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Retirement benefits not subject to self-em-
ployment tax. If you are a minister, you can
exclude from your net earnings from self-em-For use in preparing
ployment the rental value of a parsonage or a
parsonage allowance you are provided after1996 Returns you retire. You can also exclude from your net
earnings from self-employment any retirement
benefits you receive from a church plan.

If you included these items in your net
earnings from self-employment in a prior year,
you may be able to claim a refund of the tax.
Generally, you must file the claim within 3
years from the date you filed your return or 2
years from the date you paid the tax, which-
ever is later.

Self-employed health insurance. For 1997,
the self-employed health insurance deduction
increases from 30% to 40% of the cost of the
insurance. See Health insurance costs of self-
employed ministers.

Important Reminder
Change of address. If you change your mail-
ing address, be sure to notify the Internal Rev-
enue Service using Form 8822, Change of Ad-
dress. Mail it to the Internal Revenue Service
Center for your old address (addresses for the
Service Centers are on the back of the form). If
you are changing both your home and busi-
ness addresses, complete separate forms.

Introduction
Social security and Medicare taxes are col-
lected under two systems. Under the Federal
Insurance Contributions Act (FICA), part of the
taxes is paid by the employee and the other
part by the employer. Under the Self-Employ-
ment Contributions Act (SECA), the self-em-
ployed person pays all the taxes. No earnings
are subject to both systems. 



This publication covers several issues re- Common law rules.  Under common law
lating to the collection of social security tax rules, you are considered an employee or aSocial Security
from members of the clergy and religious self-employed person depending on all the
workers, including: Coverage facts and circumstances. Generally, you are

an employee if your employer has the legal
● Which earnings are taxed under FICA and The services you perform in the exercise of

right to control both what you do and how youwhich under SECA, your ministry are covered by social security
do it, even if you have considerable discretionunder SECA. Your earnings for these services

● How to figure net earnings from self-em- and freedom of action.are subject to self-employment tax unless oneployment, and If you are employed by a congregation for aof the following apply:
salary, you are generally a common-law em-● How a member of the clergy (minister,

● You are a member of a religious order who ployee and income from the exercise of yourmember of religious order, or Christian Sci-
has taken a vow of poverty. ministry is considered income from wages forence practitioner) can apply for an exemp-

income tax purposes. However, amounts re-tion from self-employment tax. ● You request and receive from the IRS an
ceived directly from members of the congre-exemption from self-employment tax for the
gation, such as fees for performing marriages,services. See Exemption From Self-Em-This publication also covers certain in-
baptisms, or other personal services, are con-ployment Tax, later.come tax rules of interest to the clergy.
sidered income from self-employment.A comprehensive example with filled-in ● You are subject only to the social security

forms, showing a minister having income that Example. A church hires and pays you alaws of a foreign country under the provi-
is taxed under FICA and other income that is salary to perform ministerial services subjectsions of a social security agreement be-
taxed under SECA, is at the end of this to its control. Under the common law rules,tween the United States and that country.
publication. you are an employee of the church while per-For more information, see Binational Social

forming those services.Security (Totalization) Agreements in Publi-
The term ‘‘church’’ is generally used in its ge- cation 54, Tax Guide for U.S. Citizens and
neric sense and not in reference to any partic- Resident Aliens Abroad. Form SS–8.  If you are not certain whether you
ular religion. are an employee or a self-employed person,

Your earnings that are not from the exer- you can get a determination from the IRS by
cise of your ministry may be subject to socialUseful Items filing Form SS–8, Determination of Employee
security tax under FICA or SECA according toYou may want to see: Work Status for Purposes of Federal Employ-
the rules that apply to taxpayers in general. ment Taxes and Income Tax Withholding.
See Qualified Services, later.Publication

□ 525 Taxable and Nontaxable Income Members of
Ministers  Religious Orders □ 529 Miscellaneous Deductions
If you are a minister of a church, your earnings

If you are a member of a religious order who□ 533 Self-Employment Tax for the services you perform in your capacity
has not taken a vow of poverty, your earningsas a minister are subject to self-employment□ 535 Business Expenses for required services you performed as atax unless you have requested and received
member of the order are subject to self-em-□ 590 Individual Retirement an exemption as discussed under Exemption
ployment tax. This does not apply if you haveArrangements (IRAs) From Self-Employment Tax,  later. This is true
requested and received an exemption as dis-whether you are an employee of your church□ 596 Earned Income Credit cussed under Exemption From Self-Employ-or a self-employed person under the common
ment Tax, later. To see which services arelaw rules. For the specific services covered,Form (and Instructions) considered required, see Qualified Services,see Qualified Services, later.
later.□ SS–8 Determination of Employee Work

Status for Purposes of Federal Who Are Ministers 
Vow of poverty.  If you are a member of a re-Employment Taxes and Income

Ministers are individuals who are duly or- ligious order who has taken a vow of poverty,Tax Withholding
dained, commissioned, or licensed by a relig- you are exempt from paying self-employment

□ SS–16 Certificate of Election of ious body constituting a church or church de- tax on your earnings for services you performCoverage Under the Federal nomination. They are given the authority to for your church or its agencies. For income taxInsurance Contributions Act conduct religious worship, perform sacerdotal purposes, the earnings are tax free to you.
functions, and administer ordinances or sacra-□ Schedule SE (Form 1040) Self- Your earnings are considered the income of
ments according to the prescribed tenets andEmployment Tax the religious order.
practices of that church or denomination.

If you are paid to perform services for an□ 1040–ES Estimated Tax For Individuals If a church or denomination ordains some organization other than the church or its agen-
ministers and licenses or commissions others,□ 1040X Amended U.S. Individual Income cies, you are considered a regular employee
anyone licensed or commissioned must beTax Return of the organization and your earnings are sub-
able to perform substantially all the religious ject to federal income tax withholding and so-□ 4029 Application for Exemption From functions of an ordained minister to be treated cial security tax. Also, the earnings are taxableSocial Security and Medicare as a minister for social security purposes. to you for income tax purposes.Taxes and Waiver of Benefits

Exception. If you have taken a vow of pov-
□ 4361 Application for Exemption From Employment Status erty, the services you perform for your church

Self-Employment Tax for Use by for Other Tax Purposes or its agencies may be covered under social
Ministers, Members of Religious security. Your services are covered if your or-Even though you are considered a self-em-
Orders and Christian Science der, or an autonomous subdivision of the or-ployed individual in performing your ministerialPractitioners der, elects social security coverage for its cur-services for social security tax purposes, you

rent and future vow-of-poverty members.may be considered an employee for income or
The order or subdivision elects coverageretirement plan tax purposes. Some of your in-Ordering publications and forms. See How

by filing Form SS–16, Certificate of Election ofcome may be considered income from self-To Get More Information, near the end of this
Coverage Under the Federal Insurance Contri-employment and other income may be consid-publication for information about getting these
butions Act. It can elect coverage for certainpublications and forms. ered income from wages.
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vow-of-poverty members for a retroactive pe- Making the election. To make this elec- exemption only applies to earnings you re-
riod of up to 20 calendar quarters before the tion, file two copies of Form 8274, Certification ceive for qualified services, discussed later. It
quarter in which it files the certificate. by Churches and Qualified Church-Controlled does not apply to any other self-employment

Organizations Electing Exemption From Em- income.
ployer Social Security and Medicare Taxes. Members of religious orders who haveLay employees.  Lay employees are gener-
File this after employees are hired, but before taken a vow of poverty are exempt from pay-ally covered by social security. But see Elec-
the first date on which a quarterly employment ing self-employment tax, as discussed earlier.tion to exclude employees from social security
tax return is due (or would be due except for They do not have to request the exemption.coverage, later, under Religious Workers.
this election). Members of a recognized religious sect or

Revocation.  The church or organization a division of it can also apply for an exemptionRulings. Organizations and individuals may
can revoke this election. The revocation can- from the self-employment tax. For the rulesrequest rulings from the IRS on whether they
not be later reversed. Also, the IRS can revoke that apply to this exemption, see Members ofare religious orders, or members of a religious
the election if certain filing requirements for in- Recognized Religious Sects, later.order, for FICA tax, self-employment tax, and
formation returns are not met. If you elected before 1968 to be coveredfederal income tax withholding purposes. To

under social security for your ministerial ser-request a ruling, follow the procedures in Rev-
vices, you are still covered. You cannot be ex-Employees and employers opposed to so-enue Procedure 97–1, which is published in
empt from self-employment tax.cial security and Medicare participation. Ifthe 1997–1 Internal Revenue Bulletin. You can

For a limited time, you could have made anyou and your employer (or, if your employer isread this Revenue Procedure at most IRS of-
election to be covered by social security. Youa partnership, each partner) are members of afices or purchase a copy of the Bulletin by writ-
did this by filing Form 2031 for your 1986 orreligious faith, or faiths, opposed to social se-ing to: Superintendent of Documents, U.S.
1987 tax year. If you made this election, youcurity participation, you each can apply for ex-Government Printing Office, Washington D.C.
cannot be exempt from self-employment tax.emption from the social security and Medicare20402.

taxes imposed on wages. See Exemption from
FICA  later under Members of Recognized Re- Exemption RequestChristian Science ligious Sects.

To claim the exemption from self-employmentPractitioners and Readers
tax, you must meet all of the following

Employees of churches, etc., who chooseYour earnings from services you performed in conditions:
not to pay social security taxes. You may beyour profession as a Christian Science reader

1) File Form 4361, described next,able to choose to be exempt from social se-or practitioner are subject to self-employment
curity and Medicare taxes, including the self-tax unless you have requested and received 2) Be conscientiously opposed to public in-
employment tax, if you work for a church (oran exemption as discussed under Exemption surance because of your individual relig-
church-controlled non-profit division) thatFrom Self-Employment Tax , later. ious considerations (not because of your
does not pay the employer’s part of the social general conscience), or be opposed be-
security tax on wages. You can make the cause of the principles of your religiousChristian Science practitioners  are mem-
choice if you are a member of a religious sect denomination,bers in good standing of the Mother Church,
or division opposed to social security andThe First Church of Christ Scientist, in Boston, 3) File for other than economic reasons,Medicare. This exemption does not apply toMassachusetts, who practice healing accord-

4) Inform the ordaining, commissioning, or li-your service, if any, as a minister of a church oring to the teachings of Christian Science.
censing body of your church or order thatas a member of a religious order.Christian Science practitioners are specifically
you are opposed to public insurance if youYou can make this choice by filing Formexempted from licensing by state laws. Some
are a minister or a member of a religious4029. See Form 4029, later, under MembersChristian Science practitioners also are Chris-
order (other than a vow-of-povertyof Recognized Religious Sects.tian Science teachers or lecturers. Income
member),from teaching or lecturing is considered the

same as  income f rom the i r  work  as 5) Establish that the organization that or-U.S. Citizens, Resident
practitioners. dained, commissioned, or licensed you,and Nonresident Aliens or your religious order, is a tax-exempt re-

To be covered under the self-employment tax ligious organization,Christian Science readers  are considered
provisions (SECA), individuals generally mustthe same as ordained, commissioned, or li- 6) Establish that the organization is a churchbe citizens or resident aliens of the Unitedcensed ministers. or a convention or association ofStates. Nonresident aliens are not covered

churches, andunder SECA.Religious Workers  7) Sign and return the statement the IRSTo determine your alien status, see Publi-
If you are a religious worker and are not in one mails to you to certify that you are re-cation 519, U.S. Tax Guide for Aliens.
of the classes already discussed, your wages questing an exemption based on the
are subject to social security and Medicare tax grounds listed on the statement.Residents of Puerto Rico, the Virgin Is-
(FICA) and not to self-employment tax. lands, Guam, and American Samoa,  who

Item (4) does not apply to Christian Scienceare not U.S. citizens, are not considered non-
Practitioners.Election to exclude employees from social resident aliens for self-employment tax pur-

security coverage.  Tax-exempt churches poses. They are covered by social security as
and qualified church-controlled organizations Form 4361.  If you did not previously elect todiscussed later under Figuring Net Earnings
can elect not to have their employees covered be covered under social security and wish toFrom Self-Employment for Self-Employment
by FICA. These employees are covered under be exempt from self-employment tax, fileTax.
SECA and are responsible for paying self-em- Form 4361, Application for Exemption From
ployment taxes on their income. Self-Employment Tax for Use by Ministers,

Trade or business expenses are not sub- Members of Religious Orders and ChristianExemption From Self-tracted in figuring this self-employment Science Practitioners, in triplicate, to request
income. exemption.Employment Tax 

Any employee (except a minister or mem- Form 4361 includes a statement certifying
ber of a religious order) who received  $108.28 Ministers, members of religious orders who that you oppose, for your services as a mem-
or more in wages from an electing church or have not taken a vow of poverty, and Christian ber of the clergy, public (governmental) insur-
church-controlled organization is subject to Science practitioners can request an exemp- ance for death, disability, old age, or retire-
self-employment tax on that income. tion from self-employment tax. An approved ment because of your conscience or religious
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principles. This includes insurance that helps an exemption is granted, it is effective for 1995 4) The Commissioner of Social Security
pay for or provide services for medical care, and the following years. must determine that:
and includes benefits from a system estab- a) Your sect or division has such estab-
lished by the Social Security Act. Refunds of self-employment tax.  If, after re- lished teachings,

ceiving an approved Form 4361, you find that
The IRS will return to you a copy of b) It is the practice, and has been for ayou overpaid self-employment tax, you can file
the Form 4361 that you filed indicat- substantial period of time, for membersa claim for refund on Form 1040X, Amended
ing whether your exemption has been of the sect or division to provide forU.S. Individual Income Tax Return, before the

approved. Keep the approved copy in your their dependent members in a mannerstatutory period ends. This is generally within
permanent records. that is reasonable in view of the mem-3 years from the date you filed the return or

When to file. File Form 4361 by the date bers’ general level of living, andwithin 2 years from the date you paid the tax,
your income tax return is due, including exten- whichever is later. A return you filed, or tax c) The sect or division has existed at all
sions, for the second tax year in which you paid, before the due date is considered to times since December 31, 1950.
have net earnings from self-employment of at have been filed or paid on the due date.
least $400, any part of which came from your If you file a claim after the 3-year period but If you have previously received approvalservices as a minister, a member of a religious within 2 years from the time you paid the tax, for exemption from self-employment tax, youorder, or a Christian Science practitioner. the credit or refund will not be more than the are considered to have met the requirementsThese do not have to be consecutive tax tax you paid within the 2 years immediately and do not need to apply for this exemption.years. before you file the claim.

Since it can take some time to receive ap-
Form 4029.  To request the exemption, fileproval, file Form 4361 as soon as possible.
Form 4029, Application for Exemption FromMembers of Recognized

Example 1. Rev. Lawrence Jaeger, a cler- Social Security and Medicare Taxes andReligious Sects gyman ordained in 1996, has net earnings of Waiver of Benefits, in triplicate, with the Social
$450 in 1996 and $500 in 1997. He must file If you are a member of a recognized religious Security Administration at the address shown
his application for exemption by the due date, sect, or a division of a recognized religious on the form. The sect or division must com-
including extensions, for his 1997 income tax sect, you can apply for an exemption from pay- plete part of the form.
return. However, if Rev. Jaeger does not re- ment of social security tax. If you received so-
ceive his exemption by April 15, 1997, his self- cial security benefits or payments, or anyone The IRS will return to you a copy of
employment tax for 1996 is due by that date. else received these benefits or payments the Form 4029 that you filed indicat-

based on your wages or self-employment in- ing whether your exemption has beenExample 2. Rev. Harry Wolfe has $300 in
come, you cannot apply. However, if you pay approved. Keep the approved copy in yournet earnings as a clergyman in 1996, but
your benefits back, you may be considered for permanent records.earned more than $400 in both 1995 and
exemption. Contact your local Social Security When to file. You can file Form 4029 at1997. He must file his application for exemp-
office to find out the amount to be paid back. any time.tion by the due date, including extensions, for

Effective date of exemption. An ap-his 1997 income tax return. However, if he did
Eligibility requirements. To claim this ex- proved exemption generally is effective for allnot receive the exemption by April 15, 1996,
emption from self-employment tax, all the fol- tax years beginning after 1950. It does not ap-his self-employment tax for 1995 was due by
lowing requirements must be met. ply to any tax year beginning before you meetthat date.

the eligibility requirements discussed earlier.1) File Form 4029, discussed next.Example 3. In 1994, Rev. David Moss was
The exemption will end if you fail to meetordained a minister and had $700 in net earn- 2) As a follower of the established teachings the requirements or the Commissioner of So-ings as a minister. In 1995, he received $1,000 of the sect or division, you must be con- cial Security determines that the sect or divi-as a minister, but his related expenses were scientiously opposed to accepting bene- sion fails to meet them. You must notify theover $1,000. Therefore, he had no net earn- fits of any private or public insurance that IRS within 60 days if you are no longer a mem-ings as a minister in 1995. Also in 1995, he makes payments for death, disability, old ber of the religious group, or if you no longeropened a book store and had $8,000 in net age, retirement, or medical care, or pro- follow the established teachings of this group.self-employment earnings from the store. In vides services for medical care. The exemption will end effective with the date1996, he had net earnings of $1,500 as a min-

you notify the IRS.3) You must waive all rights to receive anyister and $10,000 net self-employment earn-
social security payment or benefit andings from the store.
agree that no benefits or payments will be Refunds of self-employment tax paid. ForBecause Rev. Moss had net earnings from
made to anyone else based on your information on requesting refunds, see the dis-self-employment in 1994 and 1996 that were
wages and self-employment income. cussion under Exemption Request, earlier.more than $400 each year, and part of the

earnings in each of those years was for his
services as a minister, he must file his applica-

Table 1. Social Security and Medicare Tax Exemption Applicationtion for exemption by the due date, including
extensions, for his 1996 income tax return.

Death of individual. The right to file an ap- Who Member of Clergy Member of Recognized Religious
plication for exemption ends with an individu- Sect
al’s death. A surviving spouse, executor, or ad-
min is t ra tor  cannot  f i le  an exempt ion How File Form 4361 and, if approved, File Form 4029 and, if approved,
application for a deceased clergy member. receive an approved copy receive an approved copy

When File by the due date (plus extensions) File anytimeEffective date of exemption.  An approved
of your tax return for the second taxexemption is effective for all tax years after
year with at least $400 of net earnings1967 in which you have $400 or more of net
from self-employment (at least partearnings from self-employment, part of which
from qualified services)is for services as a member of the clergy.

Example. Rev. Thomas Austin, ordained in Effective For all tax years after 1967 with at For all tax years after 1950, but not for
1995, had over $400 in net earnings as a min- least $400 of net earnings from self- years beginning before you meet the
ister in both 1995 and 1996. He files an appli- employment eligibility requirements
cation for exemption on February 15, 1997. If
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Exemption from FICA. Generally, under 3) Services that you perform in a govern-Ministers 
ment-owned and operated hospital (ser-FICA, part of the social security and Medicare

Most services you perform as a minister, vices are considered performed by a gov-tax is paid by the employee and the other part
priest, rabbi, etc., are qualified services. These ernment employee, not by a minister asis paid by the employer. If you are an em-
services include: part of the ministry). However, servicesployee and meet the eligibility requirements

that you perform at a church-related hos-1) Performing sacerdotal functions,discussed earlier in this section, you can apply
pital or health and welfare institution areto be exempt from your share of FICA taxes on 2) Conducting religious worship, and considered to be part of the ministry.wages paid by your employer who has re-

3) Controlling, conducting, and maintainingceived an approval for this exemption.
religious organizations, boards, societies,If you are an employer and meet the eligi-
and other integral agencies that are under Books or articles. Writing religious books orbility requirements, you can apply to be ex-
the authority of a religious body that is a articles is considered to be in the exercise ofempt from the employer’s part of the FICA
church or denomination. your ministry. Royalty income from the sale oftaxes on the wages paid to employees who re-

books or articles is self-employment income.ceived an approval of this exemption.
You are considered to control, conduct, or

maintain a religious organization if you direct, Members ofInformation for employers. If you are an em- manage, or promote the organization’s activi-
ployer who files and receives an approval for Religious Orders ties. A religious organization is under the au-
this exemption, do not report social security thority of a religious body that is a church or Services you perform as a member of a relig-
and Medicare wages of employees who also denomination if it is organized for and dedi- ious order in the exercise of duties required by
file and receive an approval for this exemption. cated to carrying out the principles of a faith the order are qualified services. The services
A partnership in which each partner holds a re- according to the requirements governing the are qualified because you perform them as an
ligious exemption from social security and creation of institutions of the faith. agent of the order.
Medicare is an employer for this purpose. For example, if you are directed to perform
When preparing a Form W–2 for a qualifying Services for nonreligious organizations. services for another agency of the supervising
employee, write ‘‘Form 4029’’ in the box Your services for a nonreligious organization church or an associated institution, you are
marked ‘‘Other.’’ are qualified services if the services are as- considered to perform the services as an

Do not include these exempt wages on signed or designated by your church. As- agent of the order.
Form 941, Employer’s Quarterly Federal Tax signed or designated services qualify even if However, if you are directed to work
Return, or on Form 943, Employer’s Annual they do not involve performing sacerdotal outside the order, the employment will not be
Tax Return for Agricultural Employeesif you functions or conducting religious worship. considered a duty required by the order
have received an approved Form 4029. On Ordinarily, your services are not consid- unless:
Form 941, do not include them on the lines for ered assigned or designated by your church if

● Your services are the kind that are ordinarilyyou are in any of the following categories:‘‘Taxable social security wages, ’’ ‘‘Taxable
performed by members of the order, and

social security tips,’’ and ‘‘Taxable Medicare 1) You perform services for an organization
● Your services are part of the duties thatwages and tips. ’’ Check the box on line 8 to that did not arrange with your church to

must be exercised for, or on behalf of, theshow that the wages are not subject to these receive them.
religious order as its agent.taxes.

2) You perform the same services for an or-On Form 943, do not include them on the
ganization that other undesignated em-lines for ‘‘Total wages subject to social secur- Ordinarily, services are not considered di-
ployees perform. rected or required of you by the order if youity taxes, ’’ and ‘‘Total wages subject to Medi-

and the party for whom you work are consid-care taxes. ’’ Write ‘‘Form 4029’’ to the left of 3) You perform the same services before
ered employee and employer. In this case,the wage entry spaces for those lines. and after the designation.
your earnings from the services are taxedIf you have employees who do not have an
under the rules that apply to workers in gen-approved Form 4029, you must withhold the If your services are not assigned or desig-
eral, not under SECA. This is true even if youemployee share of social security and Medi- nated by your church, they are qualified ser-
have taken a vow of poverty.care taxes and pay the employer’s share. vices only if they involve performing sacerdo-

Example. Mark Brown and Elizabethtal functions or conducting religious worship.
Green are members of a religious order andEffective date. An approved exemption from
have taken vows of poverty. They renounce allServices that are not part of your ministry.FICA becomes effective on the first day of the
claims to their earnings. The earnings belongIncome from services that are not qualifiedfirst calendar quarter after the quarter in which
to the order.services is generally subject to FICA (and notForm 4029 is filed. The exemption will end on

Mark is a licensed attorney. The superiorsSECA) taxes under the rules that apply tothe last day of the calendar quarter before the
of the order instructed him to get a job with aworkers in general. The following are not quali-quarter in which the employer, employee, law firm. Mark joined a law firm as an em-fied services.sect, or division fails to meet the requirements. ployee and, as he requested, the firm made

1) Services that you perform for nonreligious the salary payments directly to the order.
organizations other than the services Elizabeth is a secretary. The superiors of
stated earlier. the order instructed her to accept a job withQualified Services the business office of the church that super-2) Services that you perform as a duly or-

vises the order. Elizabeth took the job anddained, commissioned, or licensed minis-
The exemption from self-employment tax ap- gave all her earnings to the order.ter of a church as an employee of the
plies only to the services performed in the ex- Mark’s services are not duties required byUnited States, the District of Columbia, a
ercise of your ministry or in the exercise of the order. His earnings are subject to socialforeign government, or any of their politi-
your duties as required by your religious order. security tax under FICA and Federal incomecal subdivisions. This is true even if you
The exemption does not apply to any other tax.are performing sacerdotal functions or
self-employment income. If you do not have Elizabeth’s services are considered dutiesconducting religious worship. (For exam-
an exemption, amounts you receive for per- required by the order. She is acting as anple, if you perform services as a chaplain
forming qualified services are subject to self- agent of the order and not as an employee of ain the Armed Forces of the United States,

third party. She does not include the earningsemployment tax. the services are not qualified services.)
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in gross income, and they are not subject to in- parsonage, to figure his net earnings for self- 1) Your expenses must have a business
employment tax purposes. connection — that is, you must have paidcome tax withholding, social security tax, or

or incurred deductible expenses whileself-employment tax. The results would be the same if, instead
performing services as an employee ofof the use of the parsonage and receipt of the
your employer,rental allowance for utilities, Pastor AdamsChristian Science

had received an annual salary of $21,700 of 2) You must adequately account to your em-Practitioners and Readers which $6,700 per year was designated as a ployer for these expenses within a rea-
rental allowance.The exemption from self-employment tax, dis- sonable period of time, and

cussed earlier, applies only to the services a For the income tax treatment of these
3) You must return any excess reimburse-Christian Science practitioner or reader per- amounts, see Exclusion of rental allowance

ment or allowance within a reasonableand fair rental value of a parsonage under In-forms in the exercise of that profession.
period of time.come Tax Treatment of Certain Items, later.

Overseas duty.  Your net earnings from
Generally, if your expenses equal your re-self-employment are determined without any

imbursement, you have no deduction and theFiguring Net Earnings foreign earned income exclusion or the foreign
reimbursement is not reported on your Formhousing exclusion or deduction if you are aFrom Self-Employment W–2. If your expenses are more than your re-U.S. citizen or resident alien who is serving
imbursement, you can deduct your excess ex-abroad and living in a foreign country.for Self-Employment
penses for self-employment tax and income

Example. Paul Jones was the minister of a tax purposes.Tax U.S. church in Mexico. He earned $22,000 and
Nonaccountable plan. A nonaccountablewas able to exclude it all for income tax pur-Generally, your net earnings from self-employ- plan is a reimbursement arrangement underposes under the foreign earned income exclu-ment is your gross income from your trade or which you do not meet all three rules listedsion. Mr. Jones would, however, compute self-bus iness  minus  a l lowab le  bus iness under Accountable plans.  In addition, the fol-employment tax on $22,000.deductions. lowing payments made under an accountable

For information on excluding foreignFor the self-employment tax, your net plan will be treated as being paid under a
earned income or the foreign housing amount,earnings from self-employment include your nonaccountable plan:
get Publication 54, Tax Guide for U.S. Citizensgross income from qualified services (see

1) Excess reimbursements you fail to returnand Resident Aliens Abroad.Qualified Services, earlier) minus the deduc-
to your employer, andSpecified U.S. possessions. The exclu-tions related to that income. If you have an ap-

sion from gross income for amounts derived inproved exemption or you are automatically ex- 2) Reimbursement of nondeductible ex-
Guam, American Samoa, or the Common-empt, do not include the income or deductions penses related to your employer’s
wealth of the Northern Mariana Islands doesfrom qualified services in figuring your net business.
not apply in computing net earnings from self-earnings from self-employment.
employment.For more information on net earnings from Your employer will combine any reimburse-

Amounts not included in gross income.self-employment, see Publication 533, Self- ment paid to you under a nonaccountable plan
Do not include in gross income for figuring netEmployment Tax. with your wages, salary, or other compensa-
earnings from self-employment: tion. Your employer will report the total on your

Gross income. To figure your net earnings Form W–2. You can deduct your expenses (for● Offerings that others made to the church,
from self-employment (on Schedule SE (Form self-employment tax and income tax pur-

● Contributions by your church to an annuity1040)), include in gross income: poses) regardless of whether they are more
plan set up for you, including any salary re- than ,  less  than ,  o r  equa l  to  your● Salaries and fees for your qualified duction, that are not included in your gross reimbursement.services, income, and

For more information on accountable and
● Offerings you receive for marriages, bap- ● Pension payments or retirement al- nonaccountable plans get Publication 463,

tisms, funerals, masses, etc., lowances you receive for your past qualified Trave l ,  Enter ta inment ,  G i f t ,  and Car
services. Expenses.● The value of meals and lodging provided to

you, your spouse, and your dependents for
Allowable deductions. To determine youryour employer’s convenience, and Husband and Wife
net earnings from self-employment, deduct all

● The fair rental value of a parsonage pro- Missionary Team your nonemployee ministerial expenses. Also,
vided to you (including the cost of utilities deduct all your unreimbursed trade or busi- If a husband and wife are both duly ordained,
that are furnished) and the rental allowance ness expenses that you incur in performing commissioned, or licensed ministers of a
(including an amount for payment of utili- ministerial services as a common law em- church and have an agreement that each will
ties) paid to you. ployee of the church. However, you generally perform specific services for which they are

can only deduct 50% of meal and entertain- paid jointly or separately, they must divide the
If a church pays any amount toward your ment expenses. Include this net amount on self-employment income according to the

income tax or self-employment tax, other than line 2 of Schedule SE (Form 1040). agreement.
withholding the amount from your salary, it is If the agreement is with one spouse only
income to you. You must include the amount in and the other spouse is not paid for any spe-Reimbursement arrangements. If you re-
your gross income and self-employment cific duties, amounts received for their ser-ceived an advance, allowance, or reimburse-
income. vices are included in only the self-employmentment for your expenses, how you report this

Example. Pastor Roger Adams receives income of the spouse having the agreement.amount and your expenses depends on
an annual salary of $16,500 as a full-time min- whether the reimbursement was paid to you
ister. $1,500 of the salary is designated as a under an accountable plan or a nonaccount- Maximum Earnings Subject
rental allowance to pay utilities. His church able plan. If you are not sure if you are reim-

to Self-Employment Tax bursed from an accountable plan or a nonac-owns a parsonage that has a fair rental value
countable plan, ask your employer.of $5,200 per year. Pastor Adams is given the For 1996, the maximum net earnings from

use of the parsonage. He is not exempt from Accountable plans. To be an accountable self-employment subject to social security (old
self-employment tax. He must include plan, your employer’s reimbursement arrange- age, survivor, and disability insurance) tax is
$21,700, his salary including the rental allow- ment must require you to meet all three of the $62,700 minus any wages and tips you earned

following rules:ance for utilities and the fair rental value of the that were subject to social security tax. The tax
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rate is 12.4%. All of your net earnings are sub- the amount paid to the organization. Get Publi- You must include in gross income the
ject to the Medicare (hospital insurance) part cation 526, Charitable Contributions. amount of any rental allowance that is more
of the self-employment tax. The tax rate is than the smallest of your reasonable pay, the
2.9%. fair rental value of the home plus utilities, orExclusion of rental allowance and fair

the amount actually used to provide a home.rental value of a parsonage.  If you receive in
You may deduct the home mortgage inter-your pay an amount officially designated as aOptional Methods for

est and real estate taxes you pay on yourrental allowance, you can exclude the allow-Figuring Net Earnings home even though all or part of the mortgageance from your gross income if:
is paid with funds you get through a tax-freefrom Self–Employment 

● The amount is used to provide or rent a rental or parsonage allowance.You may be able to use an optional method for home, and Retired ministers.  If you are a retired min-figuring your net earnings from nonfarm self-
ister, you exclude from your gross income the● The amount is not more than reasonableemployment. If you are in the farming busi-
rental value of a home (plus utilities) furnishedpay for your services.ness, you may be able to use the farm optional
to you by your church as a part of your pay formethod. If you are in farm and nonfarm busi-
past services, or the part of your pension thatnesses, you may qualify for both options. In The term ‘‘rental allowance’’ includes an
was designated as a rental allowance. How-general, the optional methods for figuring net amount to pay utility costs.
ever, a minister’s surviving spouse cannot ex-earnings from self-employment are intended You can exclude from gross income the clude the rental value unless the rental valueto permit continued coverage for social secur- fair rental value of a house or parsonage, in- is for ministerial services he or she performs ority and Medicare purposes when your income cluding utilities, furnished to you as part of your performed.for the tax year is low. For more information on pay. However, the exclusion cannot be more If you are a minister, you can exclude fromthe farm optional method, see Publication than the reasonable pay for your services. If your net earnings from self-employment the533, Self-Employment Tax. you pay for the utilities, you can exclude any rental value of a parsonage or a parsonage al-

allowance designated for utility costs, up to lowance you are provided after you retire. This
Nonfarm optional method. You may use the your actual cost. applies whether or not you can exclude the
nonfarm optional method for nonfarm self-em- This exclusion applies only for income tax amount for income tax purposes. You can also
ployment income if you meet all the following purposes. It does not apply for self-employ- exclude from your net earnings from self-em-
tests: ment tax purposes, as discussed earlier under ployment any retirement benefits you receive

Figuring Net Earnings From Self-Employment1) Your net nonfarm profits are less than from a church plan.
for Self-Employment Tax.$1,733. Theological students. If you are a theo-

This exclusion applies to ordained, com- logical student serving a required internship as2) Your net nonfarm profits are less than missioned, or licensed ministers of the gospel. a part-time or assistant pastor, you cannot ex-72.189% of your total gross income from To exclude the allowance, it must be provided clude a parsonage or rental allowance fromnonfarm self-employment. as pay for your services, including: your income unless you are ordained, commis-
3) You are self-employed or a partner on a sioned, or licensed as a minister.● Qualified services, discussed earlier under

regular basis. This means that your actual Traveling evangelists. You can exclude aMinisters,
net earnings from self-employment are designated rental allowance from out-of-town

● Administrative duties and teaching at theo-$400 or more in at least 2 of the 3 tax churches if you meet all of the following
logical seminaries, andyears before the one for which you use requirements.

this method.
● The ordinary duties of a minister performed ● You are an ordained minister.

4) You have not previously used this method as an employee of the United States (other
● You perform qualified services at churchesmore than 4 years (there is a 5-year life- than as a chaplain in the Armed Forces), a

located away from your community.time limit). The years do not have to be state, possession, political subdivision, or
● You actually use the rental allowance toconsecutive. the District of Columbia.

maintain your permanent home.
If you meet these four tests, you may report Example. Rev. Amos Baker is a full-time Jewish cantors. If you have a bona fidethe smaller of two-thirds of the gross income minister at the Central Mission Church. The commission and your congregation employsfrom your nonfarm business, or $1,600 as your church allows him to use the parsonage that you on a full-time basis to perform substan-net earnings from self-employment. But you has an annual fair rental value of $4,800. The tially all the religious functions of the Jewishmay not report less than your actual net earn- church pays him an annual salary of $13,200, faith, you can exclude a rental allowance fromings for nonfarm self-employment. of which $1,200 is designated for utility costs. your gross income.

His utility costs during the year were $1,000.
For income tax purposes, Rev. Baker ex- Members of religious orders. Your pay may

cludes $5,800 from gross income (the fairIncome Tax Treatment be tax free if you are a member of a religious
rental value of the parsonage plus $1,000 from order who:
the allowance for utility costs). He will reportof Certain Items 

● Has taken a vow of poverty,$12,200 ($12,000 salary and $200 of unused
Some items are treated the same for income utility allowance). His income for self-employ- ● Receives pay for services, andtax and self-employment tax purposes and ment tax purposes, however, is $18,000
some are treated differently. ● Renounces the pay and gives it to the($13,200 +  $4,800).

order.Home ownership.  If you own your home
Offerings and fees.  If you are a member of and you receive as part of your pay a housing

If the above applies and you are perform-the clergy, you must include in your income of- or rental allowance, you may exclude from
ing the services as an agent of the order in theferings and fees you receive for marriages, gross income the smallest of the following:
exercise of duties required by the order, yourbaptisms, funerals, masses, etc., in addition to

● The amount actually used to provide a pay is tax free.your salary. If the offering is made to the relig-
home,ious institution, it is not taxable to you.

If you are a member of a religious organiza- Ministerial trade or business expenses as
● The amount officially designated as a rental

tion and you give your outside earnings to the an employee. When you figure your incomeallowance, or
organization, you still must include the earn- tax, you must itemize your deductions on
ings in your income. However, you may be en- ● The fair rental value of the home, including Schedule A (Form 1040) to claim allowable
titled to a charitable contribution deduction for furnishings, utilities, garage, etc. deductions (see Allowable deductions under
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Figuring Net Earnings From Self-Employment 1) $10,000 ÷  $40,000 =  25%; Deduction for self-employment tax.  You
for Self-Employment Tax, earlier) for ministe- can deduct one-half of your self-employment2) $3,500 ×  25% =  $875;
rial trade or business expenses incurred while tax as a business expense in figuring adjusted

3) $500 ×  25% =  $125.working as an employee. You may also have gross income. This is an income tax deduction
to file Form 2106, Employee Business Ex- only, and you deduct it on line 25 of Form

$875 of the $3,500 salary-related expenses ispenses  (or Form 2106–EZ). These expenses 1040. It is not a deduction in figuring net earn-
not deductible, and $125 of the $500 self-em-are claimed as miscellaneous itemized deduc- ings from self-employment subject to self-em-
ployment related expenses is not deductible.tions and are subject to the 2% of adjusted ployment tax.

gross income floor. Additionally, these ex-
penses may have to be reduced by the Health insurance costs of self-employed
amount that is allocable to tax-free income ministers.  If you are self-employed, you may Filing Your Return (see Expenses allocable to tax-free income, be able to deduct 30% of the amount you pay
next) before being limited by the floor. See for medical insurance coverage for yourself You must file an income tax return on Form
Publication 529, Miscellaneous Deductions, and your family. You take the deduction as an 1040 if:
for more information on the floor. adjustment to income on Form 1040. You may

● You are not exempt from self-employmenttake this deduction even if you do not itemize
tax, and you have net earnings from self-Expenses allocable to tax-free income.  If deductions on Schedule A (Form 1040). How-
employment (discussed earlier under Figur-you receive a rental or parsonage allowance ever, your deduction cannot exceed your net
ing Net Earnings From Self-Employment forthat is tax free, you must allocate the ex- earnings from the business under which the in-
Self-Employment Tax) of $400 or more inpenses of operating your ministry. You cannot surance plan is established. Also, the amount
the tax year,deduct expenses that are allocable to your you deduct does not reduce your income for

tax-free rental or parsonage allowance. This self-employment tax purposes. The expenses ● You are exempt from self-employment tax
rule does not apply to your deductions for taken into account for purposes of this deduc- on earnings from qualified services and you
home mortgage interest or real estate taxes. tion are not allowed as a medical expense de- have $400 or more of other earnings sub-

Figure the portion of your otherwise de- duction on Schedule A. ject to self-employment tax, or
ductible expenses that will be disallowed as a

● You had wages of $108.28 or more from anresult of the allocation of expenses to tax-free
electing church or church-controlled organi-income by multiplying by a fraction. The frac- Note: For 1997, the deduction will be 40%. zation (discussed earlier under Religioustion’s numerator is the tax-free rental or par-
Workers).As a common-law employee (discussedsonage allowance. The denominator is all in-

earlier) of the church, you are not consideredcome (both taxable and tax-free) earned from
to be a self-employed individual for the incomeyour ministry. The income and deductions rel-
from that employment. Do not include that in- Self-employment tax. If you are liable forative to your ministry include amounts related
come when determining if your deduction ex- self-employment tax, you must file Scheduleto ministerial duties you perform both as an
ceeds your net earnings. SE (Form 1040) with your return. Publicationemployee and as a self-employed person. Re-

533 has information about completing theYou cannot take the deduction if you canduce these expenses only in figuring your in-
schedule.participate in a subsidized plan of your or yourcome tax, not your self-employment tax.

spouse’s employer. You apply this deduction Exemption from self-employment tax.  IfRequired statement. If you receive a tax-
limit on a monthly basis. For more information, you filed Form 4361 and received IRS ap-free rental or parsonage allowance and have
see Publication 535, Business Expenses.ministerial expenses, attach a statement to proval not to be taxed on those earnings, and

your tax return. The statement must contain all you do not have any other income subject to
of the following information: self-employment tax, do not file Schedule SE.Living abroad.  Certain income may be ex-

empt from income tax if you work in a foreign Instead, write ‘‘Exempt—Form 4361’’ on Form1) A list of each item of taxable ministerial in-
country or in a specified U.S. possession. Pub- 1040, line 45.come by source (such as wages, salary,
lication 54, Tax Guide for U.S. Citizens and If you filed Form 4029 and received IRS ap-weddings, baptisms, etc.) plus the
Resident Aliens Abroad, discusses the foreign proval not to be taxed on those earnings, andamount,
earned income exclusion. Publication 570, you do not have any other income subject to

2) A list of each item of tax-free ministerial Tax Guide for Individuals With Income From self-employment tax, do not file Schedule SE.
income by source (parsonage allowance) U.S. Possessions, covers the rules for taxpay- Instead, write ‘‘Form 4029 ’’ on Form 1040,
plus the amount, ers in U.S. possessions. You may get these line 45.

free publications from the Internal Revenue3) A list of each item of otherwise deductible For more information on filing your return,
Service or from most U.S. Embassies orministerial expenses plus the amount, including when and where to file it, see the in-
consulates. structions for Form 1040.4) How you figured the nondeductible part of

your otherwise deductible expenses, and
Income tax withholding and estimated tax. Payment of Estimated Tax  5) A statement that the other deductions If you are a duly ordained, commissioned, or li-

claimed in your tax return are not alloca- Estimated tax is the method used to pay in-censed minister, a member of a religious order
ble to your tax-free income. come and self-employment taxes (and other(who has not taken a vow of poverty), or a

taxes you report on Form 1040 for income thatChristian Science practitioner, and you per-
See the statement prepared for the Com- is not subject to withholding, or for incomeform qualified services, your salary is subject

prehensive Example, later. from which not enough tax is withheld). Yourto income tax. However, it is generally not sub-
estimated tax is your expected tax for the yearject to federal income tax withholding. If yourExample. Rev. Charles Ashford received
minus your expected withholding and credits.salary is not subject to withholding, you should$40,000 in ministerial earnings consisting of: a

Generally, you must make estimated taxmake estimated tax payments to avoid penal-$28,000 salary for ministerial services; a total
payments if your estimated tax for the year willties for not paying tax as you earn your in-of $2,000 for weddings and baptisms; and a
be $500 or more.come. For more information, see Payment of$10,000 tax-free housing allowance. He in-

Determine your estimated tax by using theEstimated Tax, later. If you perform your ser-curred $4,000 of unreimbursed expenses con-
vices as an employee of the church (under the worksheet in Form 1040–ES, Estimated Taxnected with his ministerial earnings. $3,500 of
common law rules), you may be able to have a for Individuals. Then, using the Form 1040–ESthe $4,000 is related to his ministerial salary,
voluntary withholding agreement with your payment-voucher, pay the entire estimated taxand $500 is related to his wedding and bap-
employer, the church, to cover any income or the first installment by April 15, 1997. Thetism income. He figures the unallowable part
and self-employment tax that may be due. April 15th date applies whether or not your taxof his expenses as follows:
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home and your abode are outside the United You cannot take the credit if your earned credit added to your pay, get Form W–5 from
income (or adjusted gross income, if greater)States and Puerto Rico. your employer or by calling the IRS at 1–800–
is more than: TAX–FORM (1–800–829–3676).For more information get Publication 505,

Tax Withholding and Estimated Tax. ● $9,500 if you do not have a qualifying child,

● $25,078 if you have one qualifying child, orRetirement Savings How To Get More● $28,495 if you have more than one qualify-Arrangements ing child. Information
Retirement plans for the self-employed. 
Ministers, members of religious orders, and Earned Income. Earned income includes
Christian Science practitioners and readers your:
treat their pay for qualified services as self-

● Wages, salaries, tips, and other pay, andemployment earnings for social security and You can get help from the IRS in several ways.
● Net earnings from self-employment minusMedicare taxes. To set up a qualified retire-

the amount you claimed (or should havement plan (such as a Keogh (H.R. 10) plan or a
Free publications and forms. To order freeclaimed) on Form 1040, line 25, for one-halfsimplified employee pension (SEP) plan), you
publications and forms, call 1–800–TAX-of your self-employment tax.must be self-employed. The common law
FORM ( 1–800–829–3676). You can also writerules determine whether you are an employee
to the IRS Forms Distribution Center nearestor a self-employed person for setting up a Ke- Earned income for a minister whose
you. Check your income tax package for theogh or a SEP plan. See  Other Tax Purposes, earnings from qualified services are ex-
address. Your local library or post office alsoearlier. empt from SECA. If you are exempt from
may have the items you need.For example, if a congregation pays a min- SECA (have an approved Form 4361),

For a list of free tax publications, orderister a salary for performing qualified services, amounts you received for performing ministe-
Publication 910, Guide to Free Tax Services. Itand the minister is subject to the congrega- rial duties as an employee are earned income.
also contains an index of tax topics and re-tion’s control, the minister is a common-law This includes wages, salaries, tips, and other
lated publications and describes other free taxemployee. The minister is not a self-employed employee pay. It also includes pay that is not
information services available from the IRS, in-person even though for social security and taxed like the housing and utility allowance re-
c luding tax educat ion and assistanceMedicare purposes his or her pay is counted ceived as part of your pay for services as an
programs.when figuring net earnings from self-employ- employee. In figuring your earned income, you

If you have access to a personal computerment. On the other hand, amounts received di- cannot deduct your unreimbursed trade or
and modem, you also can get many forms andrectly from members of the congregation, business expenses that you incurred in per-
publications electronically. See Quick andsuch as fees for performing marriages, bap- forming ministerial services as a common law
Easy Access to Tax Help and Forms  in yourtisms, or other personal services, are earnings employee of a church.
income tax package for details. If space per-from self-employment for all tax purposes. Amounts you received for nonemployee
mitted, this information is at the end of thisministerial duties are not earned income. ThisFor more information on establishing a Ke-
publication.includes fees for performing marriages, bap-ogh or a SEP plan, get Publication 560, Retire-

tisms, and honoraria for delivering speeches.ment Plans for the Self-Employed.
Tax questions. You can call the IRS with yourIf you had nonministerial duties, any net
tax questions. Check your income tax packageearnings from self-employment, minus one-Individual retirement arrangements (IRAs).
or telephone book for the local number, or youhalf of your self-employment tax, or any payYou generally are allowed to make contribu-
can call 1–800–829–1040.received as an employee is earned income.tions to your IRA of up to $2,000 or the amount

Earned income for a minister whose in-of your pay, whichever is less. These contribu-
TTY/TDD equipment. If you have access tocome from qualified services is not exempttions may be fully or partly deductible, or non-
TTY/TDD equipment, you can call 1–800–from SECA. Earned income includes your netdeductible, if you or your spouse is covered by
829–4059 to ask tax questions or to orderearnings from self-employment plus any payan employer retirement plan (including a Ke-
forms and publication. See your income taxyou received for nonministerial duties minusogh or SEP plan). If you are covered (or con-
package for the hours of operation.your  Form 1040, line 25 amount for one-halfsidered covered), your deduction is affected

of self-employment tax. Your net earningsby your income and your filing status.
from self-employment includes those netFor more information on IRAs, get Publica-
earnings from qualified services. See Figuringtion 590, Individual Retirement Arrangements ComprehensiveNet Earnings From Self-Employment for Self-(IRAs).
Employment Tax, earlier. Net earnings also in- Example 
cludes net earnings from self-employment re-Church plans. For years beginning after

Rev. John Michaels is the minister of the Firstlated to nonministerial duties.1996, ministers who, in connection with the
United Church. He is married and has oneEarned income for a member of a rec-exercise of their ministry, are self-employed or
child. He is a common-law employee of theognized religious sect with an approvedare employed by an organization other than a
church. He has not applied for an exemptionForm 4029. If you have an approved Formtax-exempt organization can participate in a
from self-employment tax. The church paid4029, all wages, salaries, tips, and other em-church plan. For more information, see Publi-
him a salary of $31,000. In addition, as a self-ployee compensation are earned income.cation 571, Tax-Sheltered Annuity Programs
employed person, he earned $4,000 duringAmounts you received as a self-employed in-for Employees of Public Schools and Certain
the year for  weddings, bapt isms, anddividual are not earned income. Also, lossesTax-Exempt Organizations.
honoraria.from Schedule C, C–EZ, or F cannot be sub-

In an earlier year, Rev. Michaels bought atracted from wages on line 7 of Form 1040.
Earned Income Credit home next to the church. He makes an $800

per month mortgage payment of principal andIf you qualify for it, the earned income credit Information. For the detailed rules on this
interest only. The church paid him $800 perreduces the tax you owe. Even if you do not credit, get Publication 596, Earned Income
month as his parsonage allowance (excludingowe tax, you can get a refund of the credit. De- Credit. You may need to complete Schedule
utilities). The home’s fair rental value is $900pending on your situation, the credit can be as EIC and attach it to your tax return. To figure
per month. The utility bills for the year totaledhigh as $3,556. Also, you may be able to get the amount of your credit, you will have to fill
$960. The church paid him $100 per monthpart of the credit added to your pay instead of out a worksheet or have the IRS compute the
designated as an allowance for utility costs.waiting until after the end of the year. credit for you. For details on getting part of the
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The church did not withhold social security, He cannot deduct the part of his expenses al- rate, he figures that his car expense is $884.
Medicare, or federal income taxes because locable to his tax-free income. He attaches the He enters the $884 on line 1. He has $219 of
Rev. Michaels had not requested it. The required statement (example shown later) to expenses for publications and booklets that
church reports his salary for income tax pur- his tax return that explains how he figures the he enters on line 4.
poses on Form W–2, box 1, leaving blank the nondeductible part ($56). He subtracts the Before entering the total expenses on line
boxes for social security and Medicare wages. $56 from the $243 and enters the $187 differ- 6, he must reduce them by the amount that is
Box 1 of the Form W–2 shows his wages of ence on line 2 of Schedule C–EZ. He reports allocable to his tax-free parsonage allowance.
$31,000. He made estimated tax payments his net profit of $3,813 on line 12 of Form On the attached required statement (shown
during the year totaling $8,400. 1040. later), he shows how he figured the nonde-

Rev. Michaels taught a course at a local ductible part of his expense. The result is $254
community college. He was paid $3,400, of expenses allocable to the tax-free income.Schedule SE (Form 1040). On Schedule SE,
which was reported on a Form W–2. The fed- He subtracts $254 from $1,103 and enters theRev. Michaels includes the $800 per month
eral income tax withheld was $272. As an em- result, $849, on line 6. He then enters the lineparsonage allowance ($9,600), the entire
ployee of the college, he was subject to social 6 amount on line 20 of Schedule A (Form$100 per month utility allowance ($1,200), his
security and Medicare withholding. His Form 1040).salary from the church ($31,000), and the net
W–2 shows $210.80 withheld for social secur- income from Schedule C–EZ ($3,813). He
ity taxes and $49.30 withheld for Medicare Schedule A (Form 1040). Rev. Michaels con-subtracts from this the $56 of nondeductible
taxes. tributed $4,800 in cash during the year to vari-Schedule C–EZ expenses and the $1,103

ous qualifying charities. Each individual contri-($884 + $219) of allowable employee busi-Form 1040. On Form 1040, Rev. Michaels re-
bution was for less than $250. He deducts theness expenses (discussed below). He reportsports $34,400 ($31,000 from the church and
$4,800 as an itemized deduction on line 15.his net income of $44,454 in Section A of$3,400 from the college) on line 7 and $240
He deducts $1,750 in real estate taxes on lineSchedule SE. (As a minister, his church salary(the excess of the utility allowance over the
6 and $6,810 of home mortgage interest onis not considered ‘‘church employee incomeutility costs) on line 21. (The parsonage allow-
line 10. He limits his employee business ex-’’.)ance is not taxable for income tax purposes.)
penses to the amount exceeding 2% of his ad-After completing Schedule SE (Form
justed gross income. He enters $143 as the to-1040), Rev. Michaels enters the self-employ-Schedule C–EZ (Form 1040). On Schedule
tal of his miscellaneous deductions on line 26.ment tax ($6,281) on Form 1040, line 45. Also,C–EZ, Rev. Michaels reports the $4,000 from
The total of all itemized deductions is $13,503,he enters half of this amount ($3,141) on Formweddings, baptisms, and honoraria. His re-
which he enters on line 28 of Schedule A and1040, line 25.lated expenses for the year were $87 for mar-
on line 34 of Form 1040.riage and family booklets and $156 for 503

Form 2106–EZ. Rev. Michaels completesmiles of business use of his car figured at the
lines 7–11b. His car was used 2,852 miles forstandard mileage rate of 31 cents a mile
church business. Using the standard mileage(mainly for trips in connection with honoraria).
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John E. Michaels 011-00-2222

IRC Section 265 — Computation of expenses, allocable to tax-free ministerial income, that
are nondeductible:

TAXABLE TAX-FREE TOTAL
Salary as a minister $31,000 $31,000
Parsonage allowance:

Mortgage ($800 ×  12) $ 9,600 9,600
Utilities

$100 ×  12 =  $1,200
minus costs 960 960 960
excess $ 240 240 240

Gross income from weddings, baptisms, and honoraria 4,000 4,000

Ministerial income $35,240 $10,560 $45,800

Percentage of nondeductible expenses: $10,560 ÷  $45,800 = 23%

Schedule C-EZ Deduction Computation

$ 87 Marriage and family booklets
+ 156 Business use of car
$ 243 Unadjusted Schedule C-EZ expenses
× 23%
$ 56 Nondeductible part of expenses

$ 243 Unadjusted Schedule C-EZ expenses
– 56 Nondeductible part of expenses

$ 187 Schedule C-EZ deductions (line 2)

Employee Business Expense Deduction Computation

$ 884 Car expenses for church business
+ 219 Publications and booklets
$ 1,103 Unadjusted employee business expenses (FORM 2106-EZ)
× 23%
$ 254 Nondeductible part of expenses
$ 1,103 Unadjusted employee business expenses (FORM 2106-EZ)
– 254 Nondeductible part of expenses
$ 849 Employee business expense deduction — FORM  2106-EZ, line 6

None of the other deductions claimed in the return are allocable to tax-free income.
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John E. Michaels 011-00-2222

Attachment to Schedule SE (Form 1040)

Church wages $31,000
Parsonage allowance—Mortgage $9,600

Utilities 1,200 10,800
Net operating profit

from Schedule C-EZ 3,813
$45,613

Less:
Schedule C-EZ expenses allocable

to tax-exempt income $ 56
Ministerial employee business expenses 1,103 1,159

Net Self-Employment Income
Schedule SE, Section A, line 2 $44,454
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