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How distributions
are taxed

In general, distributions made to a U.S. taxpayer are subject to
federal income tax if contributions were not taxed at the time
they were made. Thus, an individual generally pays income tax
on any part of her or his distribution that is attributable to
regular employer dues and contributions, investment earnings
and tax-sheltered contributions on which income taxes have
not previously been paid.

Housing allowance

You may not have to pay tax on that portion of the annuity or
other distribution, if any, that may be considered a housing
allowance paid to a retired minister.

If no after-tax contributions were
made toward your annuity

If Pension Boards records show that you have not made any
after-tax contributions to your account, the amount in Box 5 of
Form 1099-R is recorded as “0” or left blank.

Determining allowable housing
expenses

If no amount is shown in Box 5 of Form 1099-R, you may
subtract your allowable housing expenses for the year from the
gross distribution found in Box 1 of Form 1099-R. (Use the
enclosed Supplementary Sheet #1). The difference between
housing allowance and gross distribution constitutes the taxable
portion of your annuity or other distribution, if any, which
should be entered on Line 16b of Form 1040 or Line 12b of
Form 1040A, along with the words, “SEE
SUPPLEMENTARY SHEET #1.”
If you own your own home, your allowable housing expenses are
the lesser of:
1. The reasonable value of a year’s rent for your home,
including furnishings and cost of utilities, or
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2. What you actually spent for that home in 2016 for the
following expense items:
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• Down payment
• Mortgage payments (principal and interest) on a loan to buy
or improve your home
• Real estate taxes
• Property insurance
• Utilities (electricity, gas, water, trash pickup, local telephone
charges)
• Furniture and appliances (purchase and repair)
• Structural repairs and remodeling
• Grounds maintenance and improvements
• Maintenance items (household cleaners, light bulbs, pest
controls, etc.)
• Homeowners’ association dues
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Cautions

If you are renting a house or apartment, the amount of your
allowable housing expenses can be up to the year’s rental costs,
plus the cost of utilities and value of furnishings and any items
from the above list that you actually had to pay. If you have
more than one home, only expenses from your primary
residence may be used in computing allowable housing
expenses.
If you are receiving a housing allowance from another source,
the total of that housing allowance and the portion of your
Pension Boards annuity designated as housing allowance cannot
exceed the lesser of the amounts in (1) and (2) above.
If you receive more than one pension or other distribution, if
any, your housing costs can only reduce taxes on your benefit
from the Pension Boards. Please contact the payer of the other
pension to determine taxability.

After computing allowable
housing expenses

• Insert the gross amount of your Pension Boards annuity from Box
1 of Form 1099-R in Line 16a of Form 1040 or Line 12a
of Form 1040A.
• Insert your allowable housing expenses in Line 2 of
Supplementary Sheet #1 and complete the remainder of that
sheet.
• Transfer the amount in Line 3 of Supplementary Sheet #1 to
Line 16b of Form 1040 or Line 12b of Form 1040A,
followed by the words, “SEE SUPPLEMENTARY SHEET
#1.” This is the portion of your annuity or other distribution, if
any, that is in excess of the allowable housing expenses and
therefore subject to federal income tax.

Any income tax withheld from your Pension Boards annuity or
other distribution, if any, is shown on Form 1099-R. Attach
Copy B of Form 1099-R to your return to show the amount of
tax withheld.
If after-tax pension
contributions were made
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If you have no employee contributions in Box 5 of Form 1099-R
(or if you wish to disregard them) and your only pension or
other distribution, if any, is from the Pension Boards, you may
use a completed copy of the enclosed Supplementary Sheet #1
as an attachment to your return. Be sure to retain a copy of the
completed Supplementary Sheet #1 for your records.

If you have made after-tax pension contributions and your
housing expenses exceed your annuity or other distribution, if
any, under law you may be able to lower your taxes because the
portion of your annuity provided by after-tax pension
contributions is not taxed. Please consult a tax advisor familiar
with clergy tax rules if this situation applies to you.
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Supplementation and
Ministerial Assistance

Supplemental gift checks received from the General Synod Plan
of Supplementation of Small Annuities (administered by the
Pension Boards) are not taxable. This income is not included in
Form 1099-R and does not need to be reported.

If you are disabled and
under age 55

If you are receiving disability pension benefits and were under
age 55 during the entire 2016 year, Distribution Code 3
appears in Box 7 of Form 1099-R. These payments should be
reported (along with other wages, salaries, tips, etc.) on Line 7
of Form 1040 or 1040A. Disability benefits should not be
reported as pension or annuities until you reach age 55, the
minimum non-disability retirement age for the Annuity Plan
for the United Church of Christ.
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Disabled ministers also may be eligible for the housing
allowance exclusion.
For member whose
annuity(ies) commenced
in 2016 and who elected a
partial withdrawal option at
retirement

The amount distributed in 2016 under the Partial Withdrawal
Option is considered an eligible rollover. If you chose to have
this distribution made as a direct rollover, no income tax was
withheld and you will be issued a separate Form 1099-R for
that distribution with distribution Code G appearing in Box 7
of Form 1099-R.

Self-employment (Social
Security) tax on pension
income

Housing allowance provided to retired ministers from a church
pension plan is not subject to self-employment (Social
Security/SECA) taxes. No self-employment tax is required to be
paid on any part of your Pension Boards annuity or other
distribution, if any.

Electronic filing

If you choose to file your tax return electronically, please be
certain that the program used to prepare your taxes provides a
means to add supplementary documentation.

Changes in the tax laws

This letter is a general informational statement based on the
Pension Boards’ understanding of the Internal Revenue Code
and Regulations at the time of this writing. While we provide
you with information about your annuity and other distribution,
if any, the Pension Boards may not provide legal or tax advice
to you and you should contact your tax advisor if you have
questions on the tax forms, tax law or taxability of other income
received.
Detailed information on income tax issues may be obtained
from your tax advisor or attorney, or from IRS publications and
forms, which may be ordered by calling toll-free
1.800.829.3676, or downloaded online at www.irs.gov.
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Housing Allowance Resolution
Excerpted from the Official Minutes of the Meeting of the
Board of Trustees of The Pension Boards–United Church of Christ, Inc.
The Board of Trustees of The Pension Boards–United Church of Christ, Inc. considered and passed the following
resolutions at its November 7, 2015 meeting:
1.

For Retired Ministers
Resolved:

2.

The full amount of the pension, disability, and retirement plan benefit
payments received by a retired minister in 2016 from the Annuity Plan for
the United Church of Christ, as amended and restated effective January 1,
2009, or from any predecessor plan or other church plan administered by
The Pension Boards–United Church of Christ, Inc. shall constitute a
housing allowance paid as part of the retired minister’s compensation for
past services rendered within the meaning of Section 107 of the Internal
Revenue Code of 1986, as amended, provided, however, that such
housing allowance is not to exceed the fair rental value of the home,
including furnishings and appurtenances, such as a garage, plus the cost of
utilities and any other applicable tax law limits.

For Disabled Ministers
Resolved:
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The full amount of the disability payments received by a minister as a
benefit from the Life Insurance and Disability Income Benefit Plan in
2016 shall constitute a housing allowance paid as part of the disabled
minister’s compensation for past services rendered within the meaning of
Section 107 of the Internal Revenue Code of 1986, as amended,
provided, however, that such housing allowance is not to exceed the
fair rental value of the home, including furnishings and appurtenances,
such as a garage, plus the cost of utilities and any other applicable tax law
limits.

Prepared by,

James T. Herod
Corporate Secretary
The Pension Boards–United Church of Christ, Inc.
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Taxpayer Prepared
SUPPLEMENTARY SHEET #1
Tax Year 2016
Explanation of Line 16b of Form 1040 or
Line 12b of Form 1040A
for a Minister of the Gospel
Receiving Housing Allowance for Past Service

Taxpayer’s Name
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Taxpayer’s Social Security Number
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1.

Gross annuity received designated as housing
allowance by The Pension Boards-United Church of
Christ, Inc. in accordance with Section 107 of the
Internal Revenue Code (Box 1 of Form 1099-R)

$

2.

The lesser of actual expenses directly related to
providing a home or the fair rental value of the home,
furnished, including utilities.

$

3.

Subtract amount in Line 2 from amount in Line 1
(above) and enter the difference on Line 16b of Form
1040 or Line 12b of Form 1040A.

$
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Special Supplement
CURRENT STATUS OF THE PARSONAGE AND
HOUSING ALLOWANCE EXCLUSIONS By Richard R.
Hammar, J.D., LL.M., CPA
In the last few years, there have been a few legal challenges
to the ministerial housing allowance exclusion. Code Section
107(2), the question being whether the exclusion violates
constitutional law regarding separation of church and state.
The challenges originated in Wisconsin and have so far, as of
this writing, been defeated. However, this issue has not been
finally resolved, and there are expectations that ultimately,
the case will reach the United States Supreme Court.
Constitutionality
There are arguments that support the constitutionality of
the parsonage exclusion and housing allowance. The validity
and strength of these arguments will now be evaluated by the
federal district court in Wisconsin and the Seventh Circuit
Court of appeals.
Impact of the loss of the housing allowance exclusion
Should the housing allowance ultimately be deemed to be an
unconstitutional preference for religion, what would be the
impact? A ruling by the Seventh Circuit Court of Appeals
would apply to ministers in that circuit, which includes the
states of Illinois, Indiana, and Wisconsin. It would become
a national precedent binding on ministers in all states if
affirmed by the United States Supreme Court–an unlikely
outcome because the Supreme Court accepts less than one
percent of all appeals. Note, however, that the IRS would
have the discretion to follow or not follow such a ruling in
other circuits and might be inclined to follow it to promote
consistency in tax administration.

First, most ministers will experience an immediate increase
in income taxes. As a result, they should be prepared to
increase their quarterly estimated tax payments to reflect the
increase in income taxes in order to avoid an underpayment
penalty. Note that there will be no effect on self-employment
taxes for which the housing allowance is not tax-exempt.
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In conclusion, ministers and churches should be aware that
the housing allowance remains under attack and one day
may be invalidated. Should that occur, two actions will need
to be implemented quickly:

Second, many churches will want to increase ministers’
compensation to offset the financial impact. Such an
increase could be phased out over a period of years to
minimize the impact on the church.
PP Key Point. Ministers should address the continuing
availability of the housing allowance with a tax
professional.
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The following forms and schedules, referenced in the
preceding pages, along with their respective instructions, may
be downloaded from the IRS web site: www.irs.gov

Form W-2

Form 941

Form W-4

Form 1040
• Schedule A
• Schedule B
• Schedule C
• Schedule C-EZ
• Schedule D
• Schedule SE
Form 1040A
• Schedule B
Form 1040EZ
Form 1040-ES
Form 1098-C
Form 1099
Form 1099-DIV
Form 1099-INT
Form 1099-MISC
Form 1099-R
Form 2106
Form 2106-EZ
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Form 2441
Form 3903
Form 4361
Form 4562
Form 4684
Form 4868
Form 5329
Form 8283
Form 8606
Form 8812
Form SSA-1099
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Form W-2C
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It’s Easier Than
Ever To Get Richard
Hammar’s Resources

Support
Program

It’s your responsibility to keep up-to-date on important legal and tax information for your
church, and the Church Law & Tax Support Program includes the essentials every church needs
to make sound financial and legal decisions. As a Support Program subscriber you will receive:
• Church Law & Tax Report (6 issues)
• Church Finance Today (12 issues)
• ChurchLawAndTax.com
• The annual Church & Clergy
Tax Guide

• Charitable Contributions Bulletin
Inserts (PDF)
• Audio recordings featuring federal reporting
requirements, clergy filing procedures, and
updates for church treasurers.

Subscribe Today at

ChurchLawAndTax.com
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Operating at the Intersection
of Faith and Finance

The Pension Boards

United Church of Christ, Inc.

475 Riverside Drive, Room 1020
New York, NY 10115-0059

