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TAXATION OF MINISTERS OF RELIGION: A ROUGH GUIDE
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TAXATION OF MINISTERS OF RELIGION: A ROUGH GUIDE
July 2009
INTRODUCTION

1. This Guide supersedes the previous CMC Circulars on the subject and the previous version posted in January 2009. It deals with the implications of income Tax and Capital Gains Tax for ministers of religion by virtue of their office, and does not in general deal with aspects which affect them in the same way as taxpayers at large. The Self Assessment notes for ministers of religion for FY 2007–08 are available here. There are also special rules relating to members of religious orders. 
2. What follows is not about non-stipendiary ministers in secular employment. They are subject to the ordinary rules relating to taxation of earnings from employment.
3. This text has no binding force. It is merely intended to be a very basic introduction to the complexities surrounding the particular tax position of stipendiary ministers. Decisions on individual claims depend upon all the facts and circumstances of the case.
4. Any minister who has doubts about any particular aspect of his or her tax affairs should seek advice from HMRC or from a professional adviser. CLAS cannot in any circumstances advise on the tax affairs of individuals, nor can it accept any liability for any inaccuracy in the information that follows. 
INCOME TAX: GENERAL 
5. Ministers of religion are normally chargeable on employment income under section 6 of the Income Tax (Earnings and Pensions) Act (ITEPA) 2003, either as office-holders or as employees. If the minister is not an employee or an office-holder, any income received will be taxable as trading income. Those who carry on missionary or similar work, especially within a religious context (if not employees or office-holders), may receive income from a vocation which is taxable under Case II Schedule D, further details of which are available here. 
6. A minister whose “emoluments” amount to £8,500 a year or more is liable to tax on benefits in kind, as well as on income received in cash (such as stipend, fees for weddings and funerals, Easter offerings and suchlike). “Emoluments” for this purpose include everything that a minister receives, whether in cash or in kind, by virtue of the office or employment. But in determining whether or not the total exceeds £8,500, income from distinct employments (eg as a hospital chaplain or school-teacher) and any income of a minister’s spouse, are kept separate and not aggregated with the main source of income.
7. Where the emoluments are less than the de minimis limit of £8,500 a year (“excluded employment”), the minister is liable to tax on income received in cash and, in general, on expenses borne on the minister’s behalf – but not on benefits in kind: see Extra-Statutory Concession A61.
INCOME

8. Fees received for conducting weddings, funerals and similar services count as earnings from a minister's office. Fees received for preaching in churches not within the minister's charge, however, should normally be regarded as “miscellaneous income” chargeable under the Income Tax (Trading and Other Income) Act 2005. In addition to stipend and fees due for services etc, any gifts or offerings received in a capacity as minister (as distinct from gifts received in a personal capacity) are taxable. 
Easter and similar offerings
9. Easter offerings and special collections on other occasions where the minister has a right to the proceeds are liable to tax. This applies whether they are paid direct or into a fund to meet expenses for things such as school fees or books, or even if they are diverted to a fund from which the minister does not personally benefit, such as a church restoration fund. But if the minister clearly has no right to the offerings, eg through making this clear by an advance public announcement of their destination or by some similar intimation in the church notices, and the offerings are given in the knowledge that they are going to a fund which in no way benefits the minister, they are not taxable.
Accommodation
10. Where a minister is provided with housing for the better performance of the duties of the office and it is customary for living accommodation to be provided for such ministers (usually referred to as “job-related accommodation”), the value of the accommodation provided is not taxable. This applies to beneficed clergy and to other ministers with pastoral responsibilities where residence in a particular place is a necessary part of the job. 
11. This special treatment only applies where some legal interest in the residence belongs either to a charity or to an ecclesiastical corporation: for example, premises belonging to a Diocesan Board of Finance, a cathedral chapter, a body of trustees acting for a denomination or for a local congregation, or a parochial church council. It also covers parsonage houses vested in incumbents of benefices in the Church of England.

12. The following are examples of premises that do not meet the foregoing conditions:

· premises provided rent-free for a minister whose duties are such that there is no requirement to live in a particular manse or vicarage, eg where they are of an administrative nature;
· premises privately leased by the minister from a charity;
· premises in which the minister lives rent-free but which are not his or her official residence (for example a country cottage provided by the congregation); and
· premises occupied by a minister holding an appointment that could be filled by a lay person (for example, a school-teacher).

13. In the circumstances envisaged in paragraph 12,  tax liability is based on the annual value of the accommodation (ie the rent obtainable if the tenant paid the rent and the landlord paid repairs, insurance and maintenance) or, where the provider of the property is paying rent for it, the actual rent paid if that is greater. Where the original cost of providing the accommodation exceeded £75,000 there is an additional tax charge: see HMRC Help Sheet 202. The calculation of this charge depends on the particular circumstances:

(i) if the church had an interest in the property for at least six years before the minister first occupied it, the calculation is based on the market value of the property at the time when the minister first occupied it.

(ii) if the church's interest in the property was for less than six years before the minister first occupied it, or if the minister first occupied it before 31 March 1983, the calculation is based on the cost of provision. 

The amount by which this sum exceeds £75,000 constitutes a benefit in kind and is then charged to tax as if it were a beneficial loan [see paragraph 24]. See also paragraphs 41ff on council tax on second homes.
Reimbursed expenses 
14. There is a liability to tax on any non-work-related expenses, eg school fees reimbursed to or paid on behalf of a minister. But bills paid for heating, lighting, cleaning, insurance and repairs to job-related accommodation [see paragraph 19(b)] are taxable only where the minister’s emoluments are at a rate of £8,500 or more.
Council Tax etc
15. “Statutory amounts” and “statutory deductions” paid on behalf of, or made good to, a full​-time minister provided with job-related accommodation (defined as “amounts paid and deductions made in compliance with any Act of Parliament or Measure of the Church of England”) are not taxable. In practice, this applies to Council Tax (which is normally the responsibility of the church in question but may in certain circumstances be the minister’s own liability), General Rates (in Northern Ireland) and water charges, whether or not metered. So far as Council Tax is concerned, the liability can only fall on the church where the dwelling is used by the minister to perform the duties of his or her office. Additionally:

· in England and Wales the church must be the owner of the dwelling, though there is an exception for Church of England ministers, where the property can be owned by the minister (under what is commonly known as the “parson’s freehold”) and the minister will still not be liable for Council Tax.

· in Scotland the dwelling must be the sole or main residence of the minister: it does not matter who owns it.

Business motoring costs
16. A minister who owns a car may be reimbursed the cost of official use under the Approved Mileage Allowance Payments (AMAPs) regime, currently 40p per mile for the first 10,000 business miles and 25p per mile thereafter. Where the amount reimbursed is at a lower rate, tax relief up to the permitted level may be claimed by the minister on the difference, but where the reimbursement is higher, the excess will constitute a taxable emolument. HMRC expects records to be kept where mileage allowance payments are made that exceed the approved amount.
Round sum allowances 

17. Round sum allowances are taxable for whatever purpose they are made. But the minister may claim expenses against them. 
BENEFITS IN KIND 

18. The HMRC website now includes an A-Z guide to expenses and benefits which, though non-specialised, is generally helpful. The following benefits in kind are taxable where the church provides the benefit for the minister's use and the minister’s emoluments are at a rate of £8,500 a year or more. 

Services

19. If the minister lives in job-related accommodation, services provided with the accommodation are taxable as follows:

(a) 
services not subject to tax:
(i) structural alterations and additions.

(ii) repairs of a kind that would be the landlord's responsibility if the premises were let under a repairing lease, ie repairs to the exterior (including decorations, drains, gutters and external pipes) and repairs and maintenance of installations for the supply of water, gas and electricity and for sanitation (including basins, sinks, baths and sanitary conveniences but not other fixtures and appliances for making use of the supply of water, gas or electricity), and for space-heating or heating water.
(b) 
services taxable subject to a maximum of 10 per cent of the net emoluments (ie gross 
emoluments less capital allowances, expenses allowed for tax purposes, approved 
superannuation contributions and premiums payable under approved retirement annuity and 
pension schemes):

(i) heating, lighting and cleaning.
(ii) repairs, maintenance or decoration, except as provided in 19(a)(ii) above.
(iii) provision of furniture, furnishings and carpets.
(iv) provision of other effects which are normal for domestic occupation.
(c) 
services taxable in full: all services other than those listed under (a) and (b) above including, 
eg, domestic services other than cleaning.
Cars and fuel 
20. Where a car is provided for the use of the minister, a taxable benefit arises based on a percentage of the list price of the car, graduated according to C02 emissions. Where fuel is provided, there is a scale charge based on the car’s cylinder capacity. If the car is provided on the strict condition that it can be used only for official travel, the benefit is not taxable provided that no private use is in fact made of it. If the car is bought by the church and then given to the minister, there is liability to tax on the cost to the church of providing the car or the second-hand value of the car, whichever is the greater.
Internet access and telephones
21. The cost of telephone calls and in addition, the provision of a telephone and the payment by the church of any related rentals, will not give rise to a taxable benefit, provided the church is the registered subscriber and the minister bears or reimburses the cost of personal calls. The current HMRC Guidance  makes it clear that there is no charge to tax on a single mobile phone provided to a minister or on any line rentals paid in respect of that phone which is paid for by the church. Whether or not the phone is provided by the employer, accounting for use is extremely complicated, as shown by this HMRC example. The only sure course is to retain all itemised bills.
22. Equipment such as a BlackBerry, which combines a mobile phone with access to e-mail and the Internet, is not a mobile phone for the purposes of the mobile phone exemption. But if a BlackBerry is provided to an employee solely for business use and any private use is insignificant, it will be exempt in the same way as a mobile phone provided in the same circumstances.
23. If the church pays for an Internet connection to the manse under a package where there is no separate billing or record of access calls, and no breakdown is possible between work and private usage, it is accepted that where private use is not significant and does not affect the cost of the package the costs of connection are exempt from tax. However, where the minister pays for an inclusive Internet package with unlimited access and no separate billing procedures s/he will not be able to identify any specific part of the cost as relating to business use and, as a result, no deduction will be due because there can be no identifiable cost that is wholly and exclusively attributable to business use. For further information see HMRC’s Note EIM21617.
Beneficial loans 
24. Where an interest-free or low-interest loan is provided, the minister is chargeable to tax on the “cash equivalent”, ie the difference between the interest, if any, payable and interest at the “official rate” which is set from time to time. There is a de minimis threshold, so that where the loan (or the total of the loans, if there is more than one) is not more than £5,000 at any time in the tax year there is no charge to tax. 
Other Benefits
25. If an asset, such as furniture, fittings, carpets or furnishings, is provided for a minister, tax is chargeable on the benefit. The benefit is calculated as 20 per cent of the “market value” (the price which it might reasonably be expected to fetch on a sale in the open market) at the time of provision. 
26. However, no tax may be chargeable for domestic goods provided at the time of a change of residence. If, in connexion with a move to a new residence (for example, on moving to a new charge), a minister is provided with domestic goods such as carpets, curtains and a cooker to replace items which are not suitable for use in the new home, there may be no taxable benefit so long as the total amount paid, reimbursed or provided to the minister in respect of all the removal costs does not exceed £8,000: see HMRC’s Removal or transfer costs: the exemption from charge. 
27. For other benefits, the taxable amount is generally what the benefit cost the person who provided it, less any amount made good to that person. Employers may have to pay Class 1A National Insurance Contributions on any taxable benefit provided to employees. Class 1A NICs are normally paid by the employer, although an exception to this can occur in certain circumstances when someone other than the employer provides the benefit – usually called a “third party” benefit or award. Class 1A NICs are calculated as a percentage of the cash equivalent of the benefit: details are included on Form P11D and the amount due paid annually.
28. There are some circumstances when Class 1A NICs are not payable. For example, no Class 1A NICs are payable on benefits included in a dispensation authorised by HMRC. For more detailed guidance on Class IA NICs, see HMRC’s guide for employers, Class lA National Insurance Contributions on Benefits in Kind. Similarly, no liability for Class 1 NICs will arise where a dispensation has been granted in respect of reimbursed expenses.
DEDUCTIBLE EXPENSES 
29. Deductions for income tax are allowed in respect of any expenses incurred by a minister “wholly, exclusively and necessarily in the performance of the duties of the office or employment”. The duties are regarded as including any duties enjoined upon the minister by law or by ecclesiastical superiors, and other duties arising directly from obligations to the congregation – but not any duty which arises merely by being a member of the church. Expenses are allowed only against tax on income from the office or employment so that, in the case of a non-stipendiary minister, expenses of the ministry may not be set against income from other sources.
General expenses
30. The following expenses, where borne by a minister and incurred in the performance of the duties of the post, are regarded as prima facie deductible for tax:
(a) 
Cost of postage, stationery and other office consumables.
(b) 
Cost of telephone calls and faxes. In addition, the provision of a telephone/fax machine and the payment by the church of any related rentals will not give rise to a taxable benefit, provided the minister bears or reimburses the cost of personal calls.

(c) 
Cost of travel and related subsistence expenses incurred in attending meetings of official church bodies where this is part of the duty enjoined on the minister by law or by ecclesiastical superiors. Where travel is by private car, the restriction described in paragraph 16 applies. 

(d) 
Cost of cleaning, repair or replacement of robes worn in the conduct of divine service in accordance with church law or by custom of a particular church.

(e) 
Communion expenses, eg supply of wine.

(f) 
Cost of providing a locum tenens.

(g) 
Cost of reasonable entertainment on official occasions: entertaining clergy, officers of the church or members of church organisations.

(h) 
Expenses necessarily incurred on secretarial assistance, together with the costs of repairing office machinery. If help such as secretarial assistance is necessary in the performance of the duties and the minister’s spouse or civil partner is paid a reasonable amount for this purpose, there is nothing to preclude a deduction for this, provided that the wages are in fact paid and are commensurate with the duties performed. However, no claim is admissible for amounts paid by a minister to a spouse or civil partner in respect of work undertaken as an active member of the church, eg as a leader of a house-group. 

(i)
An appropriate proportion of the cost (including wages paid to a spouse or civil partner) of 


domestic help.

(j)
Incidental expenses such as the cost of heating, lighting and of the repair or replacement of such items as carpets and chairs in that part of the house used mainly by the minister for the purposes of his or her duties. 

See also HMRC’s Ministers of religion: allowable expenses: particular items: EIM 60046 and  EIM 60047. 

Rent etc 
31. If a house is rented by a minister mainly and substantially for the purposes of the duties of the office, a tax deduction may be allowed not exceeding one-quarter of the rent: see HMRC’s Ministers of religion: allowable expenses: property expenses. But where rent is payable, it is usually preferable for the lease to be in the name of the church authorities wherever possible and for the rent to be paid by them, rather than being the liability of the minister. 
32. Where a minister bears expenses in maintaining, repairing, insuring or managing a manse, vicarage, etc including the insurance of the contents, a deduction of one-quarter of the expenses may be allowed. If any part of such expenditure is claimed under paragraph 27 above, the allowance of one-quarter is restricted to take this into account. 

Office equipment 

33. Capital allowances may be claimed on expenditure incurred by a minister on “equipment necessarily provided for use in the performance of the duties of the office”. They may be claimed only for assets intended for permanent use in the ministry and must have an expected life of two years or more. For example, a deduction for a computer or word-processor is allowed if it provides a more up-to-date method of carrying out long-standing tasks such as compiling and maintaining lists of church members and preparing circulars. The rates of capital allowances change from time to time and should be checked with the local HMRC office. If the equipment is used privately as well as for official purposes, only the appropriate proportion is allowed. If it is sold in a later year there may be an adjustment to the tax position; and HMRC should be advised of the sale proceeds. 

Books 

34. A deduction is given for the cost of books purchased for actual use in the conduct of services or the preparation of sermons, provided that the church authorities do not supply them or would not do so if asked. Similarly, expenditure on books given out on such occasions as marriage preparation classes, confirmation classes or Bible-study groups is allowable. Substantial reference books with a useful life of more than two years would ordinarily be regarded as assets for which capital allowances would be due (see paragraph 33 above), rather than a deduction for the cost in the year of purchase.
35. If the church authorities buy the minister theological books, etc, which are necessary to fulfil the duties of the office, or if they bear the expense when the minister buys such books, the value of the books would not ordinarily he regarded as taxable. If, however, the church authorities were simply to give a cash allowance for the books without regard to actual expenditure, this would be treated as taxable like any other round sum allowance. 

Subscriptions 

36. A subscription paid by a minister to a body or society approved by HMRC is allowable provided that the activities of the body concerned are relevant to the minister’s office or employment and the body is not of a mainly local character.

Training

37. Where the church provides or pays for work-related training for the minister (including related incidental costs) this will not normally give rise to a taxable benefit. The training must be a course, project or activity which is designed to impart, instil, improve or reinforce any knowledge, skills or personal qualities which are likely to be useful to the minister or better qualify him or her in the performance of the duties of the post. This relief will cover most training courses in which ministers are likely to be involved, including sabbatical projects; but it will be helpful if it can be demonstrated that the particular course or project is being undertaken at the request of the church for the purpose of further equipping the minister to perform the duties of the post.

Unpaid appointments 

38. In general, the expenses of appointments held by a minister without remuneration are not an allowable expense for tax purposes. But where expenses are necessarily incurred by a minister, eg in the capacity of rural dean or as a moderator or clerk of a presbytery or synod, they may be allowed as a deduction from benefice income to the extent that they are not reimbursed, A similar deduction may be allowed for the expenses of holders of other honorary ecclesiastical appointments, eg members of the General Synod of the Church of England.

CAPITAL GAINS TAX 
39. In general, capital gains tax (CGT) is chargeable on gains made by a minister of religion in the same way as on gains made by any other taxpayer. But there is a particular aspect of CGT, relating to housing, which needs to be noted. 

40. The rule for taxpayers generally is that CGT is not payable on the disposal of a person's only or main residence. The main residence of a minister of religion would normally be the vicarage, manse or other official residence. A taxpayer who has two or more residences, however, may choose which is to be regarded as the main residence for capital gains tax and make a nomination to this effect within a two-year period. A minister living in job-related accommodation who owns another house may nominate that house as his or her main residence. Provided that it is intended to be occupied eventually, it will be treated as the main residence throughout the period during which the minister lives in job-related accommodation, regardless of the occupation of the house during that time. There is no restriction of the relief from CGT if the property is let for all or part of the period. Where a person can be shown to have been unaware of the need to make a nomination and the time limit has passed, a later notice of nomination may be accepted in appropriate cases.
COUNCIL TAX ON SECOND HOMES

41. While not strictly “taxation” in the HMRC sense, a related issue is the treatment of second homes for the purposes of council tax. For this purpose, a second home is a property owned by a cleric which is normally unoccupied but which is used by him or her for holidays and short stays. In such circumstances, the cleric qualifies for a 50 per cent discount on the council tax bill.
42. The Council Tax (Prescribed Classes of Dwellings) (England) Regulations 2003 (SI/2003/3011) and the Council Tax (Prescribed Classes of Dwellings) (Amendment) (England) Regulations 2004 (SI/2004/926) set out the position relating to clergy second homes for those living in England. For Church of England clergy, these have to be read in conjunction with the Council Tax (Liability for Owners) Regulations 1992 (SI/1992/551), as amended, which provide that for stipendiary clergy in the Church of England, the Diocesan Board of Finance is responsible for paying the council tax on the provided house. The Council Tax (Prescribed Classes of Dwellings) (Amendment) (England) Regulations 2005 (SI/2005/416) extended the 50 per cent discount for second homes in England to clergy serving in Wales and Scotland.
42. Totally empty properties (ie those that are left empty of furniture) do not attract any discount. In the case of a property which is let out to someone else, the tenant is liable for the council tax and that matter is not within the compass of this note.
The body with Christian and Jewish representation which communicates with the Government on proposals for legislation.

Reg Charity No. 256303


[image: image2.png]