UEBE reduces SECA income

•Document, document, document,

•i.e. Keeping a contemporaneous 

mileage log –HUGE!!



Can’t or won’t be reimbursed  

by employer



Mileage Rate Change

•January 1 –June 30, 2011

•51 cents per mile

•July 1 –December 31, 2011

•55.5 cents per mile



DON’T

Disregard the Deason rule



The WHAT rule?



The

DEASON

Rule



Income

Taxable (ex. salary)

Nontaxable (ex. 
housing allowance)



Business Expenses - Books and supplies

Deductible



Business Expenses

Deductible expenses

Non-deductible 
expenses



Taxable

W-2  $40,000
Non-Taxable

H.A.  $20,000

$10,000

Business 

Expenses

$6,700

Deductible
$3,300

Non-Deductible

67% 33%



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



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



Deason rule example

•Facts

•Salary $40,000

•Housing allowance $20,000

•Form 2106 –Unreimbursed business 

expenses (UBE) (books and supplies) 

$10,000



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



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



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



Taxable

W-2  $40,000
Non-Taxable

H.A.  $20,000

$10,000

Business 

Expenses

$6,700

Deductible
$3,300

Non-Deductible

67% 33%







Deason Rule

•Applies to both:

•Schedule C, AND

•Form 2106

•Not applicable to Schedule SE

•Attach worksheets to return showing 

calculations



Other Thoughts



Other Thoughts

•Personal use of church-provided car is 

reported as taxable income

•Report income associated with “below-

market interest loans”

•Only exempt yourself from Social Security 

as a minister if you are eligible



Other Thoughts

•Be sure to claim a parsonage allowance

•Report as taxable income:

•Reimbursements of a spouse’s travel 

expenses

•Forgiven debt



Other Thoughts

•Computational errors

•Incorrect or missing Social Security 

numbers

•Claiming home office deduction

•Claiming 100% of equity interest against 

housing allowance



Don’t Forget



Don’t Forget

•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

http://www.capincrouse.com/
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