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Considering Compensation

Whether pastor or lay employee, persons who serve the church
generally do so because they love the church. Most realize that they
could probably earn a higher salary in a for-profit company, but they
desire to use their talents and abilities to promote the church’s mission.

The conviction that they are serving the church often makes church
employees reluctant to engage in conversation about compensation. P
Nevertheless, church employees deserve fair compensation for their .
service and they depend on the church leadership not only to address T |
the issue of fair compensation, but to advocate and provide for it as - _:"'__-'_.::-_ﬁ_“ £.|' }
well. In fact, it is the church’s obligation as a responsible employer to |

provide adequate salary and benefits (i.e. pension contributions, health -L’-iii’::}‘

care coverage and Social Security) common to other types ofm
employment.

What will we pay those who serve our congregation?

There is no easy answer to this question. Each situation is different. Several factors will influence
compensation decisions such as the congregation’s stewardship commitment, size of congregation,
geographic location and income level of the members.
Keeping in mind that church service is unique, one helpful method of beginning discussion on
compensation is to ask, “What occupation is similar to what we expect from our minister? Choir
Director? Secretary?” For example, does the congregation view its employee primarily as a:

Teacher — one who instructs, imparts knowledge

Coach — one who trains and advises team members, actors or singers

CEO - the head of an organization with highest authority

Therapist or Counselor — an advisor for personal problems, who may assist in healing

Nurse — one who attends to the needs of the sick or infirm, promotes health

Administrator — one who manages, gives direction to an organization

Referee — an arbitrator, one who settles disputes

Caretaker — one who is in charge of an organization’s maintenance



After exploring the duties, responsibilities and educational requirements of similar occupations,
the next question is, “In our community, what are the salaries for persons with comparable
education, experience and responsibilities?”

The 2008 average annual salaries for a few selected occupations are listed below. This information
was obtained from the Bureau of Labor Statistics. Since these are national averages, salaries in
your community may be higher or lower than the figures given here.

2007 2008
High School Teacher $51,150 $54,390
Elementary Education Teacher $48,700 $52,240
Teacher Assistant $21,860 $23,560
School Administrator $79,200 $86,060
Therapist $80,360 $90,460
Social Worker $44,950 $48,180
Farmer/Rancher $43,520 $49,140
Registered Nurse $59,730 $65,130
Clergy $43,060 $45,440
Religious Education Director $37,570 $40,260
Music Director (full-time) $53,320 $54,840
Writer/Author $58,080 $64,560
Funeral Director $57,250 $58,810
CEO $144,600 $160,440
Human Resources Manager $94,910 $103,920
Secretary $28,460 $29,990
Umpire, Referee $27,450 $28,330
Coach $33,290 $35,580
Police Officer $48,410 $52,810
Firefighter $42,370 $45,700
Custodian $21,730 $23,500




Annual Salary and Housing for
Christian Church Ministers in the Pension Plan
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The chart above shows the distribution of salaries for Christian Church ministers in 2008. It is
important to note that while parsonage allowances are included in these figures, employee benefits,
such as pension dues and health care premiums, are not included in the above salary figures.

For all ministers, including part time and students, the average salary and parsonage in 2008 was
$42,486 ($41,534 in 2007). This typically means an average cash salary of $31,864 plus parsonage
allowance of $10,622.

Included in the chart are 208 persons who are understood to be students or bi-vocational ministers.
When the salaries of these persons are removed from the list the average annual salary and
parsonage of full time ministers increases to $44,972 ($42,495 in 2007). This is an average annual
cash salary of $33,729 plus parsonage of $11,243.

Averages can be misleading. They do not reflect congregational demographics, location or
stewardship. In addition, basing salaries on an average lowers congregational expectations and
growth rather than increasing them. However, the average is an indication of current salary levels
and provides a place to begin.




How Do We Compare?

Some have asked how salaries for employees of the Christian Church (Disciples of Christ) compare
to salaries for employees in other Protestant denominations. Based on demographics, size and
number of congregations, the United Church of Christ and American Baptist Church are generally
similar to the Christian Church (Disciples of Christ). Salaries for full-time ministers in these three
denominations were comparable in 1999. Beginning in 2000, a significant gap opened between the
average ministerial salary in the Christian Church and the average salaries in the other two
denominations. The chart below illustrates the trend:
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An Abbreviated Sample Church Budget

(For use with the following discussion)

Employee Compensation

Minister
Salary $34,179
Parsonage allowance 10,793
Tax Deferred Annuity 1,200
Secretary
Salary $29,990
Custodian
Salary $23,500

Employee Benefits

Minister
Pension Plan dues (14% of salary + parsonage) $ 6,296
Health care premium (2 adults) 10,450
Social Security offset (7.65% of salary + parsonage) 3,440
Secretary
Pension Plan dues (14% of salary) $ 4,199
Health care premium (individual) 6,634
Social Security (7.65% of salary) 2,294
Custodian
Pension Plan dues (14% of salary) $ 3,290
Health care premium (individual) 8,788
Social Security (7.65% of salary) 1,798

Church Business Expenses (for ministerial services)

Auto expense reimbursement (55¢ per mile in 2009)
Professional expense reimbursement

Assembly reimbursement

Office supplies

Office telephone and pager




Important Budgeting Concerns

Some congregations offer employees a so-called salary “package.” This “package” often includes
not only salary but housing (for ministers), Pension Plan dues, and health care premiums as well
as business expenses such as auto/mileage expenses. The employee is then asked to allocate
“package” funds among the various components.

As an employment practice we believe that this is inappropriate. No other employment relationship
views compensation in that way. When hiring, an employer should address these basic questions:

1) What must we pay a qualified person to do the job we are asking?

2) What benefits should we provide in terms of retirement and health/dental coverage for the
employee and his/her family?

3) What appropriate business expenses (e.g., miles driven on business) will the employee incur
in fulfilling the responsibilities of his/her position?

Employee benefits such as health care premiums and Pension Plan dues are not part of
compensation. Auto reimbursement should not be part of compensation. These are however, part
of the cost of employing a person. When churches and employing organizations combine benefits
and compensation into one “package,” they create the risk of imposing a salary reduction when
increases in the cost of benefits exceed the rate of increase in the “package.” This is unfair. We
strongly encourage congregations to pay employees a fair salary and to provide apart from salary,
quality health and pension benefits, such as those provided by the Pension Fund.

Parsonage Allowance for Ministers

One of the most important tax benefits available to the minister is the housing provided by the
congregation, either as a housing allowance or parsonage. Section 107 of the Internal Revenue
Code allows the value of this housing to be excluded from taxable income. It is important for the
leadership of the congregation to help ministers use this tax benefit.

The church should permit the minister to designate a portion of compensation as parsonage
allowance. The parsonage allowance must be designated by the local congregation in advance and
must be noted in official church records (i.e. Board minutes).

If the minister rents or owns a home, the housing allowance cannot exceed the LOWEST of the
following:

v/ The fair rental value (amount the home would rent for, furnished) plus the cost of
utilities OR

v/ The actual expenses of operating the home OR

v/ The amount properly designated as parsonage allowance

The parsonage allowance may include mortgage/rent, utilities, insurance, furnishings, property
taxes, upkeep and maintenance. If a church provides its minister with a home rent free, it can also
designate a portion of the minister’s salary as parsonage allowance for utilities, furnishings,
insurance, etc.



The housing/parsonage allowance is not reportable by a church for income tax purposes on any IRS
form. However, the church should provide the parsonage allowance data to the minister in a letter
or memo.

Taxes and Social Security

Lay Employees

Congregations are required to pay the employer portion of Social Security (7.65%) and withhold
the employee’s portion of Social Security (7.65%) as well as income tax. The percentages for
Social Security are set by current tax law.

Clergy

Withholding rules are different for ordained ministers and licensed ministers receiving a parsonage
allowance. (See note regarding licensed ministers.) Generally, the IRS considers ministers to be
employees of the church. Therefore, the minister, just like lay employees, should receive a Form
W-2.

However, by law, the church cannot withhold Social Security for ministers. The minister is
required to pay Social Security taxes at the self-employed rate (currently 15.3%). This does not
mean that ministers are self-employed. Furthermore, Social Security is paid on both cash salary and
parsonage, whether a parsonage or housing allowance is provided.

Special note concerning licensed ministers:

Licensed ministers may be treated as either lay or ordained for housing and tax purposes.
If treated as a lay employee, the church must pay the employer portion of Social Security
and withhold Social Security as well as income taxes, as it does for other lay employees.
However, if treated as a lay employee, the licensed minister cannot have a housing/
parsonage allowance. If the licensed minister is treated as ordained, he/she may have a
housing/parsonage allowance but the church cannot withhold Social Security nor can it pay
the employer portion of Social Security.

Generally, ministers must make quarterly tax and Social Security payments out of their take home
pay. In order to offset this burden, many churches provide the minister with a Social Security
offset, which is the equivalent of what the congregational employer would pay were they dealing
with any lay employee. Since the employer portion of Social Security is 7.65% of salary and
housing, the offset should be at least this much.

The offset payment may be provided directly or indirectly to the minister. If the offset is
paid directly to the minister, it is available for the required tax payment but also becomes
part of taxable income. Therefore, many churches deposit the offset into a Tax Deferred
Retirement Account at the Pension Fund on behalf of the minister. This defers the tax on
the payments as well as the earnings but does not provide immediate assistance to the
minister who may need the funds to pay current tax obligations. It is possible to pay part
of the offset to the minister to assist with current tax payments and put the remainder in a
Tax Deferred Account. Therefore, talk it over with your minister and choose the
arrangement that seems most beneficial.



Pension Plan Dues

The Pension Plan is the church’s program to provide its ministers, missionaries and other church
employees with benefits for the three events that would cause income to cease: at retirement, or in
the event of death or disability. Should the church lose its employee due to death or disability, the
Pension Plan benefits support the employee and his/her family thus relieving the congregation of
this important obligation.

All compensated employees of the church are eligible for Pension Plan membership. Pension Plan
dues are 14% of compensation. For ministerial members, dues are calculated on the cash salary,
parsonage allowance and deferred compensation. If a church owned parsonage is provided to the
minister, the fair rental value of the house (or at least 25% of the cash salary) is added to the salary
for the dues calculation.

Health Care Premiums and Medical Reimbursement

In the United States, it is generally considered good employment practice to provide health care
coverage for employees. As responsible employers, congregations will want to provide these
benefits for employees. When remitted by the congregation in behalf of employees, health care
premiums, like Pension Plan dues, are excluded from taxable income.

Since many health care insurance programs are now requiring higher deductibles and co-insurance
payments, the congregation may want to assist the employee in meeting these added expenses.
Some congregations have established a medical expense reimbursement plan, legally called a
Health Reimbursement Arrangement, to help employees with unreimbursed medical costs. An
HRA must be a valid plan, which has been legally developed and carefully administered. Laws
vary from state to state, so you will want to contact your attorney to establish such a plan.

Church Business Expenses

All employees, including ministers, are subject to income and Social Security taxes. Therefore, as
indicated earlier, church business expenses should not be considered part of compensation. It is
extremely important that church business expenses be identified in the church budget separate from
compensation and reimbursed to the employee. Examples of church business expenses include costs
incurred for pastoral calling, education and development, assemblies and conventions, welfare aid
funds and office supplies.

Some church budgets identify expense items as small allowances and pay them as part of salary.
One important disadvantage of this method is that when an allowance is paid directly to the
employee, it becomes part of taxable income. Another is that frequently the allowance is less than
actual expenses. For both tax and church budget purposes, direct reimbursement is the best
alternative.

Current tax law makes compensation planning strategy more important than ever. It is essential that
the congregation reimburse its employees in full for all professional expenses, including auto
expenses. Present tax law makes it almost impossible to deduct unreimbursed professional
expenses. All unreimbursed professional expenses (auto, travel, etc.) are deductible only on
Schedule A. Employees who do not have enough expenses to itemize deductions cannot claim
unreimbursed expenses.



Even when the unreimbursed expenses are deducted, they are reduced by 2% of Adjusted Gross
Income, which makes it less likely to be beneficial. Churches should establish an “Accountable
Plan” for reimbursing church employees for professional and business expenses. Under an
Accountable Plan, the church requires the employee to substantiate expenses with an account book
or voucher and return any advance or unsubstantiated allowance. Amounts paid to the employee
under such a plan are excluded from income and do not appear on the W-2 form as salary. The
employee will pay less tax if professional and business expenses are fully reimbursed.

Automobile Expenses

If an employee uses his or her own automobile for church business, a voucher system should be set
up, with records of the expenses given to the treasurer (or remitting officer) of the congregation,
who then reimburses the minister/employee for the verified expenses. If financially feasible,
congregations should consider leasing or owning an automobile and paying the entire cost of its use
for church service, sending gas, oil, insurance and maintenance bills directly to the church treasurer
to be verified and paid. (Keep in mind that when an employee uses a church leased automobile for
personal use, costs associated with the personal use become taxable income to the employee.)

Other Expense Items

The church budget should also include, again separate from salary, other church expense items such
as pastoral supplies, books, and funds for additional study by the pastor in a seminary or other
educational institution, as well as training and development studies for staff members.

Other Important Considerations
Vacation

In the process of discussing salary issues, the church will also want to provide time off with pay
for its employees. Keep in mind that certain church employees (i.e. organist, choir director,
minister) are expected to be present in worship each Sunday. Consequently, these persons cannot
take advantage of weekend getaways as other church families often do. Therefore, the congregation
will want to provide each staff member with an adequate number of days off for rest, recreation and
relaxation and for family time.

Sabbatical/Renewal Time

It is in the long term best interest of the congregation to provide sabbaticals or renewal times for
its staff. Such time helps the staff person develop as a spiritual leader, encourages longer tenures,
and renews the creativity needed for vital church leadership. Additional information about
sabbatical/renewal time may be obtained through the Office of Search and Call or by accessing
their website at www.discipleshomemissions.org . Click on Christian Vocation and follow the
links to Ministry Guidelines and Sabbatical Leave for Pastors.




Insurance

The United Church Insurance Board recommends that congregations carry the following coverages
for their pastors and other employees as well as for volunteers working on behalf of the
congregation: Worker’s Compensation, General Liability, Professional Liability, Sexual
Misconduct, and Director and Officers Insurance.

Providing Fair Salaries in Uncertain Times

The inflation rate in 2008 was just 0.1%. On average, salaries of ministers serving congregations
of the Christian Church (Disciples of Christ) increased over the previous year. However, over the
past seven years, salaries of lay employees in the Christian Church have not even kept up with
inflation.

One way to evaluate salary is to compare what a dollar bought in 1999 compared to what it buys
in 2009. Taking into account cost of living increases over the past ten years, if a minister’s salary
and housing in 1999 was $35,285 (the average salary and housing for Disciple ministers that year),
a salary and housing of approximately $45,319 in 2009 would be required to maintain the same
purchasing power of the dollar. A church secretary whose salary was $21,500 in 1999 would need
$27,614 in 2009 just to stay even with inflation.

Fair compensation includes salary and benefits comparable to compensation for ministers and lay
employees in other denominations and for persons in other vocations with similar education and
experience. What is not fair is to provide a fixed sum and force the employee to choose salary or
benefits. In most employment situations outside of the church, the employer provides salary and
benefits that go along with the salary.

Almost all churches are experiencing the effects of the economic downturn. We have observed a
disturbing trend of congregations seeking to trim budgets by decreasing the salary and benefits of
their ministers and lay employees. Such actions are not unusual in business and commercial
enterprises that have little concern for the long term well-being of their employees. In this respect,
the church is different.

The Pension Plan as we know it was begun in 1931, in the midst of the Great Depression.
Congregations then understood the need to provide for ministers and their families some protection
from economic hardship due to untimely death or disability and in retirement. The church continues
to be concerned about its ministers and lay employees and their families for the sacrifices they
make on behalf of the church’s ministry.

The negative impact of reducing salary and benefits is immediate and long lasting. Church
employees have the same pressures on family financial resources as other church members.
Reducing Pension Plan dues translates into an immediate reduction in death and disability benefits
as well as reduction in future pension benefits. When a church discontinues payment of Pension
Plan dues, the employee loses death and disability benefits and the congregation will need to take
on the responsibility for supporting the employee and his/her family in the event death or disability
occurs.
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Well Done, Good and Faithful Servant!

When considering 2009-2010 salaries, congregations will want to say to their ministers and lay
employees, “Well done!” In recent years, congregations have acknowledged exceptional service
and performance through salary increases. If the congregation is in a position to increase salaries,
since inflation is low, an increase of 3% would be appropriate.

Rev. Andrews’ salary and housing in 2008 was $42,486. If the congregation were to give
a 3% increase for 2009, the salary and housing would be $43,760 (an increase of $106.22
per month).

Mrs. Kandoo, the secretary at First Christian Church, received a salary of $24,000 in 2008.
If the congregation gave her a 3% increase in 2009, her salary would increase to $24,720
(an increase of $60.00 per month).

Where salary increases are not possible, the congregation can demonstrate appreciation for its
minister and lay employees by maintaining or increasing benefits.

Rev. Johnson’s salary and housing in 2008 was $41,500. In 2009, the church is not in a
position to increase Rev. Johnson’s salary. The church will not decrease Rev. Johnson’s
salary and will continue to remit the 14% Pension Plan dues based on the current salary and
housing figure.

In 2008, Mr. Roch, the custodian at Central Christian Church, received a salary of $22,000.
The church has been remitting $200.00 per month on his behalf, which is less than the full
14% dues. In 2009, the church will increase Pension Plan dues to $256.67 per month, the
full 14% dues.

Congregations that have grown substantially, spiritually and in numbers and resources over the past
ten years may be able to increase salaries and benefits. However, in time of economic challenge,
budgets often are compressed. Members of the congregation should be sensitive to the impact
budget choices may have on church employees and work to maintain salary and benefits at the
highest possible level.

In what other ways can the church support its employees?

Once the projected retirement income from Pension Plan participation is deemed adequate to meet
basic needs, the Pension Fund encourages Plan members to save additional funds in a 403(b) Tax
Deferred Retirement Account. The church employer must make the contribution to the Tax
Deferred account on behalf of the employee, either over and above salary or through salary
renegotiation. For additional information, please refer to the Tax Deferred Retirement Account
brochure.
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It is important for full time employees to be included in the Pension Plan, at least by age 50. This
allows adequate time for pensions to be established. For employees who are over age 50 and not
in the Pension Plan or part time employees regardless of age, the church is encouraged to set aside
funds in a Tax Deferred account over and above salary for its employees.

The cost of health insurance is one of the most rapidly increasing employee expenses. Many
churches participating in the Pension Plan and Tax Deferred account programs also include their
staff in Churchwide Health Care. Most congregations pay the larger part of the premium; many
pay all of it. Information on any Pension Fund program may be obtained by contacting the Pension
Fund office.

Closing Thoughts

As suggested earlier, the Pension Plan is the church’s care commitment to its employees and their
families in those times of great change, namely retirement, death and disability. Pension Plan
benefits are well funded upon an actuarially sound basis. In addition, benefits have been increased
by Special Apportionments so that in the past ten years, pensions and pension credits have been
increased by an average of 5.5% per year.

The whole matter of adequate compensation for church employees needs the prayerful concern and
support, as well as discussion and consideration, of church leaders who possess a vision of the total
ministry and mission of the church. Persons working on the congregation’s budget and using this
guide will conclude that the salaries of Christian Church employees are too low. Congregations
and committees working diligently on these matters, reviewing them with open hearts, will seek
ways to provide adequate compensation for service.

In congregations where all who serve the church, both lay and ordained, are adequately supported,
the church’s mission is vital and effective. These are also congregations who lead the way in
making a generous response in outreach giving, thereby supporting the church’s ministry
throughout the world.
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Pension Fund of the Christian Church
\v/

130 East Washington Street
Indianapolis, Indiana 46204-3659

Toll Free: 866.495.7322
Phone: 317.634.4504
Fax: 317.634.4071

Web: www.pensionfund.org
Email: pfccl@pension.disciples.org
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