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Note: This example is based on an illustrated example 

contained at the end of IRS Publication 517.

Rev. John Michaels is the minister of the First United Church. He 

is married and has one child. The child is considered a quali-

fying child for the child tax credit. Mrs. Michaels is not employed 

outside the home. Rev. Michaels is a common-law employee of 

the church and he has not applied for an exemption from SE tax. 

The church paid Rev. Michaels a salary of $45,000. In addition, 

as a self-employed person, he earned $4,000 during the year 

for weddings, baptisms and honoraria. He made estimated tax 

payments during the year totaling $12,000. He taught a course at 

the local community college, for which he was paid $3,400. Rev. 

Michaels owns a home next to the church. He makes a $1,125 

per month mortgage payment of principal and interest only. 

His utility bills and other housing-related expenses for the year 

totaled $1,450 and the real estate taxes on his home amounted 

to $1,750 for the year. The church paid him $1,400 per month as 

his parsonage allowance. The home’s fair rental value is $1,380 

per month (including furnishings and utilities). 

The parts of Rev. and Mrs. Michaels’ income tax return are 

explained in the order they are completed. They are illustrated 

in the order that Rev. Michaels will assemble the return to send 

it to the IRS.

Form W–2 from church

The church completed Form W–2 for Rev. Michaels as follows:

Box 1. The church entered Rev. Michaels’ $45,000 salary.

Box 2. The church left this box blank because Rev. Michaels did 

not request federal income tax withholding. 

Boxes 3 through 6. Rev. Michaels is considered a self-employed 

person for purposes of Social Security and Medicare tax with-

holding, so the church left these boxes blank. 

Box 14. The church entered Rev. Michaels’ total housing  

allowance for the year and identified it.

TurboTax tips: Listed below are tips for ministers who use 

TurboTax to complete their returns. We have listed our rec-

ommended responses to some of the questions asked by the 

software when entering your W–2 from your church. Please note 

that, at the time of publication, the 2013 TurboTax software had 

not been released, so the TurboTax tips listed throughout this 

example are based on the 2012 version of the software. These 

tips should not be construed as an endorsement or recommen-

dation of the TurboTax software. 

1. “Do any of these apply to this W–2?”   

  Be sure to check the box that says, “I earned this income 

for religious employment (ministry, religious sect).”

2.  “About your religious employment.”      

Please note that ministers fall under the category of  

clergy employment. 

3.  “Tell us about your minister housing.” 

  TurboTax then asks for the parsonage or housing allow-

ance, as well as the amount of qualifying expenses.  

  The amount you should enter for qualifying expenses is 

the lesser of your actual housing expenses, the annual 

fair rental value of your home (including furnishings and 

utilities) or the amount of your pay that was designated 

as ministerial housing allowance by your Church.

4. “How would you like us to calculate ministry self- 

employment tax?””

  Please note that self-employment tax should be paid on 

wages and housing allowance. See Schedule SE TurboTax 

Tip for additional information. 

Form W–2 from college

The community college gave Rev. Michaels a Form W–2 that 

showed the following:

Box 1. The college entered Rev. Michaels’ $3,400 salary.

Box 2. The college withheld $272 in federal income tax on Rev. 

Michaels’ behalf.

Boxes 3 and 5. As an employee of the college, Rev. Rev. Michaels 

is subject to Social Security and Medicare withholding on his 

full salary from the college.

Box 4. The college withheld $210.80 in Social Security taxes.

Box 6. The college withheld $49.30 in Medicare taxes.

Schedule C-EZ (Form 1040)

Some of  Rev. Michaels’ entries on Schedule C–EZ are 

explained here.

Line 1. Rev. Michaels reports the $4,000 from weddings, bap-

tisms and honoraria.

Line 2. Rev. Michaels reports his expenses related to the line 

1 amount. The total consisted of $87 for marriage and family 

booklets and $253 for 448 miles of business use of his car, 

mainly in connection with honoraria. Rev. Michaels used the 

standard mileage rate to figure his car expense. He multiplied 

Part 4. Comprehensive Examples and Forms
Example One: Active minister



46

the standard mileage rate of 56.5 cents by 448 miles for a total 

of $253. These expenses total $340 ($253 + $87). However, 

he cannot deduct the part of his expenses allocable to his tax-

free parsonage allowance. He attaches the required statement, 

Attachment 1 (shown later), to his return showing that 25% (or 

$85) of his business expenses are not deductible because they 

are allocable to that tax-free allowance. He subtracts the $85 

from the $340 and enters the $255 difference on line 2.

Line 3. He enters his net profit of $3,745 both on line 3 and on 

Form 1040, line 12.

Lines 4 through 8b. Rev. Michaels fills out these lines to report 

information about his car. 

TurboTax tip: TurboTax does not appear to calculate the 

non-deductible portion of the expenses which should be allo-

cated to the tax-free portion of the housing allowance. The tax-

payer will need to adjust the expenses (as shown in Attachment 

1) and input the reduced figure into the software. 

Form 2106–EZ

Rev. Michaels fills out Form 2106-EZ to report the unreimbursed 

business expenses he had as a common-law employee of First 

United Church.

Line 1. Before completing line 1, Rev. Michaels fills out Part II 

because he used his car for church business. His records show 

that he drove 2,531 business miles, which he reports in Part II. 

On line 1, he multiplies 2,531 miles driven by the mileage rate of 

56.5 cents. The combined result of $1,430 is reported on line 1.

Line 4. He enters $219 for his professional publications and 

booklets.

Line 6. Before entering the total expenses on line 6, Rev. 

Michaels must reduce them by the amount allocable to his 

tax-free parsonage allowance. On the required Attachment 1 

(shown later), he shows that 25% (or $412) of his employee 

business expenses are not deductible because they are allocable 

to the tax-free parsonage allowance. He subtracts $412 from 

$1,649 and enters the result, $1,237, on line 6. He also enters 

$1,237 on line 21 of Schedule A (Form 1040).

TurboTax tip: TurboTax does not appear to calculate the 

non-deductible portion of the expenses which should be allo-

cated to the tax-free portion of the housing allowance. The tax-

payer will need to adjust the expenses (as shown in Attachment 

1) and input the reduced figure into the software. 

Schedule A (Form 1040)

Rev. Michaels fills out Schedule A as explained here.

Line 5. Rev. and Mrs. Michaels do not pay state income tax; 

however, a deduction is available for state and local general 

sales taxes. For the purpose of this example, the author did not 

include an amount on Schedule A.  

Line 6. Rev. Michaels deducts $1,750 in real estate taxes.

Line 10. He deducts $6,810 of home mortgage interest.

Line 16. Rev. and Mrs. Michaels contributed $4,800 in cash 

during the year to various qualifying charities. Each individual 

contribution was less than $250. For each contribution, Rev. 

and Mrs. Michaels maintain the required bank record (such as 

a cancelled check) or written communication from the charity 

showing the charity’s name, the amount of the contribution and 

the date of the contribution. (This substantiation is required in 

order for any contribution of money [cash, check or other mone-

tary instrument] made in 2007 and thereafter to be deductible.)

Line 21. Rev. Michaels enters his unreimbursed employee busi-

ness expenses from Form 2106-EZ, line 6.

Lines 25, 26 and 27. He can deduct only the part of his 

employee business expenses that exceeds 2% of his adjusted 

gross income. He fills out these lines to figure the amount he 

can deduct.

Line 29. The total of all the Michaels’ itemized deductions is 

$13,639, which they enter on line 29 and on Form 1040, line 40.

Schedule SE (Form 1040)

After Rev. Michaels prepares Schedule C-EZ and Form 2106-EZ, 

he fills out Schedule SE (Form 1040). He reads the chart on page 

1 of the schedule which tells him he can use Section A — Short 

Schedule SE to figure his self-employment tax. Rev. Michaels is a 

minister, so his salary from the church is not considered church 

employee income. Thus, he does not have to use Section B — 

Long Schedule SE. He fills out the following lines in Section A.

Line 2. Rev. Michaels attaches a statement (see Attachment 2 

later) that explains how he figures the amount ($63,811) he 

enters here.

Line 4. He multiplies $63,811 by .9235 to get his net earnings 

from self-employment ($58,929).

Line 5. The amount on line 4 is less than $113,700, so Rev. 

Michaels multiplies the amount on line 4 ($58,929) by .153 to 

get his self-employment tax of $9,016. He enters that amount 

here and on Form 1040, line 56.

Line 6. Rev. Michaels multiplies the amount on line 5 by .50 

to get his deduction for the employer-equivalent portion of 

self-employment tax of $4,508. He enters that amount here and 

on Form 1040, line 27.
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TurboTax tip: The software asks about self-employment tax 

on ministry wages. The taxpayer should check the box to 

pay self-employment tax on wages and housing allowance 

(assuming, as shown in this example, that the minister has not 

applied for exemption from the SE tax). Please note that the soft-

ware does not appear to reduce self-employment wages by the 

business expenses allocated to tax-free income. The taxpayer 

will need to adjust net self-employment income (as shown in 

Attachment 2) and input the reduced figure into the software.

Form 1040

After Rev. Michaels prepares Form 2106-EZ and the other sched-

ules, he fills out Form 1040. He files a joint return with his wife. 

First he fills out the address area and completes the appropriate 

lines for his filing status and exemptions. Then, he fills out the 

rest of the form as follows:

Line 7. Rev. Michaels reports $48,640. This amount is the total 

of his $45,000 church salary, $3,400 college salary and $240, the 

excess of the amount designated and paid to him as a parsonage 

allowance over the lesser of his actual expenses and the fair 

rental value of his home (including furnishings and utilities). 

The two salaries were reported to him in box 1 of the Form 

W–2 he received.

Line 12. He reports his net profit of $3,745 from Schedule C–EZ, 

line 3.

Line 27. He enters $4,508, the deductible part of his SE tax from 

Schedule SE, line 6.

Line 37. Subtract line 36 from line 22. This is his adjusted gross 

income and he carries this amount forward to line 38.

Line 40. He enters the total itemized deductions from Schedule 

A, line 29.

Line 42. He multiplies the number of exemptions claimed (3 

from Line 6d) by $3,900 and enters an exemption amount of 

$11,700 on line 42.

Line 51. The Michaels’s can take the child tax credit for their 

daughter, Jennifer. Rev. Michaels figures the credit by com-

pleting the Child Tax Credit Worksheet (not shown) contained 

in the Form 1040 general instructions. He enters the $1,000 

credit. (Note: The Michaels are not required to attach Schedule 

8812 to claim the child tax credit since their daughter does not 

have an individual taxpayer identification number (ITIN). The 

IRS issues ITINs to foreign nationals and others who have fed-

eral tax reporting or filing requirements and do not qualify for 

Social Security numbers (SSNs). Since Jennifer has a SSN, she 

is not required to obtain an ITIN and therefore Schedule 8812 

is not applicable.)

Line 56. He enters the self-employment tax from Schedule SE, 

line 5.

Line 62. He enters the federal income tax shown in box 2 of his 

Form W–2 from the college.

Line 63. He enters the $12,000 estimated tax payments he made 

for the year.
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Example Two: Retired minister
Rev. William K. Green is a retired minister. He is 69 years 

old. He is married to Sarah J. Green. She is 65 years old and is 

also retired. For 2013, Rev. Green received $15,000 in annuity 

income, all of which was designated in advance by GuideStone 

as a housing allowance. Rev. Green had housing expenses 

of $13,000. The home’s fair rental value is $1,200 per month 

(including furnishings and utilities). Housing allowances for 

retired ministers are not taxable in computing federal income 

tax to the extent that they do not exceed the lesser of actual 

housing expenses or the annual fair rental value of the home 

(including furnishings and utilities). Retirement benefits, 

whether or not designated in advance as a housing allowance, 

are not subject to self-employment taxes.

Rev. Green received $12,000 of Social Security benefits 

in 2013 and his wife received $6,000. None of this income is 

taxable, however, because the Green’s income is not enough to 

expose their Social Security benefits to tax. 

In 2013, Rev. Green received $2,000 from occasional guest 

preaching engagements. He incurred $590 in expenses as a 

result of these activities ($440 of travel expenses and $150 of 

meal expenses). Note that Rev. Green will pay self-employment 

tax on this income (see Schedule SE), since it represents com-

pensation from active ministry.

The parts of Rev. and Mrs. Green’s income tax return are 

explained in the order they are completed. They are illustrated 

in the order that the Rev. Green will assemble the return to 

send it to the IRS.

Form 1099-R from GuideStone 

GuideStone completed Form 1099-R for Rev. Green as 

follows:

Box 1. The $15,000 pension income Rev. Green receives from 

GuideStone.

Box 2b. Taxable amount not determined. GuideStone desig-

nated in advance 100% of pension income as a housing allow-

ance. It is not taxable to the extent that it does not exceed the 

lesser of actual housing expenses or the annual fair rental value 

of the home (including furnishings and utilities). 

Box 7. Rev. Green’s pension income is a normal distribution.   

Schedule C-EZ (Form 1040)

Some of Rev. Green’s entries on Schedule C-EZ are  

explained here.

Line 1b. Rev. Green reports the $2,000 from occasional guest 

preaching engagements.

Line 2. Green reports his expenses related to the line 1 amount. 

He drove 779 miles of business use of his car, in connection 

with guest preaching. Rev. Green used the standard business 

mileage rate to figure his car expense. He multiplied the 

standard mileage rate of 56.5 cents by 779 miles for a total 

of $440. He also incurred $75 ($150 x 50% non-deductible) 

in meal expenses in connection with the guest preaching for 

total expenses of $515. However, he cannot deduct the part of 

his expenses allocable to his tax-free parsonage allowance. He 

attaches the required statement, Attachment 1 (shown later), to 

his return showing that 76% (or $391) of his business expenses 

are not deductible because they are allocable to that tax-free 

allowance. He subtracts the $391 from the $515 and enters the 

$124 difference on line 2.

Line 3. He enters his net profit of $1,876 both on line 3 and on 

Form 1040, line 12. 

Lines 4 through 8b. Rev. Green fills out these lines to report 

information about his car.

TurboTax tips: Listed below are tips for ministers who use 

TurboTax to complete their returns. Please note that, at the 

time of publication, the 2013 TurboTax software had not been 

released, so the TurboTax tips listed throughout this example 

are based on the 2012 version of the software. These tips should 

not be construed as an endorsement or recommendation of the 

TurboTax software. 

TurboTax does not appear to calculate the non-deductible 

portion of the expenses which should be allocated to the tax-

free portion of the housing allowance. The taxpayer will need 

to adjust the expenses (as shown in Attachment 1) and input the 

reduced figure into the software.

Schedule SE (Form 1040)

After Rev. Green prepares Schedule C-EZ he fills out 

Schedule SE (Form 1040). He reads the chart on page 1 of 

the schedule, which tells him he can use Section A — Short 

Schedule SE to figure his self-employment tax. Ministers are 

not church employees under this definition. He fills out the 

following lines in Section A.

Line 2. Rev. Green attaches a statement (see Attachment 2 

later) that calculates his net profit of $1,485 and he enters that 

amount here.

Line 4. He multiplies the $1,485 by .9235 to get his net earnings 

from self-employment ($1,371). 

Line 5. The amount on line 4 is less than $113,700, so Rev. 

Green multiplies the amount on line 4 ($1,371) by .153 to get his 

self-employment tax of $210. He enters that amount here and 

on Form 1040, line 56. 

Line 6. Rev. Green multiplies the amount on line 5 by .50 to 

get his deduction for the employer-equivalent portion of self- 

employment tax of $105. He enters that amount here and on 

Form 1040, line 27.



Find IRS forms, instructions and publications at www.irs.gov or call 1-800-TAX-FORM. 59

TurboTax tips: The software does not appear to reduce self- 

employment wages by the business expenses allocated to tax-

free income. The taxpayer will need to adjust net self-employ-

ment income (as shown in Attachment 2) and input the reduced 

figure into the software. 

Form 1040

After Rev. Green prepares Schedule C-EZ and Schedule 

SE, he fills out Form 1040. Rev. Green files a joint return with 

his wife. First, he fills out the address area and completes the 

appropriate lines for his filing status and exemptions. Then, he 

fills out the rest of the form as follows:

Line 12. He reports his net profit of $1,876 from Schedule C-EZ, 

line 3.

Line 16a and 16b. Rev. Green reports his total annuity income 

of $15,000 on line 16a. He reports the taxable amount ($2,000) 

as computed on Attachment 1 (shown later) on line 16b.

Line 20a and 20b. Since none of Rev. Green’s Social Security 

benefits are taxable, he does not report any amounts on line 

20a or 20b.

Line 27. He enters $105, the deductible part of his SE tax from 

Schedule SE, line 6.

Line 37. Subtract line 36 from line 22. This is his adjusted gross 

income, and he carries this amount forward to line 38. 

Line 39a. He checks the boxes indicating that he and his wife 

were born before January 2, 1949 and enters “2” in the “total” 

box.

Line 40. Rev. Green enters his standard deduction of $14,600 

which takes into consideration the fact he and his wife were 

born before January 2, 1949. 

Line 42. He multiplies the number of exemptions claimed (2 

from Line 6d) by $3,900 and enters an exemption amount of 

$7,800 on line 42. 

Line 43. Rev. Green has no taxable income. 

Line 56. He enters the self-employment tax from Schedule SE, 

line 5.

Line 62. Rev. Green did not have any income tax withheld from 

his pension. 

Line 76. Amount Rev. Green owes to the IRS. 
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SAMPLE

GuideStone Financial 
Resources of the Southern 
Baptist Convention  
2401 Cedar Springs Rd  
Dallas, TX 75201-1498 
1-888-984-8433

75-0939949
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