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Legal Stuff (Sorry, For Insurance Purp:s

The content presented during this online seminar/meeting, including but not limi n
and visual materials, is the intellectual property of Jacobson Clergy Tax Service LL es g
reserved. Unauthorized reproduction, distribution, or modification of any portion of the ma

prohibited without prior written permission from Jacobson Clergy Tax Service LLC. Any unauthorized use or
reproduction of the materials may infringe upon copyright, trademark, and other intellectual property rights,
result in legal action. Participants are granted permission to view and engage with the materials presented
purpose of this meeting/seminar. Any other use requires explicic written consent from Jacobson Clergy T:
Thank you for your cooperation and respect for intellectual property rights.

Any handouts received for this presentation has general information on it only and does not constitute written ad
any purpose or any specific tax situation. Anyone viewing these materials should not use the handout as direct advice b
seek the help of a tax professional.

Goals of this Presentation

What can you expect to learn. What will NOT be covered

* Explain clergy tax law in a way that is easy to

‘We will not teach you how to prepare your
understand

own tax returns or discuss specific tax forms

Breakdown the typical clergy compensation package andlonfscheduless
and explain how it is taxed

Specific corrections to clergy payroll (this
would be something your
church/organization would have to reach out
to us directly to get such advice)

Discuss some tax savings strategies

Explain how to properly Pay Your Taxes.

Go over some potential problems you may experiance
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O IS CLERGY FOR TAX

missioned must be able to perform
inister to be
(Note: the first requirement

denomination

ARE CLERGY OYEES?

¢ Clergy are NOT Self Ei

* Most clergy are considered empl

They should receive a Form from their church
reporting their taxable income.
* Note: if this is a truly called position, your in
should not be reported on a 1099-NEC fory
However, clergy are treated as self-employ
Social Security purposes.

Clergy are considered to have what s called a dual
tax status.

Normally, when you are an employee, your Social Security and
Medicare Taxes are withheld from your paycheck for you.

WHAT DOES Furthermore, as an employee, you only pay one half of your Social
THIS MEAN FOR Security and Medicare Taxes (7.65%)
SOCIAL
SECURITY AND
MEDICARE

TAXES? However, because you are Clergy, you are responsible for the

Your employer normally pays the other 7.65%

following.

Paying your own Social Security and Pay both the employer and employee halves
Medicare Taxes on your Income Tax of Social Security and Medicare Tax
Rewrn “Toul of 153%

Tox o SE o)
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THE CHURCH CAN
NOT WITHHOLD

* Itis illegal for the church or
any religious institution to
withhold Social Security and
Medicare Taxes for Clergy.

* This also can include those
employed by secular

organizations (such as hospital
chaplains and campus
ministers)

If this is happening to you, we'll
talk about this later.

Subject To Income Tax
CASH SALARY Subject To Self Employment Tax

(Social Security and Medicare)

Some denominations will give pastors

money toward the cost of Social
Security

SOCIAL SECURITY * This usually equals the employer portion of
OFFSET/REIMBURSEMENT Social Security (7.65%)

This is treated the same as cash salary

for tax purposes

* Subject to Income Tax
* Subject To Self Employment Tax (Social
Security and Medicare)




M ling Question #]1

e you in currently?
‘ype youlanswer in the chat box!

7
%, 0,
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WHAT’'S THE
DIFFERENCE?

* Housing Allowance- When the
Congregation allows Clergy to
allocate a portion of their
compensation package to pay
for housing expenses. This is
given to them in the form of
cash (usually in their paycheck).

+ Parsonage/Manse/Rectory-
When the church provides the
housing itself. The church
actually owns the property and
allows the clergy person to live
there rent free.

12
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ANY AMOUNT
RECEIVED IS ALWAYS
SUBJECT TO SELF

SFLF EMPLOYMENT EXPLOYHENT TAX

(SOCIAL SECURITY AND
MEDICARE TAX).
TAX ON HOUSING MEANING YOU WILL
ALLOWANCE PAY THE 15.3% SOCIAL
- SECURITY AND
MEDICARE TAX

*You save on the income tax.

HOUSING ALEOWA:

* Ministers who own or rent their home do not pay federal es,

of their compensation (so long as the allowance represents compen:

services) that their employing church designates in advance as a hdli§ing allowance, to
the extent that

* The amount that has been allocated in advance.

* it is used to pay qualified housing expenses and

* it does not exceed the fair rental value of the home (furnished, plus utilities).

” (o

SETUP OF HOUSING ALLOWANCE

A housing allowance must be designated in advance.

Retroactive designations of housing allowances are not allowed.

The Church must designate the housing allowance in advance every year.
« Churches sometimes neglect to designate a housing allowance in advance of a new year. This
problem can be avoided by stipulating in each annual housing allowance designation that the
allowance is for the cur-rent year and all future years unless otherwise provided.

If a church fails to designate a housing allowance, the money received for a housing allowance
will be treated as cash salary for a clergy.

Advice: Get it in writing.

15




EXPENSES TO CONSIDER WHEN
CALCULATING HOUSING ALLOWANCE

payments on a loan to purchase or improve your home (includes both interest and

Property I neluding Rer surance)

Furnishing and Appliar ccs (including repzirs)

10/24/2025

Structural Reps
Yard Maintenance
Maintenance Item:
Homeowners

Utilities (electrici

slephone charges that are non-cellular, etc)

HOW TO
CALCULATE
FAIR RENTAL
VALUE

Home Owners

« Compare rentals in your area (bad idea)
« Contact a Real Estate Agent
Contact A Property Management Coffipa
Contact an Appraiser (Can Be Costly,
Do NOT go by Zillow or other real estal
websites (or Al)

18

EXAMPLE |

« Sally gets a housing allowance of $10,000
* She has a Fair Rental Value of $10,000
* She only has $8,000 in qualified housing expenses

« Sally will pay income tax on the unused portion
of the housing allowance
* $2,000




EXAMPLE 2

* June has a housing allowance of $10,000

+ June has qualified housing expenses in the amount of
$10,000

+ June had her real estate agent friend provide a Fair Rental
Value on the home in the amount of $7,000

June will pay tax on the difference between Fair Rental
Value and the amount designated as her housingallowance.
- $3,000

EXAMPLE 3

AGHHHHMH... 11!

Roberta has a housing alld

Roberta has $11,000 in qualified

Roberta had her house appraised aff@they determined it's

fair rental value was $12,000

Roberta is mad because she missed out on a tax bre;
Again, the IRS Code does NOT allow for a retro
housing allowance or allow you to go back and chal

for past expenses or past rental values.

A reminder that the housing allowance exclusion is an

HOUSING exclusion for federal income taxes only. Ministers must

add the housing allowance as income in reporting self-
él(_)LSTYl\/’\?LTE%E employment taxes.

This means the whole amount, not the amount after

expenses is subject to SE Tax.

10/24/2025
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LIVEIN A
PARSONAGE/MANSE/RECTORY?

* The fair rental value of a church-owned home provided to
a Clergy as compensation for ministerial services is not
subject to federal income tax.

* Clergy cannot exclude the fair rental value of a residence
when computing self-employment

If you pay housing expenses, you may still be able to
designate a housing allowance (cypically for utilities,
appliances and furnishings).

he church should provide this rental value to you and
hould be based on what the market could rent the

%

Polling Question #2

+ Are you currently (or will you be) serving in a congregmoﬁ

synagogue, etc)

+  Please type your answer in the chat box.

OTHER ITEMS AND
THEIR TAXATION

24




A

Not Subject To Income
Tax

Employment Tax (Social
Security and Medicare

o cl nds to
your retirel und
pension ddgs are not subject

to income tax or self
employment tax (Social
Security and Medicat

10/24/2025

RETIREMENT

CONTINUED

A 403(b) Plan is when you
contribute to your retirement.
This is different from the plan
that your employer pays into.

There are typically two types of
403(b) plans available.
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Pre-Tax 403(b)

Contributions are not subject to income tax
Contributions are not subject to self employment tax
(Social Security and Medicare)

Distributions are subject to income tax

Retirement Distributions are not subject to self
employment tax (Social Security and Medicare)

* You can take a housing allowance on the distributions as
long as it remains in your denominations Retirement Plan
(DO NOT ROLL OVER)

(
Vs. ROTH%03

+ Contributionsare subject to income tax and self

employment tax (Social Security and Medicare)

+ Distributions are not subject to income tax and self
employment tax (Social Security and Medicare)

EXPENSE REIMBURSEMENT:

Non-Accr  .cable Plan

Accountable Plan

* You submit receipts to your employer * Your contract states you have an

« They write you a reimbursement check expense account of $2,000
for the exact amount * The church hands you a check
* Not subject to any tax in the beginning of the year sd ‘

have the money to cover your e
without submitting any receipts
* Fully taxable . You can write of the
expenses on your tax return, but won’t
save much (we'll discuss this next slide).

” (o

UNREIMBURSED CLERGY
EXPENSES

/ * Can not be deducted against income tax

- + This was due to the changes made by congress
know as the Tax Cuts and Jobs Act (See Big
Beautiful Bill Later)

« This can also include a church credit card

* Can reduce Self Employment Tax (Social Security
and Medicare Tax)
* You'll save roughly 15.3% (so |5 cents on every
dollar you spend)

+ If you would have been reimbursed for these
expenses, you would have saved 100%

30

10
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io g Relinbursements

See Big Beautiful B

Impacts of the Big Beautiful Bill (Currentlyin Congress)
+ The following tax provisions from the Tax Cuts and Jobs %IO clergy

are set to expire on December 31, 2025.

Taxation of Moving Reimbursements

The removal of the moving expense deduction for non-reimbursed moving expenses

The ability to include non-reimbursed clergy expenses as an itemized deductiol
on income tax.

+ Should this pass, the expiration date will be “stricken” from the law.

+  That means these items will become permanent law instead of temporary.

HOW DO | PROPERLY
CALCULATE MY SE TAX?

* In order to calculate your SE Tax, you must first
determine your SE Income.

* SE Income= Clergy Income — Clergy Related + Housing Allowance
Expenses Parsonage Value

+ Once SE Income is calculated, you will then pay
roughly 15.3% of tax.

33
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EXEMPTION FROM SOCIAL SECURITY TAX

ers meet several requirements, they may opt out of Social Security and pay no SE

ing benefits under Social Security.

ions are not a valid basis for the exemption, nor

WHAT HAPPENS IF | OPT OU
SECURITY?

= By opting out of Social Security, you are telling the
federal government that the Church will fully
support and take care of you when you retire.

* You are also telling the government that potentially
you will not collect on social security when you
retire.

* This can include previous payments you made to
Social Security you made as an employee before you
became clergy.

* This is because a minister must certify opposition, on

the basis of religious principles, to acceptance of

public insurance.

35

BEFORE YOU OPT OUT OF SOCIAL SECURITY
YOU SHOULD....

* Consult a tax professional.
+ Consult a financial planner.

* Consult the head of your religious order or
denomination.
* There are many religious orders and denominations
that DO NOT allow you to opt out of Social Security
« Example: Presbyterian Church USA does not allow

Pastors to opt out due to the fact that their pension plan
is setup to work with Social Security, and they do not
have a religious objection to Social Security.

36
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HOW DO CLERGY PAY THEIR TAXES TO THE

@ GOVERNMENT?

Churches can withhold f- < zral income (and ONLY
federal income tax).

You must have a voluntay withholding agreement
with the church.
WHAT ABOU Your church may not do this since the church is not
Yy
INCOME TAX required to do so.
WITHHOLDING? If your church does not withhold federal inc

you will be required to pay it on your tax retu

le tax,

(along with your social security and Medicare tax.

Keep in mind that even if your church withholds, it will
not be enough to pay your entire tax bill (most likely)

PAY YOUR TAXES THROUGH YOUR TAX RETURN

* Ministers must prepay their income taxes and self- taxes using the esti tax
procedure, unless they have entered into a voluntary with-holding arrangement with their
church and the amount of Federal Income Tax Withholding will cover the entire balance due (if
it won't; pay quarterly yourself).

You will need to make estimated tax payments for 2024 if you expect to owe at least $1,000.

+ Estimates are paid quarterly

* Use Form 1040-ES to pay your estimates

+ Those who do not pay estimated tax payments will be subject to an estimated tax penalty.

39
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January 15 (of the following

“These are 2024 Due Dates.
Typically, the due dates are A

year).

Estimates paid after the 1/15
deadline will not count toward
estimated payments and will not
relieve estimated tax penalties.

10/24/2025

2024 Esti d Payment Dates for Individual
Tax Period Covered Due Date
First January 1to March 31, 2024 April 15,2024
Second April 1to May 31, 2024 June 17,2024
\Third June 1to August 31, 2024 September 16, 2024
September 1 1o December 31,2024 | January 15, 2025*

2025 Estimated Tax Payment Deadlinés

41

FORM 1040-ES

3 Toweo

42

14



10/24/2025

Y. RS.Gov
y for fré@ via ACH Bank Debit

You can pa; edit card, but that is done through third party services that charge a hefty
+  Most state @ or o) payments of Estimated Taxes
-+ See you ebsj ils

VE You Can Also Pay Online

Polling Question #3

*  Please answer in the chat box.

+ Do you feel like you have learned something today (soQﬁ

COMMON
MISTAKES

15
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CHURCH IS WITHHOLDING SOCIAL SECURITY
MEDICARE TAXES

ys self-employed for Social security/FICA purposes when performing services for the church
acorrect for the church or employer of a chaplain (or seminary professor if applicable) to

10/24/2025

“ Even if the chu
self-employment
they would reall

s
S
H
3
Q
°
o

that was withheld to the mifi§

ization treated them as FICA wages, the minister would still owe
g they hadn't timely filed Form 4361 to opt out of the system), so

MY CHURCH FORGOT
INCLUDE MY SOCIAL
SECURITY
OFFSET/REIMBURSEMENT
ON MY W-2

16 for state if applicable) of your W-2.

« If this was not done, a corrected W-2 (form
must be issued, and the amount in those b
be increased by the Social Security
offset/reimbursement

47

MY CHURCH
TREATED MY
HOUSING
ALLOWANCE AS
CASH SALARY ON
MY W-2

* Your Housing Allowance amount should never be
included in box | of the W-2. Any taxable housing
allowance will be calculated through your tax return.
It is not your Congregations job to “keep track” of
your taxable housing allowance

« If this was done, a corrected W-2 (form W-2C) must
be issued, and the amount in those boxes must be
reduced by the housing allowance.

* The amount for a housing allowance may go in Box 14.

48
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* Whena church fills out a contract for a pastor, many times it may designates
a percentage of your salary as a “parsonage value for pension dues payment
purposes

+ This is incorrect for tax purposes because fair rental value must be based
on the rental market in your area.

he church must come up with a fair rental value for tax purposes.

THE FAIR
VALUE OF
PARSONAGE

Compare rentals in your area (VERY bad idea)
Contact a Real Estate Agent

Contact A Property Management Company
Contact an Appraiser (Can Be Costly)

OT go by Zillow or other real estate websites

49

My Church is Allocating A Housing Allowance and | Am Paying
Rent To Them and Living In Their Parson e/Rectory

+ Sometimes, the Congregation (to try and save their cler;

obtain a housing allowance and then rent out church owned proj because the fair
ould save the clergy

money when figuring out SE Tax (Social Security and Medicare Tax)

rental value of the church owned property is very high and this

+ This is not allowed and the clergy will still be required to pay SE Tax on the a€d
rental value of the church owned residence.

Typically seen in high income areas.

5° (o

HRA’s- Can My Church Directly Reimburse Me For
Medical Expenses Tax Free

The short answer is that it is highly unlikely without it being a taxable benefit.

In order to get a tax free benefit, they would need to properly set up a Health Reimbursement
Arrangement (HRA).

The church should NOT manage the HRA themselves but contract it out to a third party (Like how
they do it with HSA and Flex Spending accounts).

This is because these entities are legal nightmares and you must be HIPAA, Department of Labor, and
IRS compliant. Otherwise, the church can be hit with steep fines that could cost them tens of
thousands of dollars.

* Most churches do not have the security measures put in place to be HIPAA compliant.

« These payments would likely be taxable to you as cash salary if they are not proper HRA's.

51
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| Get A Clergy Housing Allowance and Rent Out
me On AirBNB?

o but still have it listed on AirBNB, the IRS see this as you
se part or all of your housing benefit.

ADVICE TO PREVENT ERRng :

b

Ask Question Get Professional Help Clergy Tax Law is ‘
White
Do not juse assume your church tressurer has all You may not even know The RS code i 3
the answe made. Ifthe RS catches . you coul be hic wih €5 nota good one.

back taxes, nterest, and potentially high penalies.

53
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Legal Stuff (Sorry, We Have to Add This At The End)

The content presented during this online seminar/meeting, including but not limited to documents, presentations, audio,
and visual materials, is the intellectual property of Jacobson Clergy Tax Service LLC andlor its licensors. Al rights are
reserved. Unauthorized reproduction, distribution, or modification of any portion of the materials shared in this meeting is
prohibited. This includes, but is not limited to, copying, uploading, sharing, or transmitting any content without prior
written permission from Jacobson Clergy Tax Service LLC. Recording of this meeting is strictly prohibited without prior
written permission from Jacobson Clergy Tax Service LLC. Re-Broadcasting of this meeting in any form is also strictly
prohibited without prior written permission from Jacobson Clergy Tax Service LLC. Any unauthorized use or
reproduction of the materials may infringe upon copyright, trademark, and other intellectual property rights, and could
result in legal action. Participants are granted permission to view and engage with the materials presemed solely for the
purpose of this meeting/seminar. Any other use requires explicit written consent from Jacobson Clergy Tax Service LLC.
Thank you for your cooperation and respect for intellectual property rights.

Any handouts received for this presentation has general information on it only and does not constitute written advice for
any purpose or any specific tax situation. Anyone viewing these materials should not use the handout as direct advice but
seck the help of a tax professional.
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