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RELIGIOUS EXEMPTIONS

Members of religious orders may obtain an exemption from the obligation to pay self-

_’/\\ employment tax if they meet certain requirements. Basically, these requirements are divided

d

m‘\ into two areas: those members of recognized religious sects opposed to insurance, and those

= members of religious orders who have taken a vow of poverty.

VOW OF POVERTY

Members of religious orders who have taken vows of poverty are automatically exempt from self-
employment tax for any amount earned while working for their church or for an agency of their church.
These ministers do not have to file for an exemption. Any work performed by a minister for an outside
organization, however, makes the minister a regular employee of the outside organization for employment
tax purposes. Thus, earnings will be subject to withholding of federal income tax, social security tax and
federal unemployment tax. The exemption from self-employment tax does not apply to outside earnings.

OPPOSITION TO INSURANCE

Individuals who belong to a recognized religious group that is opposed to insurance may qualify for an
exemption from self-employment tax. To qualify, the taxpayer must be conscientiously opposed to
accepting the benefits of any public or private insurance which makes payments as a result of death,
disability, old age or retirement or makes payments for medical care. Where an employer and an employee
are both members and adherents of a recognized religious organization that is opposed to insurance and
have both properly filed the required forms, both are exempt from employment taxes.

Religious opposition to payment of taxes that is based upon the teachings of the sect is the only ground for
the exemption; however, the sect must have existed since December 31, 1950. Individuals who have
purchased retirement annuities from insurance companies are ineligible for the exemption.

OBTAINING THE EXEMPTION

In order to elect to be exempt from self-employment tax, the minister must file Form 4361, "Application
for Exemption from Self-Employment Tax for Use by Ministers, Members of Religious Orders and
Christian Science Practitioners," together with a statement that he is either conscientiously or because of
religious principles opposed to the coverage. As a condition for receiving an exemption from social
security coverage, such an individual must now inform the ordaining, commissioning or licensing body of
the church or order that the individual is opposed to such insurance.

Furthermore, an application for exemption will be approved only if the secretary has verified that the
individual applying for an exemption is aware of the grounds on which an exemption is granted and is
seeking the exemption on such grounds. A statement will be sent to the individual that describes the
grounds on which the exemption is granted and the individual must certify that he has read the statement
and is seeking exemption on the grounds listed in the statement. Generally, exemptions are irrevocable
once obtained.

An individual entering the ministry should file applications for an exemption by the due date for filing
individual income tax returns for the second tax year in which the individual has $400 or more of net
earnings from self-employment, some of which was from service in the ministry.
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OPTING OUT OF SOCIAL SECURITY

Most ministers spend a big chunk of their incomes on social security taxes. That's why some ministers think it's a
good idea to opt out of social security. Unfortunately, many ministers don't realize that they cannot opt out of social
security for financial reasons. And many of them don't understand the long-term consequences of their decision.
This article will examine the rules about opting out of social security.

FORM 4361

The only way a minister can opt out of social security is by properly completing and filing IRS
Form 4361. Form 4361 is called "Application for Exemption from Self-Employment Tax for Use
by Ministers, Members of Religious Orders and Christian Science Practitioners.” Technically, a
minister who files Form 4361 is asking the Internal Revenue Service (IRS) for an exemption from
paying social security taxes; however, this process is popularly called "opting out" of social
security.

Perhaps the most important feature of Form 4361 is the following statement; "I certify that | am
conscientiously opposed to, or because of my religious principles | am opposed to, the acceptance
(for services | perform as a minister, member of a religious order not under a vow of poverty, or a
Christian Science practitioner) of any public insurance that makes payments in the event of death,
disability, old age, or retirement: or that makes payments toward the cost of, or provides services
for, medical care. (Public insurance includes insurance systems established by the Social Security
Act.)" Few ministers, regardless of their denominations or theological backgrounds, can sign this
statement. Notice that the form says that the minister must be opposed to receiving these benefits,
not paying for them.

Ministers who are truly opposed to receiving social security benefits can opt out only with respect
to their ministerial income. That means that bivocational ministers and ministers with any other
earnings subject to social security must continue to pay social security taxes on their non-
ministerial income. They will also be eligible for social security benefits based on these other
earnings, assuming they have enough to qualify for benefits.

Ministers who are opposed to receiving social security benefits must file Form 4361 very early in
their careers. The deadline is the due date, including extensions, for the tax return for the second
tax year in which they have at least $400 of net self-employment earnings, any part of which came
from services as a minister, member of a religious order, or Christian Science practitioner. There
are no exceptions for this deadline. Obviously, ministers cannot develop their opposition to social
security later in their careers.
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Ministers must file an original Form 4361 and two copies. Before filing, however, the minister
must inform the licensing, commissioning, or ordaining body of the church that he or she is
opposed to the acceptance of public insurance benefits based on ministerial service on religious or
conscientious grounds. Some ministers will receive a written response from that body stating the
church's position about opting out of social security. In some cases, denominations will warn new
ministers that the denomination does not oppose the receipt of social security benefits.

Merely filing Form 4361 does not exempt a minister from social security taxes. Instead, the
exemption must be approved by the IRS, and the minister is not exempt until the IRS returns the
form marked "approved.” Before the IRS will approve the exemption, however, the IRS will send
the minister a statement describing the grounds for the exemption. Under penalty of perjury, the
minister applying for the exemption must sign a statement verifying that he or she read the
statement and is seeking an exemption under the grounds listed on the form.

FINANCIAL CONSIDERATIONS

Despite the fact that conscience and religious principles are the only reasons a minister can opt out
of social security, some ministers may be persuaded to opt out for financial purposes. Financial
reasons should not play a role in a minister's decision, because that's not a legal reason for opting
out. Nevertheless, even ministers who mistakenly opt out for financial reasons may not appreciate
all of the consequences. On the surface it's easy to assume that if a minister invested the money he
or she would otherwise pay for social security, that he or she could reap a better retirement
income. But in reality, are ministers going to come out ahead in retirement if they don’t participate
in social security? Not likely. And while people focus on the possible inadequacies of social
security retirement benefits, they may lose sight of other important social security benefits. Can
ministers provide the same survivor and disability benefits without participating in social security?
Can they replace Medicare benefits they will forfeit if they opt out? Again it's unlikely.

AN IRREVOCABLE DECISION

No minister should file Form 4361 without some soul searching of his or her beliefs about
receiving social security benefits for ministerial income. Ministers also should bear in mind that
the decision to opt out is irrevocable. Once they opt out they cannot opt back in. Several years ago,
Congress briefly opened a window to allow ministers who had opted out to opt back in. That
window is now closed and probably won't open again. Ministers who apply for exemption from
social security should realize that they are making a decision that will affect them for the rest of
their lives.

SUMMARY

In summary a minister's decision to opt out of social security should not be made for financial
reasons. Legally, the decision can be made only because a minister opposes receiving social
security benefits because of conscience or religious principles. But this decision based on
conscience or religious principles can have some very important financial consequences.
Ministers should make this decision only after some very careful and prayerful consideration.

By Julie L. Bloss
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o 43 6 1 Rpplication for Exemption From Self-Empioyment M o
(Rev. Nov. 1938) Tax for Use by Ministers, Members of Religious File in
Department o the Treasury Orders and Christian Science Practitioners Triplicate
File in triphcate and attach supporting items. This exemption ts granted only if IRS returns a copy to you marked “aporoved.”
o | 1 Name of taxpayer as shown on Form 1040 Social secunty number
=
x JOHN P. SAMPLE 345 34 4564
s Adaress Teiephane Numoer (optionai)
% 234 MAPLE ( ) (612) 682-6481
2 City or town. state. and ZIP code
= MINNEAPOLIS, MN
2 r(_:heck ONE box: B Christian Science practitioner Ordained rmmstef. priest, rabbi 3 f?é::;dsﬂ;:n?::r"t?nﬂse e
] Mernber of refigious order not under a vow of poverty D Commussioned or iicensed minister (see line 6) |  Seenstructions.)
4  Legal rame of ordaining, licensing, or comf g body or rehig order
ABC Church 6 /15 /89
Address Empioyer dentification numoer
250 MAPLE 41~3453457
City or town, state, and ZIP code
MINNEAPOLIS MN 55440
5  Enter the first 2 years, after the date shown on hne 3, that you had net self-employment earnings of $400 or more,
any of which came rrom services as a: rmnmzr pnest rab 1, etc.; member ot a reuglous orner. or Chnsmn Scunce
practitioner . » 1989 19 90

6 Ifyou ”F‘y for the exemption as a Ilceﬂsed or commissioned mMinister, and your denomination aiso ordains ministers, piease wndicate to what extent
|as‘tlca| powers differ from thase of an ordained minister of your denomination. Attach a copy of your denomination’s by-laws relating to the
d or

your ecc

powers of ana

ministers.

7 | cermty that | am

0. or my
reiigious order not under 8 vow of poverty, or a Chnistian Science pracmmnev) of any pubic
retirement; or that makes payments toward the cast of, or provides services tor, medical care. (Public

Act.)

of tam to. th

e
that makes pay

(for sernces | as a Mintster. membver of 8

n the event of desth. disa0riity. oid sge. or
by the Social Secunty

| cartify that as a duly or i

commrssiomng, of licensing body of my chuv:ﬁ or order that { am
ofa oraer) of any puwc nsurance that mnns mmems in the event of death. disatuiity, old age, of retirement, or

t damumuamwdnmmmmuwuomdm In(::mloﬂnedmmmmf.
to

(with respect

to. or

t0 services | perform as 3

mwmwmmmmm umnumsm

fam
Yed Dy the Social Securrty Act.

of 3 reh order not under 8 vow of

| certify that 1 did not file an eft
poverty, uaChmuSc:moacmm«

care. 1g the of any system
(Form 2031) g soctal secunty ge on gsasa
tax on my gs from asa of a

orger nat under a vow of poverty, or a Christian

request to be exemoted from paying se

Scrence oractitioner, under sectron u02(e) of the internai Revenue Code. | understand that the exemption. it granted. . will 2pply oniy to these earmings. Under penaities of

penury, | deciare that | have

Signature »

and to the best of mv knowiedge and behef, it 1s true ana correct.

Date » 1-15-91

Cautlon: Form 4361 is not proof of: the right to an exemption from Federal income tax withhoiding or social secunity tax; the night to a parsonage allowance

ment by your
order.

exclusion (section 107);
corr ing body, or relig

Superiors to a particular job; or the exemption or church status of the oraaiming, licensing,

For internal Revenue Service Use

{MAKE SURE YOU HAVE YOUR FORM APPROVED)

O Approved for exemption from self-empioyment tax on ministenai earnings (see Caution above)
O Disapproved for exemption from self-employment tax on ministenal earnings

BY. @i B, o teeceereaonaaaaan .

(Director's signature)

General Instructions

(Section references are to the internal
Revenue Code uniess otherwise noted.)
Paperwork Reduction Act Notice.—We ask
for this information to carry out the internai
Revenue laws of the United States. We need it
to ensure that taxpayers are complying with
these iaws and to allow us to figure and collect
the nght amount of tax. You are required to
give us this information.

The time needed to complete and file this
form will vary depending on individual
crrcumstances. The estimated average time is:

Recordkeeping, 7 minutes; Learning about
the law or the form. 9 minutes: Preparing
the form. 11 minutes; Copying, assembiing,
and sending the form to IRS. 17 minutes.

If you have comments conceming the
accuracy of these time estimates or
suggestions for making this form more simple,
we woutd be happy to hear from you. You can
wnte to the internal Revenue Service,

Washington, DC 20224, Attention: IRS
Reports Clearance Officer, TR:FP; or the
Office of Management and Budget,
Paperwork Reduction Project, Washington, DC
20503.

Purpase of Form. —File Form 4361 if you are
3 minister, member of a religious order not
under a vow of poverty, or Chnistian Science
practitioner, and want an exemption from
seif-employment tax on certain earnings. If
your application is approved, a copy will be
returned to you marked “approved.”

_\;lho May Not Apply.—Do not file Form 4361
i

o you ever filed a waiver certificate, Form
2031;0or

® you belong to a refigious order and took a
vow of poverty. You are automatically exempt
from self-emptoyment tax on earmings for
services you perform for your church or an
integrai agency of it.

Approvali of Application. —Before your
application can be approved. |RS must serify

that you are aware of the grounds for
exemption and that you want the exemption
on that basis. When your compieted Form
4361 is recerved. IRS will mail you a statement
that describes the grounds for receiving an
exemption under section 1402(e). You must
certify that you have read the statement and
seek exemption on the grounds listed on the
statement. The certification must be made by
sigming a copy of the statement under
penaities of penury and maikng it to the
Service Center that issued it, not later than 90
days after the date the statement was maiied
to you. if it is not mailed by that time, your
exemption will not be effective until the date
the signed copy ts received by the Service
Center. Once the exemption i1s approved. you
cannot revoke it.

Additional Information

If you need more information, get Pub. 517,
Social Secunty for Members of the Clergy and
Religious Workers,

{continued on page 2)
—e

Form 4361 (Rev. 11.88)
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