Pitfall #3: Special-occasion gifts
From time to time, church members give their pastor a
monetary gift beyond his normal salary. This could be a small
amount of cash in a Christmas card or an organized collection
taken during a worship service. Classifying these gifts as
taxable or non-taxable income can be difficult. In general, the
more the church helps to organize the gift and the bigger the
gift, the more likely it is to be taxable. More specifically:

Housing Allowances
Reporting on tax forms
Pastor Joe is paid a salary of $35,000 per year, plus a
$15,000 housing allowance. His actual housing expenses
total $17,000 for the year and the fair rental value of the
home is $13,000 per year. In this scenario, the amount that
should be tax-exempt (the fair rental value of $13,000)
is lower than the housing allowance ($15,000). Joe must
report the difference of $2,000 as taxable income. How is
this accurately reported?
To complete Pastor Joe’s W-2, the church would list his
salary ($35,000) as his taxable wage. For the housing
allowance, the church would enter $15,000 into Box 14 with
a note showing that the money is a housing allowance.

Form W-2

1 Wages, tips, other compensation

$35,000.00
14 Other
Parsonage Allowance

$15,000.00
When Pastor Joe prepares his tax filings, he must enter his
corrected taxable wage ($35,000 + $2,000 = $37,000)
on Line 7 of his Form 1040, with a note indicating that the
additional $2,000 comes from the excess allowance.

Form 1040, Line 7
7 Wages, tips,etc.
$2,000 Excess Parsonage Allowance

7 $37,000.00

On his Social Security (self-employment) tax form, Joe
would report his total income of $50,000. This number
would go on Line 2 of Long Schedule SE.

Form 1040, Long Schedule SE, Line 2
Net profit or (loss) from Schedule C, line 31;
box 14, code A (other than farming); and
Ministers and members of religious order
this line. See instructions for other....
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• If the gift comes directly from members and is of nominal
value (such as a gift card or cash in a Christmas card), it
is generally nontaxable to the pastor.
• If the gift comes from the church’s general fund, it is likely taxable.
• If the gift is funded by member contributions but flows
through church accounts, it is probably taxable.
• If the gift is collected by the church but is not receipted
and not tax-deductible for the donors, it may fall into a
gray area. Contact a tax professional for assistance.

Pitfall #4: Reimbursement of business
expenses
Pastors can incur a variety of business-related expenses, from
attending conferences to purchasing supplies for communion
services. One way to compensate the pastor for these expenses
with minimal complications is by using an accountable
reimbursement arrangement.
Under an accountable reimbursement arrangement, a pastor
must provide the church with documentation of businessrelated expenses as soon as possible, usually within 60 days.
The documentation should show:
1.

The amount paid

2.

The date of payment

3.

The location where the purchase took place

4. How the purchase is business-related
A receipt or cancelled check is generally acceptable as
proper documentation. Once the church treasurer receives

$50,000.00
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