NOTE:  A “Salary Package” is NOT an acceptable approach to pastor compensation.  Listed below is information that may be helpful to a church while setting up compensation for a prospective pastor:
When setting up the “salary package”, the church should make a clear distinction between:

1. Ministry-related expenses – what it cost you to be their pastor

2. Protection coverage/employee benefits

3. Direct personal income (salary and housing)—in reality, this is what you have to use for personal expenses

When a church gives a pastor the “salary package,” they sometimes give the impression that all of this is direct income.  In reality, if the church does not word things correctly, the IRS could consider the entire “package” as direct income to the pastor and you have to pay both taxes and social security (15.3%) on the total income.  I am convinced churches do not want to do that and – when they see that rightly dividing and recording the “salary package” as it should be according to the IRS Code costs them no more as a church and actually lessens the tax burden for the minister, will determine to follow the tax laws and help the minister.
A. Ministry Related Expenses:  Travel, convention and conference expense, continuing education (actual seminary is a gray area but may qualify, cell phone, home office expense, and entertainment of guests/hospitality are ministry-related expenses and should not be counted as salary to the pastor (this must be in the records of the church).  The church should reimburse ministry-related expenses on an actual cost basis under an “accountable reimbursement plan.”  I will be happy to assist you/the church with setting up these plans (in reality, the policy can allow the treasurer to pay you exactly as they do now but the way the church records it in the minutes drastically affects your tax burden).
You will have to keep records and account to someone in the church.  In our conversation yesterday I think I remember your saying you were going to report to the deacon board some things, it could simply be a report like that or a simple report to the treasurer.  I know there are some things that are confidential in nature, you do not have to “spell out” the nitty gritty details to the general church in this accounting.  The more the church can “spell out” the better.  Let me provide an example:
Case Study:  You are the only male chaperone for the youth trip to Caswell with 7 boys attending.  A prominent member of the church is in failing health.  In fact, the doctor has called in the family.  Should you drive a separate car?  Should the church reimburse you for your driving your private vehicle though the youth are on the church van?  Are you expected to return in the event of the death of that individual and/or maintain hospital visitation from Caswell during that week.

The reality is – if the person lives there will be some that declare, “what did we do, pay the preacher to go to the beach?”  If the person passes, the family and church will probably expect the pastor to return.  Spelling it out in a policy avoids conflict over any aspect of the issue.

If the pastor does not account to the church’s designee, then you must give account to the IRS for such expenses the church did not reimburse you for and all the money paid by the church is considered taxable (IRS and social security).

Employee Benefits:  Benefits include term life insurance, disability insurance, medical insurance, and retirement annuity. Provision for

these benefits should be standard procedure for church committees considering the support of their ministers.

For the employees of the church, we recommend:

(1) That the church be a responsible employer and provide life, disability, and medical insurance protection for each

full-time employee, by providing the premium cost as an employee benefit.

(2) That the church participate in the Southern Baptist Church Annuity Plan, contributing an amount equal to at

least 10 percent of each employee’s total direct income.

B. Employee Benefits:  Benefits can include term life insurance, disability insurance, medical insurance, and retirement annuity.  These should be standard procedure for the church committees in considering support for their ministers (notice I keep saying ministers in this as well—other members of the staff could be eligible for these things as well).  The Baptist State Convention of NC recommends that churches be “responsible employers” and that:
1. The church provide life, disability, and medical insurance for full-time employees of the church.  To be honest, this usually reduces the salary portion of the pastor’s income in the way churches accomplish this.  That is why I talk about “salary reduction agreements” being recorded in the minutes.  If you do not have a salary reduction agreement, then the $11K for medical insurance could be considered direct income by the IRS (especially if you are paying for the insurance and not the church) and that is not what the church would want for you.  Simply recording the salary reduction agreement in the minutes of the deacons’ meeting would cover you and the church; would keep you from paying $1683 Social security and then the IRS taxes for $11K; and would cost the church NO MORE MONEY OUT OF POCKET.  I am certain the church would want to afford you that benefit.  That is true for the other benefits as well (Again, I will be happy to work with the church in getting this information to you).

2. The Church participate in Guidestone’s Retirement plan on your behalf.  BSCNC recommends the church contribute 10% and the pastor contribute 5% of your direct income to the plan (salary and housing).  Again, most churches traditionally have accomplished this through a salary reduction agreement (needs to be recorded somewhere). 

Please understand, the money you contribute to Guidestone is not taxable income to you if the church has it recorded properly and could be withdrawn at retirement non-taxable as an ordained minister if withdrawn as housing allowance.  MORE IMPORTANTLY, participation in Guidestone’s retirement PROTECTS both your family and the church in the event of your disability or death.  You must be a W2 employee to receive this protection (in fact, IRS really requires a W2 for all non-contracted employees).

C. Direct Personal Income:  Personal income for ministers includes base support, housing allowance, and utilities allowance. The church will want to provide adequate personal income so that concern for financial needs does not detract from an effective ministry.  After this information, I will provide a worksheet that will be helpful to you in determining ministry expenses, benefits, and direct income.

A couple of other things to consider:

1. The Parsonage:  The church needs to establish a rent value for the parsonage.  It should be as low as possible (but fair) to reduce the social security burden to you.  The rental rate being lower is justified to some degree because you maintain a church office in the home.  The church may not be aware (and many pastors are not) that you must pay Social Security on the fact you live in the parsonage.  If the church declared the value is $5K, then you will have to pay $765 Social Security on this.  Please note:  you do not pay IRS taxes on the parsonage.

2. Parsonage allowance:  In addition to the parsonage, the church can designate a portion of the “package” to what it might cost you to live in the parsonage.  If you have to buy furniture, appliances, utility bills, phone bills, etc.  Again, this is an amount you will not pay taxes on, but you will have to pay social security.

3. Social Security Offset — The church can provide a Social Security Offset.  In reality, this is the church paying “its portion” of Social Security, just like they are supposed to be doing for all non-ordained staff.  If the church merely subtracts this from the total salary package, there is really no benefit to you as this is considered taxable income to you.  If they pay above the salary package, it is a nice gesture.
On the next page, I have a blank worksheet.  On the page after that, I have a sample, using your numbers from your church.  Feel free to adjust and talk with me further.

How to Support an Effective Ministry
A Worksheet for Financial Support of the Minister
Proposed for:
This Year 20____ 





next year 20____

I.
 Ministry Expense (Not Compensation)

1. Travel $ ____________________________ 

$ ____________________________
2. Conventions/conferences $ _____________

$ ____________________________
3. Books, publications and other $ _________

$ ____________________________
Total MINISTRY EXPENSE $ _____________

$____________________________
II. 
Direct Income

1. Salary (Base Support) $ ________________

$ ____________________________
2. Housing $ ___________________________

$ ____________________________
3. Utilities and Upkeep $ _________________

$ ____________________________
4. Social Security Offset $ ________________

$ ____________________________
Total DIRECT INCOME $ ________________

$ ____________________________
III. 
Benefits (Not Compensation)

1. Retirement $ _________________________

$ ____________________________
2. Life Insurance $ ______________________

$ ____________________________
3. Medical Insurance $ __________________

$ ____________________________
4. Long Term Disability $ _______________

$ ____________________________
Total BENEFITS $ ______________________

$ ____________________________
Retirement Contribution — The church should consider, as an employee benefit, a contribution of at least 10 percent of Direct Income to the retirement account of the employee.
