Steps to Establishing a Ministerial Housing Allowance

1. Determine if you qualify for a housing allowance.
2. Prepare a “good faith” estimate of your housing costs for the calendar year.

3. Have the church governing body officially designate a housing allowance for you for the calendar year and enter it into the minutes of the meeting.  Make this designated amount a little higher than your estimated expenses to allow for unexpected expenses.

4. Prepare a housing designation resolution according to accepted IRS format and place it in your church files.

5. Remember that housing allowance designations must be made proactively and cannot be made retroactively.  You only have a housing allowance in effect from the date of the designation forward.

6. Keep detailed records and receipts of all housing expenses in case you have to prove these expenses to the IRS if you are ever audited.

7. Know that the IRS does not require you to account to the church governing board for your housing expenses.  The IRS only requires you to report to the church board your good faith estimate of housing expenses.  You do, however, have to account for your housing expenses on your tax return.
8. Plan wisely to have your housing allowance designation in effect by Jan. 1 of each year so that you do not lose the tax advantages of a housing allowance for any part of the year.  
9. Remember to designate a housing allowance for each new year.  Do not assume last year’s designation is in effect for this year.

10. Inform your tax preparer of the details of your housing allowance including the amount designated and the amount actually spent.  Remind your preparer that your housing allowance brings IRC 265 into effect.  If he does not know what IRC 265 is, go somewhere else to have your taxes prepared.  Know that most CPAs have little or no training in ministers’ taxes and compensation, though they may be very knowledgeable in other areas of tax law.  A typical expression is, “ I do some ministers’ taxes”.  They must be done correctly, however, not just done.
