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		Abstract

		One important question facing shareholder-employees of small, closely-held C corporations is how to pay themselves for working in and/or running their corporations. Traditionally, C corporation shareholder-employees have been advised to pay themselves compensation instead of dividends, because compensation is generally deductible by the corporation, whereas dividends are not. The payment of compensation has been viewed as one way to mitigate the double taxation of C corporation net income.  The combined amount of individual and corporate income taxes and employment taxes if the payment is in the form of compensation was typically smaller than if the payment were made in the form of qualified dividends.  Thus, there has been a tendency for corporations to pay compensation rather than dividends to shareholder-employees.

The Tax Cuts and Jobs Act of 2017 (TCJA) has changed all that beginning in 2018.  The reduction in the marginal tax rate for C corporations to 21 percent (down from 35 percent), the reduction in individual tax rates, and the retention of special low tax rates on qualified dividends substantially reduce the combined amount of taxes on qualified dividends relative to that on the same amount of compensation.  We found that the combined amount of taxes on qualified dividends is less than that on compensation in many instances, especially when the amount of the payment to the shareholder-employee is $150,000 or less.  This finding is significant because most small business owners take a yearly salary of less than $100,000. 
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