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Legal Stuff (Sorry, For Insurance Purposes)

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 and/or its licensors. All rights are
reserved. distribution, or 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 o 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 presented 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
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

understand-Specifically Retirement e \wewillinoBteachiyoloRACIEES

Explanation of Changes regarding SECA Contributions your own tax returns or discuss

Discuss some tax savings strategies- Such as housing specific tax forms and/or schedules.
on retirement

We will not be discussing years
beyond 2024 (because that tax law
hasn’t been written).

Explain how to properly Pay Your Taxes.

Go over some potential problems you may experience
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What is a retired clergy for tax
purposes

« Aretired clergy person is someone who is separated from
service (not currently working) and has reached the age of
retirement (usually 59 and %)

A pastor may be retired for polity purposes, but may not
exactly be considered retired for tax purposes.

* Meaning, you can be honorably retired and receive
retirement account payments, but may not receive all
retirement benefits (specifically retired housing allowance
benefits which will be explained later) for tax purposes.

What Taxes Do Retired Clergy Pay?

Retirement Income

* Retirement Income is Considered Passive Income

* Retirement Income is subject to income tax.

* Retirement Income (as long as you have reached
retirement age) is never subject to SECA (Social
Security and Medicare Taxes).

* There is some gray area regarding early retirement

distributions that can be risky.
* Meaning you could be (potentially) subject to SECA
Taxes if you take an early distribution on your
retirement.
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Types Of Clergy
Retirement Accounts
Defined Benefit Plan

* Plan funded by dues paid to
your denominations pension
system (typically through
percentage of
compensation)

Distributions are taxable
(income tax only)

Qualifies for housing
exclusion.

Pre-Tax 403(b)

 Contributions are not subject to incorme 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

Types Of Clergy Security and Medicare)

* Qualifies For Housing Exclusion as long s you haven't mixed with

Reti re me nt secular funds or rolled over to an IRA (Individual Retirement Account)
Accounts

Continued I

« Contributions are subject to incore tax and self employment tax (ocial
Security and Medicare)

© Distributions are not subject to income tax and self employment tax
(Social Security and Medicare)
© Housing Allowance Not Necessary as Distributions are NOT Taxable.

IRA (Individual Retirement Accounts)

® These are accounts that you have either contributed on
your own or have rolled over funds from other retirement
accounts
© Two Types Of Plan- Traditional (Pre-Tax) or ROTH
® These plans do not qualify for clergy housing exclusions
Non-Clergy Retirement because they are not controlled by a church or
TS denomination.
® Subject to income tax unless ROTH.

ther Pensions and Annuities

Secular 403(b)

Secular Defined Benefit Plans
401(k)

Other Retirement Plans

These plans do not qualify for clergy housing exclusions
because they are not controlled by a church or
denomination.

® Subject to income tax unless ROTH.




Polling Question #1

+  What state are you in currently?

- Type your answer in the chat box!

HOUSING ALLOWANCES AND PARSONAGE

WHAT’S THE
DIFFERENCE?

* Housing Allowance- the
denomination or church allows
Clergy to allocate a portion of
their retirement payments to pay
for housing expenses. This is
given to them in the form of cash
through retirement distributions.

* Parsonage/Manse/Rectory-
When the church provides the
housing itself. The church owns
the property and allows the
clergy person to live there rent-
free during retirement.
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HOUSING ALLOWANCE
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Ministers who own or rent their home do not pay federal income taxes on the amount of their clergy
retirement that their denomination/church designates in advance as a housing allowance, to the extent that
* Amount allocated in advance toward housing allowance.
* itis used to pay qualified housing expenses and

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

If you are under a ion’s pension, the ion will set this.
* Some plans automatically allocate 100% of all distributions, both defined benefit and 403(b) toward housing.
* Some plans require that you request a set amount to housing in which you fill out a form or write them a letter.
* You should reach out and ask your denomination if any allocation on your part needs to be done prior to taking
distributions.
« Ifthe plan is owned by a local church, your local church will manage this, and you should contact them for
allocation.

* Make sure you get it in writing.
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Example Of

Denomination 100%
Allocation Housing
Allowance Letter
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Example Of Denomination 100% Form1099-R
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Sadly, a Clergy’s secular
spouse can not take a
housing exclusion on a

SECULAR SPOUSES AND e T
HOUSING ALLOWANCE oo Corgy
Benefits, and tax-free

parsonage/manse
benefits.

EXPENSES TO CONSIDER WHEN CALCULATING
HOUSING ALLOWANCE

Mortgage payments on a loan to purchase or improve your home (includes both
t and principal)

Property Insurance (including Renters Insurance)

Furnishing and Appliances (inc irs)

Structural Repairs and Remodeling

Yard Maintenance (Landscaping and Snowplowing)

Maintenance Items (Pest Control, Security, Etc.)
Homeo tion Dues

Utilities (electricity, gas, water, trash pickup, local tel

Ministerial Retirement Home

- Some ministers move into a retirement home following their retirement from
ministry. Two costs are often associated with such living arrangements: (1) a lump-
sum entrance fee, and (2) monthly or annual maintenance fees. The IRS has ruled that
a lump-sum entrance fee paid by a retired minister to gain admission to a retirement
community cannot be prorated over several years and claimed as a housing expense
in those years. It can only be treated as a housing expense in the year it is actually
paid. IRS Letter Ruling 8348018 (1983); IRS Technical Advice Memorandum 8039007
(1980). Problem... Fair Rental Value Limitations!
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HOW TO
CALCULATE FAIR
RENTAL VALUE

CEEEN

* Usually easier because you are renting
(unless you're receiving rent at a discount)

Home Owners

* Compare rentals in your area (bad idea)

* Contact a Real Estate Agent

* Contact A Property Management Company

* Contact an Appraiser (Can Be Costly)

* Do NOT go by Zillow or other real estate
websites
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EXAMPLE 1

Sally gets a retirement distribution of $10,000
The denomination allocated 100% toward
housing

« 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 gets a retirement distribution of $10,000

* The denomination allocated 100% toward housing

* 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 housing
allowance.

+ $3,000
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EXAMPLE 3

AGHHHHM.. 111

* Roberta gets a retirement distribution of $10,000
The denomination allocated 100% toward housing

Roberta has $11,000 in qualified housing expenses

Roberta had her house appraised and they determined it's
fair rental value was $12,000

While Roberta paid zero in taxes on her retirement;
Roberta is mad because she missed out on a tax break.

Roberta could have taken money out of a 403(b) to cover
the missed expense and not pay tax on the distribution.
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LIVEIN A
PARSONAGE/MANSE/RECTORY?

* The tax code specifies that self-employment tax
does not apply to “the rental value of any
parsonage provided after the individual retires,
IRS Publication 517 similarly provides: “If you are
a retired minister, you can exclude from your
gross income the rental value of a home (plus
utilities) furnished to you by your church as a
part of your pay for past services.

In short, you pay no income tax or SECA on your
church owned parsonage post retirement.

Polling Question #2

= Are you currently retired or will you be retiring soon?

*  Please type your answer in the chat box.

24



OTHER ITEMS AND THEIR
TAXATION

11/7/2024

26

Social Security

Believe it or not, payments
from social security CAN be
subject to income tax.

Social Security Payments is
NEVER be subjected to Social
Security and Medicare Taxes
If you opted out of Social
Security, you will only get
benefits for secular work.

27

When Is Social Security Taxable?

Step 1: Take HALF of your social security benefit
Step 2: Add your taxable income

Step 3: Add other non-taxable income such as The taxpayer filed Form 2555, Foreign Earned Income, Form 4563, Exclusion
of Income for BonaFide Residents of American Samoa, or Form 8815, Exclusion of Interest From Series EE and | U.S. Savings
Bonds Issued After 1989, or excluded employer-provided adoption benefits or income from sources within Puerto Rico.

If it equals or exceeds the thresholds below, your social security starts becoming taxable.
Income above a taxpayer's base amount will result in an inclusion of up to 50% (85% for higher incomes)

Your retirement housing benefits do not count against you when calculating this taxability!

Taxable Social Security Benefits Base Amounts

MFJ $32,000
Single, HOH, 0SS, MFS lived apartfrom spouse al} year) 575,000
MES (ived with spouse at any tme during the yaar) 0
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Working After Retirement
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Should you wish to continue working after retirement you must take care.

You could lose your housing benefit on your retirement distributions for that year.

Easily Approved Post Retirement Work (You Won’t Lose Retirement Housing Benefits)

Pulpit Supply
Weddings
Baptisms
Funerals

Speaking Engagements

29

Working After Retirement
Continued

Should you take on a call you must allocate your housing through your employer (church,

hospital, etc)

Interim Positions can cause you to lose retirement housing benefits as well.

The IRS does not have a set definition on what is allowed on purpose. They want to review
the facts and circumstances of each case. In short, you should be very careful to take on
any type of clergy position that would have you lose your retirement benefit. However, if
you do, it’s ok. Just allocate the housing allowance at your call rather than the retirement

account.

Remember, if you work, you will have to pay into income and SECA on Clergy Work.
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UNREIMBURSED CLERGY
EXPENSES

Can not be deducted unless you are working or:
are expenses specific to pulpit supply, weddings,
and funerals (in which you are paid).

Volunteer work, even if it is work mandated by
your denomination, (in which you are unpaid)
results in non-deductible expenses.

10
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Medicare Insurance Premiums May Be INSTANTLY
Deductible

If you are working as a 1099 subcontractor or have unreported clergy income (pulpit
supply, weddings, baptisms and funerals), you may be able to deduct your Medicare
insurance premiums up to your income from the above.

This deduction is for income tax ONLY. NOT SECA.
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HOW DO CLERGY PAY THEIR TAXES TO THE
GOVERNMENT?

Social Security will withhold Federal Income Taxes

WHAT ABOUT Fill out Form W-4V

INCOME TAX Most retirement fund administrators will withhold

WITHHOLDING? federal and state income tax either by you filling out
form W-4P or just tell them a percentage.

11
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PAY YOUR TAXES THROUGH YOUR TAX RETURN
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* Ministers must prepay their income taxes and self-employment taxes (if you are working) using

the estimated 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 can also withhold with Social

Security or your retirement distribution

* 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.
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ESTIMATED 2024 Esti

d Payment Dates for |

TAX D U E Instaliment

Tax Period Covered

Due Date

First

January 1to March 31, 2024

April 15, 2024

DATES Second

April 1 to May 31, 2024

June 17,2024

Third

June 1to August 31, 2024

September 16, 2024

Fourth

September 1 to December 31, 2024

January 15, 2025*
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FORM 1040-ES

Separate here.

24 Estimated Tax

i

oy o = Wieks yous
Social sacurty e 800 2024 Fom 1040E5” o o chck o Ty Cver D5 ot sencl
cauh Ercloe, b i ol sl o afch, yose syt

i et osscher.

[Foe e Vs som ety romber

motonss| | 7 payment-compinie 1 spoe
g o [Gomssa's frst rae s riscts ol

=" |
B [ Accress (number. stroat. and agt.n0)
s
[ —— T Tereoon
T

= Forwa postat con

-10-

Form 1040-E5 (2024)
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You Can Also Pay Online
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+ Payonline at IRS.Gov
*  Pay for free via ACH Bank Debit
*  You can pay by credit card, but that is done through third party services that charge a hefty
fee.
* Most states also allow for online payments of Estimated Taxes

*  See your state’s website for details
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Polling Question #3

= Do you feel like you have learned something today (so far)

* Please answer in the chat box.

ADVICE TO PREVENT ERRORS

il

Ask Question Get Professional Help Clergy Tax Law is Not Black and White

reason, and
theanswers

ade.
backtaxes,interest, and potentially high
penalties

39
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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 and/or its licensors. Allights are
reserved. i ion, distribution, or 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 o 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 presented 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
seek the help of a tax professional.

STEVEN M. JACOBSON, EA

ﬂ JACOBSON

cle rgy tax service

President
PO Box 661
Canandaigua NY, 14424

(866) 502-8295
For questions, please email Erin (she will forward)

ejacobson@iclergytax.com
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