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The most important federal reporting obligation for most
churches is the withholding and reporting of employee
income taxes and Social Security taxes. These payroll
reporting requirements apply, in whole or in part, to
almost every church. Yet many churches do not comply
with them for one or more of the following three reasons:

e The church treasurer is elected by the
congregation and does not remain in office long
enough to understand the application of tax
reporting rules to churches.

e Church leaders assume that churches are
exempt from tax reporting requirements. This
is a false assumption. The courts have rejected
the argument that the application of the payroll
tax reporting rules to churches violates the
constitutional guarantee of religious freedom.

e There are a number of special tax reporting rules
that apply to churches, and these often are not
clearly understood by church staff members.
These special rules include the following:

1. Ministers are always self-employed for Social
Security purposes with respect to their church
compensation. While most ministers are employees
for federal income tax reporting purposes, they are
self-employed for Social Security with respect to
their church compensation. This means that they
pay the “self-employment tax” (SECA) rather than
the employee’s share of Social Security and Medicare
taxes—even if they report their federal income taxes
as a church employee. It is incorrect for churches
to treat ministers as employees for Social Security
purposes and to withhold the employee’s share of
Social Security and Medicare taxes from their wages.

2. A minister’s wages are exempt from income tax
withholding. A minister’s compensation is exempt
from income tax withholding whether a minister
reports his or her income taxes as an employee or
as self-employed. Ministers use the estimated tax
procedure to pay their federal taxes, unless they have
entered into a voluntary withholding agreement
with their employing church.

3. Some churches are exempt from the employer’s
share of Social Security and Medicare taxes
because they filed a timely exemption application.
For most churches, this exemption had to be filed
before October 31, 1984. This exemption does not
excuse the church from income tax withholding,
filing Form 941, or issuing W-2 forms to church

Federal Reporting Requirements for Churches

employees. The non-minister employees of a church
that filed such an exemption application are treated
as self-employed for Social Security purposes, and
must pay the self-employment tax (SECA) if they
are paid $108.28 or more during the year.

Note: The term “Church” is used broadly throughout
this publication and refers to actions that may be
taken by the church’s governing board and/or by the
congregation depending on the nature of the action.

WARNING: Federal law specifies that any corporate
officer, director, or employee who is responsible

for withholding taxes and paying them over to the
government may be liable for a penalty in the amount of
100 percent of such taxes if they are either not withheld
or not paid over to the government. This penalty is of
special relevance to church leaders, given the high rate
of noncompliance by churches with the payroll reporting
procedures.

uononposu|




e
]
—
-2
5=
S
3
>
S
£
%)
)
=
2]
c
Q
[=2]
s
—
=T}
£
o
£
»
>

Federal Reporting Requirements for Churches

Housing allowance (parsonage allowance)

The most important tax benefit available to ministers
who own or rent their homes is the housing allowance
exclusion. Unfortunately, many churches fail to
designate a portion of their minister’s compensation as a
housing allowance, and thereby deprive the minister of
an important tax benefit.

A housing allowance is simply a portion of a minister’s
compensation that is so designated in advance by

the minister’s employing church. For example, in
December of 2009 a church agrees to pay its pastor “total
compensation” of $45,000 for 2010, and designates
$15,000 of this amount as a housing allowance (the
remaining $30,000 is salary). This costs the church
nothing. It is simply a matter of designating part of a
minister’s salary as “housing allowance.”

The Tax Code specifies that the housing allowance of
a minister who owns or rents a home is nontaxable in
computing federal income taxes to the extent that it is:

1. declared in advance;
2. used for housing expenses; and

3. does not exceed the fair rental value of the
minister’s home (furnished, plus utilities).

v"  Key Point. Under no circumstances can
a church designate a housing allowance
retroactively.

v" Key Point. Although repayments of principal
and interest on a home loan secured by a
mortgage on a minister’s home qualify as a
housing expense to which a housing allowance
can be applied, costs associated with refinancing
a principal residence or a home equity loan
qualify only if the proceeds are used for acquiring
or maintaining a principal residence.

Ministers who live in church-owned housing that is
provided “rent-free” as compensation for ministerial
services do not include the annual fair rental value of
the parsonage as income in computing their federal
income taxes. The annual fair rental value is not
deducted from the minister’s income. Rather, it is

not reported as additional income anywhere on Form
1040 (as it generally would be by non-clergy workers).
Ministers who live in a church-provided parsonage do
not pay federal income taxes on the amount of their

compensation that their employing church designates in
advance as a parsonage allowance, to the extent that the
allowance:

1. represents compensation for ministerial services,

2. is used to pay parsonage-related expenses such as
utilities, repairs and furnishings, and

3. does not exceed the amount designated or the fair
rental value of the housing.

Note that the housing allowance and fair rental value of
a parsonage are nontaxable only when computing federal
income taxes. Ministers must include their housing
allowance and rental value of a parsonage as taxable
earnings when computing their Social Security taxes
(except for retired ministers).

v" Key Point. Church treasurers should be sure
that the designation of a housing or parsonage
allowance for the following tax year is on the
agenda of the church for one of its final business
meetings of the current year. The designation
should be an official action, and it should be
duly recorded in the minutes of the meeting.
The IRS also recognizes designations included
in employment contracts and budget line
items—assuming in each case that the church
duly adopted the designation and that there
is underlying specific documentation of each
minister’s housing allowance computations.

¥v" Key Point. Lay pastors may be able to exclude
income designated as a housing allowance if they
meet the IRS requirements for ministers, which
are (1) the lay pastor must be authorized by the
terms of call to perform the sacerdotal functions;
(2) the employing church must designate, in
advance of payment, a portion of the lay pastor’s
salary as housing allowance; and (3) the lay
pastor must comply with the requirements for
documentation of the housing expenses outlined
above for ministers.

Accountable reimbursements

The best way for ministers to handle their ministry-
related business expenses is to have their employing
church adopt an accountable expense reimbursement
arrangement. An accountable arrangement is one that
meets the following four requirements:

1. only business expenses are reimbursed;



2. no reimbursement without an adequate accounting
of expenses within a reasonable period of time (not
more than 60 days after an expense is incurred);

3. any excess reimbursement or allowance must be
returned to the employer within a reasonable period
of time (not more than 120 days after an excess
reimbursement is paid);

4. an employer’s reimbursements must come out of the
employer’s funds and not by reducing the employee’s
salary.

Under an accountable plan, an employee reports to the
church rather than to the IRS. The reimbursements

are not reported as income to the employee, and the
employee does not claim any deductions. This is the best
way for churches to handle reimbursements of business
expenses.

Reimbursements of business expenses under such an
accountable arrangement are not reported as taxable
income on an employee’s Form W-2 or Form 1040, and
there are no deductions to claim. In effect, the employee
is reporting to the church rather than to the IRS. This
often translates into significant tax savings for the
employee.

The church should, by means of an appropriate
resolution, establish an accountable reimbursement
arrangement. In adopting a resolution, pay special
attention to the following rules:

1. Condition the reimbursement of any expense on
adequate substantiation. This will include written
evidence for all expenses and receipts for expenses
of $75 or more. The evidence must substantiate
the amount, date, place, and business nature of
each expense. The key point is this: A church must
require the same degree of substantiation as would be
required for a deduction on the minister’s income tax
return.

2. Expenses must be substantiated, and excess
reimbursements returned to the church, within
a reasonable time. Expenses will be deemed
substantiated within a reasonable time if they are
substantiated within 60 days. Excess reimbursements
will be deemed to be returned to the employer
within a reasonable time if they are returned within

120 days.

Federal Reporting Requirements for Churches

Churches occasionally reimburse ministers for
nonbusiness expenses. Such reimbursements,

though they require an accounting, ordinarily must

be included in the minister’s wages for income tax
reporting purposes, and they are not deductible by the
minister. Such personal, living, or family expenses are
not deductible, and the entire amount of a church’s
reimbursement must be included on the minister’s Form
W-2 and Form 1040. See the Tax Guide for Ministers,
available on the Pension Boards’ web site (www.pbucc.org)
for details.

Flexible spending accounts

A church or employing organization may set up a flexible
spending account for ministers and lay employees, such

as the Flexible Benefit Plan for United Church of Christ
Ministries, offered by Pension Boards. The Flexible
Benefit Plan for UCC Ministries enables UCC churches
to offer their clergy and lay employees attractive tax
benefits at a nominal cost to the employer.

A flexible spending account utilizes a salary reduction
agreement for the purpose of reimbursing ministers and
lay employees for certain health care and dependent care
expenses.

Section 125 of the Tax Code allows salary reductions for
a flexible spending account provided:

1. The salary reduction is established in advance.
(This is interpreted to mean prior to both the
compensation and the expense.)

2. Reimbursement is made only when a bona fide
expense has been incurred by the member.

3. The member agrees to forfeit any unused balance in
the account at the end of the plan year.

¥" Key Point. The IRS has amended the “use it
or lose it” rule for flex plans. The amendment
allows employers to amend their flex plan
to provide for a grace period of two-and-a-
half months. Expenses for qualified benefits
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Federal Reporting Requirements for Churches

incurred during the grace period may be paid

or reimbursed from benefits or contributions
remaining unused at the end of the immediately
preceding plan year.

For information on enrolling employees in the Flexible
Benefit Plan for UCC Ministries (also known as the
FSA Plan), contact the Pension Boards toll-free at
800.642.6543, ext. 2858.

Health care spending accounts

These accounts allow an employee to set aside pre-tax
dollars to pay for eligible medical, dental, vision, and
hearing care expenses. Eligible expenses include:

e Special equipment such as crutches, wheelchairs,
guide dogs, and artificial limbs.

e Deductibles or copayments required by either the
member’s or his or her spouse’s medical or dental
plan.

e Expenses that exceed the member’s medical or
dental coverage, such as physical exams and
orthodontics.

e Hearing aids.
e Vision exams, eyeglasses, contact lenses.

e Copayment for prescription drugs, insulin, birth
control pills.

e Psychoanalyst and psychologist fees not covered
under the medical plan.

e Exercise expenses (including the cost of
equipment to use in the home) if required to
treat an illness (including obesity) diagnosed by
a physician, and the purpose of the expense is
to treat a disease rather than to promote general
health and the taxpayer would not have paid the
expense but for this purpose.

Some churches offer medical reimbursement
arrangements for medical expenses that are not
reimbursed by the UCC Medical and Dental Benefits
Plan. These arrangements are not subject to income tax
or Social Security tax if they are provided as a group plan
established to reimburse employees for medical expenses
not covered by the Plan (for example, deductibles,
coinsurance). For more information, see IRS

Publication 535.
Section 403(b) plans

Contributions made on behalf of an employee to a
retirement savings plan, such as pension dues paid into
The Annuity Fund for the United Church of Christ or
other retirement income account, are not reportable
income for tax purposes as long as they do not exceed
contribution limits under Code Sections 415 and 402(g).
See IRS Publication 571.

¥v" Key Point. The Annuity Fund for the United
Church of Christ is available to all UCC
employees and is the most effective way of
establishing a retirement plan for church
employees. Contact the Pension Boards’
Member Services Department toll-free at
800.642.6543, Option 6 for more information.



Step 1. Obtain an Employer Identification Number
(EIN) from the federal government if this has
not been done.

This number is required on some of the returns listed
below and is used to reconcile a church’s deposits

of withheld taxes with the W-2 forms it issues to
employees. The EIN is a nine-digit number that looks
like this: 00-0246810. If your church does not have

an EIN, you may apply for one online. Go to the IRS
web site at www.irs.gov and click on the online EIN
Application link. You may also apply for an EIN by
calling 800.829.4933, or you can fax or mail Form SS-4
to the IRS. You should have only one EIN.

v" Key Point. The employer identification number
is not a tax exemption number and has no
relation to your nonprofit corporation status. It
merely identifies you as an employer subject to
tax withholding and reporting and ensures that
your church receives proper credit for payments
of withheld taxes. You can obtain an EIN by
submitting a Form SS-4 to the IRS.

Step 2. Determine whether each church worker is an
employee or self-employed.

In some cases, it is difficult to determine whether a
particular worker is an employee or is self-employed. If
in doubt, churches always should treat a worker as an
employee, since substantial penalties can be assessed
against a church for treating a worker as self-employed
whom the IRS later reclassifies as an employee. In
general, a self-employed worker is one who is not subject
to the control of an employer with respect to how a job
is to be done. Further, a self-employed person typically
is engaged in a specific trade or business and offers

his or her services to the general public. The IRS has
developed 20 criteria to assist in classifying a worker

as an employee or self-employed. Factors that tend to
indicate employee status include the following:

e The worker is required to follow an employer’s
instructions regarding when, where, and how
to work.

e The worker receives on-the-job training from an
experienced employee.

e The worker is expected to perform the services
personally, and not use a substitute.

Federal Reporting Requirements for Churches

e The employer rather than the worker hires
and pays any assistants.

e The worker has a continuing working
relationship with the employer.

e The employer establishes set hours of work.

e The worker is expected to work full time (more
than 20 hours a week).

e The work is done on the employer’s premises.

e The worker must submit regular oral or written
reports to the employer.

e The worker’s business expenses are reimbursed
by the employer.

e The employer furnishes the worker’s tools,
supplies, and equipment.

e The worker does not work for other employers.

e The worker does not advertise his or her services
to the general public.

Not all of these factors must be present for a worker to be
an employee. But if most of them apply, the worker is an
employee. Once again: If in doubt, treat the worker as an
employee.

v Key Point. For 2010 churches must withhold
28 percent of the compensation paid to a self-
employed person who fails to provide his or her
Social Security number to the church. This
is referred to as “backup withholding,” and is
designed to promote the reporting of taxable
income.

v Key Point. Some fringe benefits are nontaxable
only when received by employees. A common
example is employer-paid medical insurance.
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Complying with Federal Tax Reporting Obligations

Federal Reporting Requirements for Churches

Step 3. Obtain the Social Security number for each
worker.

After determining whether a worker is an employee

or self-employed, the church must obtain the worker’s
Social Security number. A worker who does not have a
Social Security number can obtain one by filing Form
SS-5. If a self-employed worker performs services for the
church (and earns at least $600 for the year), but fails
to provide the church with his or her Social Security
number, then the church is required by law to withhold
28 percent of the amount of compensation as backup
withholding (for 2010). The 28 percent is reported on
IRS Form 945. Of course, a self-employed person can
stop backup withholding by providing the church with a
correct Social Security number.

The church will need the correct number to complete
the worker’s Form 1099-MISC (discussed later).
Churches can be penalized if the Social Security number
they report on a Form 1099-MISC is incorrect, unless
they have “reasonable cause.” A church will be deemed
to have reasonable cause if it has self-employed people
provide their Social Security numbers using Form W-9.
As a result, it is a good idea for churches to present self-
employed workers (e.g., guest speakers, contract laborers)
with a Form W-9, and then to withhold 28 percent of
total compensation as backup withholding unless the
worker returns the form. The church should retain each
Form W-9 to demonstrate reasonable cause.

Step 4. Have each employee complete a Form W-4.

These forms are used by employees to claim withholding
allowances. A church will need to know how many
withholding allowances each non-minister employee
claims to withhold the correct amount of federal income
tax. Ordained ministers need not file a Form W-4 unless
they enter into a voluntary withholding agreement with
the church. A withholding allowance lowers the amount
of tax that will be withheld from an employee’s wages.
Allowances generally are available for the employee, the
employee’s spouse, each of the employee’s dependents,
and in some cases, for itemized deductions. Ask all new
employees to give you a signed Form W-4 when they
start work. If an employee does not complete such a
form, then the church must treat the employee as a
single person without any withholding allowances or
exemptions. Employers must put into effect any Form
W-4 that replaces an existing certificate no later than
the start of the first payroll period ending on or after

the 30th day after the day on which you received the

replacement Form W-4. Of course, you can put a Form
W-4 into effect sooner, if you wish. Employers are not
responsible for verifying the withholding allowances that
employees claim.

v" Tip. The “withholding calculator” found on the
IRS web site. (www.irs.gov) can help employees
determine the proper amount of federal income
tax withholding. Another useful resource,
Publication 919 (How Do I Adjust My Tax
Withholding?), is available on the IRS web site.

Step 5. Compute each employee’s taxable wages.

The amount of taxes that a church should withhold
from an employee’s wages depends on the amount of

the employee’s wages and the information contained

on his or her Form W-4. A church must determine the
wages of each employee that are subject to withholding.
Wages subject to federal withholding include pay given
to an employee for service performed. The pay may be in
cash or in other forms. Measure pay that is not in money
(such as property) by its fair market value. Wages often
include a number of items in addition to salary. (There is
a comprehensive list of examples in Step 10.)

Step 6. Determine the amount of income tax to
withhold from each employee’s wages.

The amount of federal income tax the employer should
withhold from an employee’s wages may be computed in
a number of ways. The most common methods are the
wage bracket method and the percentage method.

Wage bracket method. Under the wage bracket method,
the employer simply locates an employee’s taxable
wages for the applicable payroll period (that is, weekly,
biweekly, monthly) on the wage bracket withholding
tables in IRS Publication 15 (“Circular E”), and
determines the tax to be withheld by using the column
headed by the number of withholding allowances
claimed by the employee. You can obtain a copy of IRS
Publication 15 at any IRS office or by calling the IRS
forms number (800.829.3676) or by downloading a
copy from the IRS web site (www.irs.gov).

Percentage method. Under the percentage method,

the employer multiplies the value of one withholding
allowance (derived from a table contained in Publication
15) by the number of allowances an employee claims on
Form W-4, subtracts the total from the employee’s wages,



and determines the amount to be withheld from
another table.

Recommendation. Be sure to obtain a new IRS
Publication 15 (Circular E) in January of 2010. It will
contain updated tables for computing the amount of
income taxes to withhold from employees’ 2010 wages
and other helpful information.

Both of these methods are explained in detail in
Publication 15. Each year, a church must obtain a copy
of Publication 15 to ensure that the correct amount of
taxes is being withheld.

Step 7. Withhold Social Security and Medicare taxes
from nonordained employees’ wages.

Churches and their non-minister employees are subject
to Social Security and Medicare taxes. The combined
Social Security and Medicare tax rate is 15.3 percent
of each employee’s wages. This rate is paid equally by
the employer and employee, with each paying a tax

of 7.65 percent of the employee’s wages. Churches
must withhold the employee’s share of Social Security
and Medicare taxes from the wages of non-minister
employees, and in addition must pay the employer’s
share of these taxes. This 7.65 percent rate is comprised
of two components: (1) a Medicare hospital insurance
tax of 1.45 percent, and (2) an “old-age, survivor

and disability” (“Social Security”) tax of 6.2 percent.
The Medicare tax rate (1.45 percent for both the
employer and employee) applies to all wages. There is
no maximum amount of wages subject to the Medicare
tax. The “Social Security” rate (6.2 percent for both the
employer and employee) applies to an employee’s wages
up to but not exceeding a maximum amount ($106,800

in both 2009 and 2010).

Wages subject to Social Security and Medicare taxes
include a number of items in addition to a church salary,
including voluntary contributions (by a salary reduction
agreement) to a 403(b) retirement plan and the value
of group term life insurance in excess of $50,000 paid by
the employer.

The Social Security tax rates for 2009 and 2010 are as
follows:

Year Tax on Tax on | Combined
Employee | Employer Tax

2009 7.65% 7.65% 15.3%

2010 7.65% 7.65% 15.3%

Federal Reporting Requirements for Churches

The church must withhold the employee’s share of
Social Security and Medicare taxes from each wage
payment. Simply multiply each wage payment by the
applicable percentage above. Special tables in IRS
Publication 15 help in making this computation. Wages
of less than $108.28 per year paid to an employee of an
exempt organization are exempt from these taxes.

v" Key Point. Federal law allowed churches that
had non-minister employees as of July 1984 to
exempt themselves from the employer’s share
of Social Security and Medicare taxes by filing
a Form 8274 with the IRS by October 30,

1984. Many churches did so. The exemption

was available only to those churches that were
opposed for religious reasons to the payment

of Social Security taxes. The effect of such an
exemption is to treat all non-minister church
employees as self-employed for Social Security
purposes. Such employees must pay the self-
employment tax (SECA) if they are paid $108.28
or more for the year. Churches hiring their first
non-minister employee after 1984 have until the
day before the due date for their first quarterly 941
form to file the exemption application. Churches
can revoke their exemption by filing a Form 941
accompanied by full payment of Social Security
and Medicare taxes for that quarter.

Step 8. The church must deposit the taxes it
withholds.

Churches accumulate three kinds of federal payroll taxes:

e income taxes withheld from employees’ wages,

e the employees’ share of Social Security and
Medicare taxes (withheld from employees’
wages), and

e the employer’s share of Social Security and
Medicare taxes.

Most employers must deposit payroll taxes on a monthly
or semiweekly basis. An employer’s deposit status is
determined by the total taxes reported in what is called
a four-quarter lookback period. For 2010, the lookback
period will be July 1, 2008 through June 30, 2009.

Monthly depositor rule. . Churches that reported payroll
taxes of $50,000 or less in the lookback period will
deposit their withheld taxes for 2010 on a monthly basis.
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Federal Reporting Requirements for Churches

Payroll taxes withheld during each calendar month,
along with the employer’s share of FICA taxes, must be
deposited by the 15th day of the following month.

Semiweekly depositor rule. Churches that reported
payroll taxes of more than $50,000 in the lookback
period must deposit their withheld taxes on a semiweekly
basis. This means that for paydays falling on Wednesday,
Thursday, or Friday, the payroll taxes must be deposited
on or by the following Wednesday. For all other paydays,
the payroll taxes must be deposited on the Friday
following the payday.

Payment with return rule. If you accumulate less than
a $2,500 tax liability during the quarter, you may make a
payment with Form 941 instead of depositing monthly.
This rule will affect most churches’ deposit schedule. See
IRS Publication 15, Circular E, for more information.

¥v" Key Point. If a church deposited more than
$200,000 of payroll taxes in 2008, it must begin
depositing payroll taxes electronically beginning
on January 1, 2010, in order to avoid penalties.
The electronic deposit procedure is known as
the Electronic Federal Tax Payment System (or
EFTPS). For deposits made by EFTPS to be on
time, the church must initiate the transaction at
least one business day before the date the deposit
is due. Very few churches make enough deposits
to trigger the electronic deposit procedure.
However, many churches are voluntarily
complying with this procedure because of its
ease and convenience. To enroll or get more

information about EFTPS, call 800.555.4477.

In November of each year, the IRS will notify employers
of their deposit status for the coming year. Special rules
and exceptions carry over from the prior rules. Employers
accumulating $100,000 during a monthly or semiweekly
period must deposit by the next banking day.

If your church is not required to deposit payroll taxes
electronically, use Form 8109 (Federal Tax Deposit
Coupon) to deposit all employment taxes at an
authorized financial institution. It is very important to
clearly mark the correct type of tax and tax period on
each Federal Tax Deposit Coupon. This information
is used by the IRS to credit your account. Make the
check or money order payable to the depository where
the deposit is made. Deposit taxes with a check drawn
on another financial institution only if the depository
is willing to accept that form of payment. However,

authorized depositories must accept checks drawn on
and made payable to the depository itself. Deposits are
considered “timely” if they are delivered on or before the
institution’s daily cutoff deadline. A penalty is charged
when taxes are not deposited when due. A penalty may
be assessed when deposits are overstated. Both penalties
can be waived if the late payment was due to reasonable
cause rather than willful neglect.

Step 9. All employers subject to income tax
withholding, Social Security and Medicare
taxes, or both, must file Form 941 quarterly.

Form 941 reports the number of employees and amount
of Social Security and Medicare taxes and withheld
income taxes that are payable. Form 941 is due on the
last day of the month following the end of each calendar
quarter:

Ist (January-March) March 31 April 30
2nd (April-June) June 30 July 31
3rd (July-September) September 30 October 31
4th (October-December) = December 31 = January 31

Form 941 may now be filed electronically. For more
information, visit the IRS web site at www.irs.gov/efile
or call 800.829.1040.

v" Key Point. Should a church with only one
employee, its minister, file a Form 9417 It is the
position of the IRS national office that churches
with only one employee (the minister) need not
file a Form 941. This opinion is based in part on
an income tax regulation specifying that every
employer shall file a Form 941 for each calendar
quarter in which it is “required to deduct and
withhold” income taxes. Since a church with
only one employee (its minister) is not required
to withhold income taxes (ministers’ wages are
exempt from income tax withholding), there is
no need for a church under such circumstances
to file Form 941. This assumes that the minister
has not elected voluntary withholding. Of
course, issuing the minister a Form W-2 without
filing a quarterly Form 941 will present an
apparent discrepancy that may trigger an IRS
inquiry. On the other hand, submitting a Form
941 that reports a minister’s wages but no



withholdings for Social Security or Medicare
taxes will also raise questions. In either case, the
apparent discrepancy can be easily explained.

v Key Point. Form 944 replaces Form 941 for
eligible small employers. The purpose of new
Form 944 is to reduce burden on the smallest
employers by allowing them to file their
employment tax returns annually, and in most
cases pay the employment tax due with their
return. Generally, you are eligible to file this
form only if your payroll taxes for the year are
less than $2,500. Do not file Form 944 unless the
IRS has sent you a notice telling you to file it.

Step 10. Prepare a Form W-2 for every employee,
including ordained ministers on the church’s
staff.

New in 2009. The 2009 Form W-2 is identical to the
2008 form (other than the date). However, the IRS

has stated that it is not necessary to report amounts
deferred during the year under a nonqualified deferred
compensation plan subject to section 409A. In the past,
employers reported these deferrals in Box 12 of Form

W-2, using code “Y”. IRS Notice 2008-115.

v Key Point. If your employees give their consent,
you may be able to furnish Copies B, C, and two
of Forms W-2 to your employees electronically.
See IRS Publication 15-A for additional
information. If you file your 2009 Forms W-2
with the Social Security Administration
electronically, the due date is extended to
March 31, 2010. For information on how to file
electronically, call the SSA at 800.772.6270.
You may file a limited number of Forms W-2 and
W-3 online using the SSA web site at
www.ssa.gov/employer. The site also allows you
to print out copies of the forms for filing with
state or local governments, distribution to your
employees, and for your records.

A church reports each employee’s wages and withheld
income taxes as well as Social Security and Medicare
taxes on this form. Wages of a minister who reports his
or her income taxes as an employee do not include the
housing allowance exclusion. A church should provide
triplicate copies of Form W-2 directly to employees
before February 1 of the following year, and submit an
additional copy for each employee to the Social Security
Administration before March 1 (along with a Form W-3
transmittal form).

Federal Reporting Requirements for Churches

v Key Point. Be sure to add cents to all amounts.
Make all dollar entries without a dollar sign and
comma, but with a decimal point and cents.

For example, $1,000 should read “1000.00.”
Government scanning equipment assumes that
the last two figures of any amount are cents. If
you report $40,000 of income as “40000,” the
scanning equipment would interpret this as

400.00 ($400)!

You may need some assistance with some of the boxes on
the Form W-2. Consider the following:

Box a. Report the employee’s Social Security number.
Insert “applied for” if an employee does not have a Social
Security number but has applied for one.

Box b. Insert your church’s federal employer
identification number (EIN). This is a nine-digit number
that is assigned by the IRS. If you do not have one, you
can obtain one by submitting a completed Form SS-4 to
the IRS. Some churches have more than one EIN (for
example, some churches that operate a private school
have a number for both the church and the school). Be
sure that the EIN listed on an employee’s Form W-2 is
the one associated with the employee’s actual employer.

Box c. Enter your church’s name, address, and ZIP Code.

Box d. You may use this box to identify individual W-2
forms. You are not required to use this box.

Box e. Enter the employee’s name.
Box f. Enter the employee’s address and ZIP Code.
Box 1. Report all wages paid to workers who are
treated as employees for federal income tax reporting
purposes. This includes:

e Salary.

e Taxable fringe benefits (including cost of

employer-provided group term life insurance

coverage that exceeds $50,000).

® The value of the personal use of an employer-
provided car.

e  Bonuses.

e Most Christmas gifts paid by the church.
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Complying with Federal Tax Reporting Obligations

Business expense reimbursements paid under a
nonaccountable plan (one that does not require
substantiation of business expenses, or does not
require excess reimbursements to be returned to
the church, or reimburses expenses out of salary
reductions). Also note that such reimbursements
are subject to income tax and Social Security
withholding if paid to non-minister employees.

If you reimburse employee travel expenses under
an accountable plan using a per diem rate,
include in Box 1 the amount by which your per
diem rate reimbursements for the year exceed
the IRS-approved per diem rates. Also note

that such excess reimbursements are subject to
income tax and Social Security withholding if
paid to non-minister employees or ministers who
have elected voluntary tax withholding. Use
code L in Box 12 to report the amount equal to
the IRS-approved rates.

If you reimburse employee travel expenses under
an accountable plan using a standard mileage
rate in excess of the IRS-approved rate (50 cents
per mile for 2010), include in Box 1 the amount
by which your mileage rate reimbursements for
the year exceed the IRS-approved rates. Also
note that such excess reimbursements are subject
to income tax and Social Security withholding if
paid to non-minister employees or ministers who
have elected voluntary tax withholding. Use
code L in Box 12 to report the amount equal to
the IRS-approved rates.

Employer reimbursements of an employee’s
nonqualified (nondeductible) moving expenses.

Any portion of a minister’s self-employment
taxes paid by the church.

Amounts includible in income under a
nonqualified deferred compensation plan because

of section 409A.

Designated Roth contributions made under a
section 403(b) salary reduction agreement.

Church reimbursements of a spouse’s travel
expenses incurred while accompanying a
minister on a business trip represent income to
the minister unless the spouse’s presence serves
a legitimate business purpose and the spouse’s

Federal Reporting Requirements for Churches .

expenses are reimbursed under an accountable
arrangement.

e Churches that make a “below-market interest
loan” to a minister of at least $10,000 create
taxable income to the minister.

e Churches that forgive a minister’s debt to the
church create taxable income to the minister.

e Severance pay.

e Payment of a minister’s personal expenses by the

church.

For ministers who report their income taxes as
employees, do not report the annual fair rental value

of a parsonage and do not report any portion of a
minister’s compensation that was designated (in
advance) as a housing allowance by the church. Also,
some contributions made to certain retirement plans
(such as Tax-Sheltered Annuity (TSA) contributions to
the Annuity Plan for the United Church of Christ) out
of an employee’s wages are not reported. But amounts
distributed to an employee by the employer under a
nonqualified deferred compensation plan are included in
Box 1. See Boxes 11 and 13.

Box 2. List all federal income taxes that you withheld
from the employee’s wages. The amounts reported in this
box (for all employees) should correspond to the amount
of withheld income taxes reported on your four 941
forms.

Box 3. Report an employee’s wages subject to the Social
Security component (the 6.2 percent rate) of FICA
taxes. Box 3 should not list more than the maximum
wage base for the Social Security component of FICA
taxes ($106,800 for both 2009 and 2010). This box
usually will be the same as Box 1, but not always. For
example, certain retirement contributions are included
in Box 3 that are not included in Box 1. To illustrate,
contributions to a 403(b) plan by salary reduction
agreement (such as a TSA to the Annuity Plan for

the United Church of Christ) may be excludable from
income and not reportable in Box 1, but they are
subject to FICA taxes and accordingly they represent
Social Security and Medicare wages for non-minister
employees. Remember that ministers (including those
who report their income taxes as employees) are self-
employed for Social Security with respect to their
ministerial services, and so they pay self-employment



taxes rather than the employee’s share of Social Security
and Medicare taxes.

Churches that filed a timely Form 8274 exempting
themselves from the employer’s share of FICA taxes do
not report the wages of non-minister employees in this
box since such employees are considered self-employed
for Social Security purposes.

Box 4. Report the “Social Security” component (6.2
percent) of FICA taxes that you withheld from the
employee’s wages. This tax is imposed on all wages up

to a maximum of $106,800 in both 2009 and 2010. Do
not report the church’s portion (the “employer’s share”)
of Social Security and Medicare taxes. Ministers who
report their income taxes as employees are still treated as
self-employed for Social Security purposes with respect
to their ministerial services. For ordained ministers, this

box should be left blank.

Box 5. Report a non-minister employee’s current

and deferred (if any) wages subject to the Medicare
component (1.45 percent) of FICA taxes. This will be an
employee’s entire wages regardless of amount. There is
no ceiling. For most workers (earning less than $106,800
in 2009 or 2010) the maximum amount of wages subject
to the Social Security tax (Boxes 3 and 5) should show
the same amount. If you paid more than $106,800 to

a non-minister employee in 2009, Box 3 should show
$106,800 and Box 5 should show the full amount of

wages paid.

Box 6. Report the Medicare component (1.45 percent)
of FICA taxes that you withheld from the non-minister
employee’s wages. This tax is imposed on all wages,
current and deferred (if any), regardless of amount.

Box 10. Show the total dependent care benefits under

a dependent care assistance program (section 129) paid
or incurred by you for your employee. Include the fair
market value of employer-provided daycare facilities and
amounts paid or incurred in a Section 125 cafeteria plan.
Report all amounts paid or incurred including those in
excess of the $5,000 exclusion. Include any amounts
over $5,000 in Boxes 1, 3, and 5. For more information,

see IRS Publications 15-A and 15-B.

Box 11. Report the total amount you distributed to an
employee under a nonqualified deferred compensation
(NQDC) plan. Also report these distributions in Box
1. Unlike qualified plans, NQDC plans do not meet

Federal Reporting Requirements for Churches

the qualification requirements for tax-favored status for
this purpose. NQDC plans include those arrangements
traditionally viewed as deferring the receipt of current
compensation, and include termination pay.

If you did not make distributions this year, show deferrals
(plus earnings) under a NQDC plan that became taxable
for Social Security and Medicare taxes during the year
(but were for prior year services) because the deferred
amounts were no longer subject to a substantial risk of
forfeiture. Also report these amounts in Boxes 3 (up to
the social security wage base) and 5. Do not report in
Box 11 deferrals included in Boxes 3 or 5 and deferrals
for current year services (such as those with no risk of
forfeiture).

The purpose of Box 11 is for the Social Security
Administration to determine if any part of the amount
reported in Box 1 or Boxes 3 or 5 was earned in a prior
year. The SSA uses this information to verify that it has
properly applied the Social Security earnings test and
paid the correct amount of benefits.

If your church made distributions and is reporting any
deferrals in Boxes 3 and 5, do not complete Box 11.

For additional information, see IRS Publication 15.

Box 12. Insert the appropriate code and dollar amount
in this box. Insert the code letter followed by a space and
then insert the dollar amount on the same line within
the box. Do not enter more than three codes in this

box. If more are needed, use another Form W-2. Use
capital letters for the codes, and remember not to use
dollar signs or commas. For example, to report a $3,000
contribution to a section 403(b) tax-sheltered annuity,

you would report “E 3000.00” in this box. The codes are
as follows:

A - This will not apply to church employees.
B — This will not apply to church employees.

C - You (the church) provided your employee with
more than $50,000 of group term life insurance. Report
the cost of coverage in excess of $50,000. It should also
be included in Box 1 (and in Boxes 3 and 5 for non-
minister employees). (Please see the worksheet on

p. 25.)

D - Generally not applicable to churches.
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E — The church made contributions to a 403(b)

plan pursuant to a “salary reduction agreement” on
behalf of the employee (e.g., Tax-Sheltered Annuity
(TSA) contributions made to the Annuity Plan for
the United Church of Christ). Report the amount of
the contributions. While this amount ordinarily is not
reported in Box 1, it is included in Boxes 3 and 5 for
non-minister employees since it is subject to Social
Security and Medicare taxes with respect to such
workers.

F, G, H and I — Generally not applicable to churches.

J = You (the church) are reporting sick pay. Show the
amount of any sick pay that is not includable in the
employee’s income because he or she contributed to
the sick pay plan.

K — Generally not applicable to churches.

L - You (the church) reimbursed the employee

for employee business expenses using the standard
mileage rate or the per diem rates, and the amount
you reimbursed exceeds the amounts allowed under
these methods. Enter code “L” in Box 12, followed
by the amount of the reimbursements that equal the
allowable standard mileage or per diem rates. Any
excess should be included in Box 1. For non-minister
employees, report the excess in Boxes 3 and 5 as well.
Do not include any per diem or mileage allowance
reimbursements for employee business expenses in Box
12 if the total reimbursements are less than or equal
to the amount deemed substantiated under the IRS-
approved standard mileage rate or per diem rates (50
cents per mile in 2010).

M, N — Generally not applicable to churches.

P — You (the church) paid qualified moving expenses
reimbursements directly to an employee. Report the
amount of these reimbursements but only if they were
made under a nonaccountable arrangement. Do not
report reimbursements of qualified moving expenses
that you paid directly to a third party on behalf of the
employee (for example, to a moving company), or the
employee under an accountable arrangement.

R — Report employer contributions to a medical
savings account on behalf of the employee. Any
portion that is not excluded from the employee’s
income also should be included in Box 1.

Federal Reporting Requirements for Churches .

S — Report employee salary reduction contributions to
a SIMPLE retirement account. However, if the
SIMPLE account is part of a 401(k) plan, use code D.

T — Report amounts paid (or expenses incurred) by an
employer for qualified adoption expenses furnished to
an employee under an adoption assistance program.

W — Report employer contributions to a health savings
account (HSA).

Y — It is no longer necessary to report deferrals under
a Section 409A nonqualified deferred compensation
plan in Box 12 using code Y.

Z — Report income under Section 409A on a
nonqualified deferred compensation plan that was
included in Box 1.

BB — Report designated Roth contributions under a
Section 403(b) salary reduction agreement. Do not use
this code to report elective deferrals under code E.

Box 13. Check the appropriate box.

e Statutory employee. Churches rarely if ever have
statutory employees. These include certain drivers,
insurance agents, and salespersons.

¢ Retirement plan. Mark this checkbox if the
employee was an active participant (for any part
of the year) in any of the following: (1) a qualified
pension, profit-sharing, or stock bonus plan
described in Section 401(a) (including a 401 (k)
plan); (2) an annuity contract or custodial account
described in Section 403(b); (3) a simplified
employee pension (SEP) plan; or (4) a SIMPLE

retirement account.

e Third-party sick pay. Churches generally will not
check this box.

Box 14. This box is optional. Use it to provide
information to the church employee. Some churches
report a church-designated housing allowance in this
box (for ministers who report their income taxes as
employees). The IRS uses Box 14 for this purpose

in a comprehensive minister tax example in the
current edition of its Publication 517, but this is not a
requirement.



v" Tax Tip: The IRS has provided the following
suggestions to reduce the discrepancies between
amounts reported on Forms W-2, W-3, and Form
941: First, be sure the amounts on Form W-3
are the total amounts from Forms W-2. Second,
reconcile Form W-3 with your four quarterly
Forms 941 by comparing amounts reported for:
(1) Income tax withholding (Box 2). (2) Social
Security and Medicare wages (Boxes 3, 5, and 7).
(3) Social Security and Medicare taxes (Boxes 4
and 6). Amounts reported on Forms W-2, W-3,
and 941 may not match for valid reasons. If they
do not match, you should determine that the
reasons are valid.

Step 11. Prepare a Form 1099-MISC for every self-
employed person receiving nonemployee
compensation of $600 or more.

To illustrate, if a minister reports his or her federal
income taxes as a self-employed person, then the church
must issue the minister a Form 1099-MISC before
February 1 of the following year and submit an additional
copy to the IRS before March 1 (along with a Form 1096

transmittal form).

This same requirement applies to any nonemployee to
whom the church pays “nonemployee” compensation
of $600 or more during the year. To illustrate, if a

guest speaker visited a church in 2009 and received
compensation from the church in an amount of $600 or
more (net of any travel expense reimbursement properly
accounted for by the recipient) then the church must
issue the person a Form 1099-MISC before February 1,
2010.

The same rule applies to other “nonemployees,”
including some part-time custodians, and certain self-
employed people who perform miscellaneous services for
the church (plumbers, carpenters, lawn maintenance,
etc.). Exceptions apply. For example, a church need

not issue a 1099-MISC to a corporation, or to a person
who will be receiving a Form W-2 for services rendered
to the church. Also, travel expense reimbursements

paid to a self-employed person under an accountable
reimbursement plan do not count toward the $600 figure.

Federal Reporting Requirements for Churches

To send the individual a properly completed Form 1099-
MISC, the church will need to obtain his or her name,
address, and Social Security number. Churches should
obtain this information at the time of the person’s visit,
since it often can be difficult to obtain the necessary
information at a later date. IRS Form W-9 can be used
to obtain this information. If a self-employed person
who is paid $600 or more during the course of a year by
a church refuses to provide his or her Social Security
number, then the church may be required to withhold

28 percent of the person’s total compensation as “backup
withholding.” See “Step 3,” above.

NEED HELP COMPLETING A
W-2, 1099 or Other Tax Form?

The IRS operates a centralized call site to answer
questions about reporting information on these forms.
If you have any questions about completing these
forms, call the IRS at 866.455.7438, Monday through
Friday, 8:30 a.m. to 4:30 p.m., Eastern Time.
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Reporting group term life insurance

You must include in the income of employees an
imputed cost of employer-provided group term life
insurance coverage (including death benefits under

the UCC Life Insurance and Disability Income (LIDI)
Benefit Plan) that exceeds $50,000. You must also
include the imputed cost of all employer-provided group
term life insurance on the life of a spouse or dependent if
the coverage provided exceeds $2,000. The imputed cost
can be determined according to the following table.

Cost per $1,000 of protection for 1-month period
Age Brackets Cost
Under 25 5 cents
25 to 29 6 cents
30 to 34 8 cents
35 to 39 9 cents
40 to 44 10 cents
45 to 49 15 cents
50 to 54 23 cents
55 to 59 43 cents
60 to 64 66 cents
65 to 69 $1.27
70 and above $2.06

Example. Iglesia Alabanza pays the premiums on a
$70,000 group term insurance policy on the life of Pastor
Brito with Pastor Brito’s wife as beneficiary. Pastor Brito
is 29 years old. The church also pays the premium on a
$5,000 group term policy that covers Pastor Brito’s wife
who is 30 years old. The church would have to report
$21.90 as the imputed cost of the insurance provided

to the pastor and his wife. This amount is computed as
follows: (1) For Pastor Brito, the table shows the “cost”
per month for each $1,000 of group term life insurance
in excess of $50,000. To compute the cost for the pastor,
take 6 cents x 12 months = 72 cents x 20 (corresponding
to $20,000 of group term insurance in excess of $50,000)
= $14.40. (2) In addition, the cost of the entire $5,000 of
insurance provided to Pastor Brito’s wife would have to
be computed. Take 8 cents x 12 months = 96 cents x 5 =
$4.80. Combine this amount with the cost of the pastor’s
excess insurance to obtain the taxable amount of $19.20.
[glesia Alabanza should include this amount with wages
in Box 1 of Form W-2. This amount should also be
reported in Box 12 and labeled “C.” Any includible

amount is subject to income tax as well as Social

Security and Medicare withholding for nonordained
church employees. (See the worksheet on p. 25.)

Form 1-9

All employers are responsible for verifying the identity
and eligibility of employees to work in the United States
if those employees were hired after November 6, 1986.
As employers, churches must complete an Employment
Eligibility Verification form for each new employee. This
form is better known as Form [-9.

Form I-9 is not an IRS form and is not filed with any
government agency. However, it is important for
churches to be familiar with this form because they
can be assessed fines for failing to comply with the
requirements summarized below.

Churches should:

e  Ensure that each new employee completes
Section 1 of the Form [-9 at the time of the
hire. Review the employee’s documents and
fully complete Section 2 of the Form [-9 within
3 business days of the hire. Collect a Form 1-9
for all employees, including ministers, hired
after November 6, 1986 even if the church
has no doubt that someone is a U.S. citizen.
An employee signs part of the form and the
employer signs part of the form. The form’s
instructions list documents employees may show
to verify their identity and eligibility to work in
the United States.

e Review the United States Citizenship and
Immigration Services (USCIS) web site
(www.uscis.gov) for instructions that will assist
you in completing the Form I-9. You can also

download Form 1-9 from the USCIS web site.

e (Collect forms from new employees only, not
from all applicants. When extending job offers,
churches should clarify that employment is
conditional on completion of a Form I-9.
Employers should remind new employees to
bring their documents the first day of work.
Forms should be completed no later than the end
of the employee’s third day at work.

e Accept documents that appear to be genuine
and relate to the employee. If churches act
reasonably when deciding that a document is



genuine, they will not be held responsible for

a mistake. Churches may keep photocopies

of original identification and verification
documents with each employee form. This is not
required by law but may be helpful in case there
is ever a question about whether a document was
genuine.

e Keep each Form [-9 for at least three years. If
a church employs a person for more than three
years, the church must retain the form until one
year after the person leaves employment. Forms
should be kept confidential.

e  Upon request, show completed forms to
authorized officials of the Bureau of Immigration
and Customs Enforcement, Department of
Labor, or the Justice Department’s Office of
Special Counsel for Immigration-Related Unfair
Employment Practices. Officials will give three
days’ notice before inspection.

Annual certification of racial nondiscrimination

Churches that operate, supervise, or control a private
school must file a certificate of racial nondiscrimination
(Form 5578) each year with the IRS. The certificate is
due by the 15th day of the fifth month following the
end of the organization’s fiscal year. This is May 15 of
the following year for organizations that operate on a
calendar year basis. This means that the Form 5578

for 2009 is due May 15, 2010. A “private school” is
defined as an educational organization that normally
maintains a regular faculty and curriculum and normally
has a regularly enrolled body of pupils or students in
attendance at the place where its educational activities
are regularly conducted. The term includes primary,
secondary, preparatory, or high schools, and colleges and
universities, whether operated as a separate legal entity
or an activity of a church.

v" Key Point. The term “school” also includes
preschools. This is what makes the reporting
requirement relevant for many churches. As
many as 25 percent of all churches operate a
preschool program. Private religious schools
that are not affiliated with or controlled by
a church also must file the form. Form 5578
is easy to complete. A church official simply
identifies the church and the school, and certifies
that the school has “satisfied the applicable
requirements of section 4.01 through 4.05 of

Federal Reporting Requirements for Churches

Revenue Procedure 75-50.” This reference is to
the following requirements:

e The school has a statement in its charter, bylaws,
or other governing instrument, or in a resolution
of its governing body, that it has a racially
nondiscriminatory policy toward students.

e The school has a statement of its racially
nondiscriminatory policy toward students in all
its brochures and catalogs dealing with student
admissions, programs, and scholarships.

e The school makes its racially nondiscriminatory
policy known to all segments of the general
community served by the school through
the publication of a notice of its racially
nondiscriminatory policy at least once annually
in a newspaper of general circulation or through
utilization of the broadcast media. However,
such notice is not required if one or more
exceptions apply. These include:

1. During the preceding three years, the
enrollment consists of students at least
75 percent of whom are members of
the sponsoring church or religious
denomination and the school publicizes
its nondiscriminatory policy in religious
periodicals distributed in the community;
and

2. The school draws its students from
local communities and follows a racially
nondiscriminatory policy toward students
and demonstrates that it follows a racially
nondiscriminatory policy by showing that it
currently enrolls students of racial minority
groups in meaningful numbers. The school
must demonstrate that all scholarships or
other comparable benefits are offered on a
racially nondiscriminatory basis.

Filing the certificate of racial nondiscrimination is

one of the most commonly ignored federal reporting
requirements. Churches that operate a private school
(including a preschool), as well as independent schools,
may obtain copies of Form 5578 by calling the IRS forms
number (800.829.3676) or by visiting the IRS web site

at www.irs.gov.
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Charitable contribution substantiation rules

Several important rules apply to the substantiation of
charitable contributions, including the following:

Cash contributions. The Pension Protection Act

of 2006 amended the Tax Code to require all cash
contributions, regardless of amount, to be substantiated
by either a bank record (such as a cancelled check) or
a written communication from the charity showing the
name of the charity, the date of the contribution, and
the amount of the contribution. The recordkeeping
requirements may not be satisfied by maintaining other
written records. In the past, donors could substantiate
cash contributions of less than $250 with “other
reliable written records showing the name of the
charity, the date of the contribution, and the amount
of the contribution” if no cancelled check or receipt
was available. This is no longer allowed. As noted
below, additional substantiation requirements apply to
contributions (of cash or property) of $250 or more, and
these must be satisfied as well.

Substantiation of contributions of $250 or more.

Donors will not be allowed a tax deduction for any
individual cash (or property) contribution of $250 or
more unless they receive a written acknowledgment from
the church that satisfies the following requirements:

1. The receipt must be in writing.

2. The receipt must identify the donor by name
(a Social Security number is not required).

3. For contributions of property (not including cash)
valued by the donor at $250 or more, the receipt
must describe the property. No value should be
stated.

4. The receipt must state whether or not the church
provided any goods or services to the donor in
exchange for the contribution, and if so, the
receipt must include a good faith estimate of the
value of those goods or services.

5. If the church provides no goods or services to a
donor in exchange for a contribution, or if the
only goods or services the church provides are
(% : sl ”» .

intangible religious benefits,” then the receipt
must contain a statement to that effect.

6. The written acknowledgment must be received by
the donor on or before the earlier of the following
two dates: (1) the date the donor files a tax return
claiming a deduction for the contribution, or (2)
the due date (including extensions) for filing the
return.

Quid pro quo contributions of more than $75.

If a donor makes a “quid pro quo” contribution of more
than $75 (that is, a payment that is partly a contribution
and partly a payment for goods or services received in
exchange), the church must provide a written statement
to the donor that satisfies two conditions:

e The statement must inform the donor that
the amount of the contribution that is tax-
deductible is limited to the excess of the amount
of any money (or the value of any property other
than money) contributed by the donor over the
value of any goods or services provided by the
church or other charity in return; and

¢ The statement must provide the donor with a
good faith estimate of the value of the goods or
services furnished to the donor.

A written statement need not be issued if only “token”
goods or services are provided to the donor. For 2009,
token goods or services were those having a value not
exceeding the lesser of $95 or 2 percent of the amount
of the contribution. This amount is adjusted annually
for inflation. In addition, the rules do not apply to
contributions in return for which the donor receives
solely an intangible religious benefit that generally is
not sold in a commercial context outside the donative
context.

Gifts of property.

Several additional rules apply to the substantiation of
contributions of noncash property valued by the donor
at $500 or more. Donors who claim a deduction over
$500 but not over $5,000 for a noncash charitable
contribution must retain certain records and complete
the front side (Section A, Part I, and Part II if
applicable) of IRS Form 8283 and enclose the completed
form with the Form 1040 on which the charitable

contribution is claimed.
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Special rules apply to donations of cars, boats, and planes

valued by the donor at more than $500. The church Helpful Numbers and Resources

must provide the donor with a written acknowledgment,

and send a Form 1098-C to the IRS containing required To request IRS forms: 800.TAX.FORM or
information about the donation. The Form 1098-C can 800.829.3676

be used as the written acknowledgment that must be IRS home page: www.irs.gov

issued to a donor. See the instructions to Form 1098-C

) . www.ChurchLawToday.com
for more information.

(the author’s web site)

For contributions of noncash property valued at more http:// -YourChurchResources.com

than $5,000, a donor must obtain a qualified appraisal
of the donated property from a qualified appraiser and
complete a qualified appraisal summary (Section B

of Form 8283) and have the summary signed by the
appraiser and a church representative. The completed
Form 8283 is then enclosed with the Form 1040 on
which the charitable contribution deduction is claimed.
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a Employee’s social security number For Official Use Only »
céeee void [_] Y
OMB No. 1545-0008
b Employer identification number (EIN) 1 Wages, tips, other compensation 2 Federal income tax withheld
¢ Employer’s name, address, and ZIP code 3 Social security wages 4 Social security tax withheld
5 Medicare wages and tips 6 Medicare tax withheld
7 Social security tips 8 Allocated tips
d Control number 9 Advance EIC payment 10 Dependent care benefits
e Employee’s first name and initial : Nonqualified plans 12a See instructions for box 12

f Employee’s address and ZIP code

Do Not Cut, Fold, or Staple Forms on This Page — Do Not Cut, Fold, or Staple Forms on This Page

15 State Employer’s state ID number 16 State wages, tips, etc. | 17 State income tax 18 Local wages, tips, etc. | 19 Local income tax 20 Locality name
» |
é w 2 Wage and Tax E D D q Department of the Treasury—Internal Revenue Service
-
HC_ Form Statement For Privacy Act and Paperwork Reduction
@ Copy A For Social Security Administration — Send this entire page with Act Notice, see back of Copy D.
= Form W-3 to the Social Security Administration; photocopies are not acceptable. Cat. No. 10134D
(y-]
)

9595 [Jvoip [ CORRECTED
PAYER’S name, street address, city, state, ZIP code, and telephone no. 1 Rents OMB No. 1545-0115
$ 2@0 9 Miscellaneous
2 Royalties | ncome
$ Form 1099-MISC
3 Other income 4 Federal income tax withheld Copy A
$ $ For
PAYER’S federal identification RECIPIENT’S identification 5 Fishing boat proceeds 6 Medical and health care payments Interna_l Revenue
number number Service Center

File with Form 1096.

RECIPIENT’S name i Substitut
dividends For Privacy Act
and Paperwork
Reduction Act
Street address (including apt. no.) 9 Payer made direct sales of |10 Crop insurance proceeds NOtICG, see the
$5,000 or more of consumer, 2009 General
products to a buyer .
(recipient) for resale » [_] $ Instructions for
City, state, and ZIP code 11 Forms 1099,
1098, 3921,
Account number (see instructions) 2nd TIN not. [13 Excess golden parachute | 14 Gross proceeds paid to 3922, 5498, and
payments an attorney W-2G.
15a Section 409A deferrals 15b Section 409A income 16 State tax withheld 17 State/Payer’s state no. 18 State income
Form 1099-MISC Cat. No. 14425J Department of the Treasury - Internal Revenue Service

Do Not Cut or Separate Forms on This Page @— Do Not Cut or Separate Forms on This Page
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Form W-4 (2010)

Purpose. Complete Form W-4 so that your
employer can withhold the correct federal income
tax from your pay. Consider completing a new
Form W-4 each year and when your personal or
financial situation changes.

Exemption from withholding. If you are
exempt, complete only lines 1, 2, 3, 4, and 7
and sign the form to validate it. Your exemption
for 2010 expires February 16, 2011. See

Pub. 505, Tax Withholding and Estimated Tax.
Note. You cannot claim exemption from
withholding if (a) your income exceeds $950
and includes more than $300 of unearned
income (for example, interest and dividends)
and (b) another person can claim you as a
dependent on his or her tax return.

Basic instructions. If you are not exempt,
complete the Personal Allowances Worksheet
below. The worksheets on page 2 further adjust
your withholding allowances based on itemized
deductions, certain credits, adjustments to
income, or two-earners/multiple jobs situations.

Complete all worksheets that apply. However, you
may claim fewer (or zero) allowances. For regular
wages, withholding must be based on allowances
you claimed and may not be a flat amount or
percentage of wages.

Head of household. Generally, you may claim
head of household filing status on your tax
return only if you are unmarried and pay more
than 50% of the costs of keeping up a home
for yourself and your dependent(s) or other
qualifying individuals. See Pub. 501,
Exemptions, Standard Deduction, and Filing
Information, for information.

Tax credits. You can take projected tax
credits into account in figuring your allowable
number of withholding allowances. Credits for
child or dependent care expenses and the
child tax credit may be claimed using the
Personal Allowances Worksheet below. See
Pub. 919, How Do | Adjust My Tax
Withholding, for information on converting
your other credits into withholding allowances.

Nonwage income. If you have a large amount
of nonwage income, such as interest or
dividends, consider making estimated tax

payments using Form 1040-ES, Estimated Tax
for Individuals. Otherwise, you may owe
additional tax. If you have pension or annuity
income, see Pub. 919 to find out if you should
adjust your withholding on Form W-4 or W-4P.

Two earners or multiple jobs. If you have a
working spouse or more than one job, figure
the total number of allowances you are entitled
to claim on all jobs using worksheets from only
one Form W-4. Your withholding usually will
be most accurate when all allowances are
claimed on the Form W-4 for the highest
paying job and zero allowances are claimed on
the others. See Pub. 919 for details.

Nonresident alien. If you are a nonresident
alien, see Notice 1392, Supplemental Form
W-4 Instructions for Nonresident Aliens, before
completing this form.

Check your withholding. After your Form W-4
takes effect, use Pub. 919 to see how the
amount you are having withheld compares to
your projected total tax for 2010. See Pub.
919, especially if your earnings exceed
$130,000 (Single) or $180,000 (Married).

Personal Allowances Worksheet (Keep for your records.)

A Enter “1” for yourself if no one else can claim you as a dependent . A
® You are single and have only one job; or

B Enter “1” if: ® You are married, have only one job, and your spouse does not work; or .. B
® Your wages from a second job or your spouse’s wages (or the total of both) are $1,500 or less.

C Enter “1” for your spouse. But, you may choose to enter “-0-” if you are married and have either a working spouse or

more than one job. (Entering “-0-" may help you avoid having too little tax withheld.) C

D Enter number of depend L. D

E Enter “1” if you will file al usehold above) E

F Enter “1” if you have at le: credit F

(Note. Do not include c
G Child Tax Credit (includin

tails.)
n.

® |f your total income will be less than $61,000 ($90 000 if married), enter “2” for each eligible child; then less “1” if you have three or more eligible children.

e If your total income will be between $61,000 and $84,000 ($90,000 and $119,000 if married), enter “1” for each eligible
child plus “1” additional if you have six or more eligible children.
H Add lines A through G and enter total here. (Note. This may be different from the number of exemptions you claim on your tax return.) » H

For accuracy,
complete all
worksheets
that apply.

® |f you plan to itemize or claim adjustments to income and want to reduce your withholding, see the Deductions
and Adjustments Worksheet on page 2.

o [fyou have more than one job or are married and you and your spouse both work and the combined earnings from all jobs exceed
$18,000 ($32,000 if married), see the Two-Earners/Multiple Jobs Worksheet on page 2 to avoid having too little tax withheld.

o |f neither of the above situations applies, stop here and enter the number from line H on line 5 of Form W-4 below.

Form W'4

Department of the Treasury
Internal Revenue Service

Cut here and give Form W-4 to your employer. Keep the top part for your records.

Employee’s Withholding Allowance Certificate

» Whether you are entitled to claim a certain number of allowances or exemption from withholding is
subject to review by the IRS. Your employer may be required to send a copy of this form to the IRS.

OMB No. 1545-0074

2010

1 Type or print your first name and middle initial. Last name 2 Your social security number
Home address (number and street or rural route) 3 D Single D Married D Married, but withhold at higher Single rate.
Note. If married, but legally separated, or spouse is a nonresident alien, check the “Single” box.
City or town, state, and ZIP code 4 If your last name differs from that shown on your social security card,
check here. You must call 1-800-772-1213 for a replacement card. P |:|
5 Total number of allowances you are claiming (from line H above or from the applicable worksheet on page 2) 5
6 Additional amount, if any, you want withheld from each paycheck 6%

7 | claim exemption from withholding for 2010, and | certify that | meet both of the foIIowmg condltlons for exemptlon
® Last year | had a right to a refund of all federal income tax withheld because | had no tax liability and
® This year | expect a refund of all federal income tax withheld because | expect to have no tax liability.

If you meet both conditions, write “Exempt” here .

> 7]

Under penalties of perjury, | declare that | have examined this certificate and to the best of my knowledge and bellef it is true, correct, and complete.

Employee’s signature
(Form is not valid unless you sign it.) »

Date »

8 Employer’s name and address (Employer: Complete lines 8 and 10 only if sending to the IRS.)

9 Office code (optional)

10 Employer identification number (EIN)

For Privacy Act and Paperwork Reduction Act Notice, see page 2.

Cat. No. 10220Q

Form W=-4 (2010)
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Form W-4 (2010) Page 2
Deductions and Adjustments Worksheet
Note. Use this worksheet only if you plan to itemize deductions or claim certain credits or adjustments to income.

1 Enter an estimate of your 2010 itemized deductions. These include qualifying home mortgage interest,
charitable contributions, state and local taxes, medical expenses in excess of 7.5% of your income, and
miscellaneous deductions . . . e e e e e ot $

$11,400 if married filing Jorntly or qualrfyrng Wrdow(er)
Enter: $8,400 if head of household
$5,700 if single or married filing separately
Subtract line 2 from line 1. If zero or less, enter “-0-"
Enter an estimate of your 2010 adjustments to income and any addrtronal standard deductron (Pub 919)
Add lines 3 and 4 and enter the total. (Include any amount for credits from Worksheet 6 in Pub. 919)
Enter an estimate of your 2010 nonwage income (such as dividends or interest)
Subtract line 6 from line 5. If zero or less, enter “-0-" .
Divide the amount on line 7 by $3,650 and enter the result here Drop any fractlon
Enter the number from the Personal Allowances Worksheet, line H, page 1

Add lines 8 and 9 and enter the total here. If you plan to use the Two-Earners/Multiple Jobs Worksheet
also enter this total on line 1 below. Otherwise, stop here and enter this total on Form W-4, line 5, page 1 10

N
N
©+»

C©OWoO~NO UM
© ONO OGP~
PP PR |

-

Two-Earners/Multiple Jobs Worksheet (See Two earners or multiple jobs on page 1.)

Note. Use this worksheet only if the instructions under line H on page 1 direct you here.
1 Enter the number from line H, page 1 (or from line 10 above if you used the Deductions and Adjustments Worksheet) 1
2 Find the number in Table 1 below that applies to the LOWEST paylng job and enter it here. However, if

you are married filing joi i do not

than “3.” . 2
3 If line 1 is more than o i re here (if
“-0-") and on Form W- ol i sheet 3
Note. If line 1 isless than . Compl 9 igure the additional
withholding amount necessary to avoid a year-end tax bill.
4 Enter the number from line 2 of this worksheet . . . . . . . . . 4
5 Enter the number from line 1 of this worksheet . . . . . . . . . 5
6 Subtractline 5 fromline4 . . . . R 6
7 Find the amount in Table 2 below that applles to the HIGHEST paying jOb and enter lt here . 7 $
8 Multiply line 7 by line 6 and enter the result here. This is the additional annual withholding needed . . g $
9 Divide line 8 by the number of pay periods remaining in 2010. For example, divide by 26 if you are paid
every two weeks and you complete this form in December 2009. Enter the result here and on Form W-4,
line 6, page 1. This is the additional amount to be withheld from each paycheck . . . . . . . . 9 3
Table 1 Table 2
Married Filing Jointly All Others Married Filing Jointly All Others
If wages from LOWEST Enter on If wages from LOWEST Enter on If wages from HIGHEST | Enter on If wages from HIGHEST | Enter on
paying job are— line 2 above paying job are— line 2 above J paying job are— line 7 above| paying job are— line 7 above
$0 - $7,000 - 0 $0 - $6,000 - 0 $0 - $65,000 $550 $0 - $35,000 $550
7,001 - 10,000 - 1 6,001 - 12,000 - 1 65,001 - 120,000 910 35,001 - 90,000 910
10,001 - 16,000 - 2 12,001 - 19,000 - 2 120,001 - 185,000 1,020 90,001 - 165,000 1,020
16,001 - 22,000 - 3 19,001 - 26,000 - 3 185,001 - 330,000 1,200 165,001 - 370,000 1,200
22,001 - 27,000 - 4 26,001 - 35,000 - 4 330,001 and over 1,280 370,001 and over 1,280
27,001 - 35,000 - 5 35,001 - 50,000 - 5
35,001 - 44,000 - 6 50,001 - 65,000 - 6
44,001 - 50,000 - 7 65,001 - 80,000 - 7
50,001 - 55,000 - 8 80,001 - 90,000 - 8
55,001 - 65,000 - 9 90,001 -120,000 - 9
65,001 - 72,000 - 10 120,001 and over 10
72,001 - 85,000 - 11
85,001 -105,000 - 12
105,001 -115,000 - 13
115,001 -130,000 - 14
130,001 - and over 15
Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this You are not required to provide the information requested on a form that is
form to carry out the Internal Revenue laws of the United States. Internal Revenue Code subject to the Paperwork Reduction Act unless the form displays a valid OMB
sections 3402(f)(2) and 6109 and their regulations require you to provide this control number. Books or records relating to a form or its instructions must be
information; your employer uses it to determine your federal income tax withholding. retained as long as their contents may become material in the administration of
Failure to provide a properly completed form will result in your being treated as a single any Internal Revenue law. Generally, tax returns and return information are
person who claims no withholding allowances; providing fraudulent information may confidential, as required by Code section 6103.
subject you to penalties. Routine uses of this information include giving it to the The average time and expenses required to complete and file this form will vary
Department of Justice for civil and criminal litigation, to cities, states, the District of depending on individual circumstances. For estimated averages, see the
Columbia, and U.S. commonwealths and possessions for use in administering their tax instructions for your income tax return.
laws, and using it in the National Directory of New Hires. We may also disclose this If you have suggestions for making this form simpler, we would be happy to hear
information to other countries under a tax treaty, to federal and state agencies to from you. See the instructions for your income tax return.

enforce federal nontax criminal laws, or to federal law enforcement and intelligence
agencies to combat terrorism.
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Annual Certification of Racial Nondiscrimination

for a Private School Exempt From Federal Income Tax

(For use by organizations that do not file Form 990 or Form 990-EZ)

OMB No. 1545-0213

For IRS Use Only »

For the period beginning

) and ending

1a Name of organization that operates, supervises, and/or controls school(s).

1b Employer identification number

Address (number and street or P.O. box no., if mail is not delivered to street address)

Room/suite

City or town, state, and ZIP + 4 (If foreign address, list city or town, state or province, and country. Include postal code.)

2a Name of central organization holding group exemption letter covering the school(s). (If same as 1a above, write 2b Employer identification number

“Same” and complete 2c.) If the organization in 1a above holds an individual exemption letter, write “Not Applicable.

Address (number and street or P.O. box no., if mail is not delivered to street address)

Room/suite 2c Group exemption number (see

instructions under Definitions)

City or town, state, and ZIP + 4 (If foreign address, list city or town, state or province, and country. Include postal code.)

3a Name of school. (If more than one school, write “See Attached,” and attach a list of the names, complete addresses, | 3b Employer identification number,

including postal codes, and employer identification numbers of the schools.) If same as 1a above, write “Same.”

if any

Address (number and street or P.O. box no., if mail is not delivered to street address)

Room/suite

City or town, state, and ZIP,

Under penalties of perjury, | hereby
the school(s) has (have) satisfied
certification.

(Signature)

(Type or print name and title.)

CUORRE best of my knowledge and belief
C.B. 587, for the period covered by this

General Instructions

Section references are to the Internal Revenue
Code unless otherwise noted.

Note. This form is open to public
inspection.

Purpose of Form

Form 5578 may be used by organizations
that operate tax-exempt private schools to
provide the Internal Revenue Service with
the annual certification of racial
nondiscrimination required by Rev. Proc.
75-50 (the relevant part of which is
reproduced in these instructions).

Who Must File

Every organization that claims exemption
from federal income tax under section
501(c)(3) of the Internal Revenue Code and
that operate(s), supervises, or controls a
private school(s) must file a certification of
racial nondiscrimination. If an organization
is required to file Form 990, Return of
Organization Exempt From Income Tax, or
Form 990-EZ, Short Form Return of
Organization Exempt From Income Tax,
either as a separate return or as part of a
group return, the certification must be
made on Schedule E (Form 990

or 990-EZ), Schools, rather than on this
form.

An authorized official of a central
organization may file one form to certify for
the school activities of subordinate
organizations that would otherwise be
required to file on an individual basis, but
only if the central organization has enough
control over the schools listed on the form
to ensure that the schools maintain a
racially nondiscriminatory policy as to
students.

Definitions

A racially nondiscriminatory policy as to
students means that the school admits the
students of any race to all the rights,
privileges, programs, and activities
generally accorded or made available to
students at that school and that the school
does not discriminate on the basis of race
in the administration of its educational
policies, admissions policies, scholarship
and loan programs, and other
school-administered programs.

The IRS considers discrimination on the
basis of race to include discrimination on
the basis of color or national or ethnic
origin.

A school is an educational organization
that normally maintains a regular faculty
and curriculum and normally has a
regularly enrolled body of pupils or
students in attendance at the place where
its educational activities are regularly
carried on. The term includes primary,

secondary, preparatory, or high schools
and colleges and universities, whether
operated as a separate legal entity or as
an activity of a church or other
organization described in section 501(c)(3).
The term also includes preschools and any
other organization that is a school as
defined in section 170(b)(1)(A)(ii).

A central organization is an organization
that has one or more subordinates under
its general supervision or control. A
subordinate is a chapter, local, post, or
other unit of a central organization. A
central organization may also be a
subordinate, as in the case of a state
organization that has subordinate units and
is itself affiliated with a national
organization.

The group exemption number (GEN) is a
four-digit number issued to a central
organization by the IRS. It identifies a
central organization that has received a
ruling from the IRS recognizing on a group
basis the exemption from federal income
tax of the central organization and its
covered subordinates.

When To File

Under Rev. Proc. 75-50, a certification of
racial nondiscrimination must be filed
annually by the 15th day of the 5th month
following the end of the organization’s
calendar year or fiscal period.

For Paperwork Reduction Act Notice, see page 3.

Cat. No. 42658A

Form 5578 (Rev. 4-2009)
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The following forms, referenced in the preceding pages,
along with their respective instructions, may be
downloaded from the IRS web site: www.irs.gov:

Form 944
Form 945
Form 1040
Form 1096
Form 1098-C
Form 1099-MISC
Form 5500
Form 5578
Form 8109
Form 8283
Form SS-4
Form SS-5
Form W-2
Form W-3
Form W-4
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The IRS considers the annual cost of employer-provided death benefits protection in amounts over $50,000 to be
imputed income. This is considered taxable income to the employee and must be reported to the IRS in Section
12 of Form W-2. The following are the steps to calculate the amount for the life insurance option of the UCC Life
Insurance and Disability Income Benefit (LIDI) Plan.

Death Benefit Table (c)
Death Benefit As a Percent of

Age Annual Salary Basis*
Under 45 200%

45-49 150%

50-54 100%

55-59 60%

60-64 40%

65-69 30%
70 & Over 20%

*Death Benefit not more than $200,000, rounded to the nearest $100.

Step 1. Member’s age: (a)

Step 2. Member’s annual salary basis (cash plus housing allowance): (b)

Step 3. Member’s death benefit (c)

Step 4. Death benefit amount: (c) in step 3 minus $50,000 equals the excess death
benefit (d)

Step 5. Excess death benefit amount (d) in step 4 divided by $1,000 equals the excess
death benefit in thousands (e)

Step 6. Excess death benefit amount (e) in step 5 multiplied by the cost from the IRS Cost
Table below (f) equals monthly cost of excess benefit amount (g)

Step 7. Monthly cost of excess benefit amount (g) multiplied by 12** equals imputed income or annual cost of excess
benefit amount (h)

IRS Cost Table (f)
Cost per $1,000 of

Age Bracket Protection for 1 Month
Under age 25 $.05

25-29 .06

30-34 .08

35-39 .09

40-44 .10

50-54 23

55-59 43

60-64 .66

65-69 1.27
70 and Above 2.06

** Adjust this multiplier if calculating for an employment period of less than one year.
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YOUR
CHURCH
RESOURCES

. 2010 Tax R es
Apply Changlng Clergy Order Nowfor?::uarygosl(o);il;rcnent

Tax Laws with Confidence
The 2010 Church and Clergy Tax

Guide is the authoritative tax
reference guide ministers, churches
and their advisors look to each year.

2010 Church & Clergy
Tax Guide book

ltem #1110 $39.95

This essential guide is a must for your 2010 Chueeh & G
’ Tax Guide on CD in Adobe
2009 tax return preparation and Acrobat PDF format

related questions that arise in 2010.

item #L110c $39.95

Ministers get the help they need
to report federal income taxes

Federal Reporting
Requirements for
Churches Audio CD

Covers topics related to
filing federal tax forms:
W-2, W3, 941, 1099 and
1096. Provides a review of
church staff tax reporting,
help for setting up and
maintaining a business expense plan, and an
Use this indispensable guide throughout 2010 for insight on update on housing allowance or parsonage

and social security taxes correctly. Treasurers, board members,
bookkeepers, attorneys, and CPA’s appreciate the how-to’s of
defining income, reporting business expenses, applying charitable
contributions, handling desighated contributions, and grasping

federal tax reporting requirements.

contributions, clergy retirement plans, social security, church fOF CIRTRY. . tem #1222 $12.95

repotting requirements, and more. Clergy Filing Procedures Audio CD

Presents a step-by-step explanation of how to

complete your tax forms. Additionally includes
A_bout Rlchard_ Hammar _ rulespfor ﬁ{ing both as an employee );nd
Richard Hammar is an attomey, CPA, and best-selling as self-employed. ........ Item #1223 $12.95
author specializing in legal and tax issues for churches and
clergy. A graduate of Harvard Law School, he is the author Update for Church Treasurers Audio CD
of more than 100 books, including Pastor, Church & Law Quickly understand the critical legal and tax develop-
and the annual Church and Clergy Tax Guide. He also is a ments of the past year, plus be alerted to other
frequent conference speaker. pending changes. .......... ftem #1224 $12.95

BUY A
COMBO
AND SAVE!

omeronnneYourChurchCatang.com - Order by phone 800-222-1840 - sourcecode S9LTBO1



ACCESS = OPTIONS « SERVICE

Pension Boards
United Church of Christ
475 Riverside Drive

Room 1020
New York, NY 10115-0059





