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Pastoral Contract/Agreements 
Developed by Rev. Elder Arlene Ackerman, updated 2012

MCC Resource Specialist for Church Development

RevArleneAckerman@MCCchurch.net
The following information is based on requirements of clergy in the USA.

A church and Pastor would do well to have, in writing, those agreements that they have covenanted to and reviewed by legal counsel.  A detailed description of key elements will make working together much easier and will help to build a trusting and lasting relationship.  This document and the attached Sample Contract will give you a starting point in developing a written agreement.

Putting your agreements into writing and reviewed by legal counsel is critically important. Whether a church and pastor have a contract or have all of the information within a Policy Manual or Covenant is not what is important.  What is important is that it be in writing, reviewed by legal counsel and signed.

Compensation Information

1. Contact US Labor Statistic for the salary levels in your local area.  Go to http://www.bls.gov/bls/blswage.htm, click on METROPOLITAN AREA WAGE DATA.  This site can give you both the mean wage for All Occupations and you can narrow the search for clergy.

2. Contact churches of similar size in the area where your church is located.

3. Contact Salary.com 
4. Book Review: Compensation of Pastors in the USA on the MCC Website, Resources
Pastor as Employee
While the Internal Revenue Service considers most pastors to be employees for federal income tax reporting, all pastors are considered self-employed by the Social Security Administration with respect to services performed in the exercise of ministry.

1. Voluntary Withholding – A church and its pastor, who reports his or her income taxes as an employee, can voluntarily agree to subject his or her compensation to income tax withholding.  Some pastors find voluntary withholding helpful because it avoids the additional work and discipline associated with the estimated tax payment procedure.  Pastors who elect to enter into a voluntary withholding arrangement with their church need only file an IRS Form W-4 (Employee’s Withholding Allowance Certificate) with the church.  The filing of the form is considered a request for voluntary withholding, an arrangement that may be terminated at any time by either the church or pastor, or by mutual consent.   Of course, a voluntary withholding arrangement will affect the church’s quarterly IRS Form 941.

2. Estimated Tax Payments – Unless electing voluntary withholding. Pastors must prepay their income and self-employment taxes using IRS estimated tax procedures.

COMPENSATION

Salary

1. Senior Pastors – The basic cash salary is the amount of actual dollars paid to the Pastor.  Cash salary does not include housing utilities, allowances, benefits, Social Security, or reimbursable expenses.

2. Associate Pastors – The basic cash salary for associate pastors should be equal to at least 80% of the salary for senior pastors with equivalent experience.

3. Part-time Senior and Associate Pastors – The basic cash salary for part-time pastors should be determined by the applicable percentage of the full-time package.

Housing Allowance
Several factors must be taken into consideration, both by pastor and congregation, when a housing allowance is provided.

· To the extent that such an allowance is spent, it is excluded from taxable income.

· For the actual amount of the housing allowance to qualify by IRS standards as tax-free income, it must be clearly designated by Board vote as housing allowance and be formally approved annually by the Board of Directors prior to the beginning of payments.

· Any amount of the allowance that is not actually spent on housing is taxable to the pastor.

· A housing allowance is fully taxable for Social security purposes.

· A housing allowance can be spent on any items required to provide a home, such as the monthly mortgage payment (interest and principle), taxes, insurance, furniture, furnishings, home repairs, new appliances, yard care, snow removal, and all utilities.

BENEFITS
1. Retirement Contribution – A quarterly contribution to an IRA or 401 Retirement Account.  IRS 403(b) tax-sheltered annuity, which means payment to fund are not taxable until the benefits are received after retirement.  The recommended formula for calculating 


the annual church contribution to a pastor’s annuity is an amount equal to 10% to 14% of 
the cash salary plus housing allowance.  In some specific situations, however, where a 
pastor’s compensation package is heavily weighted toward a housing allowance, a tax 
accountant should be consulted to assure that the annuity payment does not exceed the 
maximum percent of taxable compensation allowed by the IRS for contribution to a 
403(b) tax-sheltered annuity.  A percentage higher than 14% may be agreed upon by the 
church and the pastor within IRS limits.

2. Annual Clergy Renewal Status Fee – Most churches pay the annual fee for all clergy on paid staff.

It should be noted that the Retirement Contribution is not the same as what the local church (USA) pays to UFMCC every quarter.  The quarterly payment made to the MCC Pension Fund is set up to help create a pension fund for all MCC vested clergy and not specifically for your church’s clergy.

3. Health and Dental Insurance – 

a. Group Health Insurance for pastors and their families:  The church has the option to pay for an individual plan, or the church may opt to become a part of the program set up by UFMCC.  The UFMCC plan allows for health and dental insurance and other optional benefits.  Contact the UFMCC offices.

b. Local churches participating in the UFMCC Health Benefit Plan may establish a Flexible Spending Account.  Aside from a modest initial set-up fee, making the account available does not entail a cost to the local church.  The Plan provides participants with tax savings because a portion of the before-tax salary is voluntarily redirected into the participant’s account and then withdrawn to cover medical expenses at the participant’s discretion.

4. Life Insurance and Disability Income Plan – The plan offered through the UFMCC program is vitally important coverage that protects the pastor and church by providing disability income and life insurance for the pastor.  Whether the church utilizes the UFMCC plan or finds another plan this coverage is important for both the church and the pastor.  The plan has three parts:

a. Life insurance program

b. Short-term disability program that can replace a portion of income for up to five months

c. Long-term disability program that can replace a portion of income when a disability continues beyond six months

5. Medicare – It is recommended that when a pastor reaches the age of 65 and is not retired, the church assumes the cost of the Medicare Supplement Plan.

6. Social Security – Clergy, considered as self-employed for Social Security purposes, must pay the current 15.3% (Schedule SE) on the cash salary plus housing allowance or fair market rental value of a parsonage.  Because this is not matched by any employer, churches are urged to contribute 7.65% of the pastor’s salary plus housing allowance (or 7.65% of 130% of base salary if a parsonage is provided) for social security, as it must do for regular FICA employees.  The difference is that this is paid directly to the pastor and considered as a Social Security Allowance or Offset.  This is taxable income which must be included with taxable wages on the pastor’s W-2 form and reported on the pastor’s tax return.

7. Worker’s Compensation – Churches are required by law to provide worker’s compensation coverage for all employees, including clergy.

8. Malpractice Insurance – Each church should maintain malpractice insurance as part of their church’s insurance program.

PROFESSIONAL EXPENSES

Churches must decide what professional activities support their ministry and how such expenses will be funded and reimbursed.  These activities under gird the pastoral leadership offered and the related expenses are considered costs of the church, not part of the pastor’s compensation.

Churches are urged to adopt an “Accountable Reimbursement Plan” (acceptable to the IRS – see IRS publication 1828, “Tax Guide for Churches and Religious Organizations,” available at http://www.irs.gov/pub/irs-pdf/p1828.pdf as a means of reimbursing pastors for professional expenses incurred on behalf of the congregation.  These expenses may be for transportation, overnight travel (including lodging and meals), professional entertainment, books, subscription, education, vestments, and professional dues.  The adoption of such a plan relieves the pastor of complicated tax reporting.

Under the Accountable Reimbursement Plan, the pastor provides the church with detailed documentation of the above items.  Assuming that the nature and level of expenses falls within 

IRS guideline, reimbursement is not included as taxable income.  The church must retain the documentation for seven years for audit purposes.

1. Travel – Reimbursement for automobile travel should be at the rate allowable by the IRS.  It is necessary that the minister provide to the church a daily record of trips taken, briefly noting the purpose, distance traveled and the expenses incurred, including tolls and parking fees.  Expense vouchers should be submitted on a weekly or monthly basis.  The church budget can set the limits on reimbursable amounts.

A church may provide the pastor with an automobile for which the church pays all expenses and for which the pastor would then record and compensate the church for personal miles traveled.  Reimbursement for other church-related travel (air, train, etc.) should be reimbursed upon receipt of vouchers submitted by the pastor per budget.

2. Church-related Meetings – To maintain ministerial standing, pastors are expected to attend General Conference and other MCC meetings.  They are also expected to serve in wider ministry, such as community meetings, conferences, and ecumenical settings.  Such service should be considered part of the congregation’s ministry, not as time off or vacation for the pastor.

3. Other Professional Expenses – The church should budget an amount for annual professional expenses including items such as

a. Professional journals, books and periodicals

b. Hosting or entertaining church leaders, members, or guests

c. Dues to professional organizations

VACATIONS AND LEAVES OF ABSENCE

1. Days off – Churches should give, and pastors should take, two days off each week.

2. Vacations – Pastors should be given at least one month paid vacation each year, with freedom from all parish responsibility during that time.  After ten years of service an additional week should be granted.

3. Continuing Education – Church are encouraged to grant their pastors two weeks study leave, including weekends, each year.  An allowance should be budgeted to cover continuing education expenses.  Continuing education time should not be considered vacation.

4. Sabbatical Leave – Sabbatical leave for study, travel or personal renewal is an important part of a pastor’s continued development.  Sabbaticals are normally three months at full compensation given every five to seven years, exclusive of vacations.  Congregations are encouraged to also set aside funds each year in anticipation of the cost for services during the absence of their pastor.  The value of a sabbatical, both to pastor and to congregation, is significant.

5. Emergency Leave – Allowance should be made for the pastor to be with his or her immediate family at times of death.  Paid emergency leave would normally be limited to a period of 5 – 7 days per year, except where compassion dictates further extension.

6. Sick Leave – Churches are encouraged to give their pastors sick leave accumulated at the rate of one day per month up to thirty days.  In cases of prolonged illness or disability, the 

church should continue to provide pastoral compensation and all benefits for thirty days, after which the Short Term Disability Income Plan takes effect.  Short Term Disability will continue for 22 weeks, at which time, if the pastor is still disabled, he or she will be eligible for Long Term Disability.  During the 30-day waiting period and the 22 weeks of Short Term Disability, the church would be expected to continue to pay Health, Dental, Annuity, and Insurance compensation.

7. Death – In case of clergy death, churches should provide salary, housing and all benefits to the spouse and/or family for two months.

Adapted in part from the Compensation Guidelines for Authorized 

Ordained Ministers in the United Church of Christ, 2007
ADDITIONAL RESOURCES:

· Hammar, Richard R., Church and Clergy Tax Guide (updated annually), Chrustian Ministries Publications, Greensboro, NC

· Worth, B.J., Income Tax Guide for Ministers and Religious Workers, World Publishing, Iowa Falls, IA

· Holk, Manfred, Handbook of Personal Finance for Ministers, Church Management, Inc., Austin, TX

· Internal Revenue Service, Publication 517, Social Security for Clergy and Religious Workers, http://www.irs.gov/
· Parish Life and Leadership in Local Church Ministries, UCC:  The Pastoral Relations Committee

· Darnley, Carol, Clergy Taxes and Compensation

· Alban Institute, Sabbatical Planning

· Hudson, Jill, When Better Isn’t Enough:  Evaluation Tools for the 21st-Century Church, Alban Institute

· McMahill, David, Completing the Circle:  Reviewing Ministries in the Congregation, Alban Institute

Sample Pastoral Contract

For a

Full-Time Pastor

Updated September 2012
(Note – Always seek legal advice before signing a contract. Optionally, these agreements could be listed as a Covenant or contained in a Policy Manual.)

The parties to this agreement are Metropolitan Community church (MCC) __________________ and ___________________ herein referred to as church and Pastor.

MCC _________________________ is a church in the Universal Fellowship of Metropolitan Community Church (UFMCC) and therefore this agreement is subject to the Bylaws of the UFMCC as well as the local church.  

RESPONSIBILITIES

MCC _________________ hereby covenants with __________________, Pastor, to perform the usual pastoral duties and responsibilities including, but not limited to the following:

1. The Pastor is being contracted for full-time work, 40 hours per week, for the performance of Pastoral duties and responsibilities.  Work hours include sermon preparation and Sunday worship.

2. The Pastor shall direct the ordering of all worship services of the church as set forth in the By-laws of the UFMCC.  The Pastor shall officiate and participate in the regularly scheduled weekly Sunday worship service, except when on vacation or authorized leave.

3. The Pastor shall direct the performance of the Sacraments of Baptism and Holy Communion, as set forth in the Bylaws of UFMCC.

4. The Pastor shall perform, at her/his discretion, the rites of Holy Union or Holy Matrimony.

5. The Pastor shall direct the performance of the rite of attaining membership as set forth in the Bylaws of UFMCC.

6. The Pastor shall perform, at his/her discretion, the rite of Funeral or Memorial Service, the rite of Laying on of Hands, and the rite of Blessing, as set forth in the UFMCC Bylaws.

7. The Pastor shall be the spiritual and administrative leader of the church and shall work in a spirit of cooperation with the Board of Directors and collaboration with lay leaders.

8. The Pastor shall direct the spiritual education program of the church and shall provide leadership for the ongoing development of all church programs through delegation, training and coordination.

9. The church actively supports the Pastor in serving the UFMCC.  The Pastor may accept one (1) denominational office or task at any one time without the affirmation of the Board of Directors provided that the responsibility can be performed within the confines of this contract, and will not require the Pastor to miss more than ten work days from the church per year.  Any time, including travel time, spent away from this church on UFMCC activities shall be considered normal time worked.  

10. The Pastor shall attend church social events as part of his/her work schedule.  All fees charged by the church for the event shall be waived for the Pastor and their spouse. (I.e. entry fee, food, etc)

11. The Pastor will personally perform very few hospital and home visitations. The Pastor shall organize and supervise a congregational care program to see to the needs of the congregation. 

12. The Pastor shall serve as personnel director of all paid and volunteer staff.

13. The Pastor shall serve as Moderator of the Board of Directors (unless local church bylaws state otherwise.)

14. The Pastor shall be responsible for the performance of such other duties and responsibilities as may be set forth and agreed to between the Pastor and the church.

15. The Pastor agrees that she/he will at all times faithfully and to the best of her/his ability perform all the duties herein described.

16. The Pastor agrees to serve in accordance with the UFMCC Clergy Code of Conduct.

17. Primarily the Pastor shall work diligently “to equip the people of God for works of service, so the body of Christ may be built up until we all become mature, attaining to the whole measure of the fullness of Christ,” (Eph. 4:11-13)

TERMS OF EMPLOYMENT

1. In order to balance the needs of the congregation and the needs of the Pastor, the Pastor shall be entitled to the following:

a. One Sunday off every quarter, this allows for others to preach and for the Pastor to work other hours from time to time.  The Pastor will ensure that the pulpit is filled during any absence.  

b. Four weeks paid vacation annually, dates to be affirmed by the Board of Directors.  Five weeks vacation annually beginning with the tenth year of full time service. No more than one week may be carried over to the next year.

c. The Pastor shall accrue one health day every month.  Said time shall be accrued and be accumulative for the duration of this contract, or any extension, but shall not exceed sixty days.  (Said time may not be used in conjunction with vacation time. Further, such time shall not be reimbursed at termination of employment.)

d. The following holidays will be given: All federal holidays, Good Friday, Easter, and the day after Christmas and Easter.  Should the holiday fall on a church function day or a scheduled day off, the pastor shall receive another day off in its place. (If there are planned worship services or events the Pastor shall not ordinarily take the following as time off: Christmas Eve or Day, Good Friday, Easter, Pentecost, and Thanksgiving.)

e. After each five years of service the Pastor will be given a paid sabbatical of three months.  This time is for reflection, education, writing, and renewal.

f. In the event the Pastor shall, during the term of this contract, become totally disabled, which disability lasts or is expected to last, for a period of at least six months, either party shall have the option to terminate this contract, after consultation with the MCC Office of Church Life and Health.  Such option shall be exercised by either party giving written notice to the other party of at least forty-five days.

For the purposes of this contract, the Pastor shall be deemed to have become totally disabled if, in the opinion of two or more physicians who have examined the Pastor, she/he is not able to perform her/his duties by virtue of illness or injury, and such inability is expected by said physicians to last for six months.  The opinion of the physicians shall be presented to the Board of Directors in writing.  During any such period of disability, the Board of Directors may, at its discretion, appoint another person as interim pastor.

g. The Pastor shall be entitled to 5 days for emergency leave in the event of a death occurring within her/his or her/his spouse’s immediate family.  This time shall not be charged against vacation time and shall not be carried over to the next year if unused.

h. The Pastor shall be entitled to ______days annually to pursue continuing education.  This time shall not be charged against vacation time and shall not be carried over to the 
next year if unused. A stipend as set forth in the budget will be given the Pastor for expenses incurred for continuing education.

i. The Pastor shall be entitled to have 3 personal business days annually.  This time shall not be charged against vacation time and shall not be carried over to the next year if unused.

2. Review - It is understood that open and honest feedback will be shared with the Pastor within the monthly Board of Directors meetings.  The Board of Directors will conduct a written annual Board performance review; this will include a review of all Board positions.

3. Compensation and Benefits - The Pastor’s compensation shall be established through the church’s budgetary process and will be negotiated between the Pastor and the Board of Directors.  
a. The Pastor shall be paid every two weeks. (It is strongly recommended that the church utilize a professional payroll service.)

b. The church shall pay the Pastor’s health insurance at a fair and negotiable rate. (UFMCC does have an option for health insurance; contact the Director of Operation at the MCC Office)


c. The church shall pay all normal and reasonable conference expenses incurred by the Pastor for attendance at authorized UFMCC conferences.  These expenses shall include the following: transportation, lodging, meals, registration fees and incidentals.  The dollar amount will be established in the budgetary process.

e. The Pastor shall be reimbursed for professional expenses at the amount set forth in the budget.  All reimbursements must be verified and have a receipt to be reimbursed.


f. The church will establish a retirement plan to the amount set forth in the budget.

g. The church shall make available life and dental insurance.

4. Resignation - Should the Pastor resign from her/his duties she/he shall give a minimum of 45 days written notice to both the Board of Directors and the MCC Office of Church Life and Health.  

5. Termination - In the event that the UFMCC removes the Pastor pursuant to the Bylaws of UFMCC, employment may be terminated without notice.

6. Any dispute regarding this agreement will be heard by the MCC Office of Church Life and Health or their designee who will make final determination.

TERMS OF EMPLOYMENT
The hours, salary and benefits will be negotiated and modified as part of the budgetary process of the church.   All salary and benefits are to be paid by MCC________________.

This contract shall remain in effect until the pastor resigns or is removed from office. The contract should be reviewed annually to see if any changes are needed. A failure to renew the contract does not constitute the dismissal of the pastor.

On this _________ day of _____________ in the year __________ all parties, in Christian love and mutual respect, set forth their signatures as acceptance of the above terms and conditions.

_____________________________________________________
Date _________

Pastor

_____________________________________________________ Date _________

Clerk, on behalf of the Board of Directors of MCC _______________________
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