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Employees + Independent Contractors
Payroll: A primary area of legal and financial risk
While U.S. religious nonprofit organizations and their employees may have access to certain exemptions or benefits unique to ministry organizations, uninformed leaders and some financial professionals misunderstand or misappropriate these provisions.  
Improper compensation practices within the ministry sector are the most significant legal and financial exposure for church leaders, outside of the inherent liabilities associated with sexual misconduct and the protection of children and youth.
Nonprofit organizations have strong prohibitions against employees or other insiders benefitting from the organization's assets in a way that is unfair or not commensurate with their role. These prohibitions are collectively called the private inurement doctrine.
The socio-political climate has shifted in the 21st century, resulting in greater scrutiny and animosity toward the Christian church than ever in U.S. history. Therefore, it is incumbent upon every ministry leader to be well-informed about legal compensation practices to ensure that our adversary, the devil, does not have any opportunity to discredit or bring financial ruin to any local Foursquare church or leader.
Independent Contractors & 1099's
What qualifies someone as an independent contractor?
The idea that employers can arbitrarily choose to classify a worker as an independent contractor is a common misconception that can result in steep fines. The IRS and the federal Department of Labor have a list of criteria to clearly define which workers may be considered independent and thus bypass the protections afforded to employees through federal and state labor laws.
Employee classification comes down to control. Employers control how, when and where their employees perform their duties. By contrast, independent contractors are paid for their expertise, provide their equipment, pay for their insurance, and establish their availability on an ongoing basis.
Why is employee classification scrutinized?
Over the last several decades, U.S. employers have been impacted by increasingly rigorous employment standards, including healthcare mandates, timekeeping requirements, overtime rules and payroll reporting requirements. These rules have been enacted to ensure that employees receive fair treatment in the workplace.
In response, many employers have sought to sidestep the burden imposed by some of these requirements by reclassifying their workers as independent or "self-employed," thus shifting the employer’s responsibilities over to the worker. While this is appropriate in the case of truly self-employed business owners, in many other cases, this can violate the laws designed to protect workers from unfair business practices. As a result, the IRS has been empowered to levy steep fines and penalties on employers that fail to classify their workers correctly.  
The IRS sets a dollar threshold each year for an amount paid to an independent contractor that requires reporting of this income to the IRS. Their income when it hits this threshold must be reported annually to the worker, the IRS and (in many cases) the state employment authority using IRS Form 1099-NEC. The IRS assesses fines for failure to provide a 1099-NEC to the appropriate individuals. Note: IRS Form 1099 is not required for services paid to a registered corporation. Remember that just because you make a check out to a business name does not mean that the business is incorporated. Many self-employed people set up a trade name for their business and need to receive a 1099.
Common transfers of funds that should be reported on IRS Form 1099 or on a W-2:
· Rental income paid to individual (unincorporated) landlords
· Wages paid for cleaning or landscaping services
· Wages paid to musicians
· Honorariums paid to visiting speakers or missionary workers
· Financial "gifts" given to laypersons who serve at church (note, the IRS treats this as wages)

The church must use the tools provided by the IRS and Department of Labor (available on the admin toolkit) to determine whether these individuals are independent contractors or employees. 

Generally, the IRS treats any exchange of money for service as compensation. Failure to report paid compensation can result in church employers unwittingly aiding in tax evasion, so it is essential to be well informed. The Foursquare administrative toolkit has more resources available online.
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