Pastor Tax FAQ's
Are my Pastor's earnings subject to SECA or FICA?

· Social Security and Medicare taxes are collected under two systems.  Under the Self-Employment Contributions Act (SECA), the self-employed person pays all the taxes.  Under the Federal Insurance Contributions Act (FICA), the employee and the employer each pay half of the taxes.  No earnings are subject to both systems.
· Wages for duly ordained ministers performing services in the exercise of his ministry are subject to Self-Employment tax.
· The church or employing organization of the minister generally provides an extra payment of 6.5% to 7.65% of salary to help the pastor pay his Social Security tax.  This extra payment is taxable salary.
Is there Income Tax withholding for Ministers?
· Withholding of Income tax is not required, it is optional.  Your minister may request a W-4 form as an optional way for prepaying his tax liability.  The amount entered on line 6 will be withheld each pay period (do not fill in status and number of allowances on line 5).  This Federal income tax withholding will be shown in Box 2 of the W-2. 
What about Parsonage Allowance?

· The gross income of an ordained minister does not include the fair rental value of a home(a parsonage provided) or a housing allowance paid as part of the minister's compensation for services performed that are ordinarily the duties of the minister.

· The fair rental value of a parsonage or housing allowance is free from Income Tax but subject to Social Security and Medicare tax (SECA).
· The minister's church or employing organization must officially designate the parsonage allowance amount or percentage prior to payment.  Example: Each Fall designate amount for the new calendar year.
· If the housing allowance exceeds actual expenses, the minister must include the excess amount as income on Form 1040 line 7.  Expenses include mortgage interest, utilities, repairs, and other expenses directly relating to providing a home.
· The parsonage allowance amount may be identified on form W-2 in Box 14.
