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Our proposal deals with a particular aspect of the current system, whereby self-employment tax is computed on every dollar a business earns up to the FICA ceiling.  Many self-employed individuals, especially those just starting out or earning a lower income find this to be an unfair burden.  These individuals must use the first $20,000 to $30,000 to live on, and to also be subject to regular income tax and self-employment tax is an extraordinary ordeal.  Our proposal would address this issue and allow these individuals to live comfortably without increasing the deficit.

Our proposal to reform the self-employment tax would provide an exemption to individuals on the first $20,000 of self-employment income, with an additional $3,000 for each exemption claimed on the return.  Thus, a family of four with one self-employed individual would have an exemption from self-employment tax of $32,000.  For this proposal to be revenue neutral, the FICA ceiling would be increased by a comparable amount.  

The simplicity of this proposal should be clear: a base exemption amount plus an amount based on the number of exemptions claimed on the return.  This provides recognition that it costs more to raise a family of several members than one or two individuals.  Increasing the FICA ceiling effectively pays for the exemption at the lower income levels, and has no impact on an individual earning several hundred thousand dollars.

This proposal is extremely fair as it allows lower income individuals the chance to support their families without going into debt to pay self-employment tax, often by installment payments to the IRS.  The impact on economic growth should be obvious.  This proposal would virtually end unemployment by easing the burden on start-up and lower income self-employed individuals.  The number of new businesses created could be enormous.  Compliance and administration should be relatively easy as well, since only two changes are being made:  the level at which self-employment tax is first assessed, and the upper ceiling which would be increased.  This proposal should have no particular effects on one industry or trade group over another, all would benefit.

Respectfully submitted by Dale Schwartzenhauer, CPA, CMA, CFM

