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What we will be covering today

•1099 vs W-2 income

•Schedule C Deductions 

•Quarterly Estimates

•Social Security

•Housing Allowance

•Maximizing Deductions

•Amended Returns

•Accountable plans
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1099 vs. W-2?

•When are you an employee vs self employed?

•What is the tax impact of being self employed?

•If a congregation employs you and pays you a salary, you are generally a common-law employee 
and income from the exercise of your ministry is wages for income tax purposes. However, amounts 
received directly from members of the congregation, such as fees for performing marriages, 
baptisms, or other personal services, aren't wages; such amounts are self-employment income for 
both income tax purposes and social security tax purposes.



1099 vs. W-2?

•A licensed, commissioned, or ordained minister is generally the common law employee of the 
church, denomination, sect, or organization that employs him or her to provide ministerial 
services. However, there are some exceptions, such as traveling evangelists who are independent 
contractors (self-employed) under the common law.

•Regardless of whether you're a minister performing ministerial services as an employee or a self-
employed person, all of your earnings, including wages, offerings, and fees you receive for 
performing marriages, baptisms, funerals, etc., are subject to income tax. However, the way you 
treat expenses related to those earnings differs if you earn the income as an employee or as a self-
employed person.



1099 vs. W-2?

•Reporting
• Wages would be reported on a W-2 and would be reported on page 1 of the 1040. Currently, the taxpayer 

cannot report any unreimbursed business expenses for income incurred from a W-2. 
• Income earned outside of normal church responsibilities would be reported on the Schedule C of the 1040.
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1099 vs. W-2?

•1099 earnings
• Income from form 1099 is subject to self employment tax

• Ministers must calculate their self-employment tax on Schedule SE, Self-Employment Tax, of Form 
1040. Although a minister excludes the housing allowance from gross income, the minister must 
include the housing allowance in self-employment income.

• Self employment tax is covered under SECA and is used to fund Social Security and Medicare. The 
IRS permits taxpayers to deduct half of the self employment tax as a business expense. 

•W-2 Earnings
• Ministers are exempt from federal withholding, but can voluntarily have withholding on their W-2’s 

and pulled from their pay. This does not exempt them from penalties and income tax from these 
earnings. 
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Schedule C Deductible Expenses

•Beginning January 1, 2021, through December 31, 2022, businesses can claim 100% of their food or 
beverage expenses paid to restaurants as long as the business owner (or an employee of the 
business) is present when food or beverages are provided and the expense is not lavish or 
extravagant under the circumstances.
• This meals expense can be claimed on the Schedule C for ministerial income that is not included in W-2 

wages. 

•Any reasonable expense incurred while producing income qualifying for the schedule C can be 
deducted except penalties, personal expenses, etc. 

•Ministers could also claim a business use of home deduction, but it would impact the housing 
allowance. This is up to each taxpayer what would be most beneficial. 



Schedule C Deductible Expenses

•Ministers should keep track of all related expenses to outside business that will be reported on the 
Schedule C. 

•Mileage vs Actual expenses
• 56 cents per mile can be deducted. This should be tracked with an odometer log for each time the minister 

is traveling to produce Schedule C income. 
• The taxpayer may also use a various amount of phone apps that can keep track of mileage. 
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Quarterly Estimates

•Taxes must be paid as you earn or receive income during the year, either through withholding or 
estimated tax payments. If the amount of income tax withheld from your salary or pension is not 
enough, or if you receive income such as interest, dividends, alimony, self-employment income, 
capital gains, prizes and awards, you may have to make estimated tax payments.

•You don’t have to pay estimated tax for the current year if you meet all three of the following 
conditions.
• You had no tax liability for the prior year
• You were a U.S. citizen or resident for the whole year
• Your prior tax year covered a 12-month period



Quarterly Estimates

•Typically, your wages will have enough withheld during the year to cover estimated tax payments. 

•However, the income the taxpayer makes during the year for services outside of the normal church 
activities would not have any withholdings. 

•The income made during the year less any deductions incurred earning that income would be 
subject to self employment tax as well. 



Quarterly Estimates

•Avoiding penalties on the taxpayer’s tax return
• If the taxpayer owes less than $1,000 in tax after subtracting their withholdings and credits
• If they paid at least 90% of the current year’s tax or 100% of the tax shown on the return for the prior year, 

whichever is smaller. 



Social Security

•If you are a minister of a church, your earnings for the services you perform in your capacity as a 
minister are subject to SE tax, even if you perform these services as an employee of that church.

•The self-employment tax rate is 15.3%. The rate consists of two parts: 12.4% for social 
security (old-age, survivors, and disability insurance) and 2.9% for Medicare (hospital 
insurance).
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Housing Allowance

•A minister's housing allowance (sometimes called a parsonage allowance or a rental allowance) is 
excludable from gross income for income tax purposes but not for self-employment tax purposes.

•If you receive as part of your salary (for services as a minister) an amount officially designated (in 
advance of payment) as a housing allowance, and the amount isn’t more than reasonable pay for 
your services, you can exclude from gross income the lesser of the following amounts:
• the amount officially designated (in advance of payment) as a housing allowance;
• the amount actually used to provide or rent a home; or
• the fair market rental value of the home (including furnishings, utilities, garage, etc.).

The payments officially designated as a housing allowance must be used in the year received.



Housing Allowance

•If your congregation furnishes housing in kind as pay for your services as a minister instead of a 
housing allowance, you may exclude the fair market rental value of the housing from income, but 
you must include the fair market rental value of the housing in net earnings from self-employment 
for self-employment tax purposes.
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Maximizing Deductions

•Keep records!
• Keep records of every expense related to work outside of the church. 
• Look over these records multiple times out of the year. 

•If the taxpayer is looking at a high amount of income(which would be subject to self employment 
tax), the taxpayer could either purchase new fixed assets such as computer, new vehicle, etc. to 
reduce taxable income. The taxpayer also has the ability to make charitable contributions(if they 
are itemizing) to reduce any liability at the end of the year. 

•This all is subjective and covers each taxpayer differently. 



Maximizing Deductions

•IRA deductions
• Traditional IRA’s offer a tax deductible contribution that is subject to limitations. If the taxpayer is eligible, 

the taxpayer may want to make a retirement contribution to reduce current year income. 
• Be aware, when distributions from these IRA’s are incurred, the taxpayer will be subject to income tax on those distributions. 

• For 2022, 2021, 2020 and 2019, the total contributions you make each year to all of 
your traditional IRAs and Roth IRAs can't be more than:
• $6,000 ($7,000 if you're age 50 or older), or

• If less, your taxable compensation for the year

• The modified AGI limit for the taxpayer will impact the amount of contributions eligible to be deducted on 
the taxpayer’s return. See next slide. 
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Amended Returns
•The taxpayer may encounter a change from a prior year that needs to be corrected on that year’s tax 
return. 

•A taxpayer would need to file a form 1040X.

•The 1040X is a paper filed form that requires attachments to be included with the 1040X. 

•The 1040X is used for the following:
• Correct Form 1040, 1040-SR, 1040A, 1040EZ, 1040NR, or 1040NR-EZ.
• Make certain elections after the prescribed deadline (see Regulations sections 301.9100-1 through -3 for details).
• Change amounts previously adjusted by the IRS. However, don’t include any interest or penalties on Form 1040X; 

they will be adjusted accordingly.
• Make a claim for a carryback due to a loss or unused credit. However, you may be able to use Form 1045, 

Application for Tentative Refund, instead of Form 1040X. For more information, see Loss or credit 
carryback under When To File, later, and the discussion on carryback claims under Special Situations, later.



Amended Returns

•When to file 1040X
• File Form 1040X only after you have filed your original return. Generally, for a credit or refund, you must file 

Form 1040X within 3 years (including extensions) after the date you filed your original return or within 2 
years after the date you paid the tax, whichever is later.

• If you filed your original return early (for example, March 1 for a calendar year return), your return is 
considered filed on the due date (generally April 15). However, if you had an extension to file (for example, 
until October 15) but you filed earlier and we received it July 1, your return is considered filed on July 1.

•Attachments to 1040X:
• Assemble any schedules and forms behind Form 1040X in the order of the “Attachment Sequence No.” 

shown in the upper-right corner of the schedule or form. If you have supporting statements, arrange them 
in the same order as the schedules or forms they support and attach them last. Don’t attach a copy of 
your original return, correspondence, or other items unless required to do so. 
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•Where to send amended returns
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Accountable Plans

•With the changes arising from the Tax Cuts & Jobs Act, unreimbursed expenses would no longer be able to be 
claimed by employees of businesses. An accountable plan allows for employees to be reimbursed for expenses 
related to their current business. 

•Accountable plans may include reimbursement for a number of different employee related expenses including:
• Employee travel expenses, including meals

• Purchase of tools and equipment

• Employee home office expenses

• Mileage costs

• Required uniforms not suitable for ordinary wear

• Dues and subscriptions

• Job search expenses for employees who have been laid off



Accountable Plans

•In order to be considered an "accountable plan" by the IRS, your arrangement must include ALL of the 

following:

• The expenses must have a business connection; that is, they must have been paid or incurred while 

performing services as an employee.

• The employee must adequately account to the employer for these expenses within a reasonable time. You 

must require employees to provide you with detailed information on these expenses, including date, time, 

place, amount, and business purpose for the expense.

• You must require the employee to return excess reimbursements within a reasonable and specific period of 

time, depending on the circumstances. If employees are not required to turn in excess amounts, these 

amounts must be included in their income.



Accountable Plans

•Using an accountable plan has its advantages if you meet the criteria from the previous slides. 

Reimbursements from an accountable plan are not treated as wages, and as such are not subject to 

employment taxes that can drain cash from both the employer and the employee. 

•Accountable plans allow for the employer to deduct the expenses that they are reimbursing and 

allows for the reimbursement to be tax free for the employee. 



Thank you!
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