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Most people who pay into Social
Security work for an employer. Their
employer deducts Social Security taxes from
their paycheck, matches that contribution
and sends taxes to the Internal Revenue
Service {IRS) and reports wages to Social
Security. But self-employed people must
report their earnings and pay their taxes
directly to IRS.

You are self-employed if you operate
a trade, business or profession, either by
yourself or as a partner. You report your earn-
ings for Social Security when you file your
federal income tax return. If your net earn-
ings are $400 or more in a year, you must
report your earnings on Schedule SE in addi-
tion to the other tax forms you must file.

The Social Security tax rate for 2007 is
15.3 percent on self-employment income
up to $97,500. If your net earnings exceed
$97,500, you continue to pay only the
Medicare portion of the Social Security
tax, which is 2.9 percent, on the rest of
your earnings.

There are two income tax deductions
that reduce your taxes.

First, your net earnings from self-
employment are reduced by half of your
total Social Security tax. This is similar to
the way employees are treated under the
tax laws, because the employer’s share of
the Social Security tax is not considered
wages to the employee.

Second, you can deduct half of your
Social Security tax on IRS Form 1040. But
the deduction must be taken from your
gross income in determining your adjusted
gross income. It cannot be an itemized
deduction and must not be listed on your
Schedule C.

If you have wages as well as self-employ-
ment earnings, the tax on your wages is

paid first. But this rule is important only if
your total earnings are more than $97,500.
For example, if you had $20,000 in wages
and $30,000 in self-employment income
in 2006, you pay the appropriate Social
Security taxes on both your wages and
business earnings. However, in 2007,

if your wages are $70,000 and you have
$2.8,300 in net earnings from a business,
you do not pay dual Social Security taxes
on earnings more than $97,500. Your
employer will withhold 7.65 percent in
Social Security and Medicare taxes on
your $70,000 in earnings. You must

pay 15.3 percent in Social Security and
Medicare taxes on your first $27,500 in
self-employment earnings and 2.9 percent
in Medicare tax on the remaining $800

in earnings.

You need to have worked and paid Social
Security taxes for a certain length of time
to get Social Security benefits. The amount
of time you need to work depends on your
date of birth, but no one needs more than
10 years of work (40 credits).

In 2007, if your net earnings are $4,000
or more, you earn the yearly maximum of
four credits—one credit for each $1,000 of
earnings during the year. If your net earn-
ings are less than $4,000, you still may
earn credit by using the optional method
described later in this fact sheet.

All of your earnings covered by Social
Security are used to figure your Social
Security benefit. So, it is important that
you report all earnings up to the maxi-
mum, as required by law.

gross earnings from your trade or business,
minus your allowable business deductions
and depreciation.

{over]
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Some income does not count for Social
Security and should not be included in
figuring your net earnings:

¢ Dividends from shares of stock and
interest on bonds, unless you receive

them as a dealer in stocks and securities;
s Interest from loans, unless your business

is lending money;

e Rentals from real estate, unless you are
a real estate dealer or regularly provide
services mostly for the convenience of
the occupant; or

» Income received from a limited partnership.

If your actual net earnings are less than
$400, your earnings can still count for
Social Security under an optional method
of reporting. The optional method can be

used if your gross earnings are $600 or more

or when your profit is less than $1,600.

You can use the optional method only
five times in your life. Your actual net
must have been $400 or more in at least
two of the last three years, and your net
earnings must be less than two-thirds of
your gross income.

Here is how it works:

e If your gross income from self-employ-
ment is between $600 and $2,400, you
may report two-thirds of your gross or
your actual net earnings; or

e If your gross income is $2,400 {or more)
and the actual net earnings are $1,600
{or less), you may report either $1,600
or your actual net earnings.

Special note for farmers: If you are a
tarmer, you can use the optional report-
ing method every year. It is not necessary
to have had actual net earnings of at least

-$400 in a preceding year. We suggest you
call us and ask for A Guide For Farmers,
Growers And Crew Leaders (Publication
No. 05-10025).

which you have net earnings of $400
or more:

e Form 1040 (U.S. Individual Income
Tax Return);

o Schedule C (Profit or Loss from Business)
or Schedule F (Profit or Loss from
Farming) as appropriate; and

e Schedule SE (Self-Employment Tax).

You can get these forms from IRS and
most banks and post offices. Send the tax
return and schedules along with your self-
employment tax to IRS.

Even if you do not owe any income tax,
you must complete Form 1040 and Schedule
SE to pay self-employment Social Security
tax. This is true even if you already get
Social Security benefits.

Family members may operate a business
together. For example, a husband and a wife
may be partners or run a joint venture. If
you operate a business together as partners,
you should each report your share of the
business profits as net earnings on sepa-
rate self-employment returns (Schedule SE),
even if you file a joint income tax return.
The partners must decide the amount of net
earnings each should report {for example
50 percent and 50 percent).

For more information and to find copies
of our publications, visit our website at
www.socialsecurity.gov or call toll-free,
1-800-772-1213 (for the deaf or hard of hear-
ing, call our TTY numbez, 1-800-325-0778).
We can answer specific questions from
7 am. to 7 p.m., Monday through Friday.
We can provide information by autormated
phone service 24 hours a day.

We treat all calls confidentially. We also
want to make sure you receive accurate and
courteous service. That is why we have a
second Social Security representative moni-
tor some telephone calls.

o %, Social Security Admiznistration
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Office of the Inspector General
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OIG Home

Office of the Inspector
General

IR I N S hate |

Who We Are

The Office of the Inspector General
(OIG) is directly responsible for meeting
the statutory mission of promoting
economy, efficiency and effectiveness
in the administration of Social Security
Administration (SSA) programs and
operations and to prevent and detect
fraud, waste, abuse, and
mismanagement in such programs and
operations. To accomplish this mission,
the OIG directs, conducts and
supervises a comprehensive program
of audits, evaluations and
investigations, relating to SSA's
programs and operations. OIG also
searches for and reports systemic
weaknesses in S3A programs and
operations, and makes
recomendatigns for needed
improvements and corrective agtions.
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Office of the Inspector General

What We Do

We strive for continual improvement in
SSA’s programs, operations and
management by proactively seeking
new ways to prevent and deter fraud,
waste and abuse. We commit to
integrity and excellence by supporting
an environment that provides a
valuable public service while
encouraging employee development
and retention and fostering diversity
and innovation.

Why We Do It

By conducting independent and
objective audits, evaluations and
investigations, we inspire public
confidence in the integrity and security
of SSA’s programs and operations and
protect them against fraud, waste and
abuse. We provide timely, useful and
reliable information and advice to
Administration officials, Congress and
the public.
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Social Security Handbook
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Your Bagic Guide to the
Social Security Programs

[Preface] [Table of Contents] [Index]

!
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SSA Handbook: Contents
SS Handbook

Title Pag

Contents

Preface
1. Overview of the Social Security System

2. Becoming Insured

3. Cash Retirement and Auxiliary
Benefits: Special Age 72 Payments

4. Survivors Benefits

. Cash Disability Benefits and Related
Disability Protection

&)

. Factors in Evaluating Disability

. Figuring the Cash Benefit Rate

o0 ~N O

. Who Are Employees?

9. Special Coverage Provisions

10. State and Local Employment
11. Are You Self-Employed?
12. Net Earnings From Self-Employment

13. Wages
14. Earnings Records and Tax Reports

15. Filing a Claim

16. Representative Payees
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SSA Handbook: Contents

17.

18.

19.
20.

21.
22.
23.
24,
25.

26.

Evidence Required to Establish Right
to Benefits

Reduction or Nonpayment of Social
Security Benefits

Underpayments and Overpayments

Determinations and the Administrative
Review Process

Supplemental Security Income

Black Lung Benefits

Other Benefit Programs

Health Insurance Protection (Medicare)

Extra Help with Medicare Prescription
Drug Costs

Special Veterans Benefits
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SSA Handbook, Chapter 11
SSA Handbook ;

Title Pag

1100.
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1104.
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1110.
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1112,

1113.
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7 Chapter 11: Are
" You Self-
Employed?

Table of Contents

Social Security Coverage for the Self-Employed

Trade or Business Defined

Personal Services

Does length of time engaged in an activity
determine a trade or business?

Can an illegal activity be a trade or business?

Can more than one trade or business be

operated?
Is a hobby a trade or business?

Partnership Defined

What factors indicate a partnership or joint
venture?

Families and Partnerships

What factors indicate a valid partnership?

Does transfer of capital interest to a family
member make the member a partner?

Is an association taxable as a corporation or a
partnership?

Writers Receiving Royalties

Nonprofessional Fiduciaries

Is a beneficiary of a trust operating a trade or
business engaged in the trade or business?
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SSA Handbook, Chapter 11
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1136.

. Business Carried on by Executors or
Administrators of Deceased's Estate

. What categories of mail carriers are self-

employed?
. Owner of Land on Which Business is Operated

. Definition of Sharefarmer

"Undertakes to Produce a Crop" Defined for
Sharefarming Arrangements

Partnership or Joint Ventures Between Farm
Owner and Operator

Exclusions from Trade or Business

Are newspaper vendors self-employed?

Are employees of foreign governments self-

employed?
State and Local Government Employees

Public Office Holders
Federal Court Reporters

When may members of certain religious groups

receive an exemption from the Social Security
tax?

Claiming the Tax Exemption

Ministers, Members of Religious Orders, and
Christian Science Practitioners

Exemptions from Self-Employment Coverage

Time Limit to File for Exemption

Are services by chaplains self-employment?

Crews on Fishing Boats

Real Estate Agents and Direct Sellers

Certain Church Employees Treated as Self-
Employed
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Report Fraud fo the Hotline

Report Fraud to the Hotline

Jump directly to:
What is the Fraud Hotline?

What is the Fraud Hotline?

The Social Security Administration (SSA) Office of

the Inspector General (OIG) Fraud Hotline provides

an avenue for individuals to report fraud, waste, and >
abuse within the SSA’s programs and operations. We
handle allegations regarding violations of law or
regulations affecting SSA programs and operations.

Contact Us

| 3 What Should You Report to the Fraud Hotline?
Fugitive Fe
There are a variety of situations that may be

Links of lrit considered fraud in our SSA programs. Some
i examples are:

Site Map » Receives Social Security Benefits for a Child

Not under their care.
Espafiol e Continues to Receive and Use Benefits
' Belonging to a Deceased Person.
e Congeals their Marriage or Assets from SSA
While Receiving Disability Benefits.
o Resides Overseas and is Receiving Disability
Benefits.

Below are several examples of potential violations
that affect Social Security programs or operations.
You can click on each fopic below to learn more.

« False statements on claims
e Concealing material facts or evenis that affect

eligibility for benefits
-88-
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