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Church Financial & Tax Issues

1. Minister's Compensation and Taxes
2. Housing Allowance
3. IRS Reporting Requirements

a.“What Every Church Must Do During Tax
Season” (See separate handout)

4.Classification of Workers
5. Expense Reimbursements

a. Accountable Reimbursement Plan

b.Non-Accountable Reimbursement Plan
6.Charitable Contributions

a. Cash, Non-Cash and Designated

Contributions
i. “Redirecting Designated Gifts” (See
separate handout)

b.Love Offerings
7. Internal Control Checklist
8. Church & Tax Resources
9. Cell Phone Update

a.“CELL PHONE USAGE UPDATE” (See
separate handout)
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Minister’s Compensation and Taxes

A. Minister’s are always considered employees for federal income tax
purposes
a. Should receive a W-2.
B. Minister’s are always considered self-employed for social security
purposes
a. Social security taxes are never withheld from wages; minister’s
pay their own self-employment (SECA) tax one of 2 ways:
i. Quarterly estimated tax payments
ii. Voluntary income tax withholding by church
C. Minster’s compensation should include:
a. Salary - Taxable
b. Housing - Not taxable for federal income tax purposes
c. Other Costs of providing for a minister (See Key Point below)

i. Health Insurance
ii. Group Term Life Insurance — must be employer plan,
usually through GuideStone Financial Resources
iii. Retirement Contributions
iv. Business expenses related to the ministry
D. Love Offerings
a. Churches sometimes collect love offerings from the congregation
for a pastor or other staff member.
i. Such offerings must be reportable as taxable income and
added to the employee’s W-2

KEY POINT - If a minister has the option to receive any of these
benefits in cash with no accounting to the church, then these benefits

would be taxable income and added to Box 1 wages on the W-2.
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Housing Allowance

A. Ministers can designate a portion of their salary as housing:
a. Must be in writing
b. Must be approved by governing body of church that has the
authority
c. Must be approved prospectively, not retroactively
i. Itisa good idea to have ministers submit a new housing
request for each year
B. Housing is limited to the lesser of:
a. Amount approved by the church
b. Amount spent on qualified housing expenses - some examples
are:
i. Down payment
ii. Mortgage Payment
iii. Real estate taxes
iv. Property insurance
v. Utilities
vi. Furnishings, appliances
vii. Repairs, remodeling
viii. Yard maintenance/improvements
ix. Maintenance items
x. Homeowners dues
c. Fair rental value of home, furnished with utilities
C. Currently, the IRS does not require the reporting of the Housing
Allowance on the W-2. However, it can be reported in Box 14, Other
Information on the W-2.
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IRS Reporting Requirements

A. Payroll Tax Returns
a. Form 941 - Employers Quarterly Federal Tax Return
1. Form 941X (New) - Adjusted Employers Quarterly
Federal Tax Return of Claim for Refund
b. Form 944 - Employers Annual Federal Tax Return
B. W-2 Forms - Wage and Tax Statement
C. Form 1099 Miscellaneous - Miscellaneous Income

Classification of Workers

A. Employee versus Independent Contractor
a. IRS uses a 20-factor test, with these 7 having the principal
focus:
1. Degree of control exercised over details of the work
1. Which party invests i the facilities used n the work
m. Opportunity for profit or loss
v. Can the worker be discharged, “fired”
v. Is the work a part of the regular business
vi. Is the relationship entered into permanent
vil. Is the same service provided to other businesses
b. There is no withholding of tax required on an independent
contractor, unless they will not submit a taxpayer identification
number prior to payment. Backup withholding required at
28%.
c. Issue Form 1099 at year-end if paid >$600 for services
provided
1. Form 1099 must be 1ssued to independent contractor by
Jan 31; sent to IRS by Feb. 28 with Form 1096
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Expense Reimbursements

A. Accountable Reimbursement Plan
a. The following are the three requirements for an accountable
plan:
1. There must be a business connection and the expense
must be reasonable.
1. There must be reasonable accounting for the expenses
(usually within 60 days)
m. All excess reimbursements must be repaid in a
reasonable time (usually 120 days)
B. Non-Accountable Reimbursement Plan
a. Employee does not account for expenses to the employer. All
reimbursements would be taxable income.

Key Pomnt - An employer who reimburses employees for travel

expenses should be aware of the accountable plan rules and

tracking requirements, and understand that amounts paid under

non-accountable plans will be deemed to be wages, includible on
Form W-2 and subject to income tax withholding, social security

and Medicare taxes (for non-ministers). In this case the employer

would be liable for penalties and interest on taxes assessed for

prior periods. If the anti-abuse requirements are not met, an

otherwise accountable plan may be deemed non-accountable and

all reimbursements could be deemed wages subject to tax. (IRC

Section 62)

For more information on the accountable plan rules, see Publication 15,
Employer’s Tax Guide (Circular E).
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Charitable Contributions

A. Cash Contributions
a. Claimed as a deduction m the year in which the
contribution 1s made -
1. If year-end contribution 1s mailed to the church 1t can
be mcluded if post-marked on or before Dec. 31.
b. Unconditional and without personal benefit
c. Made “to” or “for the use of” the church or charitable
organization.
B. Non-Cash Contributions
a. Donors can make charitable contributions of property.

1. However, a value 1s never placed on the property by

the charitable organization nor should a value of any
property be recorded m the contribution record of
the donor.
1. The church should acknowledge the receipt of the
property, giving a description and the date received.
u. Donations of cars, boats or planes sold by the church:
1. Church must acknowledge the sale of the item
to the donor and to the IRS using Form 1098-C
a. Acknowledgement to the donor must be
within 30 days of the sale
b. Form 1098-C must be reported to the IRS
by February 28 of the following year.
C. Designated Contributions
a. Made for a specific purpose
b. Designating a program or project of the church

c. The church must mamntain full admmistrative and

accounting control of the designated contribution.
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INTERNAL CONTROLS CHECKLIST FOR CHURCHES

GENERAL

NGV NN

Are accounting records kept up-to-date and balanced monthly?

. Are adequate and timely reports prepared to insure control of the operations of the church,

i.e. monthly financial statements?
Does a church officer take an active interest in the financial affairs of the church and the
reports available?

. Are employees/Volunteers who are in a position of trust bonded?

Are monthly bank reconciliations reviewed by persons other than the preparer?

. Are volunteers properly trained and supervised?

Is there any separation of duties?

CASH RECEIPTS

N =

. Are contributions opened by employees/volunteers other than the bookkeeper?

Are receipts listed or taped prior to turning them over to the bookkeeper?

. Are checks immediately endorsed for deposit only, deposited promptly and intact by

someone other than the bookkeeper?
Are contributions recorded to donor records on a timely basis?

. Are contribution records sent to contributors?

CASH DISBURSEMENTS

1. Are payments made from original invoices?

2. Are all disbursements made by prenumbered check?

3. Are two signatures required on each check?

4. Are checks signed only when accompanied by original supporting documentation?

5. Are voided checks retained and accounted for?

6. Is the bank reconciliation prepared by someone other than the bookkeeper?

7. Is there a petty cash fund?
>If so, is there a responsible employee/volunteer designated as a custodian of the fund?

PAYROLL

1. Does church officer approve all new hires and changes of pay rate?

2. Are controls in place to prevent the payroll from being inflated without the knowledge of the
church officer?

3. Is the person signing the checks different from the person preparing the checks?

4. Does the church officer periodically review payroll checks and journals?

5. Is the payroll bank reconciliation prepared by someone other than the bookkeeper?

Is the payroll paid from a separate bank account?
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Church and Tax Resources

1. The Church Guide to Internal Controls - Richard Vargo

2. The Church Guide to Financial Reporting — Richard Vargo

3. The Church Guide to Planning And Budgeting - Richard Vargo
4. 2009 Church & Clergy Tax Guide — Richard Hammar

Each of these resources can be purchased from Church Law & Tax
Report at www.churchlawtoday.com.

5. Planning Financial Support
6. Ministerial Tax Issues

These resources are available from GuideStone Financial Resources
at www.guidestone.org.

Resources available from the IRS at

Pub 15 Circular E, Employer’s Tax Guide

Pub 15-B  Employer’s Tax Guide to Fringe Benefits

Pub 969 HSAs & Other Tax-Favored Health Plans

Pub 463 Travel, Entertainment, & Auto Expenses

Put 517  Social Security & Other Information for Clergy
Pub 526  Charitable Contributions

Pub 1828 Tax Guide for Churches and Religious
Organizations

N ow p W
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