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Finance

Ministerial Tax Return 

Helpful Websites:
www.irs.gov
IRS Publications 15, 15-A,15-B
IRS Publication 1828 – Tax Guide 
for Churches
IRS Publication 517 – Social 
Security and Other Information 
for Members of the Clergy and 
Religious Workers
www.tax.hawaii.gov
www.ecfa.org
www.churchlawandtax.com
www.guidestone.com
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Ministerial Tax Return 
Good resources from ECFA 

and Church Law and Tax

Good resources from Guidestone 

Ministerial Tax Return 

Ministerial Tax Return

Good resources from IRS
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Good resources from IRS

Ministerial Tax Return

What is a Minister?

The starting definition for what is considered to 
be a Minister for tax purposes by the IRS is 
asked in 2 questions:

1. Is the individual duly ordained, licensed, or 
commissioned by a church or denomination? 
“Church” is used generically and does not refer 
to any particular religion. 

2. Does the worker perform ministerial duties? 

What is a Minister?

What are ministerial duties?

1. Administer sacerdotal functions (i.e.- weddings, 
baptisms, etc…)

2. Conduct religious worship

3. Management responsibility in the control, 
conduct, or maintenance of a church or 
denomination

4. Considered a religious leader by a church or 
denomination
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What is a Minister?

If a minister meets these two key questions, they are 
considered to be a “minister for tax purposes”

Most ministers who receive compensation are treated 
as dual-status taxpayers—
Employees for income tax purposes 
and 
Self-employed for only for Social Security and 
Medicare tax.

Ministers are one of the only classifications that are 
considered to be “dual-status” and a “minister 
for tax purposes”

Special Tax Provisions for a Minister

1. For income tax purposes, exclusion 
of the housing allowance and the fair 
rental value of a church-owned parsonage 
provided rent-free to ministers.

2. For social security tax purposes, 
treatment of ministers as self-employed as 
it relates to income from ministerial 
services.

3. Exemption of ministers from self-
employment social security tax under very 
limited circumstances (opting out of social 
security system by filing IRS form 4361).

Special Tax Provisions for a Minister

4. Exemption of ministers’ 
compensation from mandatory income 
tax withholding.

5. Eligibility for a voluntary income tax 
withholding arrangement between the 
minister and the church.

6. Potential “double deduction” of 
mortgage interest and real estate taxes as 
itemized deductions and as excludable 
housing expenses for housing allowance 
purposes for ministers living in minister-
provided housing.
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Ministerial Income 
What is Ministerial income?

Ministerial income include items 
associated as an employee of a church.

Total ministerial income includes:
1. Church wages or salary
2. Gross self-employment income from 

ministerial service (i.e.-housing 
allowance or parsonage allowance)

3. Fringe Benefits (may be taxable or non 
taxable)

4. Tax-exempt allowances (i.e.-housing 
allowance).

Ministerial Income 
Let’s take an example here:

Pacific Church hires Pastor Keoni Silva as 
their senior pastor. He is given salary 
package that includes the following:

Church salary: $80,000
Fringe Benefits:

Health Insurance paid
SECA Offset – 12,000
Annuity – 2,000

Before the year begins, he requests and gets 
approved a housing allowance of $37,000. 

He has voluntary employee contributions of a 
403(b) of 1,000 during the year.

Ministerial Income 

Let’s take an example here:

Pacific Church hires Pastor Keoni Silva as 
their senior pastor. He is given salary 
package that includes the following:

In addition, he fills out a W-4 and has 
18,000 federal income taxes taken out 
and 4,500 in state taxes 

How do you make sure he receives the 
right W-2 information based upon what 
you have paid him for the year?
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Ministerial Income 

Since the minister is an employee of the 
church, he will receives Form W-2 from 
the church as an employer (not as an
independent contractor)

The minister’s taxable wage income is 
reported in box 1, Form W-2.

• Social Security and Medicare taxes 
(FICA) are not withheld. The wages will 
be included in the minister’s self-
employment tax computation. They may 
receive a SECA offset which is taxable 
income to the minister. 

Ministerial Income 

Social Security 
and Medicare 
taxes (FICA) are 
NOT withheld. 

Boxes 3,4,5, and 6 of the W-2 must be blank.

Ministerial Income 
IRS Publication 15-A (page 11), states: 

Form W-2. If your minister is an employee, report 
all taxable compensation as wages in box 1 on 
Form W-2. Include in this amount expense 
allowances or reimbursements paid under a 
nonaccountable plan, discussed in section 5 of Pub. 
15. 

Don't include a parsonage allowance (excludable 
housing allowance) in this amount. You may report 
a designated parsonage or rental allowance 
(housing allowance) and a utilities allowance, or 
the rental value of housing provided in a separate 
statement or in box 14 on Form W-2. 
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Ministerial Income 

IRS Publication 15-A (page 11), states: 

Don't show on Form W-2, Form 941, or 
Form 944 any amount as social security or 
Medicare wages, or any withholding for 
social security or Medicare taxes.

If you withheld federal income tax from the 
minister under a voluntary agreement, this 
amount should be shown in box 2 on Form W-2 as 
federal income tax with-held. 

For more information on ministers, see Pub. 517.

Ministerial Income 

The wages will be included in the minister’s 
self-employment tax computation. 

They may receive a SECA offset which is 
taxable income to the minister. 

Ministers are not subject to federal income 
tax withholding. A minister and employer 
may agree to voluntary withholding.

Ministerial Income 
What is Housing and Parsonage Allowance?

There is a difference between housing allowance 
and a parsonage allowance. 

Housing allowance is designation as part of the 
paycheck while parsonage allowance is a non-
cash benefit of church-owned housing that the 
minister is allowed to live in.

Both housing allowance and parsonage 
allowances are subject to self-employment (SE) 
tax.

Parsonage or housing allowances are reported in 
box 14, Form W-2.
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Designation of Housing Allowance

General breakdown of minister’s salary

43000
37000

MINISTER'S SALARY

Subject to FIT
Housing Allowance

All salary is subject to 
Self-Employment (SE) Tax

Church Salary:
80,000

Housing Allowance 
Designation:
37,000

Composition of a w-2
Pacific Church hires Pastor Keoni Silva as their senior pastor. 
He is given salary package that includes the following:

Church salary: $80,000
Fringe Benefits:

Health Insurance paid
SECA Offset – 12,000
Annuity – 2,000

Before the year begins, he requests and gets approved a housing 
allowance of $37,000. 

He has voluntary employee contributions of a 403(b) of 1,000 
during the year.

He had $18,000 withheld for federal income taxes and $4,500 
for state income taxes

He receives 2,000 gifts paid by the church based upon designate 
member-gifts paid to the church 

In addition, he had 12,148 of accountable reimbursements. 
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Composition of a w-2

Composition of a w-2

How is box 1 figured out for taxable income?

Composition of a w-2
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Hawaii Pacific Baptist Convention

hpbaptist.net

Break Time 
for 10 min

Ministerial income

• Self-employment income and expenses. 
Amounts received by a minister for performing 
marriages, baptisms, funerals, etc., are 
generally self-employment income, even if no 
Form 1099-MISC is received by the minister.

• Self-employment income is reported on 
Schedule C, Profit or Loss from Business, Form 
1040.

• Self-employment expenses are deductible on 
Schedule C, prorated to the extent the minister 
has tax-exempt income from a parsonage 
allowance. This is known as the Deason Rule. 

Illustrated 
Example

Income, Benefits, and Reimbursements 
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Illustrated 
Example

Housing, Business Expenses, Itemized Deductions 

Illustrated 
Example

Impact on Housing Allowance on 
Taxable Income 

Illustrated 
Example

Impact on Housing Allowance on 
Taxable Income 
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Illustrated 
Example

Recovery Rebate Credit

Illustrated 
Example

Schedule C 

Illustrated 
Example

Explanation of Deason Rule 
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Illustrated 
Example

Explanation of Deason Rule 
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