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Tax Reform 
 

Problem: 
 
The Tax Cuts and Jobs Act (TCJA) which was enacted late-2017 is now in effect, but key 
portions of it are only temporary—specifically those that help the majority of America’s 
small businesses. The TCJA lowered rates on individuals and businesses and updated the 
business tax code to jumpstart America’s global competitiveness. However, it failed to 
include tax simplification, parity between large and small businesses, permanency of the 
changes, or deficit reduction. Unfortunately, in 2025, most individual—which includes any 
passthrough--cuts and some business tax cuts will revert to pre-reform levels.   
• President Biden campaigned on increasing the corporate income tax rate from 21 

percent to 28 percent—reversing half of the rate reduction achieved by the TCJA, 
among other changes. 

• Biden has also proposed returning to pre-TCJA tax rates for taxpayers earning more 
than $400,000; this would include restoring the highest rate to 39.6 percent for those 
taxpayers. He also would limit the Section 199A pass-through deduction for 
individuals with income above $400,000. 

 
Solution: 
 
Tax reform is critically important in the effort to help grow the economy and improve the 
fiscal situation, and there are many options available to make improvements on both 
fronts. It is imperative that the U.S. moves towards a simpler, fairer tax system that does 
not attempt to only tweak one piece of the puzzle but instead is a permanent solution. 
Specifically, Congress should focus on fixing the national debt, simplifying the tax code for 
small businesses, creating stability and predictability in our tax laws, and moving toward 
greater parity in the tax treatment of various business forms.  
• Rate Parity: Because 83 percent of small firms are passthrough entities, and therefore 

pay taxes on small-business income at the individual level, Congress must seek ways to 
reduce business taxes more fairly, including those on small business.  

• Simplicity: The TCJA does very little to simplify the tax code, and makes it more 
complex for most small businesses. Truly simplifying the tax code means reducing 
compliance and administrative costs and making it possible for job creators to reinvest 
more of their own money in their businesses.    

• Predictability: The TCJA sunsets the passthrough deduction after the year 2025, 
resulting in significant tax hikes on passthrough businesses. NSBA supports making the 
passthrough business deduction permanent. 

• National Debt: Without spending-based reforms, deficits will continue to grow, 
requiring still higher taxes in the future. Outlays continue to far exceed revenues and 
will continue to do so until Congress places meaningful constraints on federal 
spending.  
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Deficit Reduction & Entitlement Reform  
 

Problem: 
 
Despite some short-term improvements made in recent years, long-term debt challenges 
remain, and in the coming decades, the debt will squeeze budgetary resources that are vital 
to our economic success and competitiveness will be stymied. The COVID-19 pandemic and 
the legislation enacted in response created an additional set of issues, which need to be 
considered. 

• The Treasury Department released a fiscal year (FY2020) end report showing that the 
deficit increased to $3.1trillion – $2 trillion more than forecast in the FY2021 
President’s Budget. That is three times more than the $984 billion deficit in FY2019. 

• At 16 percent of gross domestic product (GDP), the deficit in 2020 would be the largest 
since 1945. The deficit in 2021 is projected to be 8.6 percent of GDP. Between 1946 and 
2019, the deficit as a share of GDP has been larger than that only twice.  

• As a result of those deficits, federal debt held by the public is projected to rise to 98 
percent of GDP in 2020, compared to 79 percent at the end of 2019, and 35 percent in 
2007. It would exceed 100 percent in 2021 and increase to 107 percent in 2023, the 
highest in nation’s history.  

• Governmental receipts totaled $3.420 trillion in FY2020, $42 billion lower than in 
FY2019. 

•  The national debt continues to climb at a staggering pace, reaching more than $27 
trillion in October 2020.  A combination of recessions, response to the COVID-19 
pandemic, defense budget growth, and tax cuts has raised the national debt-to-GDP 
ratio to record levels. This is a stark contrast to the year 2000, when the federal 
government had a surplus of $236 billion and the national debt was less than $6 trillion. 

 
Solution: 

 
For NSBA, meaningful tax reform—which includes deficit reduction and entitlement 
reform—is critically important in the effort to help grow the economy and help improve 
the fiscal situation. There are still plenty of options available to make improvements on 
both fronts, however we must act soon. 
 
Avoiding economically disastrous growth in the national debt will require an aggressive 
combination of reduced spending and increased revenue over the long term. Significant 
progress can be made by offsetting all new spending or tax cuts and by assuring solvency of 
all major trust funds. The sooner we act to get our debt under control, the easier pill it will 
be to swallow with more gradual changes we can hope to enact versus driving our 
economy off a fiscal cliff. 
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Self-Employment Tax on Health Care   
  

 
Problem:  
 
Self-employed individuals, unlike large corporations, cannot fully deduct the cost of their 
health insurance as a business expense. Although NSBA won the first battle in 2003 
allowing self-employed individuals to deduct the cost of health insurance for income tax 
purposes, they are still not on par with larger businesses, meaning more must be done.  
• At issue is the 15.3 percent tax that self-employed individuals must pay on their 

employer-provided health insurance costs to which nobody else is subjected.    
• This significant tariff comes in the form of the FICA payroll taxes—the self-employment 

tax rate on net earnings is the sum of 12.4 percent for Social Security and 2.9 percent 
for Medicare.    

• Since 2003 small-business owners have been able to deduct the cost of health care from 
their income, however, that income already has been exposed to the payroll taxes. Thus, 
the self-employed effectively pay the self-employment tax on income used to purchase 
health care.    

• The average cost of a monthly premium for 2020 health insurance for an individual was 
$456. The average cost of a month premium for 2020 health insurance coverage for a 
family was $1134. 

• Although a self-employed individual can deduct a portion of the FICA tax as a business 
expense on Schedule 1 of Form 1040, they cannot fully deduct their health insurance 
expenses as an ordinary business expense, resulting in the 15.3 percent payroll tax they 
alone pay on their premiums adding extra taxes that only the self-employed pay. 

• This additional 15.3 percent tax makes already disturbingly high-priced health care 
costs even more by adding thousands of dollars to the cost of an individual’s health 
care.   

 

 
Solution: 
 
NSBA urges Congress to allow self-employed individuals to fully-deduct the cost of their 
health insurance—something all other business owners and employees can do. NSBA has 
been leading the charge on ending this unfair penalty on the self-employed for more than 
10 years and was integral in a one-year reprieve in 2010—which saved self-employed 
business owners between $456 to $968 in tax that year.   
 
The money self-employed individuals would save could be used to reinvest and grow their 
business, hire part-time help or cover the ever-increasing costs of health insurance.   
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Interstate Sales Tax  
 

 
Problem:  
 
E-commerce provides businesses with access to much larger markets, but it also complicates 
even the simplest of retail transactions. One of the most challenging aspects can be figuring out 
which sales taxes apply to individual sales, especially when selling to out-of-state customers. 
• On June 21, 2018, the U.S. Supreme Court fundamentally changed the rules for collection of 

sales taxes by Internet-based retailers. In South Dakota v. Wayfair Inc., the Court effectively 
stated that individual states can require online sellers to collect state sales tax on their 
sales. This rule overturns the Court’s 1992 decision in Quill Corporation v. North Dakota, 
which prohibited states from requiring a business to collect sales tax unless the business 
had a physical presence in the state. 

• This decision has led to, as of Jan. 1, 2020, 43 states and the District of Columbia requiring 
remote sales tax collection. 

• For many years, states argued that they were losing money by not being able to collect sales 
tax on Internet sales to customers located in their states. Formerly the burden was on the 
customer rather than the seller to pay the relevant tax, and customers often simply did not 
pay use tax to the state.  

• The COVID-19 pandemic has left virtually every state with an unprecedented fiscal crisis 
and threatening basic services including education, health care and public safety – the 
pandemic could slash 2020-21 state revenues by $200 billion. These revenue shortfalls will 
continue to force states to make tough choices in order to balance their budgets, including 
capturing revenue from out of state jurisdictions.   

• For an online small retailer, the decision may mean they will need sales tax software to 
keep them up to date on which states and localities collect sales tax and at what rate –
making compliance burdensome and complex. 
 

   

Solution: 

 
Since there are thousands of state and local tax jurisdictions across the country, NSBA urges 
Congress to advance legislation to protect small businesses and Internet entrepreneurs from 
excessive regulatory burdens associated with the Supreme Court's ruling. Online sellers need 
clarity and stability in the sales tax arena.   
• Any legislation should provide a small-seller exception and prohibit states from requiring 

remote sellers to collect sales and use taxes until the states come up with–and Congress 
ratifies–a compact simplifying sales-tax collection.  

• States should be required to provide software to online sellers free of charge to calculate, 
collect and remit the sales tax.   

• Liability protection should be given to states, sellers and sales tax software providers for 
errors made throughout the chain. 
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The Fair Tax  
 

 
Problem:  
 
The current federal income tax system is broken—unfair, overly complex, and almost 
impossible for most Americans to understand. The Fair Tax is a reasonable, nonpartisan 
alternative before Congress that is both fair and easy to understand. A system that allows 
taxpayers to keep their entire paycheck and only pay taxes on what is spent.   
• The financial burden of taxes and the sheer complexity of the tax code are consistently 

ranked among the top challenges facing America's small businesses – more than one-
fourth of small business owners will spend over 100 hours doing their federal taxes – 
that is more than two full weeks of work. 

• According to most recent NSBA data, the majority of small businesses – 63 percent – 
spend more than $1,000 each year on the administration (i.e. accountant fees) of 
federal taxes alone and 15 percent report spending more than $10,000.  

• It is estimated that American taxpayers spend billions of dollars each year in 
compliance alone: 83 percent of small-business owners pay an external tax practitioner 
or accountant to handle their taxes.  

• The current tax code poses a huge headache to small firms and we desperately need 
fundamental reform and simplification of the tax law. 

 

 
Solution: 
 
NSBA advocates that the Fair Tax is a fair, efficient, transparent, and intelligent solution to 
the frustration and inequity of the current tax system.  
• The Fair Tax is a 23 percent, single rate, national retail sales tax that treats every 

person equally and allows American businesses to thrive, while generating the same tax 
revenue as the current four-million-word-plus tax code.    

• The Fair Tax applies to the sale of all consumer goods and services at the final point of 
consumption and rates depend on the amount of purchases made.    

• Every taxpayer would be subject to the same tax rate with no exceptions and no 
exclusions and gets to keep 100 percent of their paycheck, pension, and Social Security 
payments enabling them to save more, invest in their businesses, and boost our 
economy through job creation and innovation.   

• It would dramatically reduce the tax bias against work, savings and investment, and 
would substantially reduce complexity and compliance costs.    

• The Fair Tax would make the U.S. an extremely attractive location to manufacture 
goods and put U.S. produced products on even footing with foreign produced goods.  
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