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Understanding Net Earnings from Self Employment (NESE) 
Before you can understand how self-employment income affects Social Security disability 
benefits, you must understand how Social Security views income generated from self-
employment.  For people who are self-employed, Social Security doesn’t count gross profits the 
business generated, but rather “net earnings from self-employment” (NESE).  This is completely 
different from the way Social Security treats earned income from wage employment in which 
Social Security counts gross wages.  The terms “gross” and “net,” and what they mean for 
someone who is self-employed and receiving Social Security disability benefits, can be 
confusing.  Here is a brief explanation of the various terms: 

• Gross income is the total amount of money that a business takes in from sales of 
products or services.  This is also called “gross sales” or sometimes “gross receipts.”   

• Net income is the amount of profit that the business makes.  Profit is the gross sales 
minus any legitimate expenses that the business incurred.  It’s this figure that a business 
owner reports to the IRS from which it assesses business taxes,  

• Net earnings from self-employment (NESE) is the net income or net profit from a 
business less half of the self-employment taxes the beneficiary pays.  More detail on 
how NESE is derived is provided in the next section.  

Turning Net Income into NESE 
The difference between net income from a business and NESE is the deduction of the extra 
Social Security tax that self-employed people pay.  For people in wage employment, employers 
pay half of the Social Security tax on an employee’s behalf, but self-employed individuals must 
pay the whole sum by themselves.  When determining NESE, Social Security gives self-
employed individuals credit for paying the employer’s 7.65 percent share of the Social Security 
and Medicare taxes in addition to the 7.65 percent share they would normally pay as an 
employee.  

When Social Security is trying to determine NESE for a current calendar year, it will take the 
estimated profit the beneficiary expects and will multiply that estimated net profit of the 
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business by .9235.  Social Security determines that factor by subtracting the percentage of extra 
taxes the beneficiary paid on each dollar of net earnings (.0765) from 1.  When Social Security 
personnel are determining actual NESE for a calendar year that has concluded, they must 
perform the following steps: 

1. Add the gross earnings from all trades or businesses carried on by the self-employed 
person.  

2. Include the beneficiary’s distributive share of income from a partnership of which he 
or she is a general partner.  

3. Exclude any types of income so specified by the Act or the Internal Revenue Code 
(IRC).  

4. Subtract any ordinary and necessary expenses incurred in carrying on the business.  
In computing NESE, subtract from total receipts all of the business expenses, which 
are deductible under the IRC.  

5. Multiply the result by .9235 (i.e., 100% − 7.65% = 92.35% or 0.9235) to derive the 
NESE, beginning with taxable years after December 31, 1989.  

Example of turning net income into NESE: 

Jeanne estimates that she will have $2,000 in net profit.  Jeanne operated 
her business beginning in November.  Social Security would average the net 
profit in this estimate over the months worked:  $2,000 divided by 2 equals 
$1,000 in net profit per month the business was active.  To determine 
Jeanne’s estimated NESE for those months, multiply $1,000 by .9235.  $1000 
× .9235 = $923.50 in NESE per month. 

Social Security only deducts the employer’s share of the self-employment tax to determine 
NESE when the beneficiary actually paid that tax.  If the beneficiary paid no Social Security tax 
(either he or she didn’t owe any or because he or she didn’t file taxes), the deduction doesn’t 
apply.  In addition, NESE may include in-kind income (e.g., food, clothing, shelter, a car, etc.).  
Social Security values in-kind income from NESE at its current market value. 

Once Social Security determines the NESE for a given month, the agency uses that number as 
the starting point for SGA decisions and when determining how much Supplemental Security 
Income (SSI) will be due.  Social Security determines countable income by taking NESE and 
deducting any allowable work incentives.  Social Security calculates NESE in exactly the same 
manner for both SSI recipients and Title II disability beneficiaries.  Keep in mind, however, that 
the countable NESE would affect SSI and Title II cash benefits in different ways - just as is the 
case in wage employment.   

A Warning about “Owner’s Draw” 

When someone takes money out of their business, it’s called an “owner’s draw.”  Owner’s draw 
isn’t a “salary” in the way this word usually applies but can include money, assets, or services 
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the owner takes out of the business.  A common misconception is that Social Security only 
counts what a beneficiary actually takes out of the business as earned income.  Unfortunately, 
this isn’t true.  

Remember that Social Security is interested in the “net earnings from self-employment” or 
NESE.  A business owner may choose to keep the profits of a business in the business account, 
or may take some or all of it out as an owner’s draw.  The amount of owner’s draw a 
beneficiary takes is irrelevant to Social Security.  Social Security uses NESE when making 
Substantial Gainful Activity (SGA) determinations for beneficiaries of the Title II disability 
programs and when determining how much in SSI is due.  

In the SSI program, Social Security refers to “owner’s draw” as “Withdrawals for Personal Use.”  
Because SSI is a means-tested program, if a beneficiary takes in-kind items or cash out of the 
business for personal use, Social Security could count it as income, which could cause a 
reduction in SSI cash payment, or possibly even cause ineligibility for SSI.  When an individual 
alleges or when Social Security discovers that a beneficiary has withdrawn cash or in-kind items 
from a business for personal use, Social Security will ask the individual whether he or she 
properly accounted for the withdrawals in determining NESE.  That is, did the beneficiary 
deduct them on his or her federal income tax return in determining the cost of goods sold or 
the cost of expenses incurred, or did he or she deduct them on his or her business records?  If 
the individual alleges that he or she properly accounted for the funds, Social Security will accept 
this allegation and will NOT count this income against the individual again.  If the individual did 
NOT properly accounted for the withdrawals, Social Security will proceed in the following 
manner: 

1. Social Security will ask the individual to estimate the value of the cash or in-kind 
withdrawals.  Social Security will deduct that amount from the cost of goods sold or 
the cost of expenses incurred on the profit and loss statement to arrive at the 
proper NESE.  

2. If the individual can’t or won’t provide the profit and loss statement, but alleges an 
amount of NESE, Social Security will add the value of the withdrawals to the 
individual’s allegation of NESE.  

3. If an individual alleges withdrawals for personal use but can’t or won’t estimate the 
value of the withdrawals, or if the individual’s personal expenses exceed the stated 
NESE and no other income is available, Social Security will develop for unstated 
income. 

CWICs should be aware that when an individual diverts money from a business to personal use 
without accounting for it through the business financial records, it’s against IRS rules for both 
small business and individual income reporting.  No one should ever encourage beneficiaries to 
do this under any circumstances.  Beneficiaries should deposit all income attributable to the 
business into the business account (not a personal bank account), and they must reflect this in 
the profit and loss statements for the business. 
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Title II Disability Program Work Incentives and Self-Employment  
Title II disability beneficiaries who are self-employed utilize the same work incentives as 
beneficiaries who are in wage employment with a few notable differences.  This section will 
highlight the differences in the way Social Security treats NESE as compared to gross wages in 
the Title II disability program. 

The Trial Work Period (TWP) and Self-Employment 

Work activity in self-employment constitutes “services” (i.e., a TWP month) when NESE in a 
calendar month is more than the current TWP guideline, or if the self-employed person spends 
more than 80 hours in that month engaged in self-employment activity.  This can create some 
problems, because many self-employed individuals don’t keep their business accounts on a 
calendar month basis, but rather just report profit to the IRS on an annual basis.  When working 
with beneficiaries who are planning to become self-employed, CWICs need to stress how 
important it is to track profits on a calendar-month basis.  If month-by-month profit and loss 
statements are unavailable and the self-employed individual can’t recreate them, Social 
Security has no choice but to determine if the beneficiary used TWP months by dividing the 
NESE earnings for the particular work period by the months in which the beneficiary alleges he 
or she was engaged in self-employment.  Averaging NESE in this manner, over a period of 
months may not always be in the best interests of the beneficiary and may cause the 
beneficiary to use more TWP months than he or she would if he or she used a month-by-month 
breakdown.  Again, CWICs need to advise beneficiaries to track business income and expenses 
on a monthly basis to ensure that Social Security makes accurate TWP determinations. 

Even if the NESE for a calendar month is less than the current TWP guideline, the beneficiary 
may use a service month if he or she spent more than a specified number of hours in that 
month performing the work activity she or he would normally undertake for the business’ 
profit.  This means that under the current rules, it’s possible for a beneficiary to have NESE 
under the current TWP guideline and still use a service month.  This isn’t the case in wage 
employment, and it represents a significant difference between how Social Security looks at 
wages and NESE. 

Hours in a Business 

A self-employed individual uses a TWP month if the Net Earnings from Self-Employment (NESE) 
is over the TWP amount, OR if the individual works more than 80 hours in the business.  Either 
factor will cause Social Security to count that month toward the nine months of the TWP.  
Beneficiaries should keep track of the hours worked in the business.  Hours that count are 
hours they spent on the ongoing business duties for pay or profit.  The beneficiary shouldn’t 
count hours he or she spent simply planning the business. 
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Special Work Incentives for Self-Employed Beneficiaries 

Social Security recognizes that having the beneficiary’s business expenses paid for by someone 
else or receiving free help operating the business, rather than using money from the business 
to buy the goods or services, artificially inflates the beneficiary’s Net Earnings from Self-
Employment (NESE).  This means that the NESE may not accurately reflect the person’s actual 
earning capacity.  When Social Security makes SGA determinations, they are only concerned 
with the beneficiary’s OWN earnings ability, not help provided by others.  Social Security 
identifies two very separate and distinct work incentives that may be applicable in self-
employment cases: “unincurred business expenses” and “unpaid help.”  

Unincurred Business Expenses 

In determining countable income from self-employment, Social Security deducts from the 
individual’s NESE any business expenses that the beneficiary incurred and that another person 
or agency paid for.  Social Security makes this deduction even though the beneficiary incurred 
no actual expense.  The item or service must meet the IRS definition of legitimate business 
expense, the value of which is determined by a variety of methods. 

There are many kinds of unincurred business expenses.  For example, a local organization may 
pay for start-up equipment, or, more commonly, a state VR agency may purchase equipment or 
pay for initial operating costs.  A family member or friend could give equipment or free rent to 
the beneficiary, etc.  Social Security determines the value of these items and deducts the value 
from NESE when determining if someone is performing SGA. 

Unpaid Help 

Another potential deduction occurs when someone receives free help operating the business.  
Social Security can deduct the amount of wages the business would otherwise have paid the 
person if the business had to purchase the services.  

Example of how unpaid help affects NESE and SGA: 

Lou is a lawyer who has just passed the bar.  Her mother offers to help her 
in the office and drive her van to help her start her business.  A neighbor 
offers to do some typing at no cost.  Lou’s parents give her 200 square feet 
of accessible office space at no cost, space that her parents could rent for 
approximately $5 per square foot.  Imagine Lou has $4,000 in NESE in the 
first month of her business.  She has already used her TWP in a paralegal job 
while she was in law school.  Social Security looks at her NESE to determine 
if she is performing SGA. 

Lou’s mother works 40 hours per week as an uncompensated assistant.  In 
the market where Lou lives, that work would be worth at least $10 per hour.  
The neighbor offers up to 10 hours a week in uncompensated work, which 
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Lou accepts.  Typists receive $10 per hour in the community.  Thus, Lou 
receives 50 hours per week at $10 per hour, or approximately $2,150 in 
uncompensated help.  Subtracting this value from her monthly NESE leaves 
$1,850.  

The office space Lou uses is worth $1,000 per month.  The rent is an 
unincurred business expense, which Social Security may also deduct from 
her NESE. 

Using the unpaid help and unincurred business expense deductions allows 
Social Security to adjust Lou’s self-employment income from $4,000 to 
countable income of $850.00.  In 2021, the SGA guideline is $1,310 for 
individuals who aren’t blind.  Because of subsidy for self-employed persons, 
Social Security would NOT consider Lou to be performing SGA. 

When examining unincurred business expenses or unpaid help, it’s valuable to think through 
what the person needs, what the business has purchased, and what the beneficiary has 
received through family connections or services such as the State VR agency.  It’s essential to 
keep records of any items or equipment provided to a business for both tax purposes and for 
SGA determination purposes, because reconstructing these deductions from memory may be 
difficult. 

How Impairment Related Work Expense (IRWEs) Apply in Self-
Employment Situations 
The rules for deducting IRWE are the same for self-employed individuals as for employees in 
wage employment.  The big difference for beneficiaries who are self-employed is that many 
expenses that would qualify as IRWEs also meet the IRS definition of allowable business 
expenses.  When this is the case, it’s much more advantageous for the beneficiary to deduct 
the expense when determining net profit since this decreases taxable income AND decreases 
the NESE for Social Security purposes.  By running the expense through the business accounts, 
it also saves the beneficiary the time and effort of claiming an IRWE.  It’s important to note that 
individuals may not deduct the same expense as both an IRS deduction and as an IRWE when 
Social Security is determining countable NESE.  The basic rule of thumb is that if the expense is 
an allowable deduction for IRS purposes, the beneficiary should deduct it this manner.  If the 
expense in question does NOT meet the IRS definition of an allowable business expense, then 
the CWIC should explore the option of claiming the expense as an IRWE.  When in doubt about 
whether or not an expense would qualify as a business deduction, CWICs are advised to refer 
the beneficiary to a qualified tax professional.  

Example of business expense that is not an IRWE: 

Lou purchased Dragon Naturally Speaking, a voice input software, for her 
computer.  She was able to deduct this cost as a business expense.  
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Although the cost meets all of the requirements for an IRWE, she may not 
deduct that cost as an IRWE, because she already used it to reduce her 
NESE. 

CWICs should understand that there might be certain items that would meet the IRWE 
requirements but may not qualify as an allowable business expense for IRS purposes.  
Beneficiaries should seek the services of a qualified tax professional whenever questions arise 
about what Social Security does and doesn’t allow as a business expense.  To learn more about 
special tax rules for people with disabilities refer to IRS Publication 907 – Tax Highlights for 
Persons with Disabilities.  This pamphlet is available online at:  https://www.irs.gov/forms-
pubs/about-publication-907 

SGA Determinations for Self-Employed Title II Disability Beneficiaries 
Determining if a self-employed individual is performing SGA is a little more complex than 
making the same determination for employees.  First, Social Security uses a slightly different 
form to collect information:  Social Security 820 - Work Activity Report-Self-Employed.  The 
information Social Security seeks is also different because individuals who are self-employed 
have more control of the income they report to the IRS than employees usually have.  Second, 
Social Security uses two different approaches when making SGA determinations for self-
employment beneficiaries — one approach for individuals who have been entitled to Social 
Security disability benefits for 24 months or more and haven’t ceased, and a different approach 
for individuals who have been entitled to benefits for less than 24 months or who have ceased.  
The following sections explain the differences between these two approaches. 

Countable Income Test for SGA for Self-Employed Beneficiaries 

If a Social Security disability beneficiary is self-employed and has received cash benefits for at 
least 24 months, the Social Security Administration will use the countable income test to 
determine if the individual’s disability has ceased due to SGA. 

For the purposes of the exemption of work activity provision, Social Security will consider a 
beneficiary to have received Title II disability cash benefits for 24 months beginning with the 
first day of the first month following the 24th month for which he or she received Title II 
disability benefits that he or she was due.  The 24 months don’t have to be consecutive.  For 
EXR cases, the beneficiary will meet the 24-month requirement when the individual completes 
the 24-month initial reinstatement period (IRP).  Any months for which the beneficiary was 
entitled to Title II disability benefits but didn’t actually receive a Title II disability cash benefit 
Social Security won’t count for the 24-month requirement. 

When the countable income test applies, Social Security will compare the self-employed 
beneficiary’s countable income (NESE less allowable work incentives) to the earnings guidelines 
to determine if the beneficiary has engaged in SGA.  If the monthly countable income averages 
more than the applicable SGA guideline for the month(s) in which the individual worked, Social 

https://www.irs.gov/forms-pubs/about-publication-907
https://www.irs.gov/forms-pubs/about-publication-907
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Security will determine that the individual has engaged in SGA unless there is evidence that 
shows the individual didn’t render significant services in the month(s).  If the average monthly 
countable income is equal to or less than the applicable SGA guideline for the month(s) in which 
the individual worked, or if there is evidence that shows the individual didn’t render significant 
services in the month(s), Social Security will generally determine that the individual hasn’t 
engaged in SGA. 

SGA Test for Self-Employment When Countable Income Doesn’t Apply 

Under some circumstances Social Security won’t use the countable income test, but rather will 
apply a more complex three-test approach to determine if an individual has engaged in SGA.  
Social Security uses the three tests when: 

• Determining initial eligibility for disability benefits; 
• Determining whether work in self-employment performed by a Title II disability 

beneficiary before he or she has received Title II disability benefits for at least 24 
months is SGA; 

• Determining whether work a beneficiary performed in or after the EPE or re-entitlement 
period is SGA after Social Security has determined an SGA cessation; and   

• Determining SGA during the initial reinstatement period (IRP) for expedited 
reinstatement (EXR) cases. 

The three tests are as follows: 

1. Significant Services and Substantial Income:  The individual’s work activity is SGA if 
he or she renders services that are significant to the operation of the business, and if 
he or she receives from it a substantial income; or 

2. Comparability of Work Activity:  The individual’s work activity is SGA if, in terms of 
all relevant factors such as hours, skills, energy output, efficiency, duties, and 
responsibilities, it’s comparable to that of unimpaired individuals in the same 
community engaged in the same or similar businesses as their means of livelihood; 
or 

3. Worth of Work Activity:  The individual’s work activity is SGA if, although not 
comparable to that of unimpaired individuals, it is, nevertheless, clearly worth more 
than the applicable SGA guideline when Social Security considers it in terms of its 
effect on the business, or when Social Security compares it to the salary an owner 
would pay to an employee for such duties in that business setting. 

Social Security applies these tests in the following manner: 

Test One:  Significant Services AND Substantial Income 

The first test is called “Significant Services and Substantial Income.”  Significant services means 
that the beneficiary earned that money through his or her work effort.  One-person businesses 
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such as self-employed carpenters, gardeners, handymen, nurses, bookkeepers, consultants, and 
people in numerous other business operations may engage in their trade or profession by 
themselves, without employees, partners, or other assistants.  The services of an individual in a 
one-person business are necessarily “significant.”  The receipt of substantial income by the 
operator of a one-person business will typically result in a finding of SGA.  

In a business involving the services of more than one individual, Social Security will find a sole 
owner or partner to be rendering significant services if he or she: 

• Contributes more than half the total time required for management of the business; or 
• Renders management services for more than 45 hours a month regardless of the total 

management time required by the business.  

Where the services of a sole owner or partner are significant under either of the above tests, 
Social Security will find the individual engaged in SGA if he or she receives a substantial income 
from the business.  Social Security will determine a self-employed individual to have a 
substantial income from a business if: 

• “Countable income” (NESE less any applicable work incentives) from the business 
averages more than the appropriate SGA Earnings Guideline, or 

• “Countable income” (NESE less applicable work incentives) from the business doesn’t 
average more than the amount referred to above, but the livelihood that he or she 
derives from the business is: 
a. Comparable to that which he or she had before becoming seriously impaired, or 
b. Comparable to that of unimpaired self-employed individuals in his or her community 

engaged in the same or similar businesses as their means of livelihood. 

If the self-employed person’s average monthly “countable income” doesn’t exceed the 
applicable SGA guideline, Social Security will consider whether the person’s livelihood from the 
business is comparable to:  

• That which he or she had before becoming seriously impaired, or  
• That of unimpaired self-employed persons in the community engaged in the same or 

similar businesses as their means of livelihood. 

The experience of the local Social Security field office is of particular value in determining 
whether the individual is deriving, or can be expected to derive, a substantial income from a 
business.  Social Security personnel should include in their determination an account of all the 
factors they consider, so that it will be clear when Social Security isn’t to take an earnings 
report at face value.  It’s especially important that Social Security give a detailed explanation 
why an apparently substantial business is reported as yielding a less-than-substantial income.  
On the other hand, a description of special conditions affecting an individual’s business may 
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make it clear why the beneficiary can’t derive the income ordinarily obtained from an 
enterprise of that type and scope. 

• Among relevant items Social Security should consider are the type of business, amount 
of gross sales, the markup on products sold, and expenses such as rent, utilities, 
transportation, labor, costs, profit shares to employees and partners, etc.  

• When the business has been in existence for some time, Social Security personnel 
should obtain data regarding operations in the past (e.g., income tax returns) for the 
file. 

• The impressions of the local Social Security personnel, based on knowledge of local 
conditions obtained in the investigation of earnings credits claimed by self-employed 
individuals, will be particularly helpful in determining the validity of reported income 
and expenses. 

A business from which the individual previously derived a substantial net income Social Security 
may now expect to yield considerably less income as a result of the curtailment of the 
individual’s work due to the disability.  Development should show whether the individual has 
been obliged to cut down the size of the business, operate the business fewer hours, hire 
additional labor to replace the individual’s own labor, accept the unpaid help of family 
members or others, or enter into a partnership arrangement so that the duties and income of 
the business will now be shared with others. 

If the business was the individual’s sole means of livelihood for a number of years before he or 
she became seriously impaired, and the individual continues to receive a comparable livelihood 
from it after becoming seriously impaired, Social Security will generally consider his or her 
income to be substantial.  However, in some cases, chronic illness or other special 
circumstances existing for some time prior to the individual’s becoming (or allegedly becoming) 
disabled may indicate that Social Security can’t fairly consider his or her financial situation in 
that period an indication of the individual’s standard of livelihood.  Under such circumstances, 
the community standard of livelihood would be a more pertinent basis for determining whether 
current and expected income from the business is substantial. 

In some businesses, particularly farming, the operator derives a livelihood despite the fact that 
cash income is small.  Items that don’t lend themselves to precise monetary evaluation, such as 
homegrown food, may be a considerable part of the individual’s livelihood although not 
reportable for federal income or Social Security tax purposes, and, therefore, not reflected on 
the earnings record.  In the case of a farmer, although a monetary evaluation of such 
commodities isn’t controlling, Social Security should consider the commodities determining 
whether the yield from the farm is comparable to personal or community standards of 
livelihood. 

Meeting the community standard of livelihood will be a sufficient basis for finding substantial 
income, regardless of the individual’s economic circumstances prior to becoming (or allegedly 



11 | P a g e  

becoming) disabled.  However, in determining the community standard for similar business, 
Social Security excludes from consideration individuals who are, for various reasons, considered 
unrepresentative (e.g., where chronic illness accounts for a low level of income). 

Social Security may question the self-employed beneficiary concerning the source and amount 
of his or her livelihood over a number of years (generally not less than five years) prior to 
becoming (or allegedly becoming) disabled.  Where the individual doesn’t meet his or her 
personal standard of livelihood or the information he or she furnishes is inconclusive as to his 
or her personal standard of livelihood, Social Security should obtain evidence regarding the 
community standard of livelihood for businesses of a similar nature.  In some cases, the local 
field office’s own observations and knowledge will be sufficient.  In others, Social Security will 
need evidence from the local Chamber of Commerce or other informed sources. 

Tests Two and Three:  Comparability of Work and Worth of Work Tests 

If Social Security clearly establishes that the self-employed beneficiary isn’t engaging in SGA on 
the basis of significant services and substantial income under test one as described above, the 
agency will consider the second and third tests of the general evaluation criteria.  Under these 
tests, Social Security will determine the individual to be engaged in SGA if evidence 
demonstrates that: 

• The individual’s work activity, in terms of all relevant factors such as hours, skills, energy 
output, efficiency, duties, and responsibilities is comparable to that of unimpaired 
individuals in the same community engaged in the same or similar businesses as their 
means of livelihood;  

• The individual’s work activity, although not comparable to that of unimpaired 
individuals as indicated above, is, nevertheless, clearly worth more than the applicable 
SGA guideline when considered in terms of its value to the business, or when compared 
to the salary an owner would pay to an employee for such duties in that business 
setting; or 

• When the beneficiary operates a business at a level comparable to that of unimpaired 
individuals in the community who make their livelihood from the same or similar kind of 
business, Social Security may determine that the beneficiary is engaging in SGA.  To 
establish comparability of work activity, Social Security must show that the beneficiary is 
performing at a level comparable to that of unimpaired persons considering the 
following factors:  hours, skills, energy output, efficiency, duties, and responsibilities.  
The lack of conclusive evidence as to the comparability of the required factors will result 
in Social Security finding that the work performed isn’t SGA under the comparability 
test.  

An important part of the comparison is the selection of the group of unimpaired persons and 
the type of self-employment must be the same.  In addition, the unimpaired persons must 
maintain on the basis of their activity a standard of living regarded as adequate for a particular 
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community.  Well-established businesses are generally the most reasonable choice for 
comparison.  

Development of comparability of work must be specific.  Businesses must describe in detail 
each factor cited above, showing its contribution to the business operation.  Social Security 
considers general descriptions as inconclusive evidence for the point-by-point comparison the 
evaluator is required to make.  Social Security instructions clearly state that if only a general 
description is possible or available the agency should resolve any doubt as to the comparability 
of the factors in favor of the beneficiary.  

Evidence of the beneficiary’s activities accompanied by a statement that the work is 
comparable to the work of unimpaired persons is insufficient for a sound SGA decision.  If 
necessary, Social Security should obtain a description through a personal interview with an 
unimpaired self-employed individual from the selected group.  It may be necessary to have a 
more comprehensive description of the impaired individual’s activity than that which the 
impaired person can provide.  Social Security personnel are instructed to make contact with 
people having first-hand knowledge of the beneficiary’s work situation obtained through actual 
participation or observation.  

The degree to which evidence of comparability or worth of services should contain data 
supplied by outside authorities will depend on the individual situation.  In many instances, the 
familiarity of the local field office with local conditions will make it unnecessary to document 
the file in great detail.  For example, it might be evident in a poor farming area that 
management services on a small farm yielding a less-than-subsistence income wouldn’t be 
comparable to the full range of physical and mental activities performed by an able-bodied 
farm operator, nor would the services be clearly worth more than the applicable SGA guideline.  
On the other hand, where there is any doubt as to the comparability or worth of services, Social 
Security should obtain evidence in appropriate detail and supplement it as required by opinions 
from authoritative sources in the community.  

Examples of determining SGA for sole proprietors:  

Test 1:  Myrtle has a small accounting business.  Her average NESE is $2,000 
per month for the period she worked this year.  She has deductions for 
IRWE, and unpaid help of $400.  Myrtle is a sole proprietor and thus her 
work is significant to the business.  Myrtle has substantial income, and is 
thus performing SGA. 

Test 2:  Fred is a plumber.  He has NESE of $500 a month.  Fred performs 
plumbing full-time, however, and plumbers in his area make $5,000 per 
month.  Fred does the plumbing himself and does as much work as other 
plumbers who work in his community.  Social Security determines that 
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Fred’s work is comparable to SGA-level work.  Social Security decides that 
Fred is performing SGA. 

Test 3:  In 2021, Octavia types and makes photocopies for small businesses 
in her community.  Because of her disability, Octavia takes fewer jobs than 
other services.  Even so, considering the effort and time that Octavia 
spends, and the number of jobs she completes, her work should be worth 
$1,500 a month, instead of the $200 per month she reports.  Octavia isn’t 
blind, and the applicable SGA guideline is $1,310.  Social Security decides 
Octavia is performing SGA. 

NOTE:  The comparability of work, and worth of work tests never apply to 
beneficiaries who meet the definition of statutory blindness.  For blind 
individuals, only the Significant Services and Substantial Income tests are 
relevant. 

Use of Averaging in Self-Employment Cases 

Because self-employment income may fluctuate widely due to transitory business conditions, 
changes in the nature and size of the business, improved methods of operations, or other 
factors, the self-employed beneficiary is far less likely than an employee to have a uniform 
monthly income, which Social Security can readily compare to the SGA guidelines.  Because of 
this variance, Social Security averages the individual’s countable income by figuring total 
countable income over a representative period and dividing by the number of months in that 
period.  As in the case of employees, Social Security generally averages income over the entire 
period of work requiring evaluation, which may be up to a full calendar year.  For some 
beneficiaries that period could be an entire calendar year, while for others it could consist of a 
just a few months.  Social Security will average separately the distinct periods of work involved 
when there is a regulatory change in the SGA earnings level or there is a significant change in 
work patterns or income. 

SGA Determinations When Multiple Work Efforts Exist 

Sometimes beneficiaries are engaged in self-employment and also hold wage employment jobs 
at the same time.  Still other beneficiaries may operate more than one small business 
simultaneously.  When more than one work effort exists at the same time, Social Security 
considers each separately during an SGA determination.  If Social Security finds any single 
endeavor to represent SGA, the agency decides the case on that basis.  If no single work effort 
equals SGA, then Social Security combines the income from all work efforts.   Beneficiaries can’t 
use losses from self-employment to offset SGA-level earnings in wage employment (See DI 
10505.015 Averaging Countable Earnings). 
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Resources 
DI 10510.000: Evaluation and Development of Self-Employment - Table of Contents 

DI 10510.001: SGA Evaluation and Development of Self-Employment 

DI 10510.010: SGA Criteria in Self-Employment 

DI 10510.012: Determining Countable Income 

DI 10510.015: Test One of General Evaluation Criteria: Significant Services and Substantial 
Income 

DI 10510.020: Tests Two and Three of General Evaluation Criteria: Comparability of Work and 
Worth of Work Test 

DI 10505.015 Averaging Countable Earnings  
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https://secure.ssa.gov/apps10/poms.nsf/lnx/0410510015
https://secure.ssa.gov/apps10/poms.nsf/lnx/0410510015
https://secure.ssa.gov/apps10/poms.nsf/lnx/0410510020
https://secure.ssa.gov/apps10/poms.nsf/lnx/0410510020
https://secure.ssa.gov/poms.NSF/lnx/0410505015

	Self-Employment and Social Security Disability Insurance (SSDI) Benefits
	Understanding Net Earnings from Self Employment (NESE)
	Turning Net Income into NESE
	Example of turning net income into NESE:
	A Warning about “Owner’s Draw”

	Title II Disability Program Work Incentives and Self-Employment
	The Trial Work Period (TWP) and Self-Employment
	Hours in a Business

	Special Work Incentives for Self-Employed Beneficiaries
	Unincurred Business Expenses
	Unpaid Help


	How Impairment Related Work Expense (IRWEs) Apply in Self-Employment Situations
	Example of business expense that is not an IRWE:

	SGA Determinations for Self-Employed Title II Disability Beneficiaries
	Countable Income Test for SGA for Self-Employed Beneficiaries
	SGA Test for Self-Employment When Countable Income Doesn’t Apply
	Test One:  Significant Services AND Substantial Income
	Tests Two and Three:  Comparability of Work and Worth of Work Tests

	Use of Averaging in Self-Employment Cases
	SGA Determinations When Multiple Work Efforts Exist

	Resources


