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42 U.S. Code § 411

Definitions relating to self-employment

For the purposes of this subchapter—

(a) Net earnings from self-employment

The term “net earnings from self-employment” means the gross income, as computed under subtitle A of the
Internal Revenue Code of 1986, derived by an individual from any trade or business carried on by such
individual, less the deductions allowed under such subtitle which are attributable to such trade or business,
plus his distributive share (whether or not distributed) of the ordinary net income or loss, as computed under
section 702(a)(8) of such Code, from any trade or business carried on by a partnership of which he is a member;
except that in computing such gross income and deductions and such distributive share of partnership
ordinary net income or loss—

(1) There shall be excluded rentals from real estate and from personal property leased with the real estate

(including such rentals paid in crop shares, and including payments under section 3833(2) of title 161 to
individuals receiving benefits under section 402 or 423 of this title), together with the deductions
attributable thereto, unless such rentals are received in the course of a trade or business as a real estate
dealer; except that the preceding provisions of this paragraph shall not apply to any income derived by the
owner or tenant of land if (A) such income is derived under an arrangement, between the owner or tenant
and another individual, which provides that such other individual shall produce agricultural or horticultural
commodities (including livestock, bees, poultry, and fur-bearing animals and wildlife) on such land, and
that there shall be material participation by the owner or tenant (as determined without regard to any
activities of an agent of such owner or tenant) in the production or the management of the production of
such agricultural or horticultural commodities, and (B) there is material participation by the owner or tenant
(as determined without regard to any activities of an agent of such owner or tenant) with respect to any such
agricultural or horticultural commodity;

(2) There shall be excluded dividends on any share of stock, and interest on any bond, debenture, note, or

certificate, or other evidence of indebtedness, issued with interest benefits 2l or in registered form by any
corporation (including one issued by a government or political subdivision thereof), unless such dividends
and interest are received in the course of a trade or business as a dealer in stocks or securities;

(3) There shall be excluded any gain or loss (A) which is considered under subtitle A of the Internal Revenue
Code of 1986 as gain or loss from the sale or exchange of a capital asset, (B) from the cutting of timber, or the
disposal of timber, coal, or iron ore, if section 631 of the Internal Revenue Code of 1986 applies to such gain
or loss, or (C) from the sale, exchange, involuntary conversion, or other disposition of property if such
property is neither (i) stock in trade or other property of a kind which would properly be includible in
inventory if on hand at the close of the taxable year, nor (ii) property held primarily for sale to customers in
the ordinary course of the trade or business;

(4) The deduction for net operating losses provided in section 172 of the Internal Revenue Code of 1986 shall
not be allowed;
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(5)

(A) If any of the income derived from a trade or business (other than a trade or business carried on by a
partnership) is community income under community property laws applicable to such income, the gross
income and deductions attributable to such trade or business shall be treated as the gross income and
deductions of the spouse carrying on such trade or business or, if such trade or business is jointly operated,
treated as the gross income and deductions of each spouse on the basis of their respective distributive
share of the gross income and deductions;

(B) If any portion of a partner’s distributive share of the ordinary net income or loss from a trade or
business carried on by a partnership is community income or loss under the community property laws
applicable to such share, all of such distributive share shall be included in computing the net earnings from
self-employment of such partner, and no part of such share shall be taken into account in computing the
net earnings from self-employment of the spouse of such partner;

(6) A resident of the Commonwealth of Puerto Rico shall compute his net earnings from self-employment in
the same manner as a citizen of the United States but without regard to the provisions of section 933 of the
Internal Revenue Code of 1986;

(7) An individual who is a duly ordained, commissioned, or licensed minister of a church or a member of a
religious order shall compute his net earnings from self-employment derived from the performance of
service described in subsection (c)(4) without regard to section 107 (relating to rental value of parsonages),
section 119 (relating to meals and lodging furnished for the convenience of the employer), and section 911
(relating to earned income from sources without the United States) of the Internal Revenue Code of 1986, but
shall not include in any such net earnings from self-employment the rental value of any parsonage or any
parsonage allowance (whether or not excluded under section 107 of the Internal Revenue Code of 1986)
provided after the individual retires, or any other retirement benefit received by such individual from a
church plan (as defined in section 414(e) of such Code) after the individual retires;
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