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New 20% Deduction For "Qualified Business Income"

 

The Tax Cuts and Jobs Act (TCJA) made a significant new tax deduction taking
effect in 2018 under the new tax law.  It should provide a substantial tax benefit to
individuals with "qualified business income" from a Partnership, S Corporation,
Limited Liability Company, or Sole Proprietorship. This income is referred to as
"pass-through" income.
 
This deduction is effective for the tax years beginning 2018 through December 31,
2025.
 
The most important goal of the TCJA was to reduce the tax rates on C
Corporations to make them more competitive in world markets.   Reducing the
top C Corporation rate from 35% to 21%, however, put pass-through businesses at
a disadvantage relative to C Corporations.   Thus, the 20% deduction was added
to the Act to give pass-through entities a comparable tax break.   The 20%
deduction, in theory, reduces the tax rate from a maximum of 37% to a maximum
of 29.6%.
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The deduction is 20% of your "Qualified Business Income"  (QBI) from a
Partnership, S Corporation, or Sole Proprietorship, defined as the net amount of
items of income, gain, deduction, and loss with respect to your trade or business.
The business must be conducted within the U.S. to qualify, and specified
investment-related items are NOT included, e.g., capital gains or losses,
dividends, and interest income. Also, QBI does NOT include reasonable
compensation received from an S Corporation, or a guaranteed payment received
from a Partnership for services provided to a partnership's business.
 
The deduction   taken reduces your taxable income but not your adjusted gross
income.  In general, the deduction cannot exceed 20% of the excess of your taxable
income over your net capital gain. 
 
The amount deductible for each trade or business is the LESSER of:

20% of the QBI for the qualified trade or business, OR
The greater of:

50% of the taxpayer's allocable W-2 wages from the qualified trade or
business, OR
25% of the taxpayer's allocable W-2 wages from the qualified trade or
business plus 2.5% of unadjusted basis determined immediately after
acquisition of depreciable property in service

There is limited availability of a 20% deduction to Specified Service Businesses
and businesses with no wages:

Can take 20% deduction if taxable income is less than $315,000 (MFJ) and
$157,500 (all others)
Completely phased-out once taxable income hits $415,000 and $207,500,
respectively

A Specified Service, trade or business includes  CPAs, lawyers,
doctors,  investment management, trading or dealing in securities.   Specifically
NOT included in this definition are architects & engineers.
 
Based on the new corporate rate (21%) and the pass-through rate of (29.6%), we
are analyzing  the current entity structures of businesses and making
recommendations to increase tax savings and reduce overall tax.



New Tax Law Analysis Seminar
Thursday, September 27th

Traphagen Financial Group 
(Location to be determined)

 
We will be discussing the 20% Deduction and more... Watch for further Details!

If you have any questions about how these regulations apply to your
particular situation, please contact our office so we can assist you.  
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