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THE. DJ RECTOR. 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MAl\(AGEMENTAND BUDGET 

WASHINGTON, D.C. 20503 

: ·· MEMORANDUM FOR THE PRESIDENT . ··-'· .. 

. -..... . 

SUBJECT: . Enrolled Bill H.R. 4156 - ·clergy Housing Allowance Cl~ficatimfACt of2002. 
Sponsors - Rep. Ramstad (R) Minnesota and 39 cosponsors , · 

,. _,·. 
.. . ·. 

· ·. Last Day for Action 

May 20, 2002 :. Monday 

Pumose 

Limits the parsonage allo~ance e.xclusion in the Internal Revenue Code to the (a.ir ren,~l > 

value of the home. 

Agency Recommendations 

Office pf Management and Budget 

Department of the Treasury . 
Department of the Justice. · 

Discussion 

Approval 

Approval . 
Approval (informally) 

. :'\ .. ·· 

. ' . . . 

J.' ·' 

'.: .... ,:·:: 

. . . . : , 

...... : ~ . ' 

·. l 

, .. 

Under current law, a "minister of the gospel" may exclucle from gross income: (1) the ·· · . ; 
. rental value of a home furnished to the minister as part of his or her compensation; or {2) the 
rental allowance paid to the minister as part of his or her compensation, to the extent thatthe .· 
allowance is used by him or her to rent or provide a home. . ... · 

~ . . ' 

In May 2000, the U.S. Tax Court held in Warren v. Commissioner that the parsonage 
allowance exclusion is not limited to the lesser of the fair market value of the home or the amount .. · 
used to provide a home. The Internal Revenue Service appealed the Tax Court ruling to the ' . . .. 

··U.S. Court of Appeals for the Ninth Circuit. In March2002, the Ninth Circuit Court asked for a 
"friend of the court" brief on the constitutionality, and the court's authority to consider the ... 

.. ·constitutionality, of the parsonage allowance exclusion itself. Accordingto the House floor ·· 
debate, the enrolled bill is intended to moot the case, and thereby aYoid court review of the 
constitutionality of the provision, by.resolving the dispute ~etween the IRS and the taxpayer. 



The enrolled bill would specify that the exclusion for a rental allowance is limited to the 
fair rental value of the home, including furnishings and appurtenances (such as a garage), plus the 
cost of utilities. The enrolled bill would apply to taxable years beginning after December 31, 
2001. It would also apply to any taxable year beginning before January 1, 2002, for which a 
taxpayer either: (1) files an income tax return after April 16, 2002; or (2) filed a return before 
April 1 7, 2002, and limited the rental allowance exclusion on tha~ return in the manner provided 

in the enrolled bill. 

Pay-As-You-Go Scoring 

H.R. 4156 would affect receipts; therefore, it would be subject to the pay-as-you-go 
requirements of the Omnibus Budget Reconciliation Act of 1990. The Treasury Department 
estimates that the enrolled bill would provide net budget savings of $9 million over six years 

(FY s 2002-2007). 

Conclusion and Recommendations 

The Department of the Treasury recommends approval of H.R. 4156, which would 
"codify the Internal Revenue Service's longstanding interpretation" of currentlaw. 

We join Treasury in recomme~ding approval ofH.R.4156, which passed the House by 
a vote of 408-0 and the Senate by unanimous consent. 

Enclosures 

-2-

Mitchell E. Daniels, Jr. 
Director 

Preservation Copy - George W. Bush Handwriting 



H.R.4156 

--------

®nt itlundrtd ~tlltnth ~ongrrss 
of tht 

~ ~nittd ~tatts of 2lmtrica 
AT THE SECOND SESSION 

Begun and held at the City of Washington on Wednesday, 
the twenty-third day of January, two thousand and two 

an act 
To amend the Internal Revenue Code of 1986 to clarify that the parsonage allowance 

exclusion is limited to the fair rental value of the property. 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 
SECTION 1. SHORT TITLE. 

This Act may be cited as the "Clergy Housing Allowance Clari­
fication Act of 2002". 
SEC. 2. CLARIFICATION OF PARSONAGE ALLOWANCE EXCLUSION. 

(a) IN GENERAL.-Section 107 of the Internal Revenue Code 
_of 1986 is amended by inserting before the period at the end 
of paragraph (2) "and to the· extent such allowance does not exceed 
the fair rental value of the home, including furnishings and appur­
tenances such as a garage, plus the cost of utilities". 

(b) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendment made by this section 

shall apply to taxable years beginning after December 31, 2001. 
(2) RETURNS POSITIONS.-The amendment made by this 

section also shall apply to any taxable year beginning before 
January 1, 2002, for which the taxpayer-

(A) on a return filed before April 17, 2002, limited 
the exclusion under section 107 of the Internal Revenue 
Code of 1986 as provided in such amendment, or 

(B) filed a return after April 16, 2002. 
(3) OTHER YEARS BEFORE 2002.-Except as provided in para­

graph (2), notwithstanding any prior regulation, revenue ruling, 
or other guidance issued by the Internal Revenue Service, no 
person shall be subject_ to the limitations added to section 
107 of such Code by this Act for any taxable year beginning 
before January 1, 2002. 

~,,.,.mri!ent-M-1.~f:Jn:imJ,..~~·cmf:. 
President of the Senat~ 'R-

APP.ROVED 
HAY, 2 0 2~.-~--"""4t' 

~,/-~ I 
.. f<4~ 
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WHITEHOUSE STAFFING MEMORANDUM 

bate: 5-13-02, 10:00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 5-14-02, 3:00 PM 

ENROLLED BILL H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 
Subject: ACT OF 2002 . 

ACTION FYI ACTION FYI 
CcJy)c.,JY'S 

VICE PRESIDENT V° D HUBBARD rvC/ r D 

CARD () 0 t}p 1 n f M (iiil' D HUGHES D D 

BARTLETT ~ D IRASTORZA D D 

BLAKEMAN ~ 0 
C.OM'Me..V'\ 

BOLTEN- I . . -fir' 
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~ 
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GONZALES Nv IM'. 
HAGIN D 

HAWKINS r/ 

D CLERK 

~ 
o· 

D .er-~ D 

D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 3:00 PM 
TUESDAY, 5-14-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 

/ 

\ 
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Date: 5-13-02, 10:00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 5-14-02, 3:00 PM 
.. . . . 

ENROLLED BILL H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 
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PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 3:00 PM 
TUESDAY, 5-14-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

·. R~SPONSE: 

Harriet E. Miers · 
A$sistant to the President' 

and Staff Secretary 
Ext. 62702 
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WHITE HOUSE STAFFING MEMORANDUM 

Date: 5-13:..02, 10:00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 5-14-02, 3:00 PM 

ENROLLED BILL H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 
Subject: ACT OF 2002 
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WHITE HOUSE STAFFING MEMORANDUI\1 

Date: 5-13~02, 10:00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 5-14-02, 3:00 PM 

ENROLLED BILL .H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 
Subject: ACT OF 2002 

ACTION FYI ACTION FYI 
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REMARKS: 
· · PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 3:00 .PM 

TUESDAY, 5~14-02, WITH COPY To' STAFF SECRETARY. THANK YOLi. 

RESPONSE: 

HarrietE. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 . 
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RESTRICTION CODES 
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P3 Release would violate a Federal statute ((a)(3) of the PRA] 
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P6 Release would constitute a clearly unwarranted invasion of 
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Freedom of Information Act - (5 U.S.C. 552(b)] 

b(l) National security classified information [(b)(l) of the FOIA] 
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an agency [(b)(2) of the FOIA] 
b(3) Release would violate a Federal statute [(b)(3) of the FOIA] 
b(4) Release would disclose trade secrets or confidential or financial 
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TUESDAY, 5-14-02, WITH COPY TO STAFF SECRETARY, THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 
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COLLECTION: 
Executive Clerk, Office Of the 
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SERIES: 
Saunders, G. Timothy (Tim) - Bill Files 

FOLDER TITLE: 
05/14/2002 rH.R. 41561 [7712251 

FRCID: 
6359 

OANum.: 
9466 

NARANum.: 
9357 

RESTRICTION CODES 
Presidential Records Act - (44 U.S.C. 2204(a)] 

Pl National Security Classified Information [(a)(l) of the PRA] 
P2 Relating to the appointment to Federal office [(a)(2) of the PRA] 
PJ Release would violate a.Federal statute [(a)(J) of the PRA] 
P4 Release would disclose trade secrets or confidential commerCial or 

financial information [(a)(4) of the PRA] 
PS Release would disclose confidential advise between the President 

and his advisors, or between such advisors [a)(S) of the PRA] 
P6 Release would constitute a clearly unwarranted invasion of 

personal privacy [(a)(6) of the PRA] 

PRM. Personal record misfile defined in accordance with 44 U.S.C. 
2201(3). 

Deed of Gift Restrictions 

A. Closed by Executive Order 13526 governing access to national . 
security ipformation. 

B. Closed by statute or by the agency which originated the document. 
C. Closed in accordance with restrictions contained in donor's deed 

of gift. 

Freedom oflnformation Act- (5 U.S.C. 552(b)] 

b(l) National security classified information [(b)(l) of the FOIA] 
b(2) Release would disclose internal personnei rules and practices of 

an agency [(b)(2) of the FOIA] 
b(J) Release would violate a Federal statute [(b)(J) of the FOL\] 
b(4) Release would disclose trade secrets or confidential or financial 

information [(b)(4) of the FOIA] 
b(6) Release would constitute a clearly unwarranted invasion of 

personal privacy [(b)(6) of the FOIA] 
b(7) Release would disclose information compiled for law enforcement 

purposes [(b)(7) of the FOIA] · 
b(8) Release would disclose information concerning the regulation of 

· financial institutions [(b)(8) of the FOIA] 
b(9) Release would disclose geological or geophysical information 
· concerning wells [(b)(9) of the FOIA] 

This Document was.withdrawn on 812912013 by TDF 
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WHITE HOUSE STAFFING MEMORANDUM 

Date: 5~13-02, 10:00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 5-14-02, 3:00 PM 

ENROLLED BILL H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 
Subject: ACT OF 2002 
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PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 3:00 PM 
TUESDAY, 5-14-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 
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FOLDER TITLE: 
05/14/2002 rH.R. 411561 [7712251 

· FRC ID: 
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OANum.: 
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NARANum.: 
9357 

RESTRICTION CODES 
Presidential Records Act - [44 U.S.C. 2204(a)] 

Pl National Security Classified Information ((a)(l) of the PRA] 
P2 Relating to the appointment to Federal office [(a)(2) of the PRA] 
P3 Release would violate a Federal statute ((a)(3) of the PRA] 

. P4 Release would disclose trade secrets or confidential commercial or 
financial information [(a)(4) of the PRA] 

PS Release would disclose confidential advise between the President 
and his advisors; or between such advisors [a)(S) of the PRA] 

P6 Release would constitute a clearly unwarranted invasion of 
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PRM. Personal record misfile defined in accordance with 44 U.S;C. 
2201(3). 

Deed of Gift Restrictions 

A. Closed by Executive Order 13526 governing access to national 
security information. 

B. Closed by statute or by the agency which originated the document. 
C. Closed in accordance with restrictions contained in donor's deed 

of gift. 

Freedom of Information Act - [5 U.S.C. 552(b)] 

b(l) National security classified information [(b)(l) of the FOIA] 
b(2) Release would disclose internal personnel rules and practices of 

an agency [(b)(2) of the FOIA] 
b(3) Release would violate a Federal statute [(b)(3) of the FOIA] 
b(4) Release would disclose trade secrets or confidential or financial 

information [(b)(4) of the FOIA] 
b(6) Release would constitute a clearly unwarranted invasion of 

personal privacy ((b)(6) of the FOIA] 
b(7) Release would disclose information compiled for law enforcement 

purposes [(b)(7) of the FOIA] 
b(8) Release would disclose information concerning the regulation of 

financial institutions [(b)(8) of the FOIA] 
b(9) Release would disclose geological or geophysical information 

concerning wells [(b)(9) of the FOIA] · 

This Document was withdrawn on 812912013 by TDF 
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Date: 5-13-02, 10:00 PM ACTION I CONCURRENCE/ COMMENT DUE BY: 5-14-02, 3:00 PM . 

ENROLLED BILLH.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFIG~JIS~,j 
ACT OF 2002 . · . ·· · '"""'"" ""n" Subject: 

ACTION FYI ACTION -FYI 

VICE PRESIDENT ~ D HUBBARD [W" D 

CARDe· .. liii"" El HUGHES D D 

BARTLETT ~ D IRASTORZA D D 

BLAKEMAN D D JOHNSON 

~ 
D 

BOLTEN [ir' D LINDSEY D 

BRIDGELAND ·o D MARBURGER D D 

CALIO ~ D MIERS D D 

CONNAUGHTON D D RICE D D 

DANIELS [}' ~ RIDGE D D 

FLEISCHER D D ROVE il' D 

GERSON D D ·SPELLINGS D D 

GONZALES lil' D CLERK 

~ 
D 

HAGIN D D ·.Cf--~ D 

HAWKINS i D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 3:00 PM 
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RESPONSE: 

···~ . ,., ·. 

« "~ ,·.. \.'f'• ,.,, .· ~ 
Harriet E. Miers 

Assistant to the President 
and Staff Secretary 

Ext. 62702 
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RESTRICTION CODES 
Presidential Records Act - [44 U.S.C. 2204(a)] 

Pl National Security Classified Information [(a)(l) of the PRA] 
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P6 Release would constitute a clearly unwarranted invasion of 
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2201(3). 

Deed of Gift Restrictions 

A. Closed by Executive Order 13526 governing access to national 
security information. 
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of gift. 

Freedom of Information Act - [5 U.S.C. 552(b)] 
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an agency [(b)(2) of the FOIA] 
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Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
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COLLECTION: 
Executive Clerk, Office Of the 

SERIES: 
Saunders, G. Timothy (Tim) - Bill Files 

FOLDER TITLE: 
05/14/2002 [H.R. 41561 [7712251 

FRCID: 
6359 

OANum.: 
9466 

NARANum.: 
9357 
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P6 Release would constitute a clearly unwarranted invasion of 
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WHITE HOUSE STAFFING MEMORANDUM 

Date: 5-13-02, 10:00 PM ACTION I CONCURRENCE·/ COMMENT DUE: BY: 5-14-02.1 3:00 PM 

ENROLLED BILL H.R. 4156, CLERGY HOUSING ALLOWANCE CLARIFICATION 

Subject ACT OF 2002 ·v.~l ·i~~::~\~ 14 
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Assis\ant to the President 

and Staff Secretary 
Ext. 62702 
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Harriet E. Miers 
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OFFICE OF THE VICE PRESIDENT 

WASHINGTON 

May14,2002 

MEMORANDUM FOR JIM JUKES 
ASSISTANT DIRECTOR, OMB . 

FROM: 

SUBJECT: 

. ~. .. 

JONATHANBURK · .. 
DEPUTY STAFF SE ARYTO THEVICE PRESIDENT 

Enrolled Bill H.R. 4156, Clergy Housing Allowance 
Clarification Act of 2002 

The Office of the Vice President has reviewed the above-referenced 
draft and concurs provided that .the Office of Legal Counsel in the 
pepartment of Justice has no objections. · 

cc: Harriet Miers· 
Staff Secretary . 
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H.R.4156 

·· .. -.;" 

·;·'. 

. '9nr 11\undrrd ~rlnntk Q:ongrrss 
· --_._ --- ---_. · .ofthe __ · .. -

· tlnittd ~tatts .of gmrrica 
. ·: . . . . ' . . . ~ . . . . . . ' 

AT THE SECOND SESSION 

Beguta and held at the City of W a.shingtoii ~n Wednesday, ' 
_the twenty-third day, of January-, two thowan.d and two . 

·an.act· 
. To amend the I~temal Revenue Code of 1986 to cl~rify that the parsoJl.age allowa~ce ·. -

· exclusion is limited to the fair rental value of the property. 
. . . . 

··Be it. e~acted. by the Senate an,d House ·of Representatives of 
the United States of America in Congress assembled, · · . . . . . . . . . . ~ 

SECTiONl. SHORT. TITLE; . . . . . . . 

. ·· __ This Act may be cited as the "ClergyHousing AllOWa:rice Clari~ 
. ficatfon Act of 2002". -. . . · · · - - · -

SEC. 2. CLARIFICATION OF PARSONAGE ALLOWANCE EXCLUSION: _ · _ 

(a) IN GENERAL.~Section. 107 of the Internal Revenue Code 
of 1986 is amended by im1erting before _ the period at the end . . -• ·· 
of paragraph (2) "and to the extent such allowance does not exceed 
the fair rental value of the home, including furnishings and appur- · 

· ·. tenances such as a garage, plus the. cost of utilities". · . 

,_. , .. 

(b) EFFECTIVE DATE.- •· . • . -. · . . 
._ (l) IN GENERAL . ....;..The amendment. made by this sectiori 
shall apply to taxable years -beginning after December 31, 200~ .. 

(2) RETURNS POSITIONS.-The a1Dendment made by th~s . 
. . section also shall apply to any taxable year beginning before . -· 

January l, 2002, for which the taxpayer- _- . ·.. ·_ · - . - . 
__ (A) on a return filed before April 17, 2002, . limited ·. 

. the exclusion under section 107 of the Internal Revenue 
· Code of 1986 as providedin 1mch amendment, or . · · 
. . (B) filed a return after April 16, 2002. · --. . · _· 

. (3) OTHER YEARS BEFORE 2002.-Except as provided in para~ 
.· graph (2), notwithstanding any prior regulation, revenue ruling, 
or· other guidance ·issued· by the. Internal Revenue Service, no 
person shall be subject to the limitations added to section 

-107 of such Code by this Act for any taxable year beginning 
before January 1, 2002; __ · ·.. _ · .. · • · . · .. _ · .· 

·Speaker of the Ho us~ of Representatives, 

.) . 

. . - .. . . ·.· ,. 

Vice President of the United States and . 
· • President ofthe Senate. _•_· · 

.. ·' '•. 

·~: :.·· 

. ; -~ . : . 

.. •.' 

..· .. -, 

,; .. 
··.i· 
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EXECUTIVE OFFICE OFTHE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

THE DI.RECTOR 

. . 

. MEMORANDUM FOR THE PRESIDENT 

. . 

SUBJECT: Enrolled Bill .H.R.4156 - Clergy Housing Allowance Clarification Act of 2002 
· Sponsors - Rep. Ramstad (R) Minnesota and 39 cosponsors 

Last Day for Action 

May 20, 2002 - Monday 

Puri>ose 

Limits the parsonage allowance exclusion in the Internal Revenue Code to the fair rental 
value ofthe home .. 

Agency Recommendations·. 

. . . ·. -

Offic;e of Managemell.tand Budget 

Department of the_ Treasury 
· . Departffient of the Justice 

· · DiscussiOn 

Approval 

·Approval 
Approval. (informally) 

'.. ,_ •• ,,·_ • - • - : > 

.. . . Under current law, ·a. "minister of the gospel'' may exclude from gross income: (l}the 
rental value of a home furnished to the minister as part of his or her compensation; or (2) the 

·. rental~llowance paid to the minister as part of his or her compensation, to the extentthat the· 
· allowance is usoo by him or her to. rent or provide a home. . · . 

. ·. . . . ' . ' -.·: 

. . hi May 2000, the U.S. Tax Court held in Warren v: Commissioner thafthe parsonage _· . 
allowance exclusion is not limited to the lesserofthe·fairmarket value of the home or the amount ... ·. 
used toprovide a home. The Internal Revenu~ Service appealed theTax Court niling to the . . . .. . 

· U.S.Court of Appeals for the Ninth Circuit. Jn March 2002, the Ninth Circuit Court asked fora 
"friend of the court" brief on the .constitutionality, and the court's authority to consider the 

. constitutionality, of the parsonage allowance exclusion itself. According to the House floor . 
debate, the enrolled bilLis intendedto m()otthe case, and therebyavoid court review of the 

< ccmstitutionatity of the provision, by resolYing the dispute petween the IRS and the taxpayer. 



The enrolled bill would specify that the exclusion for a rental allovvance is limited to the 
fair rental value of the home, including furnishings and appurtenances_(such as a garage), plus the 
cost of utilities. The enrolled bill would apply to taxable years beginning aft~ December 31, 
2001; It would also apply to any taxable year beginning before January 1, 2002, for which a 
tax.payer either: (1) filesan income tax return after April 16, 2002; or (2) filed a retllm before 
April 17, 2002, artd limited the rental allowance exclusion on that return in the manner provided 
in the enrolled bill. 

Pay-As-You-Go Scoring 

H.R. 4156 would affect receipts; therefore, it would be subject to the pay-as-you-gq 
requirements of the Omnibus Budget Reconciliation Act of 1990. The Treasury Department 
estimates that the enrolled bill would provide net budget savings of $9 million over six years 
(FY s 2002-2007): 

Conclusion and Recommendations 

The Departmentofthe.Treasury recommends approval ofH.R. 4156, which would 
"codify the Internal Revenue Service's longstanding interpretation" of current law. · 

We join Treasury in recommending approval of H.R. 4156; which pa8sed the House by 
a vote of 408-0 and the Senate by unanimous consent. 

Endosures 

-2-

Mitchell E. Daniels, Jr. 
Director 
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E:XECUTIV,E OFFICE Of. THE PRESIDENT 
OFF.IC~ OF MANAGEMENT AND BUDGET 

WASHINGTON, .o.c, 20503 

. ···'.· 

' ~·> ... 

.... -.:·. ·· .. ·_ 

... ·:·.-

. :. ..~" 

" ·· •.. \... ., . 

. THE; DIR.ECTOR . -· .. :·· 

... ''. 

MEMORANDUM; FOR T~liPI;lESIDENT 
·.·.:,·. 

. ..... · 

.. :';. .· .. · .• 

:·.· ... ' . 

, . ···.SUBJECT: Enroll~ Bill H.R. 4156'" Cleigyf{ousingAllowance Clarific.atio~ Act of2002 .. 
· · Sponsors- Rep. Ramstad(R)Mirinesotaand39.·cosporisors ·•· . · 

~- . ", 

·., .. ·:. 

·"'·, ,, : 

LastDayforAction .· 
.. ,. ~. ·· ... , ;.- . 

. • M~y20, 2002 ~ Monday· ... 
·.· -... .· .. 

'' 

. :·· 

'. ,··. 

''· 

.· .... ·. . .. · Limitsthe parsonage allowance .¢xclusion in the IntemalRe~em.1e· Cod~tothe.f~ re~tai 
value of the home;: · · 

Asency R.ecoilllllendatio~s· .. 

~ ... 

Office of Manageineni arid Budget· 

...•. bep~ent of the Tte~ury . · ..•.. 

·Department of the Justice ... ·. · · 
. :·: 

.. -.· ··''·.· 

· ' · Discussion 
.. ' 

... ·: . ~ :. 

_..,. . : 

·: :.' Approval.· 

. Approval 
· ·· Approval (informally) · .. 

.. ',,._. 

.. ' .·· ·· Under current law; a 11ni'Wster of the gospel"m~y exclµ,qe from gro~s.incoI11e: : (1) th~ 
. ' re}'lful value· of a home furiii$hed to .the miajster. as part efhis or her compensation; :ot (4). the•· . 

rental allowance pmd to .the minister as pan of his ()t her compen~ation, fo the extent thafthe .·· 
. ' ~lJowaiice is used by~him or hettq rent .or providfa home. . . .· .. 

·. :1 .·. . • ·. . ·. .· ...•. ' .· . • '· ... 
-~ . 

. . ~h1May 2000,:the tl&. T~ Court held_ in'JVatten. v. Com'rrlissioner that the pars~~~e .·· .··· .· 
· • aJlowarice exdusiori is not limitedto th,e lesser ofthe fair matkeivatue ofth~ home orthe ~ount 

used to proVid~ a home. ThelntemalRevenue Service·appealed the Tax Co~ ~ling to the · . 
··Jj~s, .. coUit.ofAppealsfor tlie.Nfr1th Ciiclilt In Mar~h2002,tfle:Ninth .. Cifoui~ Courtaskedfota 

"friend of the rourt'' brief on. tlie .constitutionality, and the Collft's authority to oortsider ~e ' .. 
. . . .~oristitutionality, of the parsrinage allowmce exciusion:itsel£ Acootding to· the Hous~·floor .. 
· debate/the enrolle<lbillis ipj:ended to moot the case, and thereby avoid court reView ofthe. · 

<.: .. : ;/,ci>n~timtionality'of ihe prtjyisiort:. ~Y ~~iolvj11g the dispute 'between the IRS 811d · 
• '.\ .. ,: ., . ~- •:''-.· . .. \·.: :>>-.:<F~·). . Si .· •·. ' ' ... ' ,' \; > ' ' .··.···· 

,·_.· .. 

.;:·'r··, 



. . . . . . . 

The enrolled bill would specify that the exclusion for a rental allowance is limited to the 
fair re~tal value of the home, including furnishings and appurtenances (such as a garage), plus the 
cost of utilities. The enrolled bill would apply to taxable y~ars beginning after December 31, 
2.001. It would also apply to any taxable year beginning before January 1, 2002, for which a 
taxpayer either: (1) files an income tax return after April 16, 2002; or(2) filed a retum·before 
Aprill?, 2002, and limited the rental allowanceexclusion onthat return inthemailner provided 
in the enrolled bill. 

H.R .. 4156wouldaffect receipts; therefore, it would be subject to th~ pay-as-you-go· 
·· requirements of the Omnibus Budget Reconciliation ACt of 1990. The Treasury Department 

estimates that the enrolled bill would provide net budget savings <>f $9 million over six years· 
. (FYs2002 .. 2007). 

. . 

· ·Conclusion and Recommendations 

. . ' .. . ·. 

TheDepartmentofthe Treasury recommends approval ofH.R. 4156, whi.ch would. 
"codify the Internal Revenue Service's longstanding interpretation" ofcurrent law; · 

. . . 

-.. -- ' . . 
. . •. We join Treasury in recommending approval ofH.R. 4156, whicl1passed the House by 

· a vote of 408-0 and ~e Senate by unanimous consent. 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE<OF MANAGEMENT AND BUDGET 

.. WASH.I NGTON, D. C .. 20503 

THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 4156- ClergyHousing Allowance Clarification Act of 2002 
.. Sponsors - Rep. Ramstad (R) Minnesota and39 cosporisors 

May 20, 2002 - Monday 

Pumose 

Limits the parsonage allowance exclusionin the lllternal Revenue Code to the fair rental 
·. valUe of the home. 

Office·ofMaD.agetnent andBudget 

Department of the Treasury 
Department of the Ju~tice .. · 

Approval 

Approval 
Approval (informally). 

. ' ~ . . . . . . 

. . .. . Und~ current law, a "minister of the gosp~l"mayexciude from gross.income: (l)the 
rental value of .a home furnished to the minister as part of his or her compensation; or (2) the 
rental allowance paidto the minister as.part of his or her compensation,.to the extent.that the· 
allowance is used by him or her to rent or provide a home . 

. · · .. In Ma.y 2000, the U.S. Tax Court held in Warren v. Commissioner that the parso.na.ge 
allowance exclusion is not limited to the lesser ofthe fair market value of the home. or the amount 

' ' ' . ''_ -- ' - ' • •' ' • . ' ; . • . ' . ' . ' '' - :'. ' - ' • ·• ' - . - - ' ' . - - . ' ' - ' 'J_ 

used to provi~e a home. The Internal Reyenue Service appealed the Tax Court ruling to the 
lJ :S. Court of Appealsfor the Ni~th Circuit. In March2002, the Ninth Circuit Court asked for a 

. }'friend of the .court" brief on the constitutionality, and the court's authority to consider the 
. constitutionality, of the parsonage allowance ex.clusio11 itself .•. · According to the House floor 
" clebate, the enrolledbillis·intendedtqmdotthecase,.and.therebyavoid court review of the···. 

constitutionality of the provision, by resolving the dispute between the IRS and the taxpayer. 



The enrolled bill would specify that the .exclusion for a rental allowance is limited to the 
fair rental value of the home, including furnishings and appurtenances (such as a garage); plus the 

·· cost of utilities. The enrolled bill would apply to trucable years beginning after December 31, 
2001. · It would also apply to any taxable year beginning before January 1, 2002, for which a 

. taxpayer either: ( 1) files an income tax .return after April 16, 2002; or (2) filed a return before 
~pril 17, 2002, and limited the rental allowance exclusion on that return in the manner provided 
in the enrolled bill. 

Pay-As-You-Go Scoring 

H.R. 4156 w0uld affect receipts; therefore, it would be subject to the pay-as-you-go 
requirements of the Omnibus•Budget Reconciliation Act of 1990. The Treasury Department 
estimates that the enrolled bill would provide net budget savings of $9 million over six years 
(FYs 2002-2007). 

Conclusion and Recommendations 

The Department of the Treasury recommends· approv~l of H.R. 4156, which \\Tould 
"codify the Internal Revenue SerVice's longstanding interpretation" of current law. 

. . 

We join Treasury in recommending approval of H.R. 4156, which passed the House by 
a vote of 408-'0 and the Senate by unanimous consent. · 

Enclosures 

., ,,.· 

. J1'1{'s •• -~<S,j 

.. -2-

Mitchell E. Oaniels, Jr.· 
Director 

c ,, • 
; 
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·DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

GENERAL COUNSEL 

May 6, 2002 

' The Honorable Mitchell E. Daniels, Jr. 
Director, Office of Management and Budget 
Executive Office of the President 
Washington, D.C. 20503 

Dear Mr. Daniels: 

This responds to your request for the views of this Department on enrolled bill H.R. 4156, the 
"Clergy Housing Allowance Clarification Act of2002." 

Enrolled bill H.R: 4156 would. codify the Internal Revenue Service's longstanding interpretation 
· of section 107 of the Internal Revenue Code, "Rental Value of Parsonages," as reflected in 

Revenue Ruling 71-280. That ruling stated the maximum allowance to be excluded under 
section 107(2) is an amount equal to the fair rental value of the home. including furnishings and 
appurtenances such as a garage, plus the cost of utilities. · 

The Department ofthe Treasury supports this legislation clarifying the application of the 
exclusion under section 107, and recommends that the President sign the enrolled bill. 

David D. Aufhauscr · 
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RIDGE D D 
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\ 
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~mt-
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b(7) Release would disclose information compiled for law enforcement 

purposes [(b)(7) of the FOIA] 
b(S) Release would disclose information concerning the regulation of 

financial institutions [(b)(S) oftthe FOIA] 
b(9) Release would disclose geological or geophysical information 

concerning wells [(b)(9) of the lFOIA] 
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