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DEAN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463. Unless otherw se indicated, al
section references are to the Internal Revenue Code in effect for
the year in issue, and all Rule references are to the Tax Court
Rul es of Practice and Procedure. The decision to be entered is
not reviewable by any other court, and this opinion should not be

cited as authority.
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Respondent determ ned a deficiency of $13,363 in
petitioners’ Federal incone tax for 2000 and an accuracy-rel ated
penal ty under section 6662 of $2,672.60. Petitioners concede
t hat Johnny J. Young (petitioner) received wages of $36, 000, and
sel f-enpl oynent incone of $21,438. Respondent concedes that
petitioners have substantiated that the foll ow ng $24, 982 of
expenses were paid in the exercise of petitioner’s mnistry: (a)
Aut onobi | e expenses of $7,000, (b) books of $3, 000,

(c) advertising of $377, (d) office expenses of $5,000, and (e)
trips of $9,605. Respondent concedes that petitioners are
entitled to deductions for nortgage interest of $50,825 and
charitabl e contributions of $22,587. Respondent al so concedes
that petitioners are not liable for the accuracy-related penalty
under section 6662. The issues renaining for decision are

whet her petitioners: (a) Must allocate expenses incurred in the
exercise of petitioner’s mnistry between exenpt and nonexenpt

i ncone, and (b) have additional inconme subject to self-enploynent
t ax.

Backgr ound

Sone of the facts have been stipulated and are so found.
The stipulation of facts and the exhibits received in evidence
are incorporated herein by reference. At the tinme the petition
was filed, petitioners resided in Los Angeles, California.

Petitioner was ordained as a mnister by the Church of God
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Pentecostal, Inc. (Church) on August 14, 1981. Petitioner filed
returns reporting net earnings fromself-enploynent fromhis
mnistry in the years 1992 through 1999 averagi ng nore than
$2, 400 a year.

As senior pastor of the Church in Inglewod, California,
petitioner was paid a salary of $78,000 of which the Church
desi gnat ed $42, 000 as a parsonage all owance and $36, 000 as wages.
In addition to the salary received fromthe Church, petitioner
recei ved sel f-enpl oynent incone of $21,438 in the exercise of his
mnistry. During the audit of petitioners’ return for 2000,
petitioner applied for and was deni ed an exenption from self-
enpl oynent t ax.

Di scussi on

Because there are no factual matters in dispute in this
case, section 7491 is inapplicable.

Al |l ocati on of Expenses

Section 107 provides that for a mnister of the Gospel, the
rental value or rental allowance used to provide a hone is
excluded fromgross inconme when it is part of conpensation.
Petitioner received such a parsonage all owance for the taxable
year at issue, and respondent agrees that the parsonage all owance
is properly excludabl e under section 107.

Respondent argues, however, that sone of the expenses

clainmed as mnistry expenses are allocable to petitioner’s tax-
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exenpt parsonage all owance and are therefore nondeducti bl e.
Petitioners’ position is that the Court should not deny deduction
of petitioner’s business-related mnistry expenses sinply because
he received a tax-exenpt parsonage all owance.

Section 265 provides:

SEC. 265(a). General Rule.--No deduction shall be
al l oned for--

(1) Expenses.--Any anount otherw se allowable as a

deduction which is allocable to one or nore cl asses of

i nconme other than interest (whether or not any anount

of income of that class or classes is received or
accrued) wholly exenpt fromthe taxes inposed by this
subtitle, or any ampunt otherw se all owabl e under
section 212 (relating to expenses for production of
inconme) which is allocable to interest (whether or not
any anount of such interest is received or accrued)

whol |y exenpt fromthe taxes inposed by this subtitle.

Tax-exenpt inconme is defined as “any class of incone * * * wholly
exenpt fromthe taxes inposed by subtitle A of the Code.” Sec.
1.265-1(b), Income Tax Regs. The result is that expenses

all ocable to tax-exenpt incone are nondeductible. MFarland v.

Comm ssioner, T.C Meno. 1992-440. Section 265 applies to

petitioner’s parsonage allowance. Deason v. Conmm ssioner, 41

T.C. 465, 468 (1964); Dalan v. Comm ssioner, T.C Meno. 1988-106.

Petitioner received both nonexenpt incone and a tax-exenpt
parsonage all owance for his mnistry work. The mnistry expenses
petitioner attenpts to deduct were incurred while petitioner was
earni ng both nonexenpt inconme and a tax-exenpt parsonage

allowance. This is precisely the situation section 265 targets.
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Section 1.265-1(c), Income Tax Regs., provides:

(c) Allocation of expenses to a class or classes
of exenpt incone. Expenses and anmounts ot herw se
al l owabl e which are directly allocable to any cl ass or
cl asses of exenpt inconme shall be allocated thereto;
and expenses and anounts directly allocable to any
class or classes of nonexenpt incone shall be allocated
thereto. |If an expense or anount otherw se all owable
is indirectly allocable to both a class of nonexenpt
i nconme and a class of exenpt income, a reasonable
proportion thereof determned in the light of all the
facts and circunstances in each case shall be allocated
to each.

The i ssue of whether petitioner’s mnistry expenses are
deducti bl e agai nst his tax-exenpt parsonage incone has been

exam ned by this Court before. In MFarland v. Comm ssioner,

supra, we held that mnistry expenses incurred by the taxpayer
were indirectly allocable to a class of nonexenpt incone and a

cl ass of exenpt income when the taxpayer’s only business activity
was his mnistry and he received both taxable conpensation and

t ax- exenpt parsonage all owance. Likew se, in Dalan v.

Conm ssi oner, supra, the Court held that section 265(a)(1) barred

t he deduction of the taxpayer’'s mnistry expenses to the extent
the expenses were allocable to his tax-exenpt mnistry incone
even though the taxpayer had nonexenpt incone fromhis job as a

gui dance counsel or. See Deason v. Conm ssioner, supra (mnister

t axpayer deni ed deduction for autonobile business expenses when
virtually all incone earned during year was tax-exenpt parsonage
al |l omance under section 107.)

Petitioner’s circunstances are not factually distinguishable
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fromthe cases cited above. Petitioner earned both nonexenpt
incone as a mnister and tax-exenpt parsonage inconme fromthe
Church. The parsonage allowance is a class of incone wholly
exenpt fromtax under section 107, and section 265(a) (1)
expressly disallows a deduction to the extent that the expenses
are directly or indirectly allocable to his nontaxable mnistry
i ncone. Sec. 1.265-1(b), Incone Tax Regs.

Respondent argues that a “double allocation” nust be nmade in
this case. According to respondent, the mnistry expenses nust
be all ocated between Schedule A, Item zed Deductions, for his
m ni stry enpl oynment income, and Schedule C, Profit and Loss From
Busi ness, for his other mnistry incone as well as between tax
exenpt and nonexenpt incone. The Court agrees with respondent.

Because petitioners have failed to provide evidence that
woul d all ow the Court to determ ne which of his mnistry
activities generated which expenses, the Court will allocate the

expenses on a pro rata basis. See MFarland v. Conmm ssioner,

supra. The Court concludes that petitioner’s Schedule C mnistry
activities generated 22 percent ($21, 438/%$99,438) of his total
mnistry income, and therefore allocates 22 percent of his
$24,982 of mnistry expenses ($5,496) to Schedule C, and the

bal ance of $19,486 to Schedule A. Because 54 percent of
petitioner’s mnistry salary was his parsonage all owance

($42, 000/ $78, 000), 54 percent of his Schedul e A deductions
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(%10, 522) are rendered nondeducti bl e because of section 265.
Petitioner may deduct, subject to the 2-percent floor of section
67(a), the balance of $8,964 as item zed m scel |l aneous deducti ons
on Schedul e A

Sel f - enpl oynent Tax

Petitioners disagree wwth the inclusion of Church salary
paynents as incone subject to self-enploynent tax.

Section 1401(a) inposes on the self-enploynent incone of
every individual a tax for old-age, survivors, and disability
i nsurance. Beginning with taxable years ending after 1967,
ordained mnisters are automatically subject to the self-
enpl oynent tax with respect to services perforned by them Sec.

1402(c); see also Peverill v. Conm ssioner, T.C Meno. 1986- 354.

Provided certain requirenents are net, section 1402(e)
exenpts fromthe self-enploynent tax, the self-enploynent incone
of certain mnisters and others. Under section 1402(e)(1), a
m ni ster nust file an application for exenption “in such form and
manner, and with such official, as may be prescribed by
regul ations”. The application nust be filed no later than the
due date of the return (including any extension) for the second
t axabl e year for which the applicant had net earnings fromself-
enpl oynent of at |east $400, any part of which was from services
as a mnister. Sec. 1402(e)(3).

Section 1.1402(e)-2A(b), Incone Tax Regs., specifies that
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the application nmust be made on Form 4361, in triplicate, with
the specified office of the Internal Revenue Service, within the
prescribed tine limt.
The time limtations of section 1402(e) are nmandatory and

must be conplied with strictly. Treadway v. Conm ssioner, T.C

Meno. 1984-153; Allinson v. Conmi ssioner, T.C. Mnp. 1979-405.

Petitioner filed returns reporting net earnings fromself-

enpl oyment fromhis mnistry in the years 1992 through 1999
averagi ng nore than $2,400 a year. Petitioners, however, failed
to present to respondent the appropriate Form 4361 until the
exam nation of the return for 2000. Petitioner failed to obtain
an exenption, and his net earnings fromhis mnistry are
therefore subject to self-enploynent tax.

The term “net earnings fromself-enploynment” means the gross
income of a taxpayer’'s trade or business |less the allowable
deductions attributable to the trade or business. Sec. 1402(a).
In conmputing the gross inconme and deductions, a m nister nust
conpute his net earnings fromself-enploynent, as a |licensed
mnister in the exercise of his mnistry, without regard to
section 107, which exenpts amounts for parsonage. Sec.
1402(a)(8), (c)(4). |In other words, the parsonage all owance is
part of a mnister’s gross incone fromhis trade or business for

pur poses of self-enploynent tax. Bass v. Comm ssioner, T.C

Meno. 1983-536; sec. 1.1402(a)-11, Incone Tax Regs.
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In conputing his net earnings from self-enpl oynent,
petitioner nmust include all his earnings fromhis mnistry,
i ncl udi ng his parsonage all owance, and may cl ai mthe deductions
“all owed by chapter 1 of the Code which are attributable to such
trade or business”. Sec. 1.1402(a)-1(a)(1l), Inconme Tax Regs.
Because a portion of petitioner’s deductions, $10,522, is
all ocable to his parsonage all owance, and is disallowed as a
deduction by section 265, it may not be deducted in conputing
petitioner’s net earnings fromself-enploynent. [d.

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




