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Dear brethren, 

 

IN THE CHURCH AT WALLINGFORD, CT: 

 

 Eleven of the saints from Wallingford travelled to visit the gospel meeting being held by the 

brethren at the Upper Westside congregation in Manhattan, where Don Bunting labors regularly. 

It was an encouragement to us to be among the saints there, in support of their gospel meeting. 

 

 In our own monthly Friday evening series of guest preachers from the northeast, we enjoyed 

having Mike Bozeman of Tyngsboro, MA, speak to us on August 10th. Our upcoming monthly guest 

preacher is scheduled to speak here on Friday, September 5th, Lord willing. The speaker on this 

occasion will be Jon Focht of Bethlehem, PA. 

 

 It was recently confirmed that Bobby Graham, of Athens, AL, is going to be in the òareaó 

this coming weekend. He will be assembling with the saints here this coming Lordõs Day and will 

preach two sermons. I will then transport he and his wife, Karen, to the church in Brooklyn, NY, so 

he can preach at their evening services. 

 

 Gary Henryõs gospel meeting with us will begin on Friday, September 21st, Lord willing. 

We are eager for that event. The meeting goes through Wednesday, September 26th.  

 

 Our attendance is steady at about 17 souls last month. Our consecutive contributions since 

my last report were: $717, $993, $437, $526. This is a weekly average for the period of $668.25. 

 

FELLOWSHIP IN SUPPORT OF THE GOSPEL: 

 

 Unchanged since last reported. I have a bit more to say about my support in the next section 

of this report. We are thankful and grateful for the sacrifices of many, in our fellowship in the gospel 

and in your care for us. 

 

IRS SAGAéCONCLUDED FOR THE TIME BEING: 

 

 The 2004 tax audit has concluded. The 2005 tax audit has been withdrawn by the IRS. We 

filed our final edition of the 2006 Return with the knowledge learned from the 2004 audit. Thatõs 

the short story. Here is the rest of the storyé 

 

 The first offer from the IRS to settle our 2004 tax bill was in the amount of $6,700+. Due to 

the expertise of my CPA in dealing with the IRS, this bill has been dropped to about $1,150. We 

have signed the appropriate IRS audit documents and remitted to them the full amount (this is on 

top of the amount we sent in as Estimated Quarterly Taxes during 2004 ). There was a possible triple 

òwhammyó coming at us because our 2005 and 2006 Tax Returns were done identically to the 2004 

Return. Thus, it is good that the IRS dropped their audit of my 2005 Tax Returnñmy CPA had the 

òearó of the supervisor of the Revenue Agent who was doing the audit. Whether 2006 will be audited 

is anyoneõs guess. 

 

 Here is a summary of what we learned from the 2004 audit and from our CPA: 
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 All individual gifts that are in any way connected to the fact that I am a preacher, or which I 

may use in my work, must be counted as regular Self-Employed income, and I must pay both 

Income Taxes and Self-Employment Taxes on said funds. For all outside support, I am a 

òSelf-Employedó person. 

 For support from the local church here in Wallingford, I am in a dual status situation. I am 

both an òemployeeó and I am also òSelf-Employed. I must pay Self-Employment Taxes on any 

amount given to me (by the local congregation, or outside support ) for òParsonage Allowanceó 

(commonly called, among us, as a òhousing allowanceó). For other support from the 

congregation, I can be issued a W-2 as an òemployee.ó Further, tax free fringe benefits can 

also be set up for me as an òemployeeó of the local church. The church and the preacher can 

elect to pay withholding taxes and FICA on behalf of their local preacher, as her òemployee.ó 

The catch? The church is required to have the proper paperwork in place delineating the 

benefits, and whatever òwork fundó they supply to their preacher. It should be an 

òaccountable plan.ó However, though the church here did not have the appropriate 

paperwork in place, the IRS dropped their claim that my fringe benefits were òincome.ó By 

implication, they have accepted my òemployeeó status at Wallingford. They had maintained, 

erroneously, that I was purely a self-employed person with regard to IRS rules. 

 

 There are some things we also know concerning the need to keep the increased regular 

monthly support (mentioned in last monthõs report). We learned this from the audit process. We do 

need to keep the higher level of support for multiple reasons, all related to the IRS: 

 

 As mentioned, all personal gifts to me as a preacher are to be counted as income, and taxed 

at a combined tax rate of over 30%...because Iõm considered self-employed by the IRS. This 

will increase future taxes. 

 We already knew and had followed IRS rules: 1. all other support as well from outside, that 

is over my expenses on Schedule C, is taxed at 30%+; 2. though my housing allowance isnõt 

subject to Income Taxes, it is taxed at the Self-Employment rate of over 15%. 

 We also learned that there is a formula I have to use that takes away some of my Schedule C 

expenses, having a net result of increasing Schedule C income. This is very technical and 

somehow related to my housing allowance. This will increase future taxes. 

 Also, because of my òemployeeó status for the local congregation, I cannot take some 

expenses I had erroneously taken on my Schedule C. These items have to be covered by a 

òwork fundó of some sort  set up by the local church for their employee. To the extent that the 

òwork fundó doesnõt cover all out of pocket expense, those excess expenditures can be claimed 

only as part of Schedule A itemized deductions, on Form 2106. Of course, Schedule A is only 

beneficial when the amounts claimed come above a certain ceiling. All of the out of pocket 

expenses may not be recoverable, due to their being connected to Schedule A and the 

attendant ceilings. The advantages of tax free fringe benefits as an employee, and the use of 

a housing allowance, outweighs the loss of some Schedule C expenses. 

 Also, I am not allowed to take certain mileages for òbusinessó on my car. This is a gray area 

and not really clear cut. However, I have a couple of general guidelines and will use them to 

the best of my ability. This will also decrease my Schedule C expenses and increase my taxes. 

 

 As I mentioned in last monthõs report, we had received some òone timeó help with our 

impending tax problems, and some offers of òone time help.ó I am happy to report that it doesnõt look 

as though we need anymore òone time help.ó Our 2004 bill is paid in full. The audit for 2005 has 

been dropped. We have no word of an impending audit for 2006. 
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 Thus, in summary, we know our tax bill going forward is going to be more than it has been 

over the past. We will not know how  much more until the end of the year and we apply all the 

information we have learned from the 2004 audit. We do know it will be significantly more and are 

preparing for that eventuality. Thus, though we do not need any additional òone timeó support, we 

will need to retain the increased regular monthly support in order to be able to meet the higher tax 

obligations going forward. Hopefully, we have received enough increase in monthly support (see last 

monthõs report) to carry the new tax burdenéboth Federal & State. Connecticut tax law is tied to 

the Federal Tax Return. If one goes up, the other goes up as well. Again, we donõt know how much it 

will go up, we just know that it is going up, along with the Federal tax. 

 

 It is my hope that the amount of detail I have supplied during the IRS Saga has been helpful 

to others. I do know some preachers who in fact operated upon the same assumptions as did I. Iõm 

hoping they donõt find out the hard way what is the IRS accepted way to do a Tax Return. It is no 

fun. Some folks have written to thank me for the regular updates and with the learning that I have 

gained. Iõm willing to help any with what Iõve learned, if they wish to contact me. But, in the end, 

nothing is better than expert advice from someone who knows what he is talking about. I was 

fortunate to have the pro bono services of a very qualified CPAéone who is accustomed to dealing 

with the IRS, and in winning arguments with them. Donõt lean upon me for that kind of 

information. 

 

STUDIES & INTERACTIONS SINCE LAST REPORT: 

 

 Mike of Meridenñcontinuing studies in family matters. 

 Stephanie of Meridenñstill in the gospel of John. 

 Charlie & Sharon of Rocky Hillñstill in 1st Samuel. 

 Ray & Arlene of Wallingfordñwe have begun Genesis. 

 Peter of Middletownñstill viewing lessons in the DVD, òSearching for Truth.ó 

 Ewa of Meridenñwe have started a study on Godõs role for wives. 

 Reasonsñis fired up and trying to russel the brush to get fresh home Bible studies started 

with people in the community. 

 

PURELY PERSONAL: 

 

 The Merrill family, from Maine (our adopted grandchildren ), are all coming here to spend 

the week with us during our gospel meeting with Gary Henry. Also, Alvin Kendall, a brother from 

Vermont from where I used to preach many years ago, is coming to be with us for a couple nights of 

this gospel meeting. It will be a treat to have a houseful and to enjoy these fine people in our home. 

The Merrill family is looking forward to attending a gospel meeting here in Connecticut, all eight of 

them. 

 

 Our eldest grandson, Jeremy Clayton, entered high school this year. Time doesnõt just ògo 

on,ó it ògoes on rapidly.ó 

 

 Please continue to pray for us, and for the folks mentioned in this report.  

 

Your brother & fellow servant of our only Sovereign, 

 

Keith Clayton 


