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Housing Allowance
by David B. Gregory, Financial Officer

Topics: 

· What is Ministerial Housing Allowance? 

· Housing Allowance Resolution: Minister Owns or Rents 

· Housing Allowance Resolution: Church Provides a Parsonage 

· Revising Your Housing Allowance During the Year 

· Eligible Housing Costs for Ministers 

What is Ministerial Housing Allowance? 

A minister has the option of having a portion of his salary designated as housing allowance. There are no tax consequences to the church with a housing allowance but it can be significant to the minister. Unless a minister has elected out of social security, he must pay self-employment tax (15.3%) on his salary and housing. The minister also pays income tax on his salary, but he does not pay income tax on his allowable housing allowance. In addition, congress still allows ministers to take a tax deduction for the principal and taxes paid out of his housing allowance. 

When a minister files his tax return, his housing allowance is limited to the smaller of (1) his actual housing expenses, (2) the amount stated in the church board resolution, or (3) the rental value of the minister's house. Rental value includes the fair rental value of the home, including furnishings and appurtenances such as a garage, and the cost of utilities. Any housing allowance paid in excess of the housing allowance limitation is shown on the other income line of his income tax return. In addition the minister should write the words "excess housing allowance" in the space provided. 

A pastor who is living in a parsonage also qualifies for many of the tax benefits of housing allowance. The pastor must pay self-employment tax (15.3%) on the rental value of the parsonage, but this benefit is income tax free. The church can also designate a portion of the pastor's salary for additional amounts he pays for his housing expenses at the parsonage. In this case, the pastor pays self-employment tax (15.3%) on both the rental value of the parsonage and the amount designated as housing allowance. 

Housing Allowance Resolution: Minister Owns or Rents 
What are the requirements in designating Housing Allowance for our minister? 

When hiring a minister the church should designate the minister's housing allowance as part of the salary package. Thereafter, a resolution stating the portion of the minister's salary that is to be allocated as housing allowance for the next year should be passed at each December board meeting. Be sure to ask your minister to give the exact amount he wants designated prior to that meeting. 

In addition, we also recommend you pass a board resolution at the same December board meeting stating the entire salary package for your minister. If you fail to meet the December deadline, pass this resolution as soon as possible to take effect in the next pay period. The minister does not qualify for a housing allowance until the pay period following the board resolution. When preparing a W-2 for the pastor, it is suggested you print the words "housing allowance" in box 14 along with the amount of the housing allowance. 

The housing allowance resolution should read something like this: 

After considering the estimate of Rev. of his home expenses, a motion was made by , seconded by and passed to adopt the following resolution: 

"Be it resolved that of the total cash salary for Rev. ________ for the year 20XX, $ is hereby designated as housing allowance. Be it resolved that as long as Rev. is our employee, the above amount of designated housing allowance shall apply to all future years until modified." 

The final sentence will make this resolution effective in the future if you fail to pass a similar resolution the following December. 

Housing Allowance Resolution: Church Provides a Parsonage 

A church that provides a parsonage should pass a resolution similar to the housing allowance resolution for a minister who owns or rents. The resolution should include both the parsonage plus designating a portion of the minister's salary to cover his out of pocket expenses for housing. 

After considering the estimate of Rev. of his home expenses, a motion was made by , seconded by and passed to adopt the following resolution: 

"Be it resolved that Rev. _______ is permitted to live in the parsonage located at _____________________, as compensation for his services as minister at _____________Church, and that no rent or other fee shall be payable by Rev. _________ for such occupancy and use; 

Be it further resolved that of the total cash salary for Rev. ________ for the year 20XX, $ is hereby designated as parsonage allowance. 

Be it resolved that as long as Rev. is our employee, the above amount of designated parsonage allowance shall apply to all future years until modified." 

Revising Housing Allowance During the Year 

During the year a pastor may discover his housing expenses are going to be greater than what he had originallyanticipated. This will result in the housing allowance portion of his salary to be less than his actual housing expenses. As a result, he is not going to receive the full tax benefit of his housing allowance. Is there anything you can do for the current year? The answer is yes. 

The church can make an amendment to its previous housing allowance resolution passed at the end of the prior year. It is important that the amendment be in writing and is done by the same board or committee that passed the original resolution. The amendment will only affect the housing allowance portion of the pastor's salary after the date of the resolution. No prior expenses paid in excess of the previous housing allowance can apply to the revised housing allowance. We suggest your resolution state the previously approved housing allowance, the new monthly amount to be paid for the remainder of the year, and the total amount of housing allowance that will be paid by the end of the year. 

Common circumstances that may call for an increase of a minister's housing allowance include: an increase in salary, purchasing a new home, moving into a more expensive apartment, unexpected repairs, purchase of new furnishings or appliances, remodeling, or increases in other expenses such as taxes, association dues and utilities, an increased mortgage payment due to increased interest, principal payment, or a balloon payment, etc. 

Eligible Housing Costs for Ministers 
The following are a sample of expenses that qualify as housing expenses for the housing allowance exclusion. They must be for your principal residence. 

For ministers who receive the use of parsonage, any of these expenses actually paid will qualify as housing allowance as long as the church has first designated a portion of his salary as housing allowance. We strongly recommend you utilize the tax guide provided by the Ministers and Missionaries Benefit Board or utilize various other tax guides for ministers. We also suggest you utilize a tax professional that is familiar with ministerial taxes 
Eligible Housing Costs for Ministers Worksheet �
�
1. Mortgage payment including principal and interest �
�
�
2. Down payment on purchase of a house �
�
�
3. Certain escrow expenses on the purchase of a house �
�
�
4. Real property taxes & personal property taxes on content �
�
�
5. Homeowner’s or renter’s insurance on home and contents �
�
�
6. Umbrella liability insurance �
�
�
7. Homeowner’s association dues �
�
�
8. Rent �
�
�
9. Utilities (electric, gas, water, etc) �
�
�
10. Local telephone expenses (base charge only) �
�
�
11. Repairs and maintenance to the home �
�
�
12. Improvements to the home (remodeling, painting, etc) �
�
�
13. Landscaping to the house (gardening, pest control, lawn, lawn mover, etc.) �
�
�
14. New furnishings or repairs to existing furnishings (sofa, beds, dressers, television, stereos,bedding, etc.)�
�
�
15. Decorator items (draperies, carpets, painting, lamps, etc) �
�
�
16. Kitchen equipment (oven, dishwasher, toaster, microwave oven, dishes, tableware, cookware,etc.)�
�
�
17. Other items (washer, dryer, vacuum cleaner, etc.) �
�
�
�
�
�
Grand Total �
�
�
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