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Code 8199A - Qualified Business Income

« Deduction for Qualified Business Income of Pass-Through Entities are
also known as:

e 20% deduction
e QBI deduction
e Code 8199A deduction

* Deduction for qualified business income

 Pass-through deduction

§199A; §11011 N/\TP



Qualified Business Income In a Nutshell

The deduction is equal to

20% of domestic

A

“qualified business income” (QBI) A

from a

pass-through entity
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Basically provides a top
marginal rate of 29.6%

Below the line deduction

SE tax calculation is
unaffected



Pass-through Entities — Qualified Trade or Business

« Partnership
 S-Corporation

e Sole proprietorship

« LLCs

 Real estate investors

 Trusts, estates, REITs and qualified
cooperatives

Anything other than a C-Corp
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“Qualified Business Income” (QBI)

YN

 QBlis generally defined as “...the net amount of qualified items of
Income, gain, deduction, and loss with respect to any qualified trade
or business of the taxpayer”

« “Qualified items of income, gain, deduction, and loss”

- “Effectively connected with the conduct of a trade or business
within the U.S., within the meaning of §864(c)”

 “Included or allowed in determining taxable income for the
taxable year”
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What is NOT in QBI

YN

* Items used in determining net long-term capital gain or loss
 Dividends, or anything looking like a dividend

 Interest income, except trade or business

« Reasonable compensation

e Guaranteed payments

NATP Cont.



What is NOT in QBI, cont.

 Any amount paid or incurred by a partnership to a partner who is acting
other than in his or her capacity as a partner for services

« Commodities transactions, except trade or business
 Foreign currency gains from §988 transactions
 Income from notional principal contracts

 Income from annuity not used in trade or business

NATP



“Qualified Business Income Deduction”

A

e The lesser of e Plusthe

essenof

« combined qualified « 20% of the aggregaté amount of the

business income amount or qualified cooperative dividends, or

« 20% of the excess (if any) of « Taxable income, reduced by the net

« Taxable income, over capitakgain
 The sum of any net capital

gain Not part of today’s discussion

Deduction can’'t exceed taxable income
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QBI: A Below-the-Line Deduction

Fage 2

2 8

satanals

s
=]

Amount from line 37 (adjusted gross income)

Check | || You were bomn before January 2, 195:3- | Blind. | Total boxes

if: | Spouse was born before January 2, 1953, | | Blind. / checked & 33a

If your spouse itemizes on a separate return or you were a dual-status alien, check here»  39b |

Itemized deductions (from Schadule A) or your standard deduction (see left margin)
Subtract line 40 from line 38 .

Exemptions. If line 38 is $156,900 or lass, mult.:l',- E-!.l:ﬁﬂ I:|5r 1ha nurnbar on Ilna Ed mhamse sea instructions
Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0- .

Tax (see instructions). Check if any from: a | | Form{s) 8814 b [ |Form 4972 ¢ ||

&

£

1

New QBI

A

Deduction?

Alternative minimum tax (see instructions). Attach Form 6251
Excess advance pramium tax cradit repayment. Attach Form 8962

&|&5|8|&|%

e

Add lines 44, 45 and46 . . . . . . . . . . . L . . . . . . . W

| I 1

Net QBI deduction never > 20% of QBI

Net QBI deduction never > 20% of taxable income
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Example — QBI Deduction 1040 - MFJ

W-2 income $24,000 What is the QBI deduction?

Schedule C income $100,000

NATP
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“Combined gqualified business income amount”

 The sum of the deductible amounts determined for each qualified trade

or business of the taxpayer, PLUS

 20% of the aggregate amount of qualified real estate investment trust

(REIT) dividends and qualified publicly traded partnership income

See spreadsheet on handout

NATP



Example — Combined QBI Deduction 1040; MFJ

W-2 income $ 24,000 What is the QBI deduction?

Schedule C income $100,000

S-Corp K-1 $100,000

NATP




How It Works...

Pass-through Entities

E 1 040 Department of the Treasury — Internal Ravenues Service {99}
2 U.S. Individual Income Tax Return

e —

Income

Attach Formis)
W-2 here. Also
attach Forms
W-2G and
1099-R if tax
was withheld.

If you did not
get a W-2,
S8 instructions.

1
1
1
1
17
18

aw*““-auwua".

Wagaﬁ salaries, tlpra etc. Attach Fnrn'u(s} W-2

Taxable interest. Attach Schedule B if required 5 o5 ©o.50 6 5 6 &5 6 ¢ Ba
Tax-axempt interast. Do not include on line8a . . . | 8b | |

Ordinary dividends. Attach Schedula B if raquired : 5 5 & & o.- Sa
Qualified dividends . . R P |

Taxable refunds, cradits, unﬂse‘tsn-fslala and local income taxes 10
Alimony received : 11

Business incoma or (loss). Attach Schadula I:'.': or G EZ . 12
Capital gain or (loss). Attach Schadule D If required. If not requlred c.h&::k hara ll- U 13
Other gains or (losses). Attach Form 4797 . ~ & a 5 & o - 14
IRA distributions . 15a b Taxabile armount 15b
Pensions and annuities | 16a b Taxabile armount g 16k
Rantal real estate, royvalties, partnerships, S corporations, trusts, etc. Attach Schadule E 17

Farm income or (loss). Attach Schedula F . 18

NATP
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“Threshold Amount” — 1040 Taxable Income

* In general, the term means $315,000 MFJ; $157,500 all others

e Phaseout is limited based on 1040 taxable income
e Phased out $315,000 - $415,000 MFJ; $157,500 - $207,500 all others

* Adjusted for inflation beginning after 2018

NATP



Deductible Amount for Each Qualified Trade or Business
When 1040 taxable income > Threshold Amount

e Lesser of

o 20% of QBI for that trade or business OR

e Greater of

 50% of W-2 wages for that trade or business OR

« 25% of W-2 wages for that trade or business PLUS 2.5% of the unadjusted
basis immediately after acquisition of all qualified property

Net Tentative QBIl deduction = total of each tentative QBI

NATP



“W-2 Wages”

« The total wages subject to wage withholding, elective deferrals, and
deferred compensation paid by the qualified trade or business with
respect to employment of its employees during the calendar year ending
during the taxable year of the taxpayer

 Itdoes not include any amount which was not properly included in a
return filed with the Social Security Administration on or before the 60t
day after the due date (including extensions)

NATP



* “Qualified business property”

 The unadjusted basis, iImmediately after acquisition, of tangible property of a
character subject to depreciation that is held by and available for use in, the
gualified trade or business at the close of the taxable year, and which is used in
the production of qualified business income, and for which the depreciable
period has not ended before the close of the taxable year

* “Depreciable period”

 The period beginning on the date the property is first placed in service by the
taxpayer and ending on the latter of:

« The date 10 years after that date, or

« The last day of the last full year in the applicable recovery period that would apply
to the property under 8168

NATP



* “Qualified trade or business”

« “Any trade or business other than a specified service trade or business and other
than the trade or business of being an employee.”

* Norreasonable comp and guaranteed payments

« “Specified service trade or business”

« “Any trade or business involving the performance of services in the fields of health,
law, consulting, athletics, financial services, or any trade or business where the
principal asset of such trade or business is the reputation or skill of one or more
of its employees or owners, or which involves the performance of services that
consists of investing and investment management trading, or dealing in securities,
partnership interests, or commodities.” Engineering and architecture are excluded

from the list.

NATP



Specified Service Businesses

Disqualified under Section 1202 but Allowed under Section 199A include

o Banking ¢ Farming
« Insurance * Any bl_Jsiness giving rise to
depletion

* Financing

. Leasing  Any business of operating

a hotel, motel, or restaurant

Specified Service Business above phaseout = no QBI deduction

NATP



Threshold Phaseouts

1040
Taxable MFJ >>>>>> <$315,000 >$315,000;<$415,000 >$415,000
Income All Others > <$157,500 >$157,500;<$207,500 >$207,500




Rentals and §199A

« Hazard v. Comm’r., (1946)

Tax court ruled that even one
single family residential rental
was a trade or business

Remains authority for the Tax
Court in every area of the
country, except in the 2" Circuit
where...

...Grier v. U.S., (1955)

Held that “broader activity” was
needed for a rental to constitute
a trade or business

NATP

It appears the intent was the
20% deduction is intended to
apply to rental income because a
last minute change was made to
the limitation on the deduction
specifically to accommodate
rental owners



QBIl and Qualified Business Loss (QBL)

Year One

Qualified Business A $20,000 QBI
Qualified Business B ($50,000) OBL
No deduction allowed ($30,000) QBL

QBL carried over to next year

Year Two
Qualified Business A $20,000 OBI
Qualified Business B $50,000 OBI

$70,000 QBI

$70,000 CQOBI x .20 = $14,000
-$30,000 QBL x .20 = $ 6,000
Deduction allowed $ 8,000

NATP



Do You Qualify for the QBI Deduction?

NATP

Is owner's
I the
busi Tes * No QB + Yes taxable income | —No—
usiness a deduction + £207 500
C-Corp? .
| {5415,000 MFJ)
I - |
/ Mo
Does owner's taxable : l
income exceed I= the business
threshold? —fEE— a specified NO— & Is 20% of OBl > 50%
¢157.500 individuals: service trade of wages (or 25% of
| 53:15 U,!]r:] :.:IF;;E B or business? wages + 2.5% of
qualified property)?
r lified )7
\“ND ﬁ |
\"-. Mo Yag
Full 20% QBI |z 20% of owner’s ""ff l

deduction |* "

taxable income =
20% of QBIF

el

Deduction limited to
20% of taxable income

*\_\_\

Deduction
reduced

l

Deduction is in
phase cut range

wage limit or wage
plus property limit
for 20% of QB test

Lze greater of

23



Thank you!

Stop by the NATP booth in the Expo Hall to talk more about this topic,
to get your badge scanned so we can send you more materials and to
learn about the support and benefits you receive when you’'re a member
of the National Association of Tax Professionals.
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