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Self-Employment Tax
Who Pays Self-EmploymentTax

You pay self-employment (SE) tax when net earnings from
self-employment are $400 or more. You are self-employed
if you carry on a trade or business as a sole proprietor (in-
cluding farmers) or as a general partner in a partnership.
A trade or business generally is an activity carried on for
a livelihood or in good faith to make a profit. Facts and cir-
cumstances determine whether or not an activity is a trade
or business.

Self-EmploymentTax

Self-employment tax consists of the taxes paid for Social
Security and Medicare. As an employee, the employer pays
half of the tax and the other half is deducted from the your
pay. By contrast, a self-employed taxpayer must pay both
halves of these taxes. If additional Medicare tax is due, it is
paid by you and not the employer. See Additional Medicare
Tax, below.

Social Security portion. The Social Security portion of
self-employment tax is 12.4%.

Maximum earnings subject to Social Security tax. The
maximum amount of self-employment net earnings sub-
ject to Social Security tax for 2022 is $147,000.

Medicare portion. The Medicare portion of self-employ-
ment tax is 2.9%.

Maximum earnings subject to Medicare tax. Unlike the
earnings limit subject to Social Security tax, there is no
earnings limit for Medicare taxes.

Additional Medicare tax. A 0.9% additional Medicare tax
applies to self-employment income over $200,000 ($250,000
MF] or $125,000 MFS). The Additional Medicare Tax is re-
ported on Form 8959, Additional Medicare Tax.
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Deduction for self-employment tax. The deduction al-
lowed for self-employment tax is one-half of the self-
employment tax computed on Schedule SE (Form 1040).

Percentage of income subject to self-employment tax.
Because of the deduction, the percentage of net self-
employment income subject to self-employment tax is
92.35%.

Schedule SE (Form 1040), Self-Employment Tax.
Self-employment tax is computed on Schedule SE. The de-
duction for one-half of self-employment tax on Schedule 1
(Form 1040) is also computed using Schedule SE and then
reported as an adjustment to income on Schedule 1 (Form
1040).

Claim all deductions. The Self-Employment Contribu-
tions Act of 1954 requires every taxpayer to claim all allow-
able business deductions, including depreciation, in com-
puting net earnings from self-employment for SE tax pur-
poses. Penalties apply for making a false statement or rep-
resentation in connection with any matter arising under
the act.

Example: Donna is self-employed. After deducting business ex-
penses, her net self-employment income is $100,000. Her SE tax
and deduction for one-half of SE tax are computed as follows.

1) Self-employmentincome.................... $100,000

2) Multiply line 1 by 92.35 %..........cccooceeeene. $92,350

3) SE tax. Multiply line 2 by 15.3%............ $14,130

4) Deduction for one-half of SE tax.

Multiply line 3by 50% .................c.......... $7,065

In computing her federal income tax, Donna can deduct $7,065
as one-half of her self-employment tax. In addition to federal in-
come tax, Donna must pay SE tax of $14,130.








