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Recent Developments

Ministers 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):

Judge blocks new overtime rule. The U.S. Department of Labor’s (DOL) final overtime rule, updating the
salary threshold required for the executive, administrative, and professional (“white collar”) exemption available
under the federal Fair Labor Standards Act (FLSA), was scheduled to be effective December 1, 2016. This rule
would have raised the salary threshold from $455 per week ($23,660 for a full-year worker) to $913 per week
($47,476 for a full-year worker), effective December 1, 2016. Such a substantial increase could have potentially
imposed significant financial burdens on churches and ministries.

A federal judge for the U.S. District Court for the Eastern District of Texas blocked the DOL’s new overtime
rule. Judge Amos Mazzant ruled, on November 22, 2016, that the DOL exceeded its legal authority in imple-
menting the new rule.

For now, churches may continue to follow the existing overtime rules. The injunction applies until Judge
Mazzant issues a full ruling on the validity of the new pay regulations. If he rules that the new overtime rule is
invalid, the decision could be appealed to a higher court, although this appears to be unlikely.

It is important for churches to remain attentive to the existing overtime rules. This is an excellent opportunity
to examine and update pay practices, to ensure legal compliance and address employment compensation matters.

Housing benefits for ministers are back under attack. Freedom From Religion Foundation (FFRF) has filed
a new lawsuit in federal court challenging the constitutionality of the ministers’ housing exclusion.

Under current law (IRC, 107), qualified ministers may exclude from income tax, within certain limits, the
rental value of church-provided housing or housing allowances for ministers owning or renting their homes.
FFRF charges the law unconstitutionally provides “preferential and discriminatory tax benefits” and violates
equal protection principles.

This attack on the housing exclusion is just the latest attempt by FFRF, a group which describes itself as a pro-
moter of nontheism and separation between church and state. In 2014, a U.S. Appeals Court denied a similar

challenge by FFRF on the procedural ground of standing.

The court concluded FFRF could not proceed with its case at the time because its leadership had not suffered
any “concrete and particularized” injury. In other words, FFRF could not sue because its leaders were never actu-
ally denied the benefit of a housing allowance from the IRS. The court went on to suggest, however, that FFRF
may have standing if its leaders were to pay income taxes on a designated housing allowance, claim a refund
from the IRS, and then sue if the IRS rejected or failed to act upon their claims.

According to the latest court filings, FFRF appears to have followed the appeals court’s roadmap in bringing this
suit. It claims standing is now met because its leaders have paid taxes on designated housing allowances and been
denied refunds after requesting them from the IRS.

Interestingly, the federal government who has the responsibility for defending this provision of the tax code
conceded in its first filing in the case that based on its understanding of the facts FFRF has the legal standing
required to challenge the housing allowance exclusion (while maintaining there is no standing to challenge the
exclusion for parsonages). While this is simply a procedural update—there has been no decision by the court on
the merits—it is an important one. FFRF’s previous attack on the housing allowance was ultimately rejected by
the appeals court based on standing.

With standing now conceded by the federal government in this case, this removes an important barrier to allowing
FFREF to proceed for the time being with its latest challenge to the housing allowance at the federal district court level.
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What is the immediate impact for ministers and churches? This lawsuit is still in the early stages. The mere filing
of the case and initial briefs by the parties do not have any effect on ministers who are eligible for the housing
exclusion under current law.

Heightened procedures now apply to church employment tax audits. For decades, federal law has required
the IRS to follow strict guidelines in the process of auditing churches for compliance with rules related to main-
taining their tax-exempt status (“Church Audit Procedures Act,” IRC 7611).

Now these heightened audit procedures will also apply in the context of employment tax audits, according to an
internal IRS memo. One practical result of this change may be less church employment tax audits as the IRS has
yet to officially revise regulations that have been years in the making to specify who is “an appropriate high-level
Treasury official” to approve tax inquiries and examinations.

IRS withdraws controversial proposed gift substantiation alternative. Opposition was overwhelming to a
recent IRS proposal related to charitable gift substantiation rules under the tax law.

The proposal would have allowed—Dbut not required—nonprofits to annually file a new form with the IRS as an
alternative to providing donors with written charitable gift acknowledgments to substantiate their single contri-
butions of $250 or more for tax deductibility purposes.

The IRS withdrew its proposed gift substantiation alternative after receiving nearly 38,000 public comments.

The primary concerns with the proposal were related to donor privacy and identity theft because the new report-
ing form would have required nonprofits to keep donor taxpayer identification numbers (social security num-
bers) on file to report to the federal government.

Changes coming soon to presentation standards for Not-for-Profit Financial Statements. The Financial
Accounting Standards Board (FASB) has just announced the first major changes in over 20 years to its standards
governing financial statement presentation by not-for-profits, including churches and ministries.

The stated goal: improving the standards “to provide better information to donors, grantors, creditors, and other
users of financial statements.”

Amendments to the standards are focused on four key areas: (1) net asset classification, (2) information about
liquidity and availability of resources, (3) information about expenses and investment return, and (4) presenta-
tion of operating cash flows.

The changes become effective for Generally Accepted Accounting Principles (GAAP)-prepared financial state-
ments for fiscal years beginning after December 15, 2017, and for interim periods within fiscal years beginning

after December 15, 2018. See FASB In Focus - Not-for-Profit Entities (Topic 958) released August 18, 2016,
for more details.

ACA updates impacting ministers’ 2016 taxes. As changes from the Affordable Care Act (ACA) continue to
roll out, there are two developments in particular that ministers may notice this year in preparing their tax
returns.

1. Rising “individual mandate” penalty. The first is the increased penalty related to the individual mandate.
As of January 1, 2014, most ministers were 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 2016, this penalty is the greater of (1) a flat rate of $695 per adult and $347.50 per child (up to $2,085
for a family), or (2) 2.5% of houschold 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 payments are
made along with the filing of federal income tax returns. Most ministers can avoid these penalties by obtain-
ing health care coverage through their employer’s plan or purchasing “Bronze” level coverage through a gov-
ernment exchange (or equivalent coverage through a private insurer.
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2. Forms related to health insurance coverage. Ministers who have obtained health insurance through the

federal exchange will continue to receive Form 1095-A from the government. Those who are covered under
an employer-sponsored health insurance plan may receive Form 1095-B, verifying that they have received
ACA-compliant coverage, and Form 1095-C, providing additional details about the health benefits provided
by the employer to the employee. Reporting on Forms 1095-B and 1095-C is only required by large
employers (those with fifty or more full-time equivalent employees), but the information may also be volun-
tarily furnished by smaller employers.

To learn more about ACA rules and changes, visit HealthCare.gov and IRS.gov/affordable-care-act.

Changes coming for Social Security in 2017. Here are some of the key changes coming from the Social
Security Administration (SSA) for 2017:

Higher income taxpayers are going to be paying more into the Social Security program. The annual payroll
tax earnings cap dictates what earned income is subject to the 12.4 tax that funds Social Security. For 2017,
we are going to see a change in the cap as it rises to $127,200 from $118,500.

The full retirement age (FRA) has begun to increase for new retirees. It has been over three decades since
Congress passed legislation to alter the full retirement age—the age at which you become eligible for 100%
of your monthly benefit. Beginning in 2017, the FRA is slated to increase by two months for those born in
1955, to 66 years and 2 months.

Seniors who file for benefits prior to reaching their full retirement age are subject to having some, or all, of
their benefits withheld by the SSA if they earn too much. In 2016, early filers who had not reached their
FRA, and would not do so during the year, would have $1 in benefits withheld for each $2 in earned
income over $15,720. For persons hitting their FRA during 2016, but who had not yet done so when they
filed, $1 in benefits could be withheld for each $3 in earned income above $41,880. These thresholds have
been pushed up to $16,920 and $44,880, respectively for 2017.

Study shows pastors often suffer in silence on financial issues, lack necessary resources. The National
Association of Evangelicals (www.NAE.net) released the results of a new study in 2016 revealing the extent to
which many pastors are struggling in their personal finances and do not know where to turn for the right tools
and resources on managing their personal and church finances. According to the study, the problems were most
pronounced with pastors serving in smaller congregations, which make up the vast majority of churches across
the United States.

The following findings are just a few of the most telling from the full report available at NAE.net/pastorresearch:

* Half of the pastors serve in churches with annual budgets under $125,000 that must cover the cost of the

church facilities, programs, and pastor/staft payroll.

Fifty percent of pastors receive less than $50,000 per year in compensation with 30% having student loan
debt averaging $36,000.

When asked to rank their financial concerns, 92% identified lack of retirement savings, 84% felt they did
not have needed funds for emergencies and larger purchases, 60% were concerned about medical insur-
ance/bills, and 54% were concerned about lack of college savings for their children’s education.

Over 85% of pastors said they did not receive financial training from their seminary. Many pastors (37%)
are not familiar with what resources their denomination offers for personal finances.

It is our prayer that the practical information and tips included in this guide will be useful to you as a pastor in
eliminating confusion about some of the most common tax questions and in leveraging your compensation to
yield the best possible stewardship outcome.

For more helpful resources like these for you and your church including articles, webinars, videos, and more, visit

ECFA.church.
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Key Federal Tax Limits, Rates, and Other Data

2015 [

016 [

2017

Standard deductions, exemptions, and exclusions:

Standard Deductions Married-Joint Return $12,600|  Married-Joint Return $12,600|  Married-Joint Return 512,700
Head of Household 9,250 Head of Household 9,300 Head of Household 9,350
Single 6,300 Single 6,300 Single 6,350
Married-Separate Returns 6,300 | Married-Separate Returns 6,300 | Married-Separate Returns 6,350
Personal & dependent exemption amount $4,000 $4,050 $4,050
Foreign earned income exclusion $99,200 $100,800 $101,300
Social security:
15.3% 15.3% 15.3%
. on wages up fo on wages up fo on wages up fo
SECA (OASDI & Medicre) rate $250,000 murr!i]ed-it:]im, $250,000 murr?ed-iopim, $250,000 murr?ed-iopinl,
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 $118,500 $118,500 $127,200
Social security cost of living benefit increase 1.7% 0.0% 0.3%
Social security Full Retirement Age (FRA) 66 years 66 years 66 years
Medicare Part B premiums - Basic $104.90 $104.90
Earnings ceiling for social security (for employment Below FRA: 15,720 Below FRA: $15,720 Below FRA: $16,920
before FRA; special formula in FRA year) Over FRA: None Over FRA: None Over FRA: None
Earnings limit in year FRA attained 541,400 $41,880 $44,880
Benefits and contributions:
Maximum annual contribution fo defined
contribution plan $53,000 $53,000 $54,000
Maximum salary deduction for 401(k)/403(b) $18,000 $18,000 $18,000
401(k) & 403(b) over 50 "catch up" limit 6,000 6,000 $6,000
Maximum income exclusion for nonqualified plans
in 501(c)(3) organizations (IRC 457) $18,000 $18,000 $18,000
IRA contribution limit — age 49 and below $5,500 $5,500 $5,500
— age 50 and above 56,500 56,500 $6,500
Highly compensated employee limit $120,000 $120,000 $120,000
Maximum annual contribution fo health flexible
spending arrangements $2,500 $2,550 $2,600
Per diem and mileage rates and other transportation:
Standard per diem: Lowest rafes Lodging $83 Lodging $89 Lodging $91
in confinental USA Meals & Incidentals 546 Meals & Incidentals $51 Meals & Incidentals $51
Business auto mileage rate 57.5¢ per mile 54¢ per mile 53.5¢ per mile
Moving & medical auto mileage rate 23¢ per mile 19¢ per mile 17¢ per mile
Charitable auto mileage rate 14¢ per mile 14¢ per mile 14¢ per mile
Airplane mileage rate $1.31 per mile $1.29 per mile
Motorcycle mileage rate ™ 53¢ per mile 54.5¢ per mile
Bicycle commuting rate $20 per month $20 per month
Maximum value of reimbursement of business
expenses (other than lodging) without receipt 75 75 S75
Luxury automobile value (limit on use of
cents-per-mile valuation of company automobile) $16,000 $16,000
Monthly limit on free parking $250 $§255 $255
Transit passes/token — monthly tax-free limit $250 $255 $255
Other:
Gift tax annual exclusion | Sl4,000| S 4,000| $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 ministers under federal tax
rules and who perform services that qualify in the exercise of ministry under federal tax rules.

Special Tax Provisions for Ministers

1. Exclusion of the housing allowance for income tax pur-
poses and the fair rental value of a church-owned parson-
age provided rent-free to ministers.

2. Exemption of ministers from self-employment social secu-
rity tax under very limited circumstances.

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

4. Exemption of ministers’ compensation from mandatory
income tax withholding.

5. Eligibility for a voluntary income tax withholding arrange-
ment between minister-employees and the church.

6. Potential “double deduction” of mortgage interest and real
estate taxes as itemized deductions and as excludable
housing expenses for housing allowance purposes for
ministers living in minister-provided housing.

® Ministers Serving Local Churches

Remember

The major tax benefit for most minis-
ters is the special housing allowance
treatment.

4 N

Remember

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

Qot FICA—this is not optional. j

You may believe you are classified as a minister, your church may consider you as a minister, your
denomination may classify you as a minister, 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 a minister for tax purposes is very important. It determines
how you prepare your tax return for income and social security tax purposes. Qualified ministers are
eligible for the housing allowance. This alone can exclude thousands of dollars from income taxation.

Ministers calculate self-employment social security tax on Schedule SE and pay the
tax with Form 1040. Nonministers have one-half of their social security tax (FICA)

withheld from salary, and the church pays the other half.
How can I tell whether the IRS will treat me as a minister?

If you are employed by a church and are ordained, commissioned, or
licensed and meet the following four tests, the IRS will generally
consider you a minister. You

(J administer the sacraments,
[ are considered to be a religious leader by your church,

(A conduct worship services, and

N

N/

Caution

Determination of ministerial status is
far from a precise matter. Only a review
of all the pertinent facts and circum-
stances for a particular minister will
assist in determining whether an indi-
vidual will qualify for ministerial tax

Qatus. j
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I
IS

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

church.

Based on guidelines issued by the IRS, some of the four tests, but
not necessarily all, must be met in determining ministerial status. Warning
This flexible approach is beneficial to many ministers because some

.. . . . .. ) Individuals serving local churches
positions relating to music, education, youth, or administration

must meet certain tests to qualify as

will not meet all four tests. a minister in the eyes of the IRS.
) ) ) The individual should generally be
There is no requirement that you must be qualified to perform and ordained, 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 minister
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 7) is met. Ministers performing services of
a routine nature, such as those performed by secretaries, clerks, and janitors, generally do not
qualify as a minister for tax purposes.

Because of the inconsistency of these rulings, ministers serving in a local church who
do not clearly meet all four factors should review these matters with a qualified pro- ﬁ

fessional adviser before filing income tax returns.

~—7
® Ministers in Denominational, Administrative, and Tip

TeaChlng Positions Ministers employed by institutions

. .. . .. . that are an “integral agency” of a reli-
Ordained, commissioned, or licensed ministers not serving local . o .
> > & gious denomination are subject to

churches may qualify as a “minister” for federal tax purposes in the special tax treatment if their position is
following situations: in a 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.

. . .. |
(d Performing services for a parachurch organization based upon 1ﬁ
an assignment or designation by a church.
g & y / NADY 4 \

If a church does not assign or designate your services, you will qual- Caution

ify fo'r the' special tax treatments of ministers .1f your services ?ub— Social security is one of the most confus-

stantially involve performing sacerdotal functions or conducting ing issues for many ministers. FICA-type

religious worship. social security never applies to an indi-
vidual who qualifies as a minister for tax

® Social Security Status of Ministers purposes. Stated another way, if a hous-

ing allowance has been designated for

Ministers engaged in the exercise of ministry are always treated as you, FICA tax should not be deducted

from your pay—you are responsible to
determine your social security tax by

Kcompleting Schedule SE each year. j

self-employed for social security tax purposes. Ministers pay social

security under the Self-Employment Contributions Act (SECA)
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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 specified time from the beginning of your ministry. The request for
exemption must be approved by the IRS (see page 31).

Your earnings that are not from the exercise of ministry are generally 1\ ~
subject to social security tax under FICA or SECA as applied to all NapY 4
workers. / . \
Caution
® Income Tax Status of Ministers The IRS considers virtually all ministers
as employees for income tax purposes.
Are ministers employees or self-employed (independent contractors) Employee income tax status actually is
for income tax purposes? The IRS considers virtually all ministers to very beneficial to most ministers. Many
be employees for income tax purposes. The income tax filing status fringe benefits are tax-free only to
has many ramifications for what and how churches and ministers Qmployees. /

report to the IRS.

The IRS often applies a common-law test to decide whether ministers 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 con-
siderable discretion and freedom of action. However, ministers who are
employees of a church for income tax purposes may also be self- / \& S \
employed for income tax purposes with respect to certain services

(baptisms, marriages, and funerals).

Key Issue

The defining court case on the topic of
Determining if you are an employee or self-employed for income tax income tax status for ministers was a

purposes will determine several other tax-related issues: 1994 case in which a Methodist cleric
took the position he was self-employed

(d Minister-employees must be given Form W-2 and report their | forincome tax purposes.The Tax Court
compensation on page 1 of Form 1040. They are eligible to held that he was an employee for
claim unreimbursed business expenses and expenses reim- income tax purposes. A federal appeals

court upheld the decision.
bursed under a nonaccountable plan on Schedule A (non-
accountable plan reimbursements must be included in
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

limited to 50%. @

(d Accident, long-term care insurance, and qualified group / NS \
health insurance premiums paid directly by a church or reim- Caution
bursed by a church, after the minister provides substantiation, ) ) o
. L. With rare exceptions, ministers should
are not reportable as income to the minister-employee but receive Form W-2 from their church or
must be reported as taxable income to the self-employed other employer. Few ministers qualify
minister. as independent contractors for income
tax purposes (even though considered
Minister-employees may deduct health, accident, and long- self-employed for social security tax
term care insurance premiums paid personally, and not reim- purposes). A church or other employer
bursed by the church, on Schedule A as a medical and dental generally has sufficient control over the
expense, subject to a 10% limitation of adjusted gross anlster to qualify for W-2 treatment./

income.
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The impact of a minister being considered self-employed

N
for income tax purposes is generally very significant even if only 1
health insurance is considered. Reporting these premiums as D
taxable (minister-employee) versus tax-free (self-employed Caution

minister for income purposes) can impact the minister’s tax bill
by thousands of dollars. If health insurance premiums are If a church directly pays or reimburses

included in taxable income, a low-income minister might also health insurance premiums for a min-

. . . R ister considered to be self-employed for
have his or her earned income tax credit reduced or eliminated. income tax purposes, the payments are

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

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

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

(A voluntary arrangement to withhold income tax may be used by minister-

employees but may not be used by the self-employed. y \

® Recommended Filing Status Key Issue

It is vital for churches to treat ministers
as employees (Form W-2) for income
tax purposes in nearly every instance. If
ministers are not considered employees

Virtually all ministers serving local churches 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-

employed status. Few ministers can substantiate filing as self- for income tax purposes, it jeopardizes
employed for income tax purposes. the tax-free treatment of fringe benefits
like health, accident, and long-term care
Even though ministers may take exception to the reporting of the insurance premiums, group-term life
church, the church has a responsibility under the law premiums, and certain other fringe ben-
to determine the proper filing method and to proceed accordingly. Q‘its. J

® Evangelists and Missionaries

The qualifications of itinerant evangelists for the special ministerial tax provisions are generally the
same as for ministers serving local churches.

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 ministerial status for tax purposes.
Qualifying for benefits such as a housing allowance is often not so important for minister-
missionaries because of the foreign earned income exclusion. However, the question of ministerial
tax status is vitally important to determine if ministers are subject to social security as employees
or as self-employed persons. The foreign-earned income exclusion affects income tax but not
social security tax.
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The Best Friend of Ministers

Nearly all ministers should have a portion of salary designated as a housing allowance.
Maximizing housing benefits requires careful planning. For ministers
living in church-owned housing, a housing allowance that covers
expenses such as furnishings, personal property insurance on con-

/ S N

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 ministers liv- between a housing allowance designa-
ing in their own homes or rented quarters. For ministers without a tion and the housing exclusion is fun-

damental.The designation is officially
made by the church.The exclusion is
the amount ministers actually exclude
for income tax purposes after applying

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

The housing allowance provides an opportunity to exclude dollars —— .
k . ; the limitations outlined here.

from gross income. The designated housing allowance should be sub- k /

tracted from compensation before the church 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 por-

tion of the housing designation must be reported as income on page 1, Form 1040.

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

Ministers are eligible to exclude the fair rental value of church-provided housing for income tax pur-
poses without any official action by the church. However, a cash housing allowance related to
church-provided or minister-provided housing is only excludable under the following rules:

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

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 church. 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 15).

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

» Only an annual comparison by ministers 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
Ministers Living in a Parsonage Owned by or Rented by a Church

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

You may request a housing allowance to cover expenses incurred / \
in maintaining the church-owned or rented housing. Examples of Tip
allowable expenses are utilities, repairs, furm‘shmgs, and apph—. The designation of a housing allowance
ances. If the actual expenses exceed the housing allowance desig- for ministers living in church-
nated by the church, the excess amount cannot be excluded from provided housing is often overlooked.
income. While the largest housing allowance
benefits go to ministers with mort-

It is appropriate for minister’s out-of-pocket expenses for the main- gage payments on their own homes, a
tenance of a church-owned parsonage to be reimbursed by the housing allowance of a few thousand

. S . dollars is often beneficial to ministers
church if a full accounting is made. Such reimbursements do not

. ) in a church-provided home.
relate to a housing allowance. If such expenses are not reimbursed, \ /

they could be excludable from income under a housing allowance.

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

Ministers Owning or Renting Their 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 church income, (3) the amount prospectively and officially designated, or

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

Many ministers 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 minister lives in a personally owned home. The church prospectively
designated $28,000 of the salary as housing allowance. The minister 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 minister has opted out of social security, the entire $28,000 is reportable for
social security purposes on Schedule SE.




The Housing Allowance

13

® Designating the Housing Allowance

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

1. A minister estimates the housing-related expenses to be spent in the coming
year and presents this information to the church.

2. The church then adopts a written housing allowance designation /

based on the estimate. Remember
3. At the close of the tax year, the minister who provides his or her The housing allowance designation
own housing compares the amount designated for housing, the hous- | May be prospectively amended at any

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

time during the year, regardless of
whether the church uses a calendar or
fiscal year. Changing the designation

~

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

The IRS does not place a limit on how much of ministerial compensation may be designated as a
housing allowance by the employing church. 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 church to exclude 100% of compensation.

It is often best for the church 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 Ministers

The designated housing allowance may be reflected for minister-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, churches can report the designated housing allowance to ministers by pro-

viding 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 church may erroneously include the housing allowance on Form W-2, Box 1. If this happens,

the church should prepare a corrected Form W-2.

® Accounting for the Housing Allowance

Determining Fair Rental Value

The determination of the fair rental value of church-provided housing for self-employment social
security purposes is solely the responsibility of ministers. The church is not responsible to set the

value. The fair rental value should be based on comparable rental values of other similar residences

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 ministers erroneously believe that they may exclude every dollar of the housing designation
adopted by the church 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 minister living in a personally owned home receives cash compensation
of $60,000 from the church. The church prospectively designates $20,000 as a
housing allowance. The fair rental value is $24,000. Actual housing expenses for the
year are $18,000. The amount excludable from income is limited to the actual
housing expenses of $18,000.

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 minister living in a personally owned home receives cash compensation of
$60,000 from the church. The church prospectively designates $30,000 of the
$60,000 as a housing allowance. Actual housing expenses for the year are $50,000.
The fair rental value is $28,000. The expenses were unusually high because of a down
payment on that house. The amount excludable from income is the fair rental value
of $28,000. There is no carryover of the $22,000 ($50,000 less $28,000) of actual
expenses in excess of the designated housing allowance to the next tax year.

Housing Allowances for Retired Ministers

Pension payments, retirement allowances, or disability payments paid to retired ministers from an

established plan are generally taxable as pension income. However, denominations

often designate a housing allowance for retired ministers to compensate

them for past services to local churches of the denomination or in / \

denominational administrative positions. The housing allowance des-

. .S Remember

ignated relates only to payments from the denominationally spon-

sored retirement program. Payments from denominational retire-

ment plans are generally subject to a

Withdrawals from a denominationally sponsored 403(b), also called | housing allowance designation. While

a tax-sheltered annuity (TSA), or 401(k) plan qualify for designa- alocal church may designate a hous-

tion as a housing allowance. Withdrawals from a 403(b) or 401(k) N9 aIIovyance for a.ret|red minister, [t is
I db local church lieible for desi . unclear if the IRS will honor the desig-

plan not sponsored by a local church are not eligible for designation | | tion on the minister's tax return.

as a housing allowance. Retired ministers may also exclude the K j

rental value of a home furnished by a church or a rental allowance
paid by a church 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 minister 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 ministers, 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 udilities.

Housing Allowance Resolutions

Parsonage owned by or rented by a church

Whereas, the Internal Revenue Code permits ministers to exclude from gross income “the rental
value of a home furnished as part of compensation” or a church-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 church;

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

Whereas, the church provides (insert name) with rent-free use of a parsonage owned by (rented by)
the church as a portion of the compensation for services rendered to the
church 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 ministers

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

Whereas, the church 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 ministers to exclude from gross income a church-
designated allowance paid as part of compensation to the extent used in owning or renting a
permanent home; and

Whereas, the church 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 church), $500 for housing allowance, and a $700
honorarium.
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Housing Allowance Worksheet
Ministers Living in Housing
Owned or Rented by the Church

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

Minister-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.




18 Compensation and Fringe Be

nefits

More Than Meets the Eye

Ask most ministers 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 ministers receive
from the church in addition to salary. The term “fringe benefits” is really a misnomer because min-
isters have come to depend on them as a part of the total compensation package. All fringe benefits
are taxable income to ministers unless specifically exempted by the Internal Revenue Code.

Many fringe benefits can be provided by a church to a minister without any dollar limitation (quali-
fied health insurance is an example), while other fringe benefits are subject to annual limits (depen-
dent 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 church reim-
burses ministers 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 church or ministers. 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 also 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 church pays the disability insur-

ance premiums (and the minister is named as the beneficiary)
as a part of the compensation package, the premiums are

Statistics suggest that ministers 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 church pro-
ceeds must be included in gross income. This is based on who vides the maximum disability insur-
paid the premiums for the policy covering the year when the ance as a tax-free benefit, it can

reduce the awkwardness of a minis-
ter’s transition relating to disability
thle serving the church.

disability started. If the premiums are shared between the
church and a minister, then the benefits are taxable in the same
proportion as the payment of the premiums.

~

/
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Conversely, if you pay the disability insurance premiums or have the church withhold the pre-
miums 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 church to pay the disability premiums. Q
\/

But instead of treating the premiums as tax-free, the church
treats the premiums as additional ministerial compensation. /
Benefits you receive under this option are tax-free.

~

. . . A college costs deduction for itemizers
» Educational reimbursement plans. If your church requires you |, non-itemizers alike is available up

to take educational courses or if you take job-related courses, and | o $4,000.To take this deduction, the
your church either pays the expenses directly to the educational education need not be necessary for
organization or reimburses you for the expenses after you make a | you to keep your position.The educa-
full accounting, you may not have to include in income the tion can even qualify you for a new

amount paid by your church. Qccupatuon. 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.

Idea

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

O is 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. Ministers may deduct ministry-related entertainment expenses.
Entertainment expenses must be directly related to or associated with the work of the church.
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 church reimburses the expenses, a 100%
reimbursement may be made.

» Flexible spending account (FSA). “Cafeteria” (called cafeteria plans because a person can
choose among several benefit options) or FSAs are plans used to reimburse the employee for
certain personal expenses. They are provided by employers to pre-fund dependent care, med-
ical, 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

churches generally offer cafeteria plans because of plan complexity and cost, many churches
could feasibly offer an FSA.

The money is the account holder’s to use during the plan year. Ultimately the employer owns
the account and any unused balance at the end of the plan year or any administrative grace
period is forfeited to the employer.
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An administrative grace period may be adopted as a way to provide relief without running
afoul of the prohibition on deferred compensation. Under this provision, employees are per-
mitted a grace period of 24 months immediately following the end of the plan year.
Expenses for qualified benefits incurred during the grace period may be paid or

reimbursed from benefits or contributions remaining unused at
the end of the plan year. There is also the option of rolling over / \¢ S \
any unused FSA dollars into the next plan year, but this option

is subject to a $500 limit.

Warning

Consult with your ministry’s profes-

Health insurance. If the church pays a minister-employee’s sional tax advisors before reimbursing
qualified group health insurance premiums directly to the medical expenses for employees. Under
insurance carrier, the premiums are tax-free to the minister. changes brought by the Affordable

Care Act, non-compliant reimburse-

However, if similar payments are made for a minister whom ! !
ments may result in penalties of $100

the church considers to be self-employed for income tax pur- Qer employee per day. /
poses, the payments represent additional taxable income.

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
contributions 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.

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 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.

HSA withdrawals do not qualify to cover over-the-counter medications (other than insulin or
doctor-prescribed medicine). Additionally, the excise tax for nonqualified 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 nondiscriminatory
plan does not exceed $50,000 for ministers, the life insurance premiums are generally tax-free
to minister-employees. Group-term life insurance coverage of more than $50,000 provided to
a minister by the church is taxable under somewhat favorable IRS tables.

Rabbi Trust. Rabbi Trusts are used by some churches to “fund” nonqualified 457 deferred
compensation plans. Churches make cash contributions to the trust to fund their future obli-
gation to pay deferred compensation benefits. The funds contributed are tax deferred in a simi-
lar manner to other tax deferred vehicles such as a 403(b) plan. The name “Rabbi Trust” was
established because the first IRS letter ruling with respect to this type of trust involved a rabbi.
However, the Rabbi Trust is now widely utilized in commercial enterprises and nonprofit
organizations.
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In some instances, depending on a participant’s includable income (generally, includable
income is a participant’s salary without including parsonage), churches can make contributions
that exceed the IRS maximum annual contribution limits for a 403(b) plan.

» Social security tax reimbursement. Churches commonly reimburse ministers for a portion or
all of their self-employment social security (SECA) tax liability. Any social security reimburse-

ment must be reported as taxable income.

Because of the deductibility of the self-employment tax in both the income tax and self-
employment tax computations, a full reimbursement is effectively less than the gross 15.3%

rate:
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, secondary, 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 church-owned vehicle. The personal
use of a church-provided vehicle is considered a taxable fringe
benefit. The fair market value of the personal use must be

A

Caution

An allowance to cover the minister’s
self-employment social security tax
provides absolutely no tax benefit
since the amount is fully taxable.
However, paying at least one-half of
the minister’s social security tax is
important so this amount can be
properly shown as a fringe benefit for

Q)mpensation analysis purposes. j

included in the minister’s gross income, unless the full value is reimbursed to the church.
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Reporting Compensation, Fringe Benefits, and Reimbursements
for Income Tax Purposes*

Explanation Minister-Employee
Bonus or gift from the church Taxable income/Form W-2
Business and professional expenses reimbursed with Taxfree/excluded

adequate accounting

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 church

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

Compensation reported to the minister by the church

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 church) Tax-free/excluded

Health Savings Account

Tax-free, if plan is propetly established

Healthcare flexible spending account

Tax-free, if plan is properly established

Housing allowance

Excludable, subject to limitations

IRA payments by church

Taxable income/Form W-2, may be deducted on
Form 1040, line 32

Insurance, disability, paid by minister; minister is beneficiary

Premiums paid after tax; proceeds are tax-free

Insurance, disability paid by church; minister is beneficiary

Premiums are tax-free; proceeds are taxable

Insurance, group-term life paid by church

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

* Many of these compensation elements are conditioned on plans being properly established and subject to annual limits.
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Explanation

Minister-Employee

Insurance, health premiums

Tax-free, if directly paid by church as part of a qualifying
group plan. If paid by minister and
not reimbursed by church, deduct on Schedule A

Insurance, life, whole or universal, church is beneficiary

Tax-free/excluded

Insurance, life, whole or universal, minister designates

beneficiary

Taxable income/Form W-2

Insurance, long-term care

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

Loans, certain low-interest or interest-free loans over
$10,000 to ministers

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 church (only applies to
certain qualified expenses)

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

Pension payments by the church to a denominational
plan for minister

Tax-deferred. No reporting required until
the funds are withdrawn by minister 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 minister at no cost or less than
fair market value

Taxable income/Form W-2

Retirement or farewell gift to minister from church

Taxable income/Form W-2

Salary from church

Report salary on page 1, Form 1040

Social security reimbursed by church to minister

Taxable income/Form W-2

Travel paid for minister’s spouse by the church

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 minister

Tax-free/excluded, subject to limitations

Vehicles/personal use of church-owned automobile

Taxable income/Form W-2

Voluntary withholding

Eligible for voluntary withholding agreement
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How Much Are They Worth?

Most ministers spend several thousands of dollars each year on church-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

a nonaccountable plan, and unreimbursed expenses. The last two / N \
categories are treated the same for tax purposes. You will almost Key Issue
always save tax dollars if your expenses are reimbursed. Combining an accountable expense

reimbursement plan with a housing

The reimbursement of an expense never changes the character of the allowance or health reimbursement

item from personal to business. Business expenses are business arrangement (or any other fringe
whether or not they are reimbursed. Personal expenses are always benefit plan) is not permissible. These
nondeductible and nonreimbursable. If a personal expense is inadver- concepts are gach covered under
tently reimbursed by the church, ministers should immediately separate sections of the tax law and

cannot be commingled.
refund the money to the church. k g /

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
church that requires (1) a business purpose for the expenses, (2) substantiation of the expenses to
the church, 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 church within 60 days after the expense is paid or
incurred; and

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

» The periodic statement method applies if:

[ the church 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;

[ the church requests that ministers provide substantiation for any additional expenses that
have not yet been substantiated and/or return any amounts remaining unsubstantiated
within 120 days of the statement.

If you substantiate your business expenses to the church 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 29). This is another
reason that all ministers 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 church, or if the amount of the reim-
bursement exceeds your actual expenses and the excess is not returned to the church within a reason-
able period, your tax life becomes more complicated. Nonaccountable reimbursements 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.

N
N

Many ministers are paid expense
“allowances.” These payments accom-

Unreimbursed expenses are not deductible if you are an employee plish nothing in terms of good

for income tax purposes and do not itemize. stewardship.“Allowances” are fully tax-
able for income and social security

If your church pays you an “allowance” for business expenses, it rep- tax purposes. Ministers must then

resents taxable compensation. The term “allowance” implies that the resort to trying to deduct their

payment is not based upon documented expenses, does not meet the expenses—much of which will be

d . . f limited by the tax law—instead of
adequate accounting requirements for an accountable plan, and must - ,

. . . receiving a full reimbursement.

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
statements, 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 ministers provide a listing of

business expenses to the church or

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

not documentation. Documentary
» When (date) evidence is much more than a report.
Where (location It 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 church may apply a documentation threshold lower than $75.
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® Auto Expense Deductions

A minister’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 church pays you a fixed mileage rate up to the IRS standard rate (see page 6 for rates) and you
provide the church with the time, place, and business purpose of your driving, you have made an ade-
quate accounting of your automobile expenses.

If the church 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.

. L. . . 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 deduction than using actual

. expenses in some instances. But the
the car, the mileage rate may be more or less than your actual auto UG .

) ] simplicity of the standard mileage
expense. If you use the mileage rate, you also may deduct parking fees, method is a very compelling feature.
tolls, and the business portion of the 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 automobile and began to use it for ministerial purposes.

Under the actual expense method, you can use either accelerated depreciation or
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. \
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 church
(a regular work location) and return for church and other work at the church 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 regular, 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
mileage between business and personal use is a basic necessity if

ment business vs. personal mileage.
Whether you keep a notepad in the car
or track the data in a PDA, some type of

you use the mileage method. If you use the actual expense method, | |ogis the best approach to submitting
a mileage log and supporting documentation on expenses are data for reimbursement from your
required, kchurch 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 church staff or board members would gener-
ally be deductible, subject to the $25 limit. Wedding and graduation gifts generally do not qual-
ify 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 employer (church)” and “condition of employment” tests are met.

K

2

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

the church’s convenience. If you meet the “convenience of / S \
the church” and “condition of employment” tests but do not use Warning

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

business portion of the computer can
be reimbursed by the church, not the
entire cost of the business portion,
based on the Section 179 first-year

erite-off rules. j

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

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 a 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}ess 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

43 and 61.

This limitation requires the following calculation:

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

2. Total income from ministry:

Salary (including the fair rental

value of a church-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. I

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 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 a
qualified minister is not subject to federal income tax withholding. Ministers who are

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

with the church to cover any income tax and self-~employment social

security tax that are due. IRS Publication 505 provides additional / \Q_/ \
information on tax withholding and estimated taxes. Idea
® Tax Wlthholdlng Though not required, churches should

offer to withhold federal (and state
and local, where applicable) income
taxes (never FICA taxes!) from ministe-
rial pay. Filing Forms 1040-ES often
means saving up money for the 4/15,

Churches are not required to withhold income taxes from wages paid
to ministers for services performed in the exercise of their ministry.
The exemption does not apply to nonministerial church employees

such as a secretary, organist, or custodian. 6/15,9/15,and 1/15 deadlines. With-
holding the proper amount each week

Minister-employees may have a voluntary withholding agreement or payday is so much more

with the employing church to cover income taxes (the amount may be Qf‘ﬁcient. /

set high enough to also cover the self-employment social security tax
liability). Ministers need only file Form W-4 with the church to establish a voluntary withholding
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 / \

Filing Tip

and credits.
When using the estimated tax method

If you are filing a declaration of estimated tax, complete the quarterly of submitting income and social secu-

Forms 1040-ES. If 2016 estimated taxes are $1,000 or less, no rity tax money to the IRS, pay at least as

declaration of estimated tax is required. much as your previous year's total taxes
(before offsetting withholding, esti-

If your estimated tax payments for 2017 equal 90% of the 2016 tax mated tax payments, etc.). Spread the

payments equally over the four Forms

liability, you will generally avoid underpayment penalties. An option
y> ¥ & Y bay p p 1040-ES. This will generally avoid under-

is to make the 2017 estimated tax payments equal 100% of your

t penalties.
2016 federal and social security taxes (Form 1040, page 2, line 61). Qaymen penaties j
This method generally avoids underpayment penalties and is easier to
calculate.

In estimating 2017 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 Remember
April 1- May 31 June 15 State income tax payment require-
Junel - Aug. 31 September 15 ments may also be met by making

Sept. 1 - Dec. 31 January 15 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 ministers for services performed in the exercise of ministry is self-employ-
ment 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 never be withheld from the compensation of

qualified ministers.

® Opting Out of Social Security Taxes

All ministers 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 a minister), including social
security coverage. This includes an opposition to insurance that helps
pay for or provides services for medical care (such as Medicare) and
social security benefits. Your opinion of the financial stability of the
social security program is not a valid basis to file for exemption.

Deadline for Filing for an Exemption

NS

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,
any portion of which comes from the
exercise of ministry. But the simplicity
of opting out should not be confused
with the significant difficulty of com-
plying with the requirements for opt-

wg out.

~

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
2015 12.4% 2.9% $118,500 no limit
2016 12.4% 2.9% 118,500 no limit
2017 12.4% 2.9% 127,200 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-

S

Key Issue

-

Unless ministers 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 the minister is retired and
receiving social security benefits. There
is no age limit on paying social security

tax. /

~

employment tax liability. The deduction is claimed against gross 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 purpose 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 51-line 1040A and the super-short, 14-line 1040EZ. Generally,
ministers should use the 79-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 2016. (Line numbers noted refer to the 1040 and
related schedules.)

® Filing status (lines 1 to 5). Line 2: If your spouse died in 2016, you can still file jointly and
take advantage of tax rates that would be lower than if you were to 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 2014 or 2015 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, 2016. 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 FormsW-2 s reported on line 7.

an employee for income tax purposes, you should receive Be sure your church has not included
Form W-2 from the employer. The total amount of your taxable the housing allowance amount in Box 1
wages is shown in Box 1 of Form W-2; attach Copy B of your 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 church 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 to you, Qousing expenses. j
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call the issuer to get them. If you received more than $1,500 of taxable interest income in
2015, 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. However, social security

recipients must count all their tax-exempt interest when computing
how much of their social security benefits will be taxable. Remember

Line 9a: Enter as dividend income only ordinary dividends, not Most ministers do not have to file a
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 2016. If
you received more than $1,500 in dividend income in 2016, 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 2016 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 41 and 50), 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 2016. should be deducted on Schedule C
or Schedule C-EZ.
Line 15a: Report as IRA distributions even amounts you rolled K /

over tax-free in 2016 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 2016 and none at
all if your provisional income is below $32,000 on a joint return, or $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 $3,350 for an indi-
vidual plan and up to $6,750 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 2016.

Line 26: If your employer paid directly or reimbursed you for your qualified moving costs
incurred in 2016, 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. / \

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 2016, the standard
deduction is $12,600 joint, $9,300 head of household, and
$6,300 single. The amounts are higher if you or your spouse is

Form 1040, Line 54.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 7—8) 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 $118,500 of
2016 self-employment income and 2.95% of income above $118,500. If your total wages and
self-employment earnings were less than $118,500, 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 church 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 2016 estimated tax
payment in January 2017, it’s counted on your 2016 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 2015 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. However, you can work through
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 19 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 2016.

® 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 2016, 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 or line of
credit secured by your home, include the interest expense here.

As with real estate taxes, it is possible to deduct mortgage interest /
as an itemized deduction even if the interest is included in

housing expenses subject to a housing allowance. Interest paid
on a secured mortgage is deductible on Schedule A regardless of | Schedule A, Lines6,10-12.These

Filing Tip

how the proceeds of the loan are used. However, the only mort- | lines relate to the most significant tax
break available to ministers who own

gage interest properly includible as housing expense under a
housing allowance is when the loan proceeds were used to
provide housing. For example, interest on a second mortgage

their own homes. Even though real
estate taxes, mortgage interest, and

points are excludable under the hous-

~

used to finance your child’s college education is deductible on ing allowance, subject to certain limits,
Schedule A but does not qualify as a housing expense for the same amounts are deductible as
housing allowance purposes. Qemized deductions. /

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. However, you can deduct on your 2016 return the portion of all points
paid that correspond with the percentage of your refinancing used for home improvements.

® Gifts to charity (lines 16 to 19). Line 16: For gifts you made in 2016, you
must have written acknowledgments from the charity of any single gifts of $250
or more and for all gifts of cash.

Line 17: Deduct your charitable mileage for any volunteer work at /

the rate of 14 cents a mile. Filing Tip

® Job expenses and other miscellaneous deductions (lines 21 to Schedule A, Line 21. Since the
27). Don’t assume you can’t surmount the 2% AGI floor on deduction for meal and entertain-
these miscellaneous deductions. A wealth of employee business, ment expense is limited on Form
investment, and tax-related expenses— from job-hunting costs to | 2106, expenses claimed on lines 21
tax preparation fees—are deductible here. And if you bought to 23 are reduced by 2% of your

business equipment required by your employer and you were not
reimbursed, you can write off its entire cost up to the 2016 limit.

(However, see the allocation of expense rules, page 29, and exam- reimbursement plan to reduce or

ples on pages 43 and 61.) eliminate unreimbursed expenses is

ngnerally a wise move.

adjusted gross income, and the stan-
dard deduction may be advantageous
for you. Using an accountable expense

~

/




36

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

Sample Return No. 1

Accountable expense reimbursement plan
Minister owns residence
Pays federal taxes through voluntary withholding

Church 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:
Church salary $64,850

Christmas and other special occasion gifts

paid by the church based on designed

member-gifts to the church 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
Travel —
920 x 54¢ per mile

Meals and entertainment

Other

Potential itemized deductions:

Unreimbursed doctors, dentists, and drugs

State and local income taxes:
2015 taxes paid in 2016
Withheld from salary

Real estate taxes on home

Home mortgage interest

Cash contributions

Noncash contributions — household
furniture/fair market value

Tax preparation fee
Student loan interest

Housing data:
Designation
Actual expenses
Fair rental value including utilities

403(b) pre-tax contributions for Pastor Brown:
Voluntary employee contributions made
under a salary reduction agreement

Nonvoluntary employer contributions

Moving expenses reimbursed under a
nonqualified plan (see page 45)

$ 25

497
50
200

1,500

400
1,600
1,000

14,850
8,200

266
200

1,906

26,000
25,625
25,000

500
2,000

6,750
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i u S Indi"ﬂd ual lncﬂme Tax H’Eturﬂ o M DWTE Mo, 1 S45-0074 | Bl Uss Drry— Do nol wes or stank i this s,
For s vase dan, 1-Dea 31, &8, or otbar tax year baginnmg VECTE endbng Bt Sae separate instruchons.
oz Nial e s eisl TSR Four zocial sscurily nuimbsar
Milton L. Brown 541 |16 | 8194
I o int retarn, spouse’s first rame and.inTial a5 name Epouse’s social seourity numbaer
Alessia 5. Brown 238 |49 | 7249
Hioma addrass [ramber ard staest) By heve 8 B2 oo, g8s Instraetiors, Apt. no. A Make s the SENGE) ooy
4‘! a T-re nton Street arid on Ene 5o mie corrscl
iy, bowin o Gral olfice, statel and £F Gooe T wow Fave a Torakn acdress, ke o0 0le anaces Deon 528 IErLoiomsE) Presidential Elactian Campaign
in s Gk hore g or pour spoiese Fliing
rwfkglrumﬁﬁ fﬂ!“lﬂ; QH 4350 Foreige provinos's s e codnly Forsmgn posal code ?ﬁ'{aﬁ:ﬁ;ﬂﬁhfgf’m
fid T vou ] seouse
F"iﬂg Status 1 L1 Sngle 4 [ beeder nousenod b auaiifing peroor) [Ses irstnctions.)
2 @ Blaitied rlling jcinﬁ!,- fa'._len i BI'I|:.' orve Fad Inl_:-jmu:l (] c_l.ulllyiﬁg person is a chid bul ne your degendart, enser His
Chacok only one 3 ] taried filing secaratsiy. Entar spouse's S5N abave chid's neme bern.
b, and full name hers. » 5[] Quaiting wecdowlen with dependent chila
Exemptions Ba @ Yoursell. If somecne can claim you s adependent, do netcheck boxéa . . . . } Enmﬂfnﬂ'éﬂgtﬂd 2
b [ spouse (T S I 0 BT ST Tt LA P, T v =+ o0 Mooofchibdeen
S Sependenls o Aerts | Wbty | it < vedwihyos 1
{1} Timsl eme Lagt rame ' i ik e (ERA NS NAN) = did nat five with
Charles Brown | 514 4379196 | Son ¥ b Ll
If rore than faur I O] (soe metructions}y
f.1up&r|l:,‘r_er|t:s. e i @] Depandants on Be
instructions and : — = not ondorod ahova
check neta. = u i D Add numbers on E
d Total numbear of exemptions cladmed @ ? finos abown B
Income 7 ‘Wages, salanes, ips, ato, Attach Formis) W2 1m:| EKCESS HDUSI['Ig .PL“DW S'I l]l]ﬂ 7 58,850
8a Taxable interest, Attach Schedule Bif required . . ., . . . 0 e . Ba 675
b Tax-sxemgl interest, Do not nclude on linega . ., | &b | 1,200 |
ﬁ:ﬁﬂ'::'m 8a  Ordinary dividends. Attach Schedule B requirsd . . . . - . . . - . . | ®a 954
SMgib Forme b Qualifieddvidends . . . . - . . - . . |ew] 954 |
W26 and 10 Taxable refunds, credits, or offssts of stat= and local Incoms taxes. . . . . . . 10
1088-R if fan 11 Allmory receved . L vl w gl ok m me L]
i 12 Business income or fossh, Atlach Schedule G of G-EZ | o 12 1,120
13 Capilad gainor foss). Aftach Schadule O if requirad. If not raqulred l:.hec,k he = [ |13 150
;;‘;“ﬁ"?zm’ 14 Othergainsorflosses). Aftach Form a?9% . . - . . o . ... o . 14
i AR 18a |RAdistibutiore . 15a b Taxableamount 15h
18a  Perslonsand anadties | 18a b Tawablaamount | ; 180
17 Aonlal et estale, royaltios, pafnerships, 5 corporations, thosts, et Allach Scheduls E 17
18  Fammincoms or foss). Attach Schedule F-. . - . o ¢ L o L4 0 o L 18
18  Unemployment compensation - ., . - - o 0w a0 aw h — e 16
203 Social sscunty benefas |_2Ih| ] [ b Faxable amount . 20h
2 Other income. L type and amount 21
22 Combine the amounts nthe B dght column for lines 7 throusgh 21, This 15 yeur total incoma & 22 61,749
; 2 Educatorsepsnsss . . r B O e
Adl usted 24 Certair busiress sxoensss of resanists, |:e"l:-rrn|'lg artisis, and
Gross fie- s governmant olficisls, ltact Form 2906 o 2106-E2 24
Income 25 Health swvings ascount cediction, Attach Form B85S 25
2 Moving expenses. Allach Form 3903 % .28
27 Deductible part of s=if-employment oy Attech Scheduls s . [ 27 5,988
& Self-employved SEP. SIMPLE, and qualified plans 28
29 Self-=mployed health insurance deduction 28
30 Penally b earty witharawal of savings 30
Fa Almony paid b Reciplent's S5H » | | Ha
32 |RA deduction . - 32
33 Studsnt loan intsrast da"...'un'tu::n 33 1,906
34 Tuitian and fees, Attash Form 8917, 3
35 Domestic preducton activities deduction, Attach Fonm 8303 35
36  Addilines 23through 35 ., . T 36 7.894
AT Subtract fine 36 from line 22, This is your Edjmtad gross mcome . ., . . @ a7 53@55
For Disclosure, Privacy Act, and Paperwork Reduection Act Notice, see separate instructions. Sl Mo, 193808 Foern 1040 208
Line 7 — See page 44 for the calculation of the excess housing allowance.

Line 27 — See page 31 for the explanation of the self-employment tax deduction.
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Form 1020 (2076 Page 2
38 Amount from line 37 iadjustsd gross incoms) . L 36 53,855
3898 Check You were bom belore January 2, 1952, Blind. | Total bomas
Tax and
Credits if: [ Spouse was born befors January 2, 1852, ] Blind. | checked = 39a
b H vour spouse lbemizes on a separate ratum of you were a dual-status alisn, check harer  3en[]
Standard 40  Memized deductions ffram Scheduls &) or your standard deduction (=5 lefi marginy . . 40 26,316
Deduction g1 Subtractline 4o fromline 38 . . . Co L 27,539
* Panplwho | 42 Exemptions. B ine 38 is 155,860 o lass, mutipy !-1 IJECI tr, 11= nun'bc l:nllnc B, ﬂﬂ':rm:ac mclnslrlrms 42 12,150
ghockdlty | g3 Taxable Income. Subiract line 42 from line &1 Ine 42 ia mare than Ins 41, satar-0- . . | 48 15,389
3}110&?19';&“ 44 Tan {see nstructiors), Check # any from: a [] Formis) 8814 b [JFerm 4972 o [ 44 1,428
clarnf‘:':l aza | 45  Ablternative minimum tax (s=s instructione). Attach Form G251 A5
ﬁn an, 43 Frcass acvancs peamium L srecdil repayment, Allacsh Foom B2E2 P 46
""‘1:"-'-1 S| 47 Acdlines 44,45, and 48 . . T o - 1,428
;cii;?::h 48 Foesion bax credit, Adlach Form 1116 00 requlred CL . a8
i.-jl.'l.rris_u?l_jlim 49 Credit for child and dependen care expenses. Attach Fonm 2441 48
deama Y 60  Education credits from Fonn 8363, ine 18 . . . 50
i.-'l:lrlrllnd filimg | 51 Fatirement savings contributions credit. Attach Form EBM 51
ity i B2  Child tax credit. Attach Schedule 8812, If requirsd . 52 1,000
;’{%{%‘3 83 Residential snergy credlits, Attach Form 5685 . . . . 53
g of 84 Ohercreaits rem For a ] 3800 8 (J 8801 e 54
household, | g5 acd lines 48 through 54, These ore your total eredits . . . . T K 1,000
4,500
: 56  Subiract line 55 from lina 47. If Ins 55 is more than lins 47, enter-0- . . . . . . ® | 58 428
&7 Sell-ermplayment fo, Allach Schedule SE e e e e 57 11,975
Other 58  Unreported social sscurity and Medicare tax from Form:  a [ 4137 ANE-E] 58
Taxes Additioral tex on IRAs, other quelified retirement plans, otc, Attech Form 5329 i required )
G0a  Housshold empleymeant taees from Scheduks H Gla
b First-lime bormebuyer crsdl repayment. Allach Form 54085 i regquired B0t
&1 Health care: individual resporsibility s instructions;  Full-year coverags [X] &1
82 Taxeafrom: a [ |FarmB358 b [JForm&360 e [ Instructions; entar codes) &2
83 Addlines 56 through G2, Thisisyourtetaltax . . . . . . . . . . . . . = | &3 12,403
Payments B4 Feceral income tax withheld from Forms W-2 and 1093 84 12,000
88 201G estimaded fax payments and amount applied from 2015 retum | &5
gﬂmﬂ'ﬁ % @6a Eamed income credit EIC) . . . . . . . . . 68
chikd, attach b Montabie combal pay seclion I &b ] l
Sohedule EIG. [ 87 Additional child tax credit. Attach Schedule B812 &7
68 Arneican oppartunily credil Trom Form 8883, line 8 L]
88 Met premium tex credit. Attach Foem 8562 | [
70 Arnaunt paid with request far extensian 1o file . . LT
™ Expess coclal security and tier 1 BRTA tax withheld . . . . Fil
72 Cradit for federal tax on fusls. Attach Form 413 . . . . T2
73 Credisfom Fom [ 2439 b [ Fesnad o [ 8065 o ] T3
74  Acdd lines 64, 65, 66a, and 67 theough 73. Thess are your total payments . . . = | 74 12,000
Refund 75 Kline 74 is mone than lire B3, subtract Fire B3 from line 74. This is the amount you mr\orpand 75
76a  Amount of Ins 75 you wart refunded to you. f Form 8888 is attached, checkhere . »[] | 76a
Dirent deposit? ™ B Fouting number o Type: [ Checking [] Savings
:-:J_mns » d Account numbar | |
T 37 mmount of fine 75 you want appliod 1o your 2017 estimated tax » | 77 |
Amount T8 Amount you owea. Subtract line 74 from line G3. For detsils on how to pay, see instructions = | 78 403
YouOwe 70 Estimated tax penatty fseeinstrostiensy . . . . . . . | 7a | |
Third Party Do you want to allow another person to discuss this rstum with ths IRS (see instructions)?  [] Yes. Complete balow. [ Mo
Designee Dzsigres's Prane Fergonal identificatizn
ramea B no, # ridirkser (P14 L I I I I I I
Sign Undar paralbies of panury, | ceclans that | have sxamined this rebom and azzampanying seredules and stasemants, ard b tha 2est af iy knowiedge and belier,
H l:'w ans rue, coreck, ans comolkeiz, Ceclaration of prepares (ather than taspayer) is based an all imdormation of which preparss has amy knoaledga.
ere Tour sigralure Tals o oscupalizn Chaylires prioene rigmss
i . .
e S Wt m 4/15/17 | Minister
Hgap A ooy for Zpousz's signature. IF a joirt peiuen st sgn. Jlabe Spouse’s cooupation :;‘ﬁu R2 z:rl wu an ksl Froscin
. o % & L]
your oo, (foasce. f &N 4/15/17 | Housewife v ae] T 111 11
Paid Prrt/Type precares’s name Freparars agraiire Dats chese it FTIN
Preparar sell-rpplayed
Use ﬂnw Firm's name = [Firmi's CIM b=
Hrm s acarass = Fhe:rss ro,
a8, G D4 Forrn 1040 2016

Line 44 — If applicable, be sure to use "Qualified Dividends and Capital Gain Tax Worksheet” in the instructions to
Form 1040.

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.
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B Ko, 4 345-0074
?F?ﬂﬁﬂ'&}ﬁ Itemized Deductions i 46 16
Depariment o the Treasury * |nformation about Schedule A and its separate nstructions is at www.irs.gov/scheduler, Al,a*lw;ml
Inlzmal S=venue Servos (33 - Attach to Form 1040, Seqene Mo 07
Mameish showe on Forn 1040 Your social security nrumber
Milton L. and Alessia 5. Brown 541-16-8194
Caution: Do rot include axpanses reimbursad or paid by othara.
Medical 1 Medical and doptal edpengaes (Soee instrections, - . . L . 1 LEOD
and 2 Enter amount from Farm 1040, line 38 | 2 | 53,855 |
Dental 3 Multiply line @ by 10% (0100, But If either you of yaur spouse was
Expenses bern before January 2, 1852, multiply lins 2 by 7.5% [0U075 instezd | 3 5,386
4 Subtract line 3 from ling 1. If ling 3 is more than line 1, enter -0- . 4 0
Taxes You 5 State and local [chack only one box):
Paid a [Minzoms tanes, or DE A k] 2,000
b [ General sales taxes ]
B FReal astate taxes (see nstructions) . . . . . . L . . & 1,000
7 Personal property taxes . . . P I i
8 Ofher taxes. List type and Hmu:unt l-
B
& Add lines 5 through B . e it 3,000
Interast 10 Home mortgage Inferest and paints repolted = ol an Form 1088 [10 14,830
You Paid 11 Home mortgags intarast not reported to you an Form 10398, 1F paid
ta the person from whom you bought tha hame, see instructions
Note: and shew that serson's name, kdentifving no., and adoraess &
Your mortgage
irerasl
decuction may 11
balimited {2288 42 Paints not reported to vou an Form 1098, Ses nstructions for
inztructions). speclal rules . . . . .. N kT
13 Maortgage insuranca premiums (Ees |n5tru::t|c|n5} Lo . . |13
14 Inwestment interest, Attach Form 4952 i requlreu:l. [See |r'struu:tlnr's.] 14
15 Add linss 10 through 14 . . 15 14,850
Gifts to 16 Gifts by cash or check. If you nmde any g ft ::uf 525{! ar more,
Charity see instructions. . . 16 8,200
Hyoumades 17 Other than by cash or che-::k If Ay glft -::uf 5250 oF mare, see
gift and gota inetructions. You must attash Form 8283 If cver $500 . . . |17 266
bensfitfor . 48 Carryover frompriceyear . . . . . . . . . . . . |18
seeinsliclions. 35 add lines 16 through 18 19 8,466
Casualty and
Theft Losses 20 Casualty or theft lossies). Attach Form 4684, (See Instructians.) | 20
Job Expenses 24 Unreimbursed employes expenses—job travel, union dues,
and Certain job education, etc. Attach Fom 2106 or 2106-EZ If recuired.
Miscal laneous [Ses instructions,) & 21
Deductions 22 Tax preparation faes . . a2 200
23 her expansas—investmeant, safa dapnslt bm: Etc List tg.rpa
and amaunt w
23
24 Add lines 21 through 23 . . . o 24 200
25 Enter amaount from Form 1040, IIne 3& |25| 23,832 |
26 Multiply line 25 by 2% (0.0 26 1,077
27 Subtract line 26 from line 24, If line 26 is mare than I|| & 24 erter - 27 0
Other 28 Other—from list in instructions. List type and amount »
Miscellaneous
Deductions 8
Total 20 |= Formm 1044, line 38, over $155, 6507
Kemized (A Ma. Your deduction i net limited. Add the amaunts in the far dght column
Deductions for lines 4 through 28, Also, entar this amount on Form 1040, line 40, 29 26,316
[ Yes. Your deduction may be mited. See the llemized Daductions
Warkshsat in tha instructions to figura tha amount to anter.
30 If you elect to femize deductions even mnugh they are less than your standard
daduction, chack hers . ., T e
Far Paperwork Reduction Act Notice, 5ee Form 1040 instructions. Cat. b, 171450 Schadula A [Fonm 10404 2016

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 B . . e OIS Mo 15450074
(Form 10404 or 1040) Interest and Ordinary Dividends 2016
Demartmant o4 the Treasury = Attach to Form 10404 or 1040, - ”h - h
Inteirial st Servios 5 * [nformation about Schedule B and its instructions is at www.irs. gov/schedulab, &_::';_ﬂ“l?‘\r
Marmaish showm on ratum i Your social sacurity numbar
Milton L. and Alessia 5. Brown 541-16-8194
Part | 1 List name of payer. If any interest iz from a seller-financed mortgage and the Amount
buyer used the property as a personal residence, see instructions on back and list
Interest this intarest first, Alse, show that buyer's sacial security number and address =
State Highway Bonds 1,200
Ohio S&L 675
[Saa instructions
o Dack and the
instructions for
Farm 10408, of
Farm 1040, 1
line &a,)
Mata; IF yau
recaived a Form
1033=IMT, Form
1098-010, o
sutxstitute
statement from
a brakarage firm, Subtotal 1,875
list the firm’s Less: Tax-Exempt Interest -1,200
name &= the 2 Addtheamountsonlined . . . . . . . . . . . . . . . . . . 2 675
payer and enter . : . .
the total intarest 5 Excludakle interest on series EE and | U3, savings bonds issued after 1989,
shoawn o0 that Attach Form &815. . . . . . . . . . . . . . . . . . . .. 3
farm. 4 Subtract line 3 from line 2. Enter the result here and on Form 10404, or Form
1040, linada . . . . . . . . . . . . . .. ..., .4 675
Mote: If line 4 is over 1,500, you must complete Part |l Amount
Part Il 5  List name of payer
Ordinary
Dividends
[Bee instructicns
cn back and tha
instructions for
Form 10404, or
Farm 1040, a8
line Sa.)
Mote: If you
recehied a Form
1028-00Y of
substitute
statement from
a brokerags firm,
list the firm's
name a2 the
payar and anter
thie crdinary : 1
dividends shown & Add the amcunts on line 5. Enter the total here and on Form 10£0A, or Form
e that farm, 1040 lhe9a . . . . . . . . . . .. . . .. . . . . .k &
Mota: If lina 6 is aver 51,500, you must complete Part 1l
You must complete this part if vou {a) had over $1,500 of taxable interest or ordinary dividends; (b} had a
fereign account; or {¢) received a distribution from, or wera a grantor of, or a transferor to, a forzign trust, Yes| No
Part 11l Ta At any time during 201€, did you have a financial interast in of signature authority over a financial
N account {such as a bank account, securitias account, or brokerage account) located in a foraign
Furmgn country? See instructions
Alfs?rl:n?tﬁ If *Yas,” are vou required to file FnCEN Farm 114, Report of Foreign Bank and Financial
a u Accounts (FEAR), to raport that financial interast or signature authority? See FInCEM Form 114
[Saa and its instructions for filing requiramants and axceptions to thosa requiramants | .
Instructions: on b If you ara requirad to file FIRGEN Form 114, enter the name of tha foralgn country whare the

back.) . . R
S financial account is located

&  During 2016, did you receive a distripution from, or were you the grantor of, or transferor to, a
foraign trust? If “Yas," you may have to file Form 3520, See instructionsonback . . . . .

For Paperwork Reduction Act Notice, see your tax retumn instructions. Tl Mo AT14EN Schedule B (Form 10404 or 1040} 2016
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SCHEDULE C-EZ
[Form 1040)

{5ola Propriatorship)

Net Profit From Business

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

D Mo, 18000

16

Ot of e Thaas oy . . Atlazhment

[ ———- * Attach to Form 1040, 10400R, or 1041, * Sea instructions an page 2. e R, A

Hame ol prosnelor Social secunty number [55M)
Milton L. Brawn 541-16-8194

Il  General Information

= Had business sxparses of 53,000 or —.-
You May Use lesa,
Schedule G-EZ ® Lisg tha nash method of sacaunting,
Inatead of = [id not hawa an mventony at any fima
Scheduile G during the wecr, And You:
Only If You: = [id not hava a nat koss fram your

busingss,
* Had only one businsss as afher a soks

propriaton, gqual®ad ot veaturs, or
statutoey smpkyas,

* Hed no empdoyeas cunng hea year,
* (32 nat dedust prpansss for business
uga of woedr haime,

* [z not have prior year unadowed
passive potivity Iosses from this
busiress, and

= fra not raquired 1 1ie Form 4582,
Capraciation ard Armortization. Tor
this businesa, See the netractions for
Schedule T, line 13, Lo find oul ¥ you
musl fila,

A Princioal business or profession, inchding product or service
Minister
©  Buelraes nama. 0 no esgarats Buzines: nama, legve bans,

B Entar businges coda {ses pags 7)
»(813]0(0]0
D Entar your EIM {sae page 2)

E  Busirass addrass jnoludng sua oo mom 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 raq.,lirva wou iz file Formizs) 10297 (=& the Instructions for

Seheduls C) O¥ass ENo
G 1 *ves, " did you o will you Fle requllMI s 10897 [yes [ INa
Edll 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 Sfatu Po'}r employeas in the instructions for
Schedule ©, line 1, and check here o LR 1,650
2 Total expenses {sea page Z). If mora than §5,000, you must uss Schedula G 2 530
3 Mat profit. Subtract line 2 from line 1. If less than zerc. you must wse Scheduls S, Enter on both
Form 1044, line 12, and Schedule SE, line 2, or on Form 1040MA, line 13, and Schedule SE,
N @ (e nginictions), [Statutory employess da not repart this amount an Schedale 5E, Tne 2)
Estates and trusts, enter on Form 1044, line 3 L 3 1,120

[ERAl Information on Your Vehicle. Complate this part only if vou are

claiming car or truck expensas on line 2.

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

5 O e fotal numbe of miles you dravs yaur veh izl during 2018, ants the number of miles you used your vehicla tar:

Schedule C 920

a Busiress 9412 b Commuting [seepage 2 1216 e Other
& Was your vehicle available for personal use during off-duty hours? . M¥es [No
T Dhovyou {or your spaugs) hive another vehicle available Tor peesonsl use? | X yves [INa
8a Do you have svidence to suppert your deduction? F¥ee [No

b |f“¥es” is the svidenoce writtsn? FE¥es [No

For Paperwork Rechicton Act Notics, see the separate Instructions for Scheduls G I:FBITH A0}

Sal. ko T4ET4D Scheduls T-EX (Farm 10404 2045

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

Speaking honorarium 1,000
$1,650

Expenses:

See Attachment 1 on page 43

Most ministers 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

Schedule C (C-EZ).

related expenses that are reportable on
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Senadide SF (Form T4 FIE Attazhman: Sequeres Mo, 17 Fage 2
Mamie af sasEnr vk asl-amploymant inenmes @s shawm on Form 1040 o Fomn TE4INE) Soclal sacunty numbar of person
Milton L. Brown with sall-employment income 541-16-8194

Section B— Long Schedule SE
Self-Employment Tax

Note. If your anly income subjact to sslf-employmant tax iz church employes income, sae instructions. Also sae instructions for tha
definition of church amgloyes Income.

A If you are a ministar, mamber of & religicus ordar, ar Christian Science practitionsr and you filed Farm 423679, but you

had 5400 or more of other net 2armnings from self-amployment, check here and continue with Part ! . . . . . . ®
1a  Met farm profit or {oss) from Schedula F, lina 34, and farm partnerships, Schadule K-1 (Form 1085],
b 14, code A, Note, Skip lines 1a and 1k if vou use the famm optional method {see instructions) 1a
b I veu received social security retiremeant or disability benefits, enter the amount of Conssrvation Besane
Program paymants incleded on Schedule F, line db, or listed on Scheduls K-1 (Form 1063), box 20, coda £ 1b i I
2 Mat profit ar (less) from Schedula C, line 31; Schadule C-EZ, line 3; Schedule -1 (Form 1065,
box 14, code A (other than farming), and Schedule K-1 (Form 1065-B), box 9, code J1.
Ministers and membars of religious ordars, sse nstructions for types of incomsa to raport on
thiz line. Sea instructions for other inscma o raport. Mote, Skip this line il you use tha nontarm
opticnal method (se2 instructions) . . e 84.753
3 Combine lines 1a, 1h, and & 3 84,753
da Ifline 3 is mors than zaro, multiply line 3 by E‘E :3-5% . 92353 Dthar.r.rlse Er.ter .:'11|:|u-'11 fmm lina E- da 78,2659
Mobe. If line da & less than $400 dus to Corsarnvation Reserve Program payments on lire 1k, see instructions
b If you elect ane or 2oth of the ogtional methads, enter the total of lines 15 and 17 here Al
¢ Combine Inas 4a and 42, If less than $200, stop; you do nat owe self-employment tax.
Exception. If less than $400 and you had church employee income, enter -0- and contirus = | dc 78,269
5a Enter your church employee income from Form W-2, See
instructions for definition of church employee income . . Sa | |
b Multiply line Sa by 82 35% [0.8238). If less than 5100, anter -0- . 5b
&  Add lines dc and 5b . 6 78,269
T Maximum amount of comibned wages and self emp-lc:-;-.rment eamings sub]eu:t to sc:-clal seu:;urlt'_.'
tax or the f.2% portion of fhe 7.65% railroad refirement ftier 1) tax for 2016 . 7 118600 G0
Ba Total =ocial security wages and tips (total of boxes 3 and 7 on
Farmiz) W-2] and railroad retirarment {Gar 1) compensation.
If $1128,500 or maore, skip lines 8k through 10, and go to line 11 Ba
b Unreported tips subjsct to social security tax ffrom Form 4137, 6ine 101 | Bb
c  Wages subject lo social security tax (from Forrm 8918, line 10 Bo
d  Add lines 8a, 8o, and 8c . . L . . ad
9 Subtract line 8d from line 7, If zara or Iass, entnr ':I hnre and an Ilne 1I;'I and gc- tu::- Ilne 11 .| 8 118,500
10 Multiply the smaller of line 8 or line 3 by 12.4%: (0124 . . . . . . . . . . . . . 10 8,705
11 Multiply line 8 by 2.8% 0029 . _ . . 11 2,270
12 Self-employment tax. fdd lines 10 and 11, Enter here anu on Form 1040. |IH'L" 5? ar Fnrm 'IIMIIHH. |II'IE 55 | 12 11,975
13  Deduction for one-half of self-employment tax.
Multiply lins 12 by 50% {0.50). Enter tha result here and on
Form 1040, line 27, or Form 1040MR. line 27 . . . _ . . | 13| 5,988 |
Opftional Methods To Figure Net Eamings (ses instructions)
Farm Optional Method. You may usa this method only if (8} your gross farm ncoma' was not mare
than $7,560, or [b) vour nat farm profits® wara less than 55,457,
14 Maximum incoms for opticnal methads . . . . 14 L0402 00
15 Enter the smaller of: two-thirds (25) of gross farm lncome‘ [rmT Ie'sq than zer-::u'l ar ~'f>a Dﬂﬂ .ﬁ.lsu
include this amount on line db abova . . . 15
MNenfarm Optional Method. You may vse this meshod DI'Ile' if Ia] your net nu::-nfa:m profrts' were Iess thﬁn 55 457
and also less than T2180% of your gress nonfarm income,* and (b} you had net earnings Tram sall-amploymeant
of at least 2400 in 2 of the priar 3 vears, Caution, You may use thiz methad no mese than frve times.
16 Sablractling 15 rem line 14, . . S 16
17 Enter the smaller of: two-thirds 25 of gross nnnfarm Incnmc* Fnc:-t Ic man Zerolor the
amaunt on ling 16, Also includs this amount on line 4b above . . . 7
1 Erern Sch. F, line 9, and Scke K-1 Form 1066], box 14, code B 3 Eram S, f' I|r|. '!-1 “?-: h [+ F7 I|r|| 3, Geh, KA1 (Foerm 10858, bax 14, code
® From Sch. F, ine 34, and Sch. K-1 [Form 1065), box 14, cods A—minus the A: and Sch. K7 Form 1065 B, box 8, code 1
armount yod wolkd hade entered on line 10 had yoeu not used the optional *Fram Sch. G, line 7, Sckhe C-EZ, lie 1; Sah. K-1 (Fann 106E), box 14, code
methiod. Coamed Boh, K1 [Form 1065 -B), box 9, cocks 2

Schedule 5E [Form 1040] 2045

Line 2 — See Attachment 2 on page 43.
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
$118,500.
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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 (920 miles x 54 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 41) $ 530
Attachment 2.
Net earnings from self-employment (attachment to Schedule SE, Form 1040)
Church 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 42) $ 84,753




44

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

Housing Allowance Worksheet

Minister-Owned Home

Milton L. Brown

Name:
For the period January 1 2016 o, December31 ;o 16
Date designation approved December 20 ,20_15

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

Personal property 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 $ 26,000 $ 25,625 (A)
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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a Emploves's sosial secuity number

eeeae | we [ 541-16-8194

For Official Uss Only =
OMB Ho. 1545-0008

b Empdoyer dentification numb=sn 127N

ig-en7Tn7

1 Wiages, tice, olher compersation

57850.00

2 Federal income tax witheld

12000.00

e Employers nams, address, and ZIF code

3 Soocisl security wages

4 Socal sacurmy tax withhsld

Magnolia Springs Church

B Medicars wages anc tips

& Medonre tax withhed

f Employes's address arc ZIF code

4805 Douglas Road
Springfield, OH 45504 T Souial seolrity Ups 8 Allozaled Lips
d Control numoer 8 10 Cependent care pensfts
a Frployen's first name ard initial Last nema Suf [ 11 Morqual fiad ;;.Ir..-":'-.. ) 128 Ses nstructions “or nox 17
Milton L. Brown i E | 500
O U
418 Trenton Street ] x i |
Springfield, OH 45504 14 Other 12e
12d

i |

Ermployers state 10 numbs

677803

15 TG

OH |

16 Shabe wagss, lice, sl

57850.00 1600.00

AT S8t monme b

18 Local vages, Uips, ali,

19 Lasd incore L 20 Localiy rams|

. W-z Wage and Tax Statement
rm

Copy A For Social Security Administration — Sand this entire page with
Form W-3 to the Soclial SBscunty Administrabon; pholocoples are not acceptabls,

201k

For Privacy Act and Papareork Reduction

Act Notice, aes the saparate inatructions.,

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)
Special occasion gifts
Reimbursement of self-employment tax

Moving expense reimbursement of nonqualified expenses

Catt, Mo, 101340

$ 38,350
750
12,000

$ 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
Church 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) 7,450 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
2,319 x 54¢ 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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: 1040

Thegisaitr

LS.

wernk el i Tssstry — el Pyt Snniss M

Individual Income Tax Return

OME b, 1525-0074

T |z Cimly— [ pom it oo stapls i chos zpecs

Farsign county name

Faraizgn provircs/steted sty Forsgr postsl noos

Tt e yoar Jan, 1-Oeg, 31, 2046, o alhe: tox year begiming 201, andrg ] Gee separale insfrictions,

oar first name ard nitial sl e Your social sacurity membar
Donald L. Hall 482 | 11| 6043

I et raniem, spoitss s est nemes and irbal Last aEna Speatsa's saclal seounty numbaer
Julie M. Hall 720 | 92| 1327

Home address [rumer and steed), 1 pou have a PO, bop, ses nsbuslions. ApL no. A Wake sire tha SEM[E abave
904 Linden Avenue ard @i b s ans sl

Lily, town ar post office, state, ans £= code. 1 you Fava o saeign odoress, akn compele spanes below (see refruchans) Presichanbiad Eleetion Canyalm
Pensacola, FL 32502 Chews heve Hyeu, o pour spa-se  fiing

ey, et 33 b gn STk e, Gheckeg
5 e e A ol e o i o
i

0 ¥ou [ Spouies

Filing Status

Os

Singl=s

4 [ Haed ot Fousehaold fait qualiviag el iSes nairichors, s o

2 . Mlarrigg f||||'|g _||;|||'|§|:,- tevan if onh fyang Fad |'J;c|rnna:| thequirifying pamsod is o chid but nee your cepgndant, entes tris
Check gaby ano 3 [ maarried filing separately, Enter spolse’s 55N above child's rarne nes,
box, and full nams hara, = 5[] Cosalifyires wickeradin wilh chepandent el
Exemptions Ga [X] Youwrsel, If someone can claim vou asa depsndent, do net chack box 68 |, Eg{;ﬂamﬁ'%ﬂﬂ
b X! Spoves ™ = W 7 T e T S —
v Py " = . LR VK CHE) o T
i1 Fi_ﬂi:lunﬂnmg- i &.v[?i;::'?:u;m 'Em];fﬁm,;. '-IM-";I;;EIE.L:.‘:REE:IGIMI ::Lhr:-lml:l’;‘ T
David K. Hall 514 142 (7465 | Son [l et i
fmors thanfour - ™ garah E, Hall 416 49 0125 | Daughter [l (o nskrisctionia)
fjapundgm:s_ el H — IL_T Dapandants an Be
instructions and = iR L —
check hees =] i [N g e m
d  Todal number of sxempticns claimsd . fines obova =
Income T Wages, salares, tips, sic. Attach Formis) W-2 IncF E:cess Huusing .ﬂ.flow 51 ﬂﬂﬂ ) 27,150
B Taxable interest, Altash Schecdule B I reuired e - . &a 750
b Tax-exempl mtsrzat. Do not includs on line 8a . £ | i i) | | H
aﬁﬂ:m 8a  Drdicary dividends. Amach Schadule B if requined T fa
ot b Cuaiifed dividencs e | |
W-2G and 10 Taxabde refinds, cedins, o offsets of state and ||:ca| |nnam& fases 10
1093-R if tax 11 Alimany recaived : 11
e withbsokl. 12 Business incoma o (ass). .‘-‘dxsu:h S-c:ﬁdula Cor I: IZ : 2 12 2,520
. 13 Camital gain or fioss), Attach Schedule O reguired, 17 nol mqulrlad rhsu:.h h-ww L& D 13
;gt“:ﬁl'i"'“ 14 Other gains or [lesses), Altach Forrm 4797 S s 14
o h'rstn.ul::tiuns. 164 [FA distibotons i5a b Taeshie emount 150
16a Psnsions and anrwities | 168 b Texsble emount - 16b
17 Fental real estaie. royalties, partnerships; 5 corporations, inusts, #ic, Attach Schadule E 17
18 Farm Boaime of foss). Allach Schedule F 18
18 Unerployrent compsnsation PE iz g Pl D e 18
208  Socialsacurity bensfits | 20a | | | b Teestis emount 200
Fal Cither mcoma. Lst ypo and amoun! 21
22 Cpmisne the armounbs inthe fardght cobamn fan lines 7 Brough 51, This i veur total Insoma » 22 30,420
5 23 Educator sxpenses = T s : 23
.ﬁd]ustﬂd 24 Carlan s ess sxpensas of mesaniss, 'hs":l'rmrg ;:II'IIEt.: and
Gross fes-basiz gowernmisnt officisls. Atect Soem 2106 or 2108-22 24
Income 26 Health swings sscount decuction, Attach Foim S582 25
26 Moving sxpenzes, Attach Farm 2203 . 26 1,183
27 Deductile part of szlf-employment tex, Attéch Scheduls SE 27 1,403
. Self-employved SEP, SIMPLE, and qualified plans 28
9 Saff-employved health naoranoe geduction a9
30  Penalty on sarty withdrawal of ssvings . 30
#a Airmory paid b Racigient's S5H e | ] 31a
32 IRA cedustion a2
33 Student loan inténest dauuul::.n 33
34 Tuiticnand fess, Attach Form 8217, 3
35  Domestic production activitiss daduction. Attech F|:-rn 89"3 35
38 Add lines 23 through 35 A T 26 2,586
37  Subfract fre 36 fromins 22, Tres i J-'<:|U| aqugterj gms-s. In-:umn- - .., . K |37 27.834
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cal, Mo 113255 Farn TOMD iz

page 62).

Line 27 — See page 31 for explanation of the self-employment tax deduction.

Line 7 — Julie’s W-2, $9,150, Donald’s W-2, $12,800 (see page 63), plus $1,000 of excess housing allowance (see
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Foarm 700 (201 8 Page 2
38 Amount from line 37 fadjusted gross income) . T 35 27,834
Tax and 38a Check | [ You wers borm bafors January 2, 1952 [ elind. ]Tntal boxes
Credits if: [ Spousa was born befare January 2, 1952, [ Blind, ! checked » 382
b I your spouss lamizes on a separate returm o you weare a dual-status alien, check herak 306
Standard 40 Itemized deductions from Scheduls &) or your standard deduction (ses ksfi mangin) 40 12,600
Deduction gy subtract lins 40 from lins 28 o 41 15,234
42 Exemptions. Illins 1515 165,850 or less, frulﬁp;w:ﬁ:lby T e an Im° Bl :fnﬁr.-m ses Fauctions | 42 16,200
43 Taxable Income, Subtract ling 42 from line 41. i line 42 i3 mars than line 41, snter -0- 43 0
44 Tax (s2a instructions). Check if any frome @ [] Formis) 8814 b [ Form4at2 e [ 44
| in S 45 Alternalive minimum tax {seo instructions). Attach Form G251 45
T 48 Fxcess advance premium fax credit repayment. Attach Form 8962 o 26 68
"';'"““::_g::'_- 47 Addlines 44,45 and 48 . . A N - 68
%HITL" ’ 48  Foreign tex credit. Attach Form 11 16 |f reqmred . 48
Marr'uxti Nlirgy | 49 Sredit for child and dependent cers expeness. Attech Form 2441 49
sty | 80 Education credits fram Form 8863, Ine 19 50
Married filing | 51 Rstirament savings contributions cradit. Attach Fcurrn E&ED 51 &8
|
b el 52 Child tax cradit, Attach Scheduls 8812, if required. 52
gidowlerl. | 53 Residential energy credlits. Allach Form 5695 . . 53
e of B4 Dthercreaits fom Forme a (] 2800 b Jeann < O 54
Iguss&?nld. 55  Add lines 43 through 54, Thesa ara your total credits . e 55 &8
B8 Bublract line 65 from line 47, I e G5 05 more than line 47, unh‘:r EI L e e . . W | Bg 0
67  Sed-employrment tax, Atlach Schedule SE . e e e e e 5T 2 BDA
Other 58  Unreported socisl sscurity and Madicars tax from Furm a [] 4137 b ] &a19 55
TaxeG Additicral tax on RAs, other quaitied ratirement plans, ete. Sttach Foam 5328 IF raquired 58
80a  Houschold employment taes from Schecdule H B0a
b First-time homebuyer credil repayment. Attach Form S408 if requlrud G0k
61 Heaflh care: individual resporsibility (see insfructions)  Full-ysar coverage B (3]
B2 Taxesfrom: a [JForm8%9 b [JFormE360 ¢ [ Instructions; enter codels) g2
83 Add lines 56 through 62 This Isyourtetaltax. . . . . . . . . . . . . . W | &3 2,806
& s ederal incomea tax withheld from Forme W-2 and 108
yme 64  Federal ithheld from Forms W-2 nog &4 0
65 2014 estimatad tex peyments and amount epplied from 2015 rstum | &5
:j:;-'w'lfgﬂ 3 gga  Earned income cradit [EIC) C e 88 3,869
child. atisch b Nontmablz combat pay ekction | 86 | |
Schedue EIC. | 67 Additional child tex credit. Attach Scheduls £512 &7 2,000
68  American opportunity credit from Form 8863, line 8 B8
BY Mt prefmium tax credit, Attach Farrm B2E2 | L]
70 Armount paid with reguesat for extanaion to fils T0
™ Exeess social securtty and fier 1 RETA tax withhzld T
¥2  Credil for Teceral tax on Tuels, Altach Form 4136 T2
73 Cradistom Famn a [] 2450 b [ Reered ¢ 8385 o [ 73
74 Add lines 64, &5, &6a, and 67 through ¥3. These ars your total payments . . . | 7a 5,119
Refund 75  Iflima 74 is mare than line &3, subtract line 2 from line 4. This is the amount you uvarpand 5 3,313
T8a  Ameurt of line 75 you want refunded to you, I Farrn 8885 is altached, checkhere . ®[] | 78a 3,313
Direcd deposic? ™ B Aouting numbse *e T'-.lpsc [ chacking  [] Savings
"“"‘: . = d Account number | | | | | |
rstsbers. 77 Amcunt of line 75 you want applied to your 2017 estimated tar.l- T |
Amournt 78  Amount you owe, Subitract ling 74 from bne 63, For details an how to pay, see Instructians » | 75
YouOwe 70  Estimated tax panalty jsesinstructions) . . . . . . . I T |
Third Party Do you want io allews anather person te discuss this return with the IRS {see instructions)? [ Yes, Complets bslow.  [] No
H Designas's Phons Personal idzniifizaticn
Designee name B oy number (PIN) » [TT 111
T Lindder penaltiss of perjury, | declars that | hawes sxarmred this retam and ascomzanying echedules and etaiemends, and o the best of my sowledgs and balef,
Sign
H Uvery e o, cormect, aned cornplete, Dacralion of prapsier [ohen Fan lcpaen] = beessd am sl information elatich prepares fus any oaledgs,
_erﬂ our s Cale Your sscupalion Crlinree phore ramisar
peieai m(ﬁ’ <fo €€ | 4/15/17 | Minister
Km=a acany far S -J:—a’é’q} turs, e nlr rstufn, Beth msst skan, Cate Spnuss's oosuetion mr R ek yod an ldertiy Frotooson
o et sl 4/15/17 | Secretary st 1 1 1 1 1 ]
Paid Print/Type preparer's name Preparet's signaiue Date coeake L1 FTik
Prepﬂrer sull-ernploped
Use Only Hin's name = Hin's EIM &
Firm's eddrass & Phare ro.

wirg g o 1040 Foern 1040 2278
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SCHEDULE C-EZ
(Form 1040)

Departmer: af te Treasury
ntemal Fevenie Sarsioe GH)

Net Profit From Business

[Sele Proprietorship)

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

Ahschmeant

ObE Mo, 1545-0072

2016

Seguaerce Mo, 98

P of Ea o isten

Donald L. Hall

Social secarily mmber (S5HF

482-11-6043

Il General Information

* Had business sxpenses of 55,000 ar — o Ml nie emglavess during the vear,
You May Use Ba = Do nat deduct expansss for business
Schedule G-EZ w Lk the cash methed of accaunting, use of your home,
Instead of * Cid ot have an inventary at smy time + Do nat have prior vear unallowied
Schedule C during the year. And You: passive activity loases from this
o . w Dl et b b s ! business, and
nly If You: reat hawe 2 net loss from yaur

business,

« Had anly one business as either a sole
proprictar, qualified joint verturs, or
statubary ermpoyes,

* fre not required to file Form 4562,
Cepraciatian and Amaortization, for
this business, S== the instructions for
Schadule C, line 13, to find cut IF yau

st fike,

A Pringipal business ar profession, including pradect or service
Minlster

B Enter business code (see page 2
p8l1]3|0]0[0

© Businsss name. [ no separats business name, leave blank.

D Enter your EIN {ses page 2)

E Business address jncluding swte or room na)). dckiness nal sequired if Sarme as on page 1 of your ax refurm,

City, town ar post office, state, and £IF code

F  Did yau make any paymeﬂts in 2016 that would reguire you to file F-;:urm[s] 10997 {see the Instructions for

Bchadula &) e e e [N¥es [XMNo
G 11 *Yas " did you ar will yau lila r-aqmr»ad Forms 1048997 | [I¥as @ Na
Part Il Figure Your Net Profit
1 Gross receipts. Caution: If this income was reparted to you on Form W-2 and the *Statutory
employes” box on thatl form was checkad, see Slafuiory employees in tha instructions Tor
Schedula G, lina 1, and check here » ] 5,200
2  Total expenses (see paoge 7). If more than £5,000, you must use Schedule S . . . . . . . | 2 2,680 | (1)
3  Met profit. Subtract line 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 on Form 1040MR, line 13, and Schedule SE,
line 2 (ze= instructions), (Statutory employees do net report this amount on Schedule SE, line 2.)
Estates and frusts, entar on Form 1044, line3 . . . . . . . . . . . . . . . . . ] 2,520

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

4  Whan did yvou place your vehicle in service for business purpeses? (maonth, day, y=ar) »

1/1/08

a5 Of the total numbar of miles you drove your vehicle during 2018, entar tha numbar of milas you ugad your vehicle for:

a Business 2319 b Commuting (ses pags 2) ¢ Other
6 Was your vehicle available for personal use during off-duty hours? . MYes [Mo
T Doyouw {or your spouse) have another vehicle available for personal use? | MYes [IMao
Ba Do you have avidenca to support your deductian’? MYes [Mo
b If *Yes,” is the evidence written? DiYes [IMo

For Paperwork Reduction Act Notice, see the separate instructions for Schedubs & |Fun'n 11]-10] Cat. Mo, 183740

Schedule S-EZ {Form 1040) 2046

(1) Expenses have been reduced by 39% as allocable to tax-free income (see page 61 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

to the honoraria in this sample return, see page 58.
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SCHEDULE SE CIME Mo. 1545-0074
:Furm 1040} Self-Employment Tax =
/.
= Information about Sehedule SE and its separate instructions i at wiwwirs. gov/schedilese, e 1 6

..... zoariment af the Treasury Aftschrment
~tzmal Revenue Service (95 = Attach to Form 1040 or Form 1040NR, Seguarcs Mo, 1T
Rame ol person wilh ssli-employment incomme (e shown or Forn 1040 ar Faorr 19400 Social security numbsr of parson

Donald L. Hall with self-employment income 482-11-6043

Before you begin: To determina it you must tile Schadule SE, sea the instructions.

May | Use Short Schedule SE or Must | Use Long Schedule SE?

Mote, Lse this lowehart only if vou must file Schedule SE. If unsure, see Who Must File Schediie SE in the instructions.

—| Diel yol Facalveg wagas oF tipa In FIHET |_

Mer Yeos

¥ ; ¥

Are ovou a rinetern, wember of 3 relgicas arder, or Thiislian

Yas Waa tha hetal of your wagss arc hps subject to soclel securty

Saleres prectitarar wha recanes IRS spprovel not 1o be s - cr rilroed retrement (ter ) tax phus your et earings from Yes

on earrirgs from hese sowrces, but you owe sall-employment 3(.".:.'.: '-|-'MT|u"|-t weare than $118 ﬁFlf;l'_l'-: ! = i
teo oo oiher esmingE? Bl 3 E ¥

Mo
No
¥ L

Are you vsing cne of the oplionel methods 1o fgue your el | yes Lol o r:!m:u:.'n fips subast 10 soca sesudty or Medears tax | Yes
SEITINGE (5696 IREtTuctions]? . that wou didn't report 1o your emplayer? .

— e

Mo Liel o repert gy wagas on Form BEOE, Lncolacted Soslal | Yes
Securty and Madizare Tax on Wages? Ly

Oid wou recsive church employze ircome (ses instustors) | Yes
renrbes on Forn W=2 of 310328 on nane?

*N:}
v

Yo may use Short Scheduls 5E balow  —— et it s3s Long Schedule SE on pegs 2

L 4

Saction A—Short Schedule SE. Caution. Read abova to sea if you can uss Short Schaduls SE.

1a  Met farm profit or {oss) fram Schedule F, line 34, and farm partnerships, Schedule K-1 (Form

1085), box 14, code & . . . . 1a
B If you received soclkal securly reﬂlmmem o dlsablllt',.- Lmnafns entar the amount cf Ecrsawaﬂm Hasen-a
Proqrarn paymenis incluced on Schedule F, line 2k, or listed on Scheduls K-1 [Form 1065, bax 20, coce 7 | 1b || ]

2 Met profit or Jass) from Schedule G ling 31; Schedule C-EZ, line 3; Schedule K-1 [Farm 1065),
box 14, code A [othar than faming); and Scheduls K-1 {Form 1065-B), box 9, code J1.
Ministars and members of religicus orders, see instructions for types of incame to report on

this lina, Ses instructions for otharincomatoreperdt . . . . . . . o L L o L. 2 19,860
4  Combine lines 1a, 1h,and 2 . ., . 3 19,860
4 Mulliplhy line 3 by B2.35% [0.82335). 11 lass [han $-1CIIII -_.,n::.u dcn L owa halr anlplu':.-'rnunt td..". dun't

file this schedule unless yvou have an amount on linetb, . . . . . . . . . . . .k | 4 18,341

Note. If line 4 is lass than $400 due to Consarvation Reserve Program paymants on ling 1b,
g Instructians.
5 Self-employment tax. If tha amount on lne 4 =
« $118,500 or lass, multiply line 4 by 15,.3% (0,153), Entar the result here and on Form 1040, line
57, or Form 1040MR, line 55
+ More than 115,500, multichy line 4 by 2.9% [0.029), Then, add $14,694 to the result.
Enter tha tatal here and on Form 1040, fne 57, or Form 1040NR, line 55. . . . . . . 5 2,806
6§ Deduction for one-half of self-employmeant tax.
Multiply lina & by 50% (0.50), Enter the rasult hare and an Form ‘ ‘
&

1040, line 27, o Form 1040NR, line 27 . 1,403
For Paperwork Reduclion Acl Nolice, see your lax return instructions. Cat. Ko, 11356Z Schedule SE {Form 1040) 2016

Line 2 — See the schedule on page 61 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 $118,500.
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SCHEDULE EIC Earned Income Credlt OKE No. 1845-0074
(Form 15404 or 104y Qualifying Child Information | "™ 2046
b Gomplite and attsch 1o Form 10404 or 1040 only It you have 8 quaiitying child, ke _

Intemal Fioverus Seriee (60 ¥ mloralion aboul Schedule EIC (Form 10404 ar 1040) and ils inslruglions is al wewcis. povischedulooic :u?'i.:'.-'.'cl' T

Mame(s) shavn an rehamn Yaur sacial securily number

Donald L. Hall 482-11-6043

# Ko the instrections e Borm OGO, Bines 420 ond 426, or Forme 130, lines G oand 948b, o mike
sure Tl () oo cam Lk the TIC, amd Chp woan hivve o ualilying child

* B aure the child"s nane oo lne 1 ad social seeurity nansber (55N ) on lise 2 agros with the child's social seeunty cand.
Utherwise, a the time we process your reruny, we may redwce or disallow sour BIC. I the same or 85N on the child"s
sogial aecunty card 1 ot conect, call the Social Security Administration ai 18007721213,

ﬂ = Yo cant claie the KN for o cfold whe didve's Bive witk you for eore S bl o thes yesr,

o U e Ll Ehir B even Ehenglt e e e eligilile, yone many e B adfoneisd B dodk tlr

Creparristl ol e Traus oy

Before you begin:

(0 Yiar wage G 000 yiczen, Sewe the btrestions e il

PO LT = i will ke s fomperr b proces year rebiomn amd o vooe mefand i pou deowed G0 e oll lines s appaly ee rach gualiiving child
Qualifying Child Information Child 1 Child 2 Child 3
1 Child's name Frst reme ast rama =rat name Last name First name Last name
If wou have more than theee gualifving
chikdren. you have to list cnly three to get David K. Hall Sarah E. Hall

the maximum sredit

2 Child's 55N

The child must have an S5M @ defined in
e imstroeticns for Fomn 10404, lines 424
and A2k, or Form 1040, lines Goa and Gob,
unlees the child was bom and died in 314-42-7465 416-49-9125
2006, If your ¢hild was born and dicd in
2006 ond Fid nedt have an 35N, enter
D™ an ihas line and aiich o copy ol
the child’s karih cernficate, denth
certilicate, ur hospatal medical reconds,

3 Child's year of birth

4 @ Was the child under age 24 at the end nf
2006, a stadent, and vounger than you (or
your spouse, iF filing jointly?

] ves. [ o. [ ves. [ ] e

G far Coir tr fimee ol o b [ T oo tir Crar dae Haeee i,
line 3, line 5, line 5,
b Was the clild penmasently and fotally
dizabled during any part of 20067 I:l Yes, |:| Ne. I:I Yes, :l Na, I:I Yes, I:I Ne,
Car b The child iz notal e The clild is nota|  Go g Tl child is et a
line 5, qualitving child. | foee 5 qualifving child. | fire 3. qualifying <hild

5 Child's relationship to you

(for cxampla, son, davghter, prandchild. S0n D,aughter
nicz, nephew, foster child. ohe.)

& Number of months child lived
with you in the United States
during 2016

= || the chald Ived with you for more than
hald ol 20016 bl less than T months,

entee 7"
« If the child was bom or died in 2016 and 12 onihs 12 e months
vour home wis the child s bome for mors e y——— rT——— o hr—— e
thiin hall the fime he or she was nlive iy it vt v than 12 Ty renr goanetr i M 13 T gk enter seorve o §2
i hs @ he VA |
Unrng, 2006, enter <127 i, A, signhs,
For Paparwork Reduction Act Notice, see your tax it Mo, 1 ESEIN Schedule EIG [Form 10804 or 1040) 2016

return instructions.

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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4
Worksheet B—2D1E EIC—Lines 66a and 66b Keep Jor Your Records

Use this worksheet if you answered "“Yes" to Step 5, question 2.
Cemplete the parts below {Parts 1 through 3) that apply to you. Then, continue to Part 4.

v’ll It you arc marricd filing a joint retum, include your spouse’s amounts, 1f any, with yours to tigure the amounts to
cnter in Parts 1 through 3.

Part 1 Lo, Enter the smount from Schedule 8B, Section A, hoe 3, or I
- Section B, lioe 3. whichever applies, . 33,210
Self-Employed
. Lnter any amount from Schedule S5, Section B, line 4b. and hne Sa.
Hemhergnfth:; b. I from Schedule SE, § B, linc 4b. and linc 5 ol
Glergy, and e Combine lines Laand 1h. =|le 33,210
il Lnter the wmeunt from Schedule SE, Seclion A, hne 6, or
People With 1. Lnter 1 from Schedule SE, S A, lne 6 _l1a
Ghurch Employee Section B, line 13, whichever applies. 1,403
Income Filing
e, Subrreact ling 1d fiom e =lle
Schedule SE Subteact line 1d fiom 1 1 31,807
2. Th oot inelude en these lines any statutory emplodee income, any net profit from services pecformed as a
nedary publie, any nmeunt exemp from sell-emploveen] b s the resullof the Dling wnd approsval of Form

4024 or Torm 4361, or any other amounts @xempl [rom sel-employment Lax.

Seli-Employed

NOT Required a. Boter any net fam profit or (loss) from Schedole F, hone 34, and from .
To File fartn partnerships, Schedole K- 1 (Form 1063], box 14, aude A% -
Schedule SE b, Entcr any net profit or (loss) trom Schedule O, line 31; Schedule -1,

I' e Ine 3: Schedule K-1 (Form 1065), box 14, code A (other than tarming ) &3
. “:I_'I'IT':;:'“fI'I‘I'I" and Schedule K-1 (Lorm 1065-B). box U, code 1%,

self-employment

were less than $400. ¢ Combine hnes Zu and 2h =Mz

= vou fieve any Seiedufe KT amownts, coimplete the appeopeiate linels) of Schedule SE Section A.
Reduce the Schedle KT ameonss @ deweribed in the Parmer’s Instractions for Schedule K1, Enser
vour nome and social security number on Schedule S& and artach i to vour refurm.

swm Employess 3. Encer the amount from Schedale ©, Tine 1, or Schedule C-FZ, line |, that 3
F“m Schedule vou are filing as a statutory employee.
G or C-EZ
Part 4 da. Enter your earmed income from Step 3. dn
All Filers Using ™ 31.807
Worksheet B b, Combine lines le, Ze. 3, and 4a. This is your total earned income., !

:::f:ﬁ’.‘.?::.i - It line $b s zeto or less, YHH cannet fake the credit, Enter “Mo™ on the dotted line next o line 603,
which you should 5. If wou have:

havvee pauial well- ® 3 or more qualifying children, is Tine 4b less than 347 935 (553,505 it married filing jointly}?
& 2 qualilang children, is hne 4b less than 344648 (350,198 1] married Gling jointly)?

® | qualifying child, is linc 4b less than $39.296 (544,346 1f married tiling jeintly)?

cmployment tax bul
didn’s, we may
reduce your credsl by

the amount of & Mo gualifving chikdren, i hoe 4 less than 514,880 (R20,4300F mamied Ghog poantly)?
HE||"¢'_1IH|<>!"'E1'1 Lax [ | Yas. 1 vou want the [R5 to figure your credit, see Credit fignred by the 1RS, carlier. If you want to
ot paid. figure the coedil yoursell, enter te amount from hoe 4b on bne 6 of ths worksheel,

[ Ne. @ Yoo canoel Like the credil, Enter “Me' on the delled he next o loe 96,

Included on Line la: Julie Hall’s salary ~ $ 13,350
Schedule SE income 19,860
$33,210

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 — 2016 EIC—Lines 66a and 66b— Continued

Keep for Your Records

EIC

If wour EIC for a year after 7396 was reduced or disallowed, see

Form BS62, wha miust fike, sarller, fo fnd out Iif vou must Rle Farm

el 5562 fo fake the credif for 2076

6. Hater vour total camed income from Part 4, line 4h. | 6 | 31,807
All Filers Using
Worksheet B 7. Leok up the ameunt on line 6 above in the EIC Table to find
Lhe credil, Be sure veu use the correct column [or your lling slalus 7 3,869
and the number of children you have. Enter the cradit here,
IF lime 7 15 e, Yo cammal ke the cresfil,
Enter “No™ on the dotted line next to line &ha.
%, Hnater the amount from Form 10440, line 38, | ] | 27,834
9. Age the amounts on lines & and 6 the same?
[ Yes. Skip line 10 enter the amount from line 7 en line 11,
[¥] Mo, Go o line 10,
m 10, I you have:
& Mo qualifying children, 15 the mmount on line & less than 58,300
Filers Who . L'I.'FI.’-,RiI‘. if ma[;:.:.d I‘]i.;::..vjj;-i|1:|~r.-|'?h e S b o 15200
ar monee qualifying children, 15 the amount oo boke B less than 5 el
Answered (2375040 murned Bling jointly)?
“No” gn
Line 9 I: Yesg, Leave line 10 Blank; enter the amonnt froan Kee 7 on line 11
[X] Mo. lLook up the amount on ling 8 in the EIC Table to find the
credit, Be sure woa pse the correct column for your filing
statug and the nurmber of children you have. Enter the credit 11K 4;?1 2
here
Look at the amounts on lines 10 and 7.
Then, enter the smaller ameunt on line 11,
11, This is your earned income credit. 11 3,869
"I"I:I r E““j . Eriler this amsuml on :
U Rl.‘.l‘l'lll‘l[]l". r— P TORKE, line B, :
Income Credit ) o0 - .
oo o b qualifying child, complete and attach Schedule Tl |1 g




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

SCHEDULE 8812 1040 MG Mo, T 545-0074

(Form 1040A or 1040) Child Tax Credit 5016

* Attach to Form 1040, Form 10404, or Form 1040MR.

Desartmert of the Treasar * nfortiation about Schedule B312 and 115 separate instructions is at 8812 Atnohment

Intarial Aevenue Service 05 wuwirs.gow/scheduipB212, Sequerca Mo, &7

Marra]s] shewn on relun Your social sscurity number
Donald L. and Julie M. Hall 482-11-6043

Filers Who Have Certain Child Dependent(s) with an ITIN (Individual Taxpayer Identification Number)

ﬁ Comgrdede it part ondy for each deprendent who fas on TTIN and fer wihiom vow gee claisimg e cfilid tax eredin.

Ifvour dependent is not @ gualifving child for the credit, you cannor include that depaident in the caloalation of this eredit.
CAUTHON

Answer the Mllowing guestions For each depemlent hsted en Borm 1020, hne G Forrm 10404, Line G or Bonn 1020NE, Tine 7o, whee bas an TTTN
{Irdividual Taxpaver Kentilication Mumber) and that you indicated is a qualifying chibd for the child tax credit by checkang column {43 for that
degendant.

A lorithe fisst dependent wennled with ao LULN and listed s o qualiiyang child for the child we credin, ded thas child mes) the substamiial
prescnce wat? Soo soparate inatructions.

E Yes O Mo

B Porihe secomd dependent wlentafied witly an VTN and Dsted as o qualiivng child B the chald e credin, did ths child mee the substanial
presence wat? Soe sepavate instructions.
%] Yes [ Ma
'N Fur the tharad deperdent adentifed with an TTTR and sted s aogualifyang child for the chald v credit, dis this child meet the substantl
presence wal? Soe separate instructions,

] Yes ] Mo

1] Fur the fourth dependent identifed wath an TTTN and Bated as a gualitving chalid for the chalid tax credit, did thas ebald meer the substanial
1 1 Ying
Presenoe Leal ! Mo 'Sl."_:\c'll'ill.l." nslruslions.

[] Yes ] Mo

Moes T voun have more than four dependents identified with an TTTN and Tared as a qualifying child for the child tax credit, see separsate insmmctions
andchcu:k'-ucrc.................................PD

Additional Child Tax Credit Filers

1 I wou fle Form 2555 or 2555-F2 stoge bere; you caooot clam the saddtional child s credin, \

L0 wou ume peguired Lo vse the workshee! io Pub. 972, enter the amount frem line 3 of the Chold "Tux
Credit Waondesheet in the publication. Otlerwise:

1040 Filers: Enter the wowunl frme hne & of your Child Tz Credit Worksheal (ee 1the } | 2J'm:]ﬁ
Inatructions for Form 1040, line 520

LMOA filers: Lnter the amount from line & of your Child Tax Credic Worksheot isoc the
[nstrusiions for Porm 1020A, hne 35)
VMONR filers:  Enter the amount frome hoe & of your Child Tas Credic Worksheet (=ee the
Inatruetions tor Form 1040ME. Tine 490,
2 Lnter the ameunt from Vomm 14E line 52; Pomm L0404, line 35; or Fomm DMONE, line 49
3 Subtret hoe 3 froem line 1. 10 cen, stop heres you caal el this credil - . 3 2000

da Famed income (zee separate instroctions) 31131:'? h ]1:1 S.ﬂ = 1 ,l:lﬂcl da . 1.9,55];

[

b Montaxable combat pay (scc Roparatc
mslruchens) . . .o .o . | 4h | |
5 T the armcunt e line 2a more than 33,0007
[] ™o Teave line $ Blank and coter -0- on line 6,
[ Yes. Sublmaet 2,000 from the amount on line 4a. Enter the result . . . 5 16,657

6 Multiply the amound oo bne $ by 15% {05158 o enter the resull & 2,499
Mext. The you have three or more qualifying clilden?
R Mo, 1f line & is 7o, stop here: you cannot claim this credit. Otherorise, skip Pact TIT and coter the
smialler of line 3 or line 6 on hoe 13,
O ¥es. If L 6 15 ecual fo or mene than Live 3, skip Pl U1 aod enter the ameunt (rm hoe 3 on lne 13,
Cltherwise, go o line 7.
For Paperwork Reduction Act Notlee, see your tax return Instructions. Cant. Mo, S8781M Schedule 8812 [Form 10404 or 10400 20146

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 furnished home (per Form 8812 instructions)
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Sohecdule 3812 (Fomm 10408 o 047 2098 Pags 2
EERM0  Certain Filers Who Have Three or More Qualifying Children

7 Wubheld socml securily, Medicare, and Addibenal Medicare laxes from
Fommis) W-Z, beaes 4 and & IF mamied Aling jointly, include your sponsc’s
ameuntz with yours, I your  emplover withhekd or vou posd  Adddinend
Medicare Tax or ner | RRTA raxes, see separate instrsctions - . . . ., T

B 1040 filers: Enter the wotal of the amounts fiom Form 1040, lines
27 and 58, plus any taxcs that you identficd using code
ST vl entered on line $3,

T0diA filers: Enter -0 #

THONER filers:  Enter the ol of the amounts from Form I0KR,
limers 27 amed 56, plus ony laxes that vou klentilied vsing
cuche “TITY aned entered on line G0

9 oAaddlioes Tand® 0 . L . 0 o o L . L L L oL L L o8
(11} 1040 Filers: Enter the total of the amonnts from Form [040, lines
i ol 1,

LMOA filers:  Lnter the total of the ameunt trom Pomme 1EA0AL line
424, plus any excess social security and ter | RETA } (1]
taxes withheld that you entered o the left of line 46
[see separile msinociomns),
LO4ONR filers:  Enter the amount fioan Fomm ID20ME, Tine 67.
11 Subtract line 1O tfrom line 9. IF zeve o less, entber -0- 0 0 © L L L0 L o oL L oL L. 11
12 LCoter the lirger of boe & or oe 11 ., L .o .o P A I -]
Mext, enter the smaller of ling 3 or lise 12 00 lise 135

il Additional Child Tax Credit

13 'This is your additional child tax credit .

2,000 |

Enrer i amenni ox
Fam el fige 57

Sehedula E812 Form 10404 ar 10404 2016
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4
2016 Child Tax Credit Worksheet—Continusa Keep for Your Records

Before you begin Part 2 / Tigure the amount of any credits vou are claiming on Form 5695, Partl T1; Torm 8910;
Form 8930; or Schedule K.

7. Enter the amount from Form 1040, line 47, 7 68

8. Add any amounts from:

Form 1044, line 48

Form 10440, line 4% +

Form 1044, line 50 +

Form 1044, line 51 + 68
Form 36%35, line 30 +

Form 89130, line 153 +

Form 8936, line 23 +

Schedule B, line 22 +

8 68

Enter the talal.

9, Are the amounts on lines 7 and & the same?

[X] Yes.

You cannot take this credit because there s no fax
to reduee. However, vou may b2 able to take the

additional child tax credit. See the TIP below,
9
[] No. Subtract Tine ® from line 7.
10, Is the amount on ling 6 more than the amoant on line 97
[] Yes. Enter the amount from line @,
Also, vou may be able to tike the L. ,
additional child tax credit. See the ::;1: your child tax 10
TIP below. Lnter thiz amount cn
[J Ne. Enter the amount from line 6. Form 1040, line 52,

a4 -

You may be able fo take the additional child tax credit

on Farm 1040, line 67, if you answered “Yas"” on line 9 or

line 10 above.

& First, complete your Form 1040 through lines 66a and 66k,

& Then, use Schedule 8812 to figure any addifional child tax
credit,
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o £106-EZ

Denarimerd of the Treasuary
Ircamel Reverus Sorvce (G

Unreimbursed Employee Business Expenses
- Attach to Form 1040 or Form 1040MA.

* |nformation about Form 2106 and its separate instructions is available at wwweirs.gow/form2108,

OME Mo, 15450074

2016

Atlazhment

Serpueroe Mo, 1294

Your names

Docupetion inwhich you incurmed expansss

Donald L. Hall Minister

Sodial sacurity number

482 | 11

i 6043

¥You Gan Use This Form Only if All of the Following Apply.
* You are an employae daducting ordinary and necessary expenses attributable to your job, An ordinary expensa is one that is
cammon and accapted in your fiald of trade, business, or profession. A necassary axpanss s ane that is helpful and appropriate for
your business, An axpanse doasn't have to be required to be considerad nacassary,
« You don't gat relimbursed by vour amployer for any axpansas amaunts yvour amployer included In box 1 of your Form W-2 aran't
considerad reimbursements for this purpose),

¢ [f youl are claiming vehicle expense, you are using the standard mileags rate for 2016,
Gaution: You can wse the sfandard mileage rafe for 2006 only if: {a) you owned e vehicle and wsed the sfandard milzage rafe for fhe first year
you placed the vehicle in service, or (b) you leased the vehicle and used the standard mileage ralz for the porfion of the lease perod afler 1297,

IEEfl] Figure Your Expenses

Complata Part 1], Multiply lina 8a by Bde [0.54), Enter tha result hara

Parking fees, talls, and transportation, including tran, bus, ate., that didn't invaha avernight
fravel or commuting to and from work

Travel axpansa while away from home ovarnight, including lodging, airplans, car rental, ete,
Don't include meals and entertainment . S

Business expenses not included on lines 1 through 3. Don't include meals and
antartainment

Meals and entertainment expenses: § 878 = 20%: (0.50). [Employees subject to
Dapartment of Transpartation (DOT) hours of service limits: Multiply meal expenses incurred
while away from home on business by B0% (0.50) instead of S0%. For details, ses instructions.)

Total expenses. Add lines 1 through 5. Enter here and on Schedule A (Form 1040), line 21 [or
on Schedule A (Form 1040MR), line 7). (Armmad Farces resarvists, fea-basis stata o local
governmant officials, qualfied performing artists, and individuals with disabilitias: Ssa the
instructions for special rules on where o enter this amount.) .

1 2613
2

3 514
4 &40
5 439
] 4,206

Infermation on Your Vehicle. Caomplets this part only if you are elaiming vehicle expense on line 1.

7 Whean did you place your vehicla in service for business use? [month, day, yaar) & 01+ 01 ¢+ 08
8 Of the total numbar of milas you drove your vahicle during 2016, antar tha number of miles you usad yvour vehicla for:
a Buslness 7,933 b Commuting [see instructions; 2,432 e Other 2,319 (Sch. C Related)
9  Was your vehicle available for personal use during off-duty hours? . X] ¥es [] No
10 Do you for your spouse] have ancther vehicle available for personal use’y | X Yes [ MNo
11a Do you have avidences to support your deduction? X ¥Yes [ MNo
b If"Yes" is the avidanca writtan? o . Yos _|:| Mo
For Paperwork Reduction Act Notlce, see your tax return instructions. Cet. Mo, Z0B0MG Form 2106-EZ (2018,

Lines 1, 3, 4, 5 — See allocations on page 61.

Line 6 — The total expenses on this line are carried forward to Form 1040, Schedule A, line 21.
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3903 Moving Expenses WS Mo, 1 545-0074

Form by Tia)]

Secariment ol e Treasury * Information aboul Form 3203 and its instruclions is available al wwaw. i gow/ form3eis. a%tﬁa! 6

“ileimie Fesenus Sanics 120 - Attach to Form 1040 or Form 1040MA. Seasnee Mo, 170

kamals] shown on returr Your scoial security numbar
Donald L. Hall 482-11-6043

Before you begin: « Sea the Distance Test and Time Test in the instructions to find out if you can deduct your moving

SALENEET,

¥ Sea Mambars of the Armed Forces in the instructions, i applicabla.

1 Transportation and storage of housahold goods and personal affects (see instructions) . . . 1 1,183

2 Travel {ncluding lodging) from your old home o your naw home (sea instructions). Do not
includethecostofmeals. . . . . . . . L . . 0 o 0 0 0 L 2

3 Addlinestand2 . . . . . L L 3 1,183

4  Enter the total amount your employar paid you for the axpanses lisked on linas 1 and 2 that is
not includad in bex 1 ol your Farm W-2 (wageas). This amounl should be shawn in box 12 of your
FormW-Z withcode P . 0 . 0 o o o o L 0 00 L o e 4

5 Iz ling 3 more than line 47

OMNe.  vou cannet deduct your moving expenses. If line 3 is lass than line 4, subtract line 3
from lina 4 and includs tha result on Form 10440, Iine 7, or Farm 1040MA, lins 8,

[X] Yes. Subtract line 4 from line 3, Enter the result here and an Form 10440, line 26, or Form
1040MA, lne 26. This |s your moving expense deduction . . . . . . . . . 5 1,183

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. Mo, 12490K Fom 390G (2006

Computation of expenses related to honoraria on Sample Return No. 2/page 49

Deductible Nondeductible
Airfare $2,042 x  61% = 1,246 796
Auto 2319x54¢ x  61% = 764 488
Lodging 400 x 61% = 244 156
Supplies 700 x 61% = _ 427 273

4,394 x 61% 2,680 1,714
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Fomm aaao

Depanrent ol the Treasury
Irterel Raveriss Sarvice

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

= Information about Form 8880 and its instructions is at www.irs.gowv/form&880.

Credit for Qualified Retirement Savings Contributions

COME Mo, 1545-0072

2016

Alzshment
SEquUEncs Mo

Mamels] shown an return

Donald L. Hall

Your social security num ber

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 1040M8, line 37 is more than $30,750 ($4E,125 if head of

A househald; $61,500 if married fiing jointly).

CAUTION = The parsonis) who made the qualified contribution or alectiva detarral (@) was born after January 1, 1292, (b} is claimed as a
dependant on someone else's 2016 tax return, or [¢) was a student (382 inatructions].
(a) ¥ou {b) Your spouse
1 Traditional and Roth IRA (including myRA)} contributions for 2016, Do
not include rollover contributions . - . 1
2  Elective deferrals to a 401(k) or othear quallfled empln:.-'er plan vnluntar}r
amployes contributions, and 501180 plan contributions for 2016
(g4 instructions) S @ 500
3 Addlines1and2 3 s00
4  Certain districutions reoﬂuad aﬂ'ﬂr 2013 FI‘II:I h&ﬁ:ra the due date
(including extenszions) of your 2016 tax retum (see instructions). If
martied filing jointly, include both spnuses' amounts in both columns.
Baa instructions for an excaption . - 4
5§ SGubtract line 4 from line 3. If zero or less, enter -0- 5 500
& Ineach column, antar tha smaller of lina 5 or $2,000 . 3] 500
T Addthe amounts on ling 6. If zere, stop; you cannot take this credlt 7 500
8  Enter the amount from Form 1040, line 38% Farm 10404, line 22; or
Farm 1040MA, line 37 . Ce e e B 2}"334
9  Enter the applicable decimal amount shown below:
If line & is— And your filing status is—
But not _Mﬁf_h?c_ Hesad af Single, Married filing
Char— filimg jointly howsshold separately, of
uer— Enter on line B— Cualifying widawiar)
- 18,500 R B B
18,500 $20,000 k- S 2
520,000 27,750 R+ B A 9 X5
SE7,750 $30,000 ¥ 2 A
530,000 $30,750 £ A A
530,750 37,000 £ A .0
37,000 $40,000 2 A .0
540,000 $46,125 A | .0
6125 $61,500 A 0 .0
561,500 - .0 0 0
MNeote: If line 2 is zero, stop; vou cannot take this cradit,
10 Multiply line 7 by line 9 O s [ 250
11 Limitation basad on tax Iia.bilit;f. Enter the amount from the Cradit Limit Workshest in the
instructions 11 68
12 Cradit for gualified retiremant savings cantrihutlnnﬁ Enier the srnaller of IIne 1El ar Ime 11 hare
and on Form 1340, line 537; Form 10404, line 34; ar Farm 1040MR, line 45 12 (o]

“Se Puby, 520-4 Tar the amaunt 1o enter iT you are fling Form 2555, 2555-EZ, or 4563 or you ane exsluding incarme from Puerto Rica,

For Paperwork Reduction Act Notice, see your tax retum instructions.

Cal Mo, 333D

Forn BEB0 2016
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Formm 8962

Cegzarbmenil ol th
lil=irial Feveriue Sarvics

Premium Tax Credit (PTC)

¥ Attach to Form 1040, 10404, or 1040NR.

LTt ]y Information about Form 5062 and Its separate Instructions ks at www. irs. gov/formaoes.

CINAE Mo, TEEE-ODTE

)16

Aachmer
Sanquenza Mo T

kama shawn on your ratur

Donald L. Hall

NETEC L Sl.'.:IJ'IrE,' numoer

482-11-6043

Yok gannod clain e FTO I vour flirg 228t is meerizd iag sspaiatsly Lakess yod glalty B e smception (e iretidetiansl 1 vod qua iy, check the o, |:|
m Annual and Monthly Contribution Amournt
1 Taw farndy size, Enier the number of sxempplions Trom Form 1040 or Form 10404, line &d, o Form 1040MA, line 7d 1 4
2a Modified AGL Entsr your modifisd b Enter ths total of vour depsndents'
AGI =2 instructions) . 2a 27 834 modifisd 4G (286 instnuctions) .| 0
Household incomse, Add the amounts on lines 2a and 2b e T 3 27,834
Fadsral powsrty lins. Enter the fedsral povsrly Ene amount from Takls 1-1, 1-2, or 1-3 (555 instructions). Chack tha
Eppropriate box for the federal poverty table used. a (] Alasks b 0 Hawsii ¢ [Z] Other 45 atatss and O | a4 24,250
5  Housshold incoms a5 a percentage of federal povarty Ina (ses instructions) 5 114 %
B Did you enter 407% on line 57 (See instruclions iFyou enlered less than 100%.)
A Me. continue toline 7.
[ ves. veu are not sligible 1o take the BT, IF acvanse payment of the PTC was made, 222 the natructicns Tar
how to repoit your excess advance PTC repayment armaunt.
7T Applicabks Figure, Using your lire § peroentage, Incate vour “apalicable Tigure” on the takbe in the instructions 7 0.0203
8a  Aarua conbrizuwior emount Mulbiply line 3 2y b Monthly contribution amount. Divide line Ba
ire 7. Fiourd to 1eerast whoe dolaramour: | 8a 565 oy 12, Found to nesrest whole dolar amount | &b 47
Premium Tax Credit Claim and Beconciliation of Advance Payment of Premium Tax Credit
8 fre ol allecating pelicy amaunts with anciher ladpaysr ar do you want ta use the atemative caloulation for year of mardage jSse insnelions 7
[0 ¥es. Suinto Part I, Allzcation of Polizy Amodnts, or Fart, Atematyve Calcuistion for Yeer of Weriage. [ Ne. Continus to line 10,
10 Sesthe instructions 1o determine if you can uss line 17 or must complsta lines 12 through 23.
[¥] ¥es. Continus to fina 11, Computa your annual FTS. Then skip linss 12-23 [[] Mo, Continue to lines 12-23. Computs
and continus to line 24, wour manthly PTS and continus to line 24,
b Arnue apolicale {dj Anrua meximom . .
Annual {ap Annua clrmln.m.'d L5 prei g {o} Arnwal B N R E [] .ﬂ.nru'll_pmmun tax : {Il] J:q-,».u%| SrlEE
calculation el (FamrmiE) Forms] ~0-A sarrbidion amount Geatraet o] frem 2 I wrect Ak pagment <1 FTG 1Rarm
10354, [ 3381 LTl e e B Sapset B T | demalter of i o ) [ 181 1985-A, Ine 351
11__Annual Totals 9,155 9,155 565 8,590 B,590 B658
o =) karcihy o
() Borithey @oralrent) B Monthsy apolisaile i [d} Brithiy vazinam . ! IR Montaly advarice
Maonthly premiums JFarmis) | ELCSP pramiam Foem Fuﬁ'b‘:'um a:-'cml_: PreTium assistaine (=) xinrtl'!g_, Fi:n il peyment of PTE [Farmis)
Calculation VAR, lines 2132, | 51 10000, Inss a1_gg, [ BRI ING B2 et i froen g, i | ST AEREE T e b lies 203
A SHE G A HEINRLWE MET E4 o G R TR et it
calurn A colunn E) . . cern i lezs, wiler -0-) sounn S
moty calculation]
12 Jmnuary
13 Fsbruary
14 March
15 Apri
16 May
17 June
18 July
18 August
20 Septembsr
21 Oclaber
22 Movember
23  Decembsr
24 Total pramium tax credit. Enter tha amount from line 118} or add lines 124 through 23(s) and enter tha total here | 24 8,590
2 Advance payrment of PTG, Enter the amount Trom line 10 ar adkd lines 1200 through 230 and enter the lotal here | 25 8,658
2¢ Mot premium tax credit. I line 24 is greater than ne 25, subiract line 25 from line 24, Enter the difference hene and on Form
1044, Tine 63 Forrn 10408, line 45; ar Form 10400R, lire 85, 1 lire 24 Dq.mls linex 286, enfer zaro, Sl.up here, 1F lire 256 is g'catcf
tharn line 24, lmrve this line Bank and confinue to lne 27 245
Part 1} Repayment of Excess Advance Payment uf tha F"rernlurn Tax Crﬂdlt
Ewcess scvance payment of FTC. if line 25 is greater than line 24, subtract line 24 from line 25, Enter the difference hers a7 68
2B Rapaymant limitatian {zse instructions) 26 &0
29  Excesa sdvance prermurn tax credit rapayment. Enter the smaller of ling 27 or line £8 hars and on Foem 1040, line
46 Foern 1004, line 28 o Farrn 10405, line 44 29 68
For Paperwark Reduction Act Notice, see your tax return |I'I‘E.t|'l.l|:‘.‘ﬂul'li sk, Mo, 3TTEAZ Forr BN o0z
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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:

7,933 x 54¢ 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 50) $ 19,860




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

Housing Allowance Worksheet
Minister Living in Housing
Owned or Rented by the Church

Name: Donald L. Hall
For the period January 1 , 2016 to December 31 , 20_16
Date designation approved December 20 , 20 15

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 ()

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 47).
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a Smpoyes's social security tumber

2cede vor [ ] 482-11-6043

Fusr Otficlal Wes Qnly =
OMB No. 15450008

b Employsr identificaton numoer (EIN]

25-7921873

1 Wagee, tips, othear compersstion

12800.00

2 Fadaral inzomea tae witheo

© Employer's name, address, and 71P cooe

Lancaster Community Church
1425 Spencer Avenue
Wabash, IN 46992

3 Sozial seowity wages

4 Eanial sarurity tax withheld

5 Medicare wages and lips

8 Medicere Lax withheld

T Soclalsecuity tips

8 Allocated tips

o St numbee

10 Depasndent cara banafits

f Erroloyes’s address and ZIP code

e Employes’s first name and iritial Last name Suff.| 11 MorcuzHied plans 12a Ses nstructions for box 12
Donald L. Hall |
WEE e T (W
804 Linden Avenue ] (%] i E | 500
Pensacola, FL 32502 14 Ctnar 12e
1|
12d

P

15 Gl
FL |

16 Sfare wages, fips, e

12800.00

Errmloyar's stats 10 number

AT Sieta incomea tax

A8 Locsl wagss, Thas, ah

19 Laoval Incarms ba

20 Lo<ality reams|

W-z Wage and Tax Statement

Form

201k

Copy A For Social Security Administration — Send this antire pags with
Farm W-3 1o the Scclal Becurty Adminstration; photocopes are not acceptable.
Do Not Cut, Fold, or Staple Forms on This Page

Depariment af the Treasury —Inlemal Revenue Service
Far Privacy Act and Poparaerk Reduction
Act Notice, see the separates instructions.

Catt, Mo, 101320

Special occasion gifts

Reimbursement of self-employment tax
Expense allowance under nonaccountable plan

Explanation of compensation reported on Form W-2, Box 1:
Salary ($11,000 less $2,000 housing allowance and
$500 403[b] contributions)

$ 8,500
500
2,100
1,700

$12,800




64 2017 Filing Dates

2017 Filing Dates

January June
17 Quarterly Estimated Taxes (last payment 15 Quarterly Estimated Taxes (2nd pay-
for prior tax period) ment for current tax year)
February September
15 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 , .
16 If you had an automatic extension to file
17 Personal tax returns due your individual income tax return, it is
now due

17 Quarterly Estimated Taxes, if not paid
with return (first payment for current
tax year)
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Code Sec. 3401(a)(9)

Rev. Rul. 80-110




66

Index

Accountable plan, 18, 24-25, 36-45
Administrative positions, 8
Allocation of business expenses, 29, 43,
61
Automobiles,
Actual expense method, 26
Church-provided, 21
Commuting, 26-27
Depreciation, 26
Documenting expenses, 27
Mileage rate, 6, 26
Books, 27
Business and professional expenses,
Accounting for, 18, 24-25, 36-45
Allocation of, 29, 43, 61
Automobile, 26-27
Books, 28
Business gifts, 27
Cellular phones, 28-29
Club dues, 18
Commuting, 26-27
Documenting, 25
Educational expenses, 79
Entertainment expenses, 19, 27
Gifts, 27
Mileage rate, 6, 26
Moving expenses, 6, 46, 47
Personal computers, 27-28
Recordkeeping requirements, 25, 27
Reimbursements, 18, 24-25
Subscriptions and books, 28
Telephone, 28-29
Cellular phones, 28-29
Child tax credit, 48, 54-55
Club dues, 18
Commuting expenses, 26-27
Computers, 28-29
Continuing education, 19
Denominational,
Positions, 8

Retirement plans, 14-15
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Disability insurance, 18, 19
Dues and memberships, 18
Earned income credit, 57-53

Educational reimbursement plans,

19
Employee v. self-employed, 8-10
Entertainment expenses, 19, 27
Estimated taxes, 30, 34
Evangelists, 10
Fair rental value, 12-14
Flexible spending account, 6, 19-20
Fringe benefits, 18-23
Gifts,
Business, 27
Health care reform, 3-4
Health insurance, 3-4, 20
Health insurance deduction, 9
Health reimbursement arrangement,
3-4, 20
Health Savings Accounts, 20-21, 33
Housing allowance,
Accounting for, 12-13
Designating, 13
Equity allowance, 12
Fair rental value, 12-14
General, 5, 11-17
Limitations, 11-12
Reporting, 13, 32
Resolutions, 15
Retirees, 14-15
Worksheets, 16-17

Income tax status of ministers, 9-10
Insurance,
Disability, 18-19
Group term life, 10, 21
Health, 3-4, 20
Interest,
Paid, 35
Received, 32-33
Life insurance, 10, 21

Mileage rate, 6, 26

Missionaries, 10

Moving expenses, 6, 47
Nonaccountable plan, 25, 46-63
Overtime, 5

Pension distributions, 14-15

Per diem, 6, 27

Personal computers, 27-28
Reimbursements, 18, 24-25, 36-45
Retirement plans,

Denominational plans, 14-15
Section 179 deductions, 28
Self-employment earnings, 31
Self-employment tax deductions, 37
Social security,

Computation of tax, 31

Deductions, 31

Exemption of ministers, 31

Opting out, 31

Reimbursement, 21

Services in which exemption applies,

31
Status of ministers, 8-9

Tax rates, 31
Standard mileage rate, 6, 26
Substantiation,

Business and professional expenses,
24-25, 24-28

Tax rates

Self-employment rates, 31
Tax withholding, 30
Teaching positions, 8
Telephone, 28-29
Transportation expenses, 27
Tuition discounts, 21

Unreimbursed business and professional

expenses, 25, 46-63

Vehicles, personal use of church-owned,
21

Withholding,
Voluntary, 10, 30
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Increase Save Time Navigate
Confidence and Money Red-Tape
with easy-to-understand with our one-stop and complex, ever-changing
rasources Resource Hub, IRS rules,
updated monthly and regulations

Watch your inbox for our launch and be one of the first to subscribe!

Questions? Call Tracy Weber at 800.323.9473
or email Tracy@ECFA.org




Why Do Churches
Join ECFA?

Life.Church'’s accreditation by ECFA serves as a clear statement
of assurance fo our atfendees, our donors, and to the public that
we conduct Kingdom business with integrity and accountability.

Craig Groeschel, Senior Pastor, Life.Church, Edmond, OK

Resources for Church Members

ChurchPulse Educational Knowledge
Monthly Webinars Center
eNewsletter and Videos Documents

Practical Policies Church Surveys Collaboration
for Church Use with Latest with Other
Trends Churches

For more information, visit ECFA.Church
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THE GUIDE TO
CHARITABLE
GIVING i,

A practical resource on how o handle gifts with integrity

DAN BUSBY = MICHAEL MARTIN = JOHN VAN DRUNEN

The Guide to Charitable Giving for Churches and Ministries is your
one-stop resource covering the legal, tax, accounting, and integrity issues
related to charitable giving. In this easy-to-understand guide, you will learn
about issues such as ministry communications and gift acknowledgments,
giver-restricted gifts, and contributions to support missionaries.

Order from ECFA.org/ECFAPress.aspx



ANSWERING YOUR

OVERTIME

QUESTIONS

FOR CHURCHES AND MINISTRIES

SALLY WAGENMAKER, ATTORKEY

Download your copy today at
ECFA.org/Content/Overtime
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Biggest Tax Mistakes
Made By Ministers

~

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

Filing as self-employed for income tax purposes on your church 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 church-provided housing.

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

Confusing the fair rental value of a church-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 vs. church 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 ministers 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

2017 Edition for 2016 Returns

Dan Busby
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, 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)

e 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 www.ECFA.org/Content/2017-Zondervan





