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Parsonage AllowanceParsonage Allowance

In order for a parsonage allowance to be non-
taxable, several requirements must be met. The 
"church" must officially identify the amount of the 
parsonage as a definite part of the minister'sparsonage as a definite part of the minister s 
compensation, designated to be used by him to 
provide a home. It should be evidenced in the 
minutes of the governing board. The parsonage for 
each year

The parsonage allowance cannot exceed the fair rental 
value of the home plus the cost of utilities. 

A minister is not automatically entitled to exclude the fairA minister is not automatically entitled to exclude the fair 
rental value plus the cost of utilities. He must actually spend 
that amount. 

If the total amounts spent for mortgage amortization 
payments interest taxes improvements repairs insurancepayments, interest, taxes, improvements, repairs, insurance 
and other allowable costs of providing a home are less than 
or equal to the fair rental value, then the minister can 
exclude only the amounts actually spent for these items plus 
the cost of utilities. 
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Taxation of SalariesTaxation of Salaries
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Qualified Tuition Reduction 
Plan

Internal Revenue Code 117(d)(1)
For educational institutions through college 
levellevel
Does not include graduate level

Exception for teaching and research assistants
Allowable for tuition at the educationalAllowable for tuition at the educational 
institution that employee is employed or at 
another educational institution
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Qualified Tuition Reduction 
Plan

Not a salary reduction
Discrimination rules – Nondiscriminatory if 
“benefits available on substantially thebenefits available on substantially the 
same terms to each member of a group of 
employees which is defined under a 
reasonable classification… which does notreasonable classification… which does not 
discriminate in favor of highly compensated 
employees”

For 2012 – HCE $115,000$ ,
May cap total dollar benefit to each eligible 
employee or a cap per child
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Qualified Tuition Reduction 
Plan

Based on all of the facts and 
circumstances, the classification is 
reasonable and established under 
objective business criteria that identify the 
category of employees who benefit under 
the plan
Specified job categories, nature of 
compensation (i.e. salaried or hourly), 
geographic location, and other similar bona g g p
fide business criteria
Additional examples of reasonable 
classifications include classification based 
on such factors as seniority, full-time vs. 
part-time employment, or job description, 
provided that the classification is 
nondiscriminatory
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Voluntary Classification y
Settlement Program

The Voluntary Classification Settlement Program 
(VCSP) is a voluntary program described in 
Announcement 2011-64 (PDF) that provides an 
opportunity for taxpayers to reclassify their workersopportunity for taxpayers to reclassify their workers 
as employees for employment tax purposes for 
future tax periods with partial relief from federal 
employment taxes.  To participate in this new 
voluntary program, the taxpayer must meet certain 
eligibility requirements, apply to participate in VCSP 
by filing Form 8952, Application for Voluntary 
Classification Settlement Program, and enter into a g
closing agreement with the IRS
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Voluntary Classification y
Settlement Program

Eligibility
The VCSP is available for taxpayers who want to 
voluntarily change the prospective classification of their 
workers. The program applies to taxpayers who areworkers.  The program applies to taxpayers who are 
currently treating their workers (or a class or group of 
workers) as independent contractors or other 
nonemployees and want to prospectively treat the 
workers as employees
A taxpayer must have consistently treated the workers as 
nonemployees, and must have filed all required Forms 
1099 for the workers to be reclassified under the VCSP 
for the previous three years to participate in VCSP.  
Additionally the taxpayer cannot currently be under auditAdditionally, the taxpayer cannot currently be under audit 
by the IRS and the taxpayer cannot be currently under 
audit concerning the classification of the workers by the 
Department of Labor or by a state government agency
If the IRS or the Department of Labor has previouslyIf the IRS or the Department of Labor has previously 
audited a taxpayer concerning the classification of the 
workers, the taxpayer will be eligible only if the taxpayer 
has complied with the results of that audit
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Voluntary Classification y
Settlement Program

VCSP Agreements
A taxpayer participating in the VCSP will agree to 
prospectively treat the class or classes of workers as 
employees for future tax periods.  In exchange, the taxpayer:p y p g , p y

Will pay 10 percent of the employment tax liability that 
may have been due on compensation paid to the 
workers for the most recent tax year, determined under 
the reduced rates of section 3509(a) of the Internal 
Revenue Code 10 28% effective rate applies in 2012Revenue Code.  10.28% effective rate applies in 2012 
(applied to 2011 compensation) 3.24% applies to 
compensation above Social Security wage base
Will not be liable for any interest and penalties on the 
amount; and
Will not be subject to an employment tax audit with 
respect to the worker classification of the workers being 
reclassified under the VCSP for prior years

In addition, as part of the VCSP program, taxpayer will 
agree to extend the period of limitations on assessment ofagree to extend the period of limitations on assessment of 
employment taxes for three years for the first, second and 
third calendar years beginning after the date on which the 
taxpayer has agreed under the VCSP closing agreement to 
begin treating the workers as employees
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Voluntary Classification y
Settlement Program

Applying for VCSP
To participate in the VCSP, a taxpayer must apply using 
Form 8952, Application for Voluntary Classification 
Settlement Program.  The application should be filed at least g pp
60 days from the date the taxpayer wants to begin treating its 
workers as employees.  Taxpayers who want to begin 
treating a class or classes of workers as employees for the 
fourth quarter of 2011 should file Form 8952 as soon as 
possible The IRS will make every effort to process Formpossible.  The IRS will make every effort to process Form 
8952 with sufficient time to allow for the voluntary 
reclassification on the requested date
Along with the application, the taxpayer should provide the 
name of a contact or an authorized representative with a 
valid Power of Attorney (Form 2848).  The IRS will contact 
the taxpayer or authorized representative to complete the 
process after reviewing the application and verifying the 
taxpayer’s eligibility
Eligible taxpayers accepted into the VCSP will enter into aEligible taxpayers accepted into the VCSP will enter into a 
closing agreement with the IRS to finalize the terms of the 
VCSP, and will simultaneously make full and complete 
payment of any amount due under the closing agreement
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Voluntary Classification y
Settlement Program

Resources
VCSP Frequently Asked Questions –

http://www.irs.gov/businesses/small/article/0,,id=24
6014,00.html60 ,00 t
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What’s New For 2012What’s New For 2012

Insubstantial Benefits Limitations for 
Contributions Associated with Charitable Fund-
Raising Campaigns

Low Cost Article Unrelated business income does notLow Cost Article – Unrelated business income does not 
include a “low cost article” of $9.90 or less
Other Insubstantial Benefits – Contributions will be fully 
deductible if (1) the fair market value of all benefits received 
by a particular donor is the lesser of 2% of the payment or 
$99.00 for 2012; or (2) the payment is $49.50 or more for 
2012, and the only benefits received are token items bearing 
the organization’s name or logo, the cost of which in total for 
the year is no more than $9.90 for 2012
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What’s New For 2012What’s New For 2012

Pension Plan Limitations
Elective deferrals for 401(k), 403(b) and 457(b) plans is 
increased from $16,500 to $17,000
Catch-up contribution limit for those aged 50 or more Ca c up co bu o o ose aged 50 o o e
remains unchanged at $5,500
Limitation for defined contribution plans is increased from 
$49,000 to $50,000

Transportation Fringe Benefits
Transit passes and commuter highway vehicles will be $125 
(down from $230 in 2011) due to sun setting of law change 
that put them on par with parking expense)
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