48

Example Two: Retired Minister

Schedule C-EZ (Form 1040)

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 2010, Rev. Green received
$15,000 in pension income, all of which was designat-
ed in advance by the Board of Pensions 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 com-
puting 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 furnish-
ings 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 2010, 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 2010, 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). Refer to page 28
regarding the reporting of employee business expens-
es. Note that Rev. Green will pay self-employment tax
on this income (see Schedule SE) since it represents
compensation 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 Rev. Green will assemble the
return to send it to the IRS.

Form 1099R from the Board of Pensions

The Board of Pensions completed Form 1099R for Rev.
Green as follows:

Box 1. The $15,000 pension income Rev. Green
receives from the Board of Pensions.

Box 2b. Taxable amount not determined. The Board of
Pensions designated in advance 100 percent of pension
income as a housing allowance. 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.

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

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

Line 2. Rev. Green reports his expenses related to the
line 1 amount. He drove 880 miles for 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
50 cents by 880 miles for a total of $440. He also
incurred $75 ($150 x 50% nondeductible) 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
percent (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. These tips
should not be construed as an endorsement or recom-
mendation of the TurboTax software.

TurboTax does not appear to calculate the nonde-
ductible 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 $106,800,
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 .5
to get his deduction for one-half of self-employment tax
of $105. He enters that amount here and on Form 1040,
line 27.

TurboTax tips: The software does not appear to reduce
self-employment wages by the business expenses allo-
cated 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 soft-
ware.

Schedule M (Form 1040)

For 2010, taxpayers should use Schedule M to figure
the amount available for the Making Work Pay Credit.
Rev. Green fills out Schedule M as explained here.

Line 1a. Rev. and Mrs. Green do not have wages of
more than $12,903 so they check “No.” Rev. Green
computes his earned income using the earned income
worksheet found in the instructions to Schedule M and
enters his earned income of $1,771 ($1,876 from
Schedule C-EZ less $105 self-employment tax deduc-
tion from line 27 of Form 1040).

Line 2. He multiplies line 1a by 6.2%, which equals
$110, and enters this amount on line 2.

Line 3. Rev. Green enters $800 (for married filing jointly).
Line 4. He enters $110 which is the lesser of lines 2 or 3.

Line 5. Rev. Green enters the amount from Form 1040,
line 38.

Line 6. He enters $150,000 (for married filing jointly).

Line 7. Since the amount on line 5 is less than the
amount on line 6, Rev. Michaels checks “No” and enters
the amount from line 4 on line 9.

Line 9. Rev. Green enters $110 from line 4.

Line 10. Rev. Green did not receive these types of pay-
ments so he responds “No” and enters zero on line 10.

Line 11. Rev. Michaels subtracts line 10 from line 9 and
enters $110 here and on Form 1040, line 63.

Schedule L (Form 1040)

For 2010, taxpayers taking the standard deduction
should use Schedule L to increase the standard deduc-
tion by new motor vehicle taxes paid for certain vehicles
purchased in 2009, or a net disaster loss. Since Rev.
Green did not have these items, he does not complete
Schedule L.
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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 pension
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, one-half 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, 1946, and enters
“2” in the “total” box.

Line 40. Rev. Green enters his standard deduction of
$13,600, which takes into consideration the fact he and
his wife were born before January 2, 1946.

Line 42. He multiplies the number of exemptions
claimed (2 from Line 6d) by $3,650 and enters an
exemption amount of $7,300 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 61. Rev. Green did not have any income tax
withheld from his pension.

Line 63. He enters the $110 Make Work Pay Credit from
Schedule M, line 11.

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


























