
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:
-On the web, use the chat box at the bottom left of the screen

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 
additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  
Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Clergy Taxation: Housing Allowances, W-2 Reporting, 
Deason Rule, Gifts, and Social Security
TUESDAY, MAY 19, 2020, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality
When listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
immediately so we can address the problem.
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 
without limitation, the tax treatment or tax structure, or both, of any transaction 
described in the associated materials we provide to you, including, but not limited to, 
any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 
subject to change.  Applicability of the information to specific situations should be 
determined through consultation with your tax adviser.



The IRS requires a person to have one of the following three
credentials to be classified as a Clergy:

 ORDAINED

 COMMISSIONED

 LICENSED

WHO IS A MINISTER
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CLERGY  W-2 or INDEPENDENT 
CONTRACTOR

Required Forms W-2 Independent/Contractor

Initial Required Form Form W-4 Form W-9

Initial Required Form Form I-9 N/A

Year-End Filing to Recipients Form W-2 Form 1099

Year-End Filing to IRS/State Form W-3 Form 1096

Eligible for Fringe Benefits Yes Yes

Church Withhold Payroll Taxes Yes No

2019 Getting Your House In Order  
All Copyrights Reserved by IFM 6



Clergy Taxation: Housing 
Allowances, W-2 Reporting, 
Deason Rule, Gifts, and 
Social Security

Vonna Laue

vonnalaue@gmail.com

714-615-3131

May 19, 2020



Housing Allowance

 What is it?
The ministerial housing allowance is the 
designation of some portion of a minister’s 
compensation that is eligible to be excluded 
from federal income tax as well as state income 
tax in many states. 

 History
 1920s

 1954

 2019

8



Housing Allowance

 Limitations
 Lower of designated amount, actual costs, or fair market 

value plus utilities

 How is the amount designated?
 Ministers must estimate their housing expenses for the 

year

 Board approval

 MUST be prospective

 Can be changed during the year

 Designated amount can be all available compensation
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Housing Allowance

 Cost

 Type of housing

 Employer provided 

 Rented

 Owned 

 Types of costs

 Utilities
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Housing Allowance

 Types of costs, continued
 Insurance

 Furniture and decorations

 Landscaping

 Repairs

 Property taxes

 HOA fees

 Rent and mortgage payments – “Double benefit”
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Housing Allowance

 Fair market value

 Market rental prices

 Realtor assessment

 Furniture value determined by rent-to-own type 
business

 Utilities

 Seldom the limitation
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Housing Allowance

 Important tidbits

 Real estate transaction fees are includable

 Home equity loans

 Not eligible on a second home

 No carry forward of costs

 Minister’s responsibility – not the church or 
organization
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Housing Allowance

 Reporting
 W-2 Boxes 1 & 2 (if applicable)

 MHA included on W-2 in box 14 or in separate letter

 Tax preparation
 Determine amount to exclude after year end

 Excess on line 1 of 1040

 Sch SE for tax and related deduction

 Maintain records as part of tax support to show how 
determination was made
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Housing Allowance

Example 1:

Pastor Jones has $50,000 salary. The board 
designates $24,000 as housing allowance in 
December for the following year. Actual costs 
incurred were $30,000. (FMV of $44,000)

Result: Taxable income of $26,000 and $50,000 
subject to SECA.
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Housing Allowance

Example 1:

Pastor Jones has $50,000 salary. The board 
designates $24,000 as housing allowance in 
December for the following year. Actual costs 
incurred were $22,000. (FMV of $44,000)

Result: Taxable income of $28,000 and $50,000 
subject to SECA.
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Housing Allowance

NOTE: This is a tax savings for your clients. 
Encourage them to invest this savings in a 
retirement plan.

Resource: IRS Publication 517 Social Security and 
Other Information for Members of the Clergy and 
Religious Workers
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Forms of Income

 Compensation
 Wages

 Housing allowance

 Provided housing

 Unaccountable allowances – auto, book, expense

 Personal expenses

 Trips

 Spousal and children’s travel
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Forms of Income

 Other income

 Fees – wedding, funeral

 Honorariums – speaking and teaching

 Love offerings

 Personal gifts received directly from individuals 
are not taxable (and not deductible)

19





Fringe Benefits
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Fringe Benefits

• A fringe benefit is any 
cash, property, or 
service that clergy 
employees receive from 
a congregation in 
addition to salary. All 
fringe benefits are 
taxable income to 
employees 
unless exempted by 
the Internal Revenue 
Code

• Many fringe benefits 
can be provided by a 
congregation to clergy 
without any dollar 
limitation (health 
insurance is 
an example), while 
other fringe benefits 
are subject to annual 
limits (dependent care 
is an example).
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Fringe Benefits

• To qualify for exclusion 
from income, many 
fringe benefits must be 
nondiscriminatory. In 
other words, the 
benefits must be 
offered to all 
employees or 
employees in certain 
classes.

• Other fringe benefits 
may be offered to some 
employees and not to 
others
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Fringe Benefits

• Some of the most 
important fringe benefits 
for ministers includes:

• Health insurance. If the 
congregation pays the 
group medical insurance 
premiums (2 qualifying 
employees or more) 
directly to the insurance 
carrier or reimburses clergy 
for the premiums based on 
only one qualifying 
employee, the premiums 
are generally tax-free 
to clergy.

• Disability insurance. If the 
congregation pays the 
disability insurance 
premiums (and clergy is the 
beneficiary) as a part of the 
compensation package, the 
premiums are 
excluded from income.

• Group-term life insurance. 
If the group life 
coverage provided under a 
nondiscriminatory plan 
does not exceed $50,000 
for clergy, the life insurance 
premiums are generally tax-
free to clergy.
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Fringe Benefits

• Out-of-pocket medical expenses (all of the following plans are 
subject to the nondiscriminatory rules):

• Flexible spending account (FSA). The FSA should generally be the 
plan of choice for clergy and congregations. The FSA is simple to 
establish and easy to administer by the congregation.

• Health savings account (HSA). Within limits, HSA contributions 
made by congregations are excludable from income tax and social 
security wages (HSA contributions may not be funded through 
salary reduction). Withdrawals from HSA’s to pay medical 
expenses are tax-free.

• Health reimbursement arrangement (HRA). The same HRA 
benefit must be provided to all employees. This makes this 
concept very limiting since out-of-pocket costs significantly vary 
employee-to-employee.
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Fringe Benefits

• One Person HRA Plan

HRAs are Medical Expense Reimbursement Plans that 
allow you to save substantial tax dollars on insurance 
premiums and out-of-pocket medical expenses not 
covered by insurance. HRA One-Person Plans are 
designed specifically for smaller churches with one 
qualifying employee.

Establish a Section 105 HRA through Clergy Financial 
Resources and reimburse individual insurance premium 
and out-of-pocket medical, dental, and vision expenses 
and save thousands of tax dollars you couldn’t deduct 
otherwise.
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Fringe Benefits

• QSEHRA Plans (with less than 50 employees without group 
health insurance)

If a church (with less than 50 employees) does not offer a 
group health plan to any of your employees, then it can set 
up QSEHRA plan to offer pre-tax benefits for insurance 
premiums and health expenses to all eligible employees.

The maximum 2020 individual amount is $5,250, and 
maximum for an employee and family contribution is 
$10,600. The annual maximum must be prorated for 
employees who are not working a full year, meaning if 
someone starts mid-year you cannot bump up their monthly 
contribution amounts to allow them to receive the full 
yearly amount. The cost of the QSEHRA benefit must be 
entirely covered by the church.

27



Fringe Benefits

• Health FSA Plan
• Health Flexible Spending Accounts (FSA) are a type of 

Medical Reimbursement Plan. Health FSAs are one way for 
employees to use pre-tax dollars to pay for medical 
expenses, such as doctor visit copays, vision expenses, and 
prescription drug costs. FSAs are established by employers 
and are (usually) 100% employee funded.

The Health FSA reduces payroll taxes for both the church 
and the employee making it a popular benefit option. 
Qualifying Health Flexible Spending Account expenses 
include but not limited too: Vision Expenses including 
Glasses and Contacts, Health Plan Deductibles Rx –
Prescription Drugs, Health Plan Co-Payments, Orthodontic 
Procedures, Chiropractic, Dental Charges, Blood Work, X-ray, 
and other Qualifying Medical Expense.

28



Fringe Benefits

• Dependent Care FSAs allow employees to use pre-
tax dollars to pay dependent care expenses. This 
plan can be standalone or offered in conjunction 
with a Section 125 Premium Only Plan or Health 
FSA. Single employees can set aside up to $2,500 
and married couples can set aside up to $5,000 
annually. If amounts are not used they will be lost 
under the use it or lose it clause.
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Fringe Benefits

• Properly focusing on tax-free and tax-deferred 
fringe benefits can make a significant difference in 
the stewarding of funds expended by a 
congregation on behalf of clergy. Federal tax laws 
help congregations and clergy by subsidizing tax-
free fringe benefits and delaying the taxation of 
tax-deferred benefits.

• Source – ECFA
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Retirement plans for 
Clergy

32



Retirement for Clergy
TRADITIONAL IRA ROTH IRA 403B(9) CHURCH PLAN

A traditional IRA (individual retirement 
account) allows individuals to direct 
pre-tax income toward investments that 
can grow tax-deferred. ... Individual 
taxpayers can contribute 100% of any 
earned compensation up to a specified 
maximum dollar amount.

A Roth IRA is an individual retirement 
account (IRA) that allows qualified 
withdrawals on a tax-free basis 
provided certain conditions are 
satisfied. ... Roth IRAs are funded with 
after-tax dollars; the contributions are 
not tax-deductible.

403(b)(9) plans offer retired ministers 
the ability to have retirement 
distributions designated as housing 
allowance. All employees are eligible to 
participate unless the plan specifically 
excludes them.

Contributions are sometimes income-
tax deductible

Distributions are generally not taxable 
after age 59½

Contributions avoid income tax

Earnings are tax-deferred Contributions can be withdrawn any 
time without tax or IRS penalty

Earnings are tax-deferred

Distributions are generally taxable Earnings can be withdrawn tax-free 
after age 59½

Avoids Social Security tax for clergy but 
not for lay workers

Typical federal tax savings on $4000 of 
contributions:
$600, but only if you’re eligible to 
deduct the contributions

Typical federal tax savings on $4000 of 
contributions:
$0

Typical federal tax savings on $4000 of 
contributions:
$1200 for clergy, $600 for other workers

Annual contribution limit:
$6,000 ($7,000 if over age 50)

Annual contribution limit:
$6,000 ($7,000 if over age 50)

Annual contribution limit:
$19,500 ($26,000 if over age 50) in 
addition to employer contributions

33



CONRONAVIRUS 
(COVID-19)

Small Business Administration (SBA)
Payroll Protection Program (PPP) 
Forgiveness of PPP loan
Required Documentation to have PPP loan forgiven
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Payroll Protection Program (PPP) 

• On March 27, 2020, the Coronavirus Aid, Relief, and Economic 
Security Act (CARES ACT) was signed to provide funds to small 
businesses and Churches to maintain employees on payroll during 
the pandemic.

• Loans guaranteed under the PPP will be 100% guaranteed by the 
Small Business Administration.

• Churches with 500 or fewer employees are eligible.
• Maximum loan amount is the lesser of $10 million or two and half 

times the average monthly salary cost.
• Loan can be used for payroll, mortgage interest, rent, and utility.
• PPP ends on June 30, 2020.
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Forgiveness of PPP loan

The loan forgiveness can be up to the full principal amount 
of the loan and accrued interest, if the following stipulations 
are met:
• Loan must be used for qualified expenses incurred 8 weeks 

following the receipt of funds.
• At least 75% of the loan amount goes towards payroll cost.
• Not more than 25% can be used for non-payroll costs like 

mortgage interest payment, rent, and utility payment.
• Full time equivalent employees must be maintained during 

the eight week period.
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Required Documentation to have PPP loan forgiven

• Documentation of payroll cost incurred during the 
8 weeks period must be maintained.  Documents 
such as payroll reports and invoices for fringe 
benefit cost.

• Invoices for Non-payroll cost should be maintained 
to support any expenses charged to PPP program.

• Spreadsheet of full-time equivalent employees on 
payroll during the 8 weeks period should be 
maintained and compared to list used in 
application to ensure the minimum number of 
employees were employed.
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