§404.1088

§404.1088 Retirement payment to re-
tired partners.

(@) In general. If you are a retired
partner, in figuring your net earnings
from self-employment you must ex-
clude payments made to you on a peri-
odic basis by a partnershp on account
of your retirement and which are to
continue until your death. This exclu-
sion applies only if the payments are
made under a written plan which meets
the requirements set out in 26 CFR
1.1402(a)-(17) and the conditions in
paragraph (b) of this section are met.
The necessary requirements and condi-
tions must be met throughout the en-
tire partnership’s taxable year for the
payments to be excluded so that either
all or none of the payments are ex-
cluded.

(b) Other conditions. You must have
been paid your full share of the part-
nership’s capital before the close of the
partnership’s taxable year in which re-
tirement payments are made. Also, no
member of the partnership can have
any financial obligations to you (in his
or her capacity as a partner) except to
make the retirement payments. Lastly,
you cannot perform any services for
the partnership in the partnership’s
taxable year which falls wholly or par-
tially in your taxable year in which
you receive the retirement payments.

Example: D, a partner in the DEF partner-
ship, retired from the partnership as of De-
cember 31, 1976. The taxable year of both D
and the partnership is the calendar year.
During the partnership’s taxable year ending
December 31, 1977, D rendered no service to
any trade or business carried on by the part-
nership. On or before December 31, 1977, all
obligations (other than retirement payments
under the plan) from the other partners to D
were liquidated, and D’s share of the capital
of the partnership was paid to him. Retire-
ment payments received by D under the
partnership’s plan in his taxable year ending
December 31, 1977, are excluded in deter-
mining net earnings from self-employment
(if any) for that taxable year.

§404.1089 Figuring net earnings for
residents and nonresidents of Puer-
to Rico.

(a) Residents. If you are a resident of
Puerto Rico, whether or not you are an
alien, a citizen of the United States, or
a citizen of Puerto Rico, you must fig-
ure your net earnings from self-em-
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ployment in the same manner as would
a citizen of the United States residing
in the United States. In figuring your
net earnings from self-employment you
must include your income from sources
in Puerto Rico even though you are a
resident of Puerto Rico during the en-
tire taxable year.

(b) Nonresidents. A citizen of Puerto
Rico, who is also a citizen of the
United States and who is not a resident
of Puerto Rico must figure net earn-
ings from self-employment in the same
manner as other citizens of the United
States.

§404.1090 Personal exemption deduc-
tion.

The deduction provided by section 151
of the Code, relating to personal ex-
emptions, is excluded in determining
net earnings from self-employment.

§404.1091 Figuring net earnings for
ministers and members of religious
orders.

(a) General. If you are a duly or-
dained, commissioned, or licensed min-
ister of a church or a member of a reli-
gious order who has not taken a vow of
poverty, we consider you to be engaged
in a trade or business under the condi-
tions described in §404.1071 with regard
to services described in §404.1023 (c) and
(e). In figuring your net earnings from
self-employment from performing
these services, you must include cer-
tain income (described in paragraphs
(b) and (c) of this section) that may be
excluded from your gross income for
income tax purposes.

(b) Housing and meals. You must in-
clude in figuring your net earnings
from self-employment the rental value
of a home furnished to you and any
rental allowance paid to you as pay-
ment for services performed in the ex-
ercise of your ministry or in the exer-
cise of duties required by your order
even though the rental value or rental
allowance may be excluded from gross
income by section 107 of the Code. Also,
the value of any meals or lodging fur-
nished to you in connection with the
performance of these services is in-
cluded in figuring your net earnings
from self-employment even though
their value is excluded from gross in-
come by section 119 of the Code.
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(c) Housing allowance when included in
retirement pay. You must exclude any
parsonage or housing allowance in-
cluded in your retirement pay or any
other retirement benefit received after
retirement pursuant to a church plan
as defined in section 414(e) of the Inter-
nal Revenue Code when computing
your net earnings from self-employ-
ment. For example, if a minister re-
tires from Church A and the rental
value of a parsonage or any other al-
lowance is included in his/her retire-
ment pay, the parsonage allowance
must be excluded when determining
net earnings from self-employment.
However, if this same retired minister
goes to work for Church B and is paid
a parsonage allowance by Church B,
this new income must be included when
computing net earnings from self-em-
ployment.

(d) Services outside the United States. If
you are a citizen or resident of the
United States performing services out-
side the United States which are in the
exercise of your ministry or in the ex-
ercise of duties required by your order,
your net earnings from self-employ-
ment from the performance of these
services are figured as described in
paragraph (b) of this section. However,
they are figured without regard to the
exclusions from gross income provided
in sections 911 and 931 of the Code re-
lating to earned income from services
performed outside the United States
and from sources within possessions of
the United States.

[45 FR 20075, Mar. 27, 1980, as amended at 50
FR 36574, Sept. 9, 1985; 70 FR 41955, July 21,
2005]

§404.1092 Figuring net earnings for
U.S. citizens or residents living out-
side the United States.

(a) Taxable years beginning after De-
cember 31, 1983. If you are a citizen or
resident of the United States and are
engaged in a trade or business outside
the United States, your net earnings
from self-employment are figured with-
out regard to the exclusion from gross
income provided by section 911 (a)(1) of
the Code.

(b) Taxable years beginning after De-
cember 31, 1981, and before January 1,
1984. If you are a citizen of the United
States and were engaged in a trade or

§404.1094

business outside the United States,
your net earnings from self-employ-
ment are figured without regard to the
exclusion from gross income provided
by section 911(a)(1) of the Code unless
you are a resident of a foreign country
or countries for an uninterrupted pe-
riod which includes an entire taxable
year.

[50 FR 36574, Sept. 9, 1985]

§404.1093 Possession of the United
States.

In using the exclusions from gross in-
come provided under section 931 of the
Code (relating to income from sources
within possessions of the United
States) and section 932 of the Code (re-
lating to citizens of possessions of the
United States) for purposes of figuring
your net earnings from self-employ-
ment, the term possession of the United
States shall be deemed not to include
the Virgin Islands, Guam, the Com-
monwealth of the Northern Mariana Is-
lands, or American Samoa.

[45 FR 20075, Mar. 27, 1980, as amended at 69
FR 51556, Aug. 20, 2004]

§404.1094 Options available for fig-
uring net earnings from self-em-
ployment.

(a) General. If you have income from
a trade or business in certain situa-
tions, you have options for figuring
your net earnings from self-employ-
ment. The options available to you de-
pend on whether you have income from
an agricultural trade or business or a
non-agricultural trade or business. For
a definition of agricultural trade or
business see §404.1095.

(b) Agricultural trade or business. The
net earnings from self-employment you
derive from an agricultural trade or
business may, at your option, be fig-
ured as follows:

(1) Gross income of $2,400 or less. If
your gross income is $2,400 or less you
may, at your option, report 66%s per-
cent of the gross income as net earn-
ings from self-employment instead of
your actual net earnings from your
business.

(2) Gross income of more than $2,400. If
your gross income is more than $2,400
and your actual net earnings from your
business are less than $1,600 you may,
at your option, report $1,600 as net
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