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Dan has been in tax practice since 1991, and an ordained minister since 1982.  Dan 
brings years of ministry to bear on his expertise in the area of taxation of clergy.



Freedom From Religion Foundation
vs Lew

Late 2017, the Freedom FROM Religion Foundation (FFRF), an 
atheist advocacy group, sued the IRS, arguing that Sec 107(2) of 
the tax code, providing federally tax-free housing allowances to 

ministers, is unconstitutional (Freedom From Religion 
Foundation vs Lew). 

District Court Judge Barbara Crabb ruled that the statute 
violates the Establishment Clause of the First Amendment and 

struck it down.



Freedom From Religion Foundation
vs Lew

In October 2018, the US Court of Appeals for the 7th Circuit struck 
down the ruling, stating the plaintiff’s lack of standing (right) to bring 

the case. 

The FFRF may now petition the 7th Circuit for a full court review or the 
US Supreme Court for review, both of which reviews are discretionary 

and not automatic. 

(Constitutionality of the statute was neither established nor struck 
down.)



Elibility for Clergy Tax Treatment

IRS Code § 107 of the tax code regulates this special tax 
treatment.  The code language clearly favors Christian 

ministers, but has always been applied to anyone of any 
religious bent who

(1) Has been ordained, licensed or commissioned, and
(2) Is actually performing ministerial functions, rites or 

ceremonies to qualify for parsonage allowance.



26 U.S. Code § 107.Rental value of 
parsonages

In the case of a minister of the gospel, gross income does not include—
(1)

the rental value of a home furnished to him as part of his compensation; 
or
(2)

the rental allowance paid to him as part of his compensation, to the 
extent used by him to rent or provide a home and to the extent such 

allowance does not exceed the fair rental value of the home, including 
furnishings and appurtenances such as a garage, plus the cost of utilities.

(Aug. 16, 1954, ch. 736, 68A Stat. 32; Pub. L. 107–181, § 2(a), May 20, 
2002, 116 Stat. 583.)

https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=26-USC-314622203-1388976112&term_occur=253&term_src=title:26:subtitle:A:chapter:1:subchapter:B:part:III:section:107
https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=26-USC-358554534-1062897258&term_occur=80&term_src=title:26:subtitle:A:chapter:1:subchapter:B:part:III:section:107
https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=26-USC-358554534-1062897258&term_occur=81&term_src=title:26:subtitle:A:chapter:1:subchapter:B:part:III:section:107
https://www.law.cornell.edu/rio/citation/68A_Stat._32
https://www.law.cornell.edu/rio/citation/Pub._L._107-181
https://www.law.cornell.edu/rio/citation/116_Stat._583


The Minister as
an Employee

Housing Allowance.  In 1954, Congress established Sec 107 of the IRC, 
establishing an income tax exclusion for housing expenses. 

This is not a deduction; it is an exclusion of income from income tax (but 
not from SECA taxes).

The church council, board, or membership must designate what amount 
of the minister’s compensation is to be considered housing.  If not done, 

all the clergy’s compensation will be considered wages.

On the safe side, this designation of the housing allowance should be in 
writing, made in the prior year or early in the current year.



The Minister as
an Employee

The Clergy Housing Allowance Clarification Act of 2002 amended Sec 107, 
limiting housing allowance exclusions to:

The rental value of a home furnished to him or her as part of his or her 
compensation; or 

The rental allowance paid to him as part of his compensation, to the extent 
used by him to rent or provide a home and to the extent such allowance does 

not exceed the fair rental value of the home, including furnishings and 
appurtenances such as a garage, plus the cost of utilities.

In other words, a housing allowance cannot exceed the amount spent or 
the value of the housing provided. This was clarified and codified by the 

Clergy Housing Allowance Clarification Act of 2002.



The Minister as
an Employee

Establishing the fair rental value of a parsonage. The church 
should annually obtain a fair rental value assessment of its parsonage 

from a local realtor, or from someone else in the residential rental 
business who will put the quote in writing. This statement, plus the 

amount the religious organization paid for utilities for the parsonage, 
constitute the amount of the housing allowance. The written quote is 

very important to protect the minister in the event of an IRS audit.



The Minister as
an Employee

Establishing the fair rental value of a rented or purchased 
home. If the home is rented from a member of the congregation, then 
the church should obtain annually a fair rental value assessment of the 
home rented as in the case of a parsonage. Many times a member of a 

congregation would rent a home for less than the member would to 
someone else. The term fair rental value means the fair rental value for 
anyone who would rent the home. If the fair rental value is more than 
the amount of rent actually paid, the difference must be accounted for 

when the religious organization issues its annual W2 to the minister.



The Minister as
an Employee

Establishing the fair rental value of a rented or purchased home. For a 
minister who purchases a home, the fair rental value is every expense that relates to 

the purchase and maintenance of the home, including:

Principal and interest payments
Homeowners insurance
Utility payments
Purchases of furniture
Repairs and maintenance of the home
Improvements to the home
Real estate taxes and special assessments
Real estate taxes and Qualified Home Mortgage interest can also be deducted on 
Schedule A



The Minister as
an Employee

Once the fair rental value of the home alone is established, calculating 
the balance of the fair rental value is simply based on the principles of an 

accountable reimbursement plan. 

The minister must report these totals with an itemized listing to his or 
her church board or treasurer each year. This protects both the minister 

and the church in the event of IRS inquiries.



The Minister as
an Employee

If a minister refuses to do this detailed reporting, 
based upon maintaining his privacy, he or she 

forfeits the right for the expenses to be subtracted 
from his or her income for income tax purposes. 

The minister must decide which is more important: 
his or her sense of privacy or paying the least 

amount of taxes legally due.



Issuing the Minister’s W-2

The minister's salary goes in box 1. If the church 
withholds any tax and sends it in for the minister, that 

goes in box 2. Boxes 3-6 will be empty. In Box 14, choose 
Minister's Housing Allowance and the amount of 

substantiated housing expenses, not to exceed the 
actual amount designated by the religious organization. 

The amount of Box 16 for state wages will be the same 
as Box 1 for most states.



Adam Scott has a total income 
and benefits package of 
$50,000.  $20,000 of it is 
designated as Housing 
Allowance.  Also paid out of 
this is his health insurance 
($10,000), mileage ($5000), 
and misc business expenses 
($1000)



If Adam does not turn in 
documentation of his 
mileage and other 
miscellaneous expenses to 
the church, they are not 
allowable expenses and 
must be added back to his 
Box 1 Total.



HOWEVER, these $6000 of 
legitimate business 
expenses ARE deductible 
from Adam’s Social 
Security base.  If you are 
preparing the W2, you 
may want to put this  
$6000 in Box 14 as Job 
Expenses as a reminder 
these expenses can be 
subtracted from Adam’s 
self-employment taxable 
base.



If the minister is not paid as 
much as he can document as 
legitimate housing expense, 
the maximum amount of 
allowed housing allowance is 
the total amount of 
compensation.

In this example, there is no 
Box 1 income, because all the 
compensation was used as 
housing allowance.  However, 
the $2500 of unreimbursed 
employee business expenses, 
when figuring the SE tax base, 
can be subtracted from the 
total compensation.  Adam’s 
SE tax base here is $5,000.



Exemption from SE Tax

If the minister is conscientiously opposed to public 
insurance, or opposed because of the principles of the 
religious denomination you belong to, he can claim an 

exemption by filing Form 4361 with the IRS. 

If the exemption is granted, no church self-employment 
from that point forward will be subject to self-

employment tax. This claim for exemption must be filed 
no later than the second year the minister has self-

employment earnings.



Exemption from SE Tax

Special Note:
A minister is not allowed to make this exemption purely because he wants 

to save money on his taxes.

Cautions:
If he/she should die with a dependent child, that child will not receive SS 

Surviver benefits!
The minister would need to take out personal disability, life insurance, and 

other coverages to protect him/herself in the same manner (or better) 
than he/she would be be if he/she were covered by Social Security.





Exemption from SE Tax

The Amish (and similar groups)
These groups are opposed to public insurance of any kind.  
As such, their entire religious group (not just the ministers) 

can apply to be exempt from all self-employment taxes.

Members of these groups file Form 4029.  The group 
member will get a letter approving their exemption from 

Social Security taxes.





Common Preparer Errors

• Incorrectly preparing Form W-2
• Forgetting to tax the housing allowance for SECA taxes
• Taxing the housing allowance on the federal and state income 

tax levels
• Forgetting to reduce the minister’s Social Security taxable 

base by any amount of unreimbursed business expenses
• For the minister who elects out of Social Security, taxing the 

housing allowance for either income tax or SECA tax.



Daniel Bosler, EA, ACT-E, has been an ordained 
minister since 1982, and a tax professional 
since 1991.  He is currently on staff at Mill Creek 
Church in Milford, Michigan.

Presented by the Michigan Society of Enrolled Agents (MiSEA), the state 
affiliate of the National Association of Enrolled Agents (NAEA), “America’s Tax 
Experts®.    This presentation has been approved for 2 continuing education 
credits.
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