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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 

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 662⁄3 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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earnings from self-employment instead 
of your actual net earnings. If your ac-
tual net earnings are $1,600 or more you 
cannot use the optional method. 

(3) Two or more agricultural trades or 
businesses. If you carry on more than 
one agricultural trade or business as a 
sole proprietor or as a partner, you 
must combine your gross income and 
net income from each trade or business 
to find out whether you may use the 
optional method of figuring net earn-
ings. 

(c) Non-agricultural trade or business. 
(1) The net earnings from self-employ-
ment you derive from a non-agricul-
tural trade or business may be reported 
under an optional method if you are 
self-employed on a regular basis (as de-
fined in paragraph (c)(4) of this sec-
tion). You cannot use the optional 
method of reporting for more than 5 
taxable years, and you cannot report 
less than your actual net earnings from 
self-employment. 

(2) Computation. If your actual net 
earnings from self-employment are less 
than $1,600 and less than 662⁄3 percent of 
your gross income, you may, at your 
option, report 662⁄3 percent of your 
gross income (but not more than $1,600) 
as your net earnings from self-employ-
ment. 

Example: A operates a grocery store and 
files income tax returns on a calendar year 
basis. A meets the self-employed on a regular 
basis requirement because actual net earn-
ings from self-employment were $400 or more 
in 1976 and in 1977. Gross income and net 
profit from operating the grocery store in 
1978 through 1980 are as follows: 

1978 1979 1980 

Gross income ............................ $2,800 $1,200 $1,000 
Net profit .................................... 300 400 800 

For the year 1978, A may report as annual 
net earnings from self-employment either— 

(i) None. (Actual net earnings from self- 
employment are less than $400); or 

(ii) $1,600. (Non-agricultural option, 662⁄3 
percent of $2,800, but not to exceed the $1,600 
maximum.) 

For the year 1979, A may report as annual 
net earnings from self-employment either— 

(i) $400. (Actual net earnings from self-em-
ployment); or 

(ii) $800. (Non-agricultural option, 662⁄3 per-
cent of $1,200.) 

For the year 1980, A must report $800, the 
actual net earnings from self-employment. 
The non-agricultural option is not available 

because A’s actual net earnings are not less 
than 662⁄3 percent of the gross income. 

(3) Figuring net earnings from both 
non-agricultural and agricultural self-em-
ployment. If you are self-employed on a 
regular basis, you may use the non-ag-
ricultural optional method of reporting 
when you have both non-agricultural 
and agricultural trades or businesses. 
However, in order to use this method, 
your actual net earnings from non-ag-
ricultural self-employment combined 
with your actual net earnings from ag-
ricultural self-employment, or your op-
tional net earnings from agricultural 
self-employment, must be less than 
$1,600, and the net non-agricultural 
earnings must be less than 662⁄3 percent 
of your gross non-agricultural income. 
If you qualify for using both the non- 
agricultural and agricultural option, 
you may report less than your actual 
total net earnings, but not less than 
your actual net earnings from non-ag-
ricultural self-employment alone. If 
you elect to use both options in a given 
taxable year, the combined maximum 
reportable net earnings from self-em-
ployment may not exceed $1,600. 

Example: C was regularly self-employed. 
She derived actual net earnings from self- 
employment of $400 or more in 1975 and in 
1976. Her gross income and net profit from 
operating both a grocery store and a farm in 
1978 are: 

GROCERY STORE 
Gross income ................................................. $1,000 
Net profit ...................................................... 800 

FARM 
Gross income ................................................. $2,600 
Net profit ...................................................... 400 

For the year 1978, C may report $1,200 (ac-
tual net earnings from self-employment from 
both businesses), or $2,400 ($1,600 agricultural 
option (662⁄3 percent of $2,600 farm gross in-
come not to exceed $1,600) and $800 grocery 
store profit). C cannot use the non-agricul-
tural option for 1978 because her actual gro-
cery store net exceeds 662⁄3 percent of her 
grocery store gross income. 

(4) Self-employed on a regular basis. 
For any taxable year beginning after 
1972, we consider you to be self-em-
ployed on a regular basis, or to be a 
member of a partnership on a regular 
basis, if, in at least 2 of the 3 taxable 
years immediately before that taxable 
year, you had actual net earnings from 
self-employment of not less than $400 
from agricultural and non-agricultural 
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trades or businesses (including your 
distributive share of the net income or 
loss from any partnership of which you 
are a member). 

(d) Members of partnerships. If you are 
a member of a partnership you may use 
the optional method of reporting. Your 
gross income is your distributive share 
of the partnership’s gross income (after 
all guaranteed payments to which sec-
tion 707(c) of the Code applies have 
been deducted), plus your own guaran-
teed payment. 

(e) Computing gross income. For pur-
poses of this section gross income 
means— 

(1) Under the cash method of com-
puting, the gross receipts from the 
trade or business reduced by the cost 
or other basis of property that was pur-
chased and sold, minus any income 
that is excluded in computing net earn-
ings from self-employment; or 

(2) Under the accrual method of com-
puting, the gross income minus any in-
come that is excluded in figuring net 
earnings from self-employment. 

(f) Exercise of option. For each taxable 
year for which you are eligible to use 
the optional method and elect to use 
that method, you must figure your net 
earnings from self-employment in that 
manner on your tax return for that 
year. If you wish to change your meth-
od of reporting after your tax return is 
filed, you may change it by filing an 
amended tax return with the Internal 
Revenue Service or by filing with us 
Form 2190, Change in Method of Com-
puting Net Earnings from Self-Employ-
ment. 

§ 404.1095 Agricultural trade or busi-
ness. 

(a) An agricultural trade or business 
is one in which, if the trade or business 
were carried on entirely by employees, 
the major portion of the services would 
be agricultural labor (§ 404.1057). 

(b)(1) If the services are partly agri-
cultural and partly non-agricultural, 
the time devoted to the performance of 
each type of service is the test used to 
determine whether the major portion 
of the services is agricultural labor. 

(2) If more than half of the time 
spent in performing all the services is 
spent in performing services that are 

agricultural labor, the trade or busi-
ness is agricultural. 

(3) If half or less of the time spent in 
performing all the services is spent in 
performing services that are agricul-
tural labor, the trade or business is not 
agricultural. The time spent in per-
forming the services is figured by add-
ing the time spent in the trade or busi-
ness during the taxable year by every 
individual (including the individual 
carrying on the trade or business and 
the members of that individual’s fam-
ily). 

(c) We do not apply the rules in this 
section if the non-agricultural services 
are performed in connection with a 
trade or business separate and distinct 
from the agricultural trade or business. 
A roadside automobile service station 
on a farm is a trade or business sepa-
rate and distinct from the agricultural 
trade or business, and the gross income 
from the service station, less the de-
ductions attributable to it, is to be 
considered in determining net earnings 
from self-employment. 

(d) We consider a sharefarmer (see 
§ 404.1068(c)) or a materially partici-
pating owner or tenant (see 
§ 404.1082(c)) to be engaged in an agri-
cultural trade or business. We use the 
rules in this section to determine 
whether a farm crew leader who is self- 
employed (see § 404.1074) is engaged in 
an agricultural trade or business. 

§ 404.1096 Self-employment income. 
(a) General. Self-employment income 

is the amount of your net earnings 
from self-employment that is subject 
to social security tax and counted for 
social security benefit purposes. The 
term self-employment income means the 
net earnings from self-employment you 
derive in a taxable year, except as de-
scribed in paragraphs (b), (c) and (d) of 
this section. 

(b) Maximum self-employment income. 
(1) The term self-employment income 
does not include that part of your net 
earnings from self-employment that 
exceeds (or that part of your net earn-
ings from self-employment which, 
when added to the wages you received 
in that taxable year, exceeds)— 

Taxable year Amount 

Ending before 1955 ........................................... $3,600 
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