2018 Spring Professional Advisor Seminar
Presentation: Mike Martin

Today’s Agenda – not necessarily in this order
 Review of many (not all) important aspects of the: 2018 Tax Cut and Jobs Act (TCJA)




What is the law?
How do the calculations work?
How will taxpayers, investors, givers react?

 The QBID – This is complicated but critically important
 Charitable Planning Opportunities



New Significance of QCD – Qualified Charitable Deduction
Gifts of appreciated securities – still good?

 Estate Planning - Tax Considerations


The rules have changed and so have planning strategies

 Donor Advised Fund Bundling Strategies
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2018 Tax Cut and Jobs Act
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Individual Tax Cuts - 2018
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 Seven marginal brackets:


10%, 12%, 22%, 24%, 32%, 35%, 37%

 Four marginal brackets for estates and trusts:


10%, 24%, 35%, 37%
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Individual Tax Cuts - 2018
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 Double the standard deduction – Fewer Sch. A users:



$12,000 single
24,000 joint

 No changes made to the elderly and blind additional

standard deductions.

 Eliminate exemptions, personal and dependent.


What Happens to the gross income test of Qualifying Relative rules?
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Tax Rates Schedules - Single
2017 Tax Rate Schedule
Taxable Income
Minimum

Maximum

--

$9,325

$9,326

2018 Tax Rate Schedule
Tax Rate

Taxable Income

Tax Rate

Minimum

Maximum

10%

--

$9,525

10%

$37,950

15%

$9,526

$38,700

12%

$37,951

$91,900

25%

$38,701

$82,500

22%

$91,901

$191,650

28%

$82,501

$157,500

24%

$191,651

$416,700

33%

$157,501

$200,000

32%

$416,701

$418,400

35%

$200,001

$500,000

35%

$418,401

--

39.6%

$500,001

--

37%
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Tax Rates Schedules – Married Filing Jointly
2017 Tax Rate Schedule
Taxable Income
Minimum

Maximum

--

$18,650

$18,651

2018 Tax Rate Schedule
Tax Rate

Taxable Income

Tax Rate

Minimum

Maximum

10%

--

$19,050

10%

$75,900

15%

$19,051

$77,400

12%

$75,901

$153,100

25%

$77,401

$165,000

22%

$153,101

$233,350

28%

$165,001

$315,000

24%

$233,351

$416,700

33%

$315,001

$400,000

32%

$416,701

$470,700

35%

$400,001

$600,000

35%

$470,701

--

39.6%

$600,001

--

37%
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Capital Gains - 2018
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 Under the Act, a 0% capital gains bracket applies to capital

gains “below the 15% rate threshold” ($77,200 for a joint return
or surviving spouse, $51,700 for a head of household, half of the
joint amount for other individuals, and $2,600 for estates and
trusts).

 A 15% bracket applies to gains below the 20% rate threshold

($479,000 for joint return or surviving spouse, half the joint
amount for a married individual filing separately, $425,800 for
any other individual, and $12,700 for an estate or trust).
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Tax Rate Schedules
Amounts were simply adjusted for inflation from 2017. The capital gains tax rate schedules no longer tie to the
ordinary income tax rate schedules.
2018 Long-Term Capital Gains & Qualified Dividends Rates
Single

Married Filing Jointly

Taxable Income

Tax Rate

Minimum

Maximum

--

$38,600

$38,601
$425,801

Taxable Income
Minimum

Maximum

0%

--

$77,200

$425,800

15%

$77,201

$479,000

--

20%

$479,001

--

The 3.8% Net Investment Income Tax applies to single taxpayers with modified adjusted gross income (MAGI) in
excess of $200,000 and married taxpayers filing jointly with MAGI in excess of $250,000.
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Deductions, Exemptions & Credits
Standard Deductions
Filing Status

2017

2018

Single

$6,350

$12,000

Married Filing Jointly

$12,700

$24,000

2017

2018

Single, Age 65+ OR Blind

$1,550

$1,600

Single, Age 65+ AND Blind

$3,100

$3,200

Married, Age 65+ OR Blind

$1,250

$1,300

Married, Age 65+ AND Blind

$2,500

$2,600

Additional Standard Deductions
Filing Status

*Per Person
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Deductions, Exemptions & Credits
Personal & Dependency Exemptions
Filing Status

2017

2018

Single

$4,050

--

Married Filing Jointly

$8,100

--

Dependents

$4,050

--

In 2017, personal and dependency exemptions phased out when AGI exceeded $384,000 for single
taxpayers and $436,300 for married taxpayers filing jointly.
Standard Deductions + Personal Exemptions
Filing Status

2017

2018

Single

$10,400

$12,000

Married Filing Jointly

$20,800

$24,000
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State and Local Personal Itemized Tax Deductions
Retained, but With New Limits
A taxpayer may claim an itemized deduction of up to
$10,000 ($5,000 for a married taxpayer filing a separate
return) for the aggregate of:
• State and local property taxes not paid or accrued in
carrying on a trade or business or activity described in Code
Sec. 212 (i.e. Rental); and
• State and local income, war profits, and excess profits taxes
(or sales taxes in lieu of income, etc. taxes) paid or accrued in
the tax year. Foreign real property taxes may not be
deducted. (Code Sec. 164(b)(6))
• How we going to know how to tax state 2017 refunds received
in 2018 on 2018 Federal Returns?
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Mortgage Interest Deduction Retained,
But With New Limits - 2018

The deduction for interest on home equity indebtedness is suspended, and the
deduction for mortgage interest is limited to underlying indebtedness of up to
$750,000 ($375,000 for married taxpayers filing separately). (Code Sec.
163(h)(3)(F)). As under prior law, the loan must be secured by the taxpayer's
main home or second home (known as a qualified residence), not exceed the cost
of the home and meet other requirements.
Treatment of indebtedness incurred on or before December 15, 2017 - The new
lower limit doesn’t apply to any acquisition indebtedness incurred before
December 15, 2017.
Refinancing – The $1 million/$500,000 limitations continue to apply to
taxpayers who refinance existing qualified residence indebtedness that was
incurred before December 31, 2017, so long as the indebtedness resulting from the
refinancing doesn't exceed the amount of the refinanced indebtedness. (Code Sec.
163(h)(3)(F))
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Examples: IR 2018-32
 Example 1: In January 2018, a taxpayer takes out a $500,000

mortgage to purchase a main home with a fair market value of
$800,000. In February 2018, the taxpayer takes out a $250,000 home
equity loan to put an addition on the main home. Both loans are
secured by the main home and the total does not exceed the cost of the
home. Because the total amount of both loans does not exceed
$750,000, all of the interest paid on the loans is deductible.

 However, if the taxpayer used the home equity loan proceeds for

personal expenses, such as paying off student loans and credit cards,
then the interest on the home equity loan would not be deductible.

Examples: IR 2018-32
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 Example 2: In January 2018, a taxpayer takes out a $500,000

mortgage to purchase a main home. The loan is secured by the main
home. In February 2018, the taxpayer takes out a $250,000 loan to
purchase a vacation home. The loan is secured by the vacation home.
 Because the total amount of both mortgages does not exceed $750,000,
all of the interest paid on both mortgages is deductible.
 However, if the taxpayer took out a $250,000 home equity loan on the

main home to purchase the vacation home, then the interest on the
home equity loan would not be deductible. (This presenter finds this
very curious)

Examples: IR 2018-32
16

 Example 3: In January 2018, a taxpayer takes out a $500,000

mortgage to purchase a main home. The loan is secured by the main
home. In February 2018, the taxpayer takes out a $500,000 loan to
purchase a vacation home. The loan is secured by the vacation home.

 Because the total amount of both mortgages exceeds $750,000, not all

of the interest paid on the mortgages is deductible. A percentage of the
total interest paid is deductible (see Publication 936).

Deductions, Exemptions & Credits
Itemized Deductions – Gifts to Charity
• Up to 60% of AGI for contributions of cash or cash equivalents and up to 30% of AGI for contributions
of long-term appreciated property donated to public charities and operating private foundations.
• Up to 30% of AGI for contributions of cash or cash equivalents and up to 20% of AGI for contributions
of long-term appreciated property to non-operating private foundations.
• Charitable deductions for contributions to colleges or universities made in exchange for athletic event
seating rights are no longer deductible.
• Qualified Charitable Distributions (QCDs) from IRAs provide a tax benefit to taxpayers claiming the
standard deduction. Examples later in presentation.
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Deductions, Exemptions & Credits
Itemized Deductions – Miscellaneous Deductions
• Miscellaneous itemized deductions subject to the 2% AGI threshold are no longer
allowed. This includes
• Unreimbursed employee expenses, tax preparation fees, investment expenses,
safe deposit box, etc.

• Miscellaneous itemized deductions NOT subject to the 2% AGI threshold are still
allowed. This includes:
• Casualty losses attributable to a federally declared disaster, federal estate tax on
income in respect of decedent, and gambling losses up to the amount of gambling
winnings
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Deductions, Exemptions & Credits
Itemized Deduction Phase Out (“Pease” Limitation)

• The overall limitation on itemized deductions no longer
exists.

• In 2017, itemized deductions were phased out by 3% of
the amount AGI exceeded $261,500 for single taxpayers
and $313,800 for married taxpayers filing jointly.
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Deductions, Exemptions & Credits
Child Tax Credits

2017

2018

$1,000

$2,000

$1,000

$1,400

--

$500

Single

$75,000

$200,000

Married Filing Jointly

$110,000

$400,000

Credit for Children (under age 17)
Refundable Amount
Credit for Other Family Members
Start of Phase-Out
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AMT Retained, with Higher
Exemption Amounts - 2018
The AMT exemption amounts for individuals as follows:
• For joint returns and surviving spouses, $109,400.
• For single taxpayers, $70,300.
• For marrieds filing separately, $54,700.
Phase-outs: the above exemption amounts are reduced (not below
zero) to an amount equal to 25% of the amount by which the
alternative taxable income of the taxpayer exceeds the phase-out
amounts, increased as follows:
• For joint returns and surviving spouses, $1 million.
• For all other taxpayers (other than estates and trusts), $500,000

For trusts and estates, the base figure of $22,500 and phase-out
amount of $75,000 remain unchanged, but these amounts will, as will
those above, be adjusted under the new C-CPI-U inflation measure.
(Code Sec. 55(d)(4))
Observation: No Exemptions and no Miscellaneous itemized deductions and less state taxes deductions will reduce AMT significance in 2018 too.
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Other Income Tax Provisions
Alternative Minimum Tax (AMT)
AMT Exemption

2017

2018

Single

$54,300

$70,300

Married Filing Jointly

$84,500

$109,400

Single

$120,700

$500,000

Married Filing Jointly

$160,900

$1,000,000

Start of Phase-Out

Very few taxpayers will be impacted by AMT moving forward due to the $10,000 limit on the state and local tax
deduction and the elimination of miscellaneous itemized deductions subject to the 2% threshold.
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Repealed Deductions - 2018
• Personal casualty losses under Code Sec. 165 (subject to an exception
for federally declared disaster losses).
• Tax preparation expenses under Code Sec. 212
• Alimony payments under Code Sec. 215(a) for post 2018 agreements
(alimony will not be taxable income if subject to this nondeductible rule).
• Moving expenses under Code Sec. 217 and the exclusion from income -except active military.
• Gambling loss limitation under Code Sec. 165(d),is modified to provide
that all deductions for expenses incurred in carrying out wagering
transactions and not just gambling losses and limited to winnings.
• All miscellaneous deductions subject to the 2% floor are
suspended (Code Sec. 67(g)).(this includes Union Dues,
Advisor Fees, Investment Expenses, Safety Box Rental,
Uniforms and Cleaning and all form 2106 items.) See AMT issues.
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Estate & Generation-Skipping Transfer Taxes
• Basic exclusion doubled. The Act doubled the base
exclusion amount under Code Sec. 2010 and Code Sec. 2511
of $5 million (as indexed for inflation; $5.6 million for
2018 per taxpayer) to $10 million, effective for deaths
beginning after December 31, 2017 due to indexing.
• This should be $11,180,000 for 2018.
• Portability of unused exemption is still in place.
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Flat Corporate Rate 21% - 2018
Corporate tax rate will be a flat 21%
rate beginning in 2018.

No separate rate for personal service corporations

25

Dividends – Received Deductions Reduced and
Corporate Amount Repealed - 2018
New law:
• For tax years beginning after December 31, 2017, the 80%
dividends received deduction is reduced to 65%, and the 70%
dividends received deduction is reduced to 50%. (Code Sec. 243)
• For tax years beginning after December 31, 2017, the corporate
AMT is repealed. (Code Sec. 55)
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Increased Code 179 Expensing - 2018
• Limitation on the amount that could be expensed would be increased
to $1 million (from the current $510,000)
• Phase-out amount would be increased to $2.5 million (from the
current $2 million), and
• Both amounts would be indexed for inflation.
The definition of Section 179 property would also include qualified energy efficient heating and airconditioning property permanently, certain depreciable tangible personal property used predominantly
to furnish lodging or in connection with furnishing lodging. Property used predominantly to furnish
lodging or in connection with furnishing lodging generally includes beds and other furniture,
refrigerators, ranges, and other equipment used in the living quarters of a lodging facility such as an
apartment house, dormitory, or any other facility (or part of a facility) where sleeping accommodations
are provided.
•

SUV-Limit ($25,000)still in place, but indexed going forward
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100% Cost Recovery Deduction – IRC 168(k)
• Fully and immediately expense 100% of the cost of qualified
property acquired and placed in service after September 27,
2017 and before January 1, 2023 (with an additional year for
certain qualified property with a longer production period).
• Property would be eligible for this immediate expensing if it is
the taxpayer’s first use, repealing the current requirement that
the original use of the property begin with the taxpayer (good
for new and used property).
• New Phase-Down starts in 2023
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Sec. 168(k) Phase-Down
In later years, the first-year bonus deprecation deduction phases
down, as follows:
• 80% for property placed in service after December 31, 2022 and
before January 1, 2024
• 60% for property placed in service after December 31, 2023 and
before January 1, 2025.
• 40% for property placed in service after December 31, 2024 and
before January 1, 2026.
• 20% for property placed in service after December 31, 2025 and
before January 1, 2027.
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Recovery Period for Real Property
Shortened - 2018
The separate definitions of qualified leasehold improvement, qualified
restaurant, and qualified retail improvement property are eliminated, a general
15-year recovery period and straight-line depreciation are provided for qualified
improvement property, and a 20-year ADS recovery period is provided for such
property.
Thus, qualified improvement property placed in service after December 31, 2017,
is generally depreciable over 15 years using the straight-line method and half-year
convention, without regard to whether the improvements are property subject to a
lease, placed in service more than three years after the date the building was first
placed in service, or made to a restaurant building. Restaurant building property
placed in service after December 31, 2017, that does not meet the definition of
qualified improvement property, is depreciably as nonresidential real property,
using the straight-line method and the mid-month convention.
For property placed in service after December 31, 2017, the ADS recovery period
for residential rental property is shortened from 40 years to 30 years
(Code Sec. 168).
30

Like-Kind Exchanges – IRC 1031
• Like-kind exchanges would be modified to allow for likekind exchanges only with respect to real property.
• The provisions would generally be effective for transfers
after 2017.
• A transition rule would allow like-kind exchanges of
personal property to be completed if the taxpayer has
either disposed of the relinquished property or acquired
the replacement property on or before December 31, 2017.
• No business auto trade-in calculations
•

Trade-ins treated as a sale with trade-in allowance being the sales price.
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Repeal of Numerous Business Provisions
It would repeal:
• The deduction for local lobbying expenses, effective for
amounts paid or incurred after 2017;
• The deduction for income attributable to domestic
production activities, for tax years beginning after 2017
for non C-Corps;
• Eliminate some of the “meals and entertainment”
deduction currently allowed at 50%.
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Entertainment Expenses vs Food and Beverage Expenses
 Effective 2018. The new law provides that no deduction is allowed with respect to:

1) An activity generally considered to be entertainment, amusement or recreation,
2) Membership dues with respect to any club organized for business, pleasure, recreation or other social
purposes, or
3) A facility or portion thereof used in connection with any of the above items.
However,
 Taxpayers may still generally deduct 50% of the food and beverage expenses associated with operating their

trade or business (e.g., meals consumed by employees on work travel). However, to the extent that such
expense would have properly been shown on a form 2106 it too will be lost.

33

Today’s Discussion Topics - QBID
Eligible Taxpayers
Basic Requirements
Deduction – General
Non-Service Business
Service Business
Taxable Income Limit
Definitions and Other Rules
34

New Business Income Deduction:
§199A - 2018
35

“Qualified Business Income” - QBI
For: Non-corporate taxpayers, includes trusts or estates, with QBI from 1065, 1120-S, and Sch. C
and Sch. F filers. (1120 filers not included.)
These taxpayers are allowed to deduct:
1. The lesser of:
a)
b)

the “combined qualified business income amount” of the taxpayer, or
20% of the excess, if any, of the taxable income of the taxpayer for the tax year over the sum of net
capital gain and the aggregate amount of the qualified cooperative dividends of the taxpayer for
the tax year; plus

2. The lesser of:
a)
b)

20% of the aggregate amount of the qualified cooperative dividends of the taxpayer for the tax
year, or
taxable income (reduced by the net capital gain) of the taxpayer for the tax year. (Code Sec.
199A(a))

35

“Combined Qualifying Business
Income Amount”?
36

An amount equal to:
 The deductible amount for each qualified trade or business of the

taxpayer (defined as 20% of the taxpayer’s QBI subject to the W-2 wage
limitation; see below); plus

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

(REIT) dividends and qualified publicly traded partnership income of
the taxpayer for the tax year. (Code Sec. 199A(b))

The 20% deduction is not allowed in computing adjusted gross
income (AGI), but rather is allowed as a deduction reducing taxable
income. (Code Sec. 62(a))
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Section 199A: Basic Structure
• 20% page two Form 1040 deduction for qualified business income
• Over-all limit of 20% of taxable income before the QBID and
determined without regard to net capital gain income
• Available to taxpayers other than C corporation

 Schedule C sole proprietorships
 Schedule E if a trade or business (perhaps rent*, partnership flow through, S
corporation flow through)

• May be phased out if taxable income exceeds a threshold amount
*See unresolved issues
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Capital Gain Income
• The over-all deduction limitation is taxable income before any net
capital gain
• The net capital gain term is the Section 1222(11) definition, subject
to the special tax rates found in Section 1(h); however, see
unresolved issues
• This is the excess of net long-term capital gain over net short-term
capital loss
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Qualified Business Income - Generally
• Must be from a trade or business –”QTB” or “SSB”
• QTB – Qualified Trade or Business that is not a SSB.
• SSB – A QTB that is a Specified Service Business.
• Does not include capital gain or loss or dividend income (perhaps §1231
is included?)
• Interest income is included if it relates to the trade or business; interest
not allocable to a trade or business is not QBI
• Qualified REIT dividends and PTP income also eligible for 20%
deduction
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Service Business – “SSB”
• A service business includes specified service businesses such
as consulting, law, accounting, and so on
• It also includes any business where the principal asset is the skill
or reputation of one or more of the employees (Section
1202(e)(3)(A) definition) – Very Confusing
• Because the deduction for high-income taxpayers may go to zero,
such taxpayers will be expected to contend that the business is not
a service business.
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Service Business – “SSB”
• Definition found in Section 1202(e)(3)(A)
• Architects and engineers are excluded (not service business)
• Older IRS rulings may offer some guidance (e.g., veterinarians
and physical therapists are in a service business)
• But the “skill and reputation” issue will create grey areas
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Which is a SSB - ”Specified Service Business”?
1. Stylist or barber,
2. Member of Board of Directors,
3. Specialty contractor – Framer, drywaller, electrician, carpenter,
4. Auto mechanic,
5. Attorney,
6. Doctor,
7. Architect,
8. Engineer,
9. Accountant,
10.Entertainer
11. Chef – non celebrity
12. Chef – celebrity
13. Personal Trainer

Which is a SSB - ”Specified Service Business”?
43

1. Stylist or barber, NO?
2. Member of Board of Directors, YES?
3. Specialty contractor – Framer, drywaller, electrician, carpenter, NO
4. Auto mechanic, NO
5. Attorney, YES
6. Doctor, YES
7. Architect, NO
8. Engineer, NO
9. Accountant, YES
10.Entertainer, YES
11. Chef – non celebrity ?
12.Chef – celebrity ?
13. Personal Trainer YES

Service Business vs Non-Service Business
Why do we care?

• The debate as to whether a business is a service business will
occur only for taxpayers with income above the beginning
threshold amount – with a SSB type business the deduction
can be phased out to zero.
• A non-service business-QBT- has the wage or wage/capital
limit as a floor on the allowed deduction which would salvage
some of the otherwise phased-out deduction.
• A non-service business needs W-2 wages or capital to get a
deduction for above phase-out range high-income taxpayers
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Phase-outs with Floors
• Phase-out range starts at $315,000 MFJ or $157,500 for all
others
• Phase-out ends at $415,000 MFJ or $207,500 for others
• Inflation adjusted post-2018
• Limit applies to all QBI trades or businesses
 Service business – deduction may go to zero
 Non-service business – separate floor applies based on wages or
wage/capital
45

Non-Service Business - “QTB”
• If taxpayer’s taxable income exceeds the threshold, the
deduction may be limited to the greater of
 50% of W-2 wages for business
 25% of W-2 wages + 2.5% of the unadjusted basis of depreciable
business assets
• If the business has W-2 wages and/or capital, there will be some
deduction allowed without regard to the taxpayer’s taxable income
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Wage or Wage/Capital Limit
• W-2 Wages are those timely reported to SSA
• Unadjusted basis of depreciable property is


Not reduced by Section 179, Section 168k, or regular depreciation



The unadjusted basis is used for the greater of the recovery period or 10 years (i.e., 3 year, 5
year, 7 year, 10 year)



The basis is eliminated if the asset is no longer used in the qualifying business (only count if
held at year end)
That is to say, for 3-5-7-10 year recovery property all we need to do is ask if the recovery period
has expired or not. For 15, 20, or longer-year property we must ask if the 10-year period has
expired.
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Exactly which wages are to be used here?
W-2 wages means the amounts described in §6051(a)(3) and (8)* paid by any
person with respect to employment of employees by such person during the
calendar year ending during the person’s taxable year.
What wages Box 1, Box 3 or Box 5?
example 1
example 2
Box 1 100,000
120,000
Box 3 120,000
100,000
Box 5 120,000
100,000
Is it the highest of the three? This commentator thinks it is!
*6051(a)(8) includes 457 salary deferrals, 402g salary deferrals and 402A
Designated Roth salary deferrals.

Capital Example
• On June 12, 2018 taxpayer purchases $300,000 or qualifying
Section 179 property
• A full Section 179 expense election is made for this property
• The property is used in a qualifying business and is held at
December 31, 2018
• The unadjusted basis of $300,000 is counted in the capital base
for the QBI limitation for taxpayers with income above the
threshold
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Short cuts to think about before the calculations
There are three categories of taxable income (computed before the § 199A QBID) which are used to determine the
amount that is deductible under § 199A.
These include:
Category 1 – Taxpayer has taxable income (computed before the § 199A QBID) equal to or less than the beginning
of the phase-out range ($315,000 for joint returns and $157,500 for other returns).
simple calculations
no SSB issues to consider
Category 2 – Taxpayer has taxable income (computed before the § 199A QBID) equal to or greater than the end of
the phase-out range (greater than or equal to $415,000 for joint returns and $207,500 for other returns).
SSB activities - no deduction
QTB activities look for wages and tangible depreciable property
Category 3 – Taxpayer has taxable income (computed before the § 199A QBID) greater than the beginning phaseout range ($315,000 for joint returns and $157,500 for other returns), but not equal to or greater than the end of
the phase-out range ($415,000 for joint returns and $207,500 for other returns).
complex calculations
QTB and SSB distinctions important
Note: For all three categories, the deduction may not exceed 20% of taxable income reduced by net capital gain.

Exactly, How do we calculate QBI?
Qualified business income means the net amount of qualified items
of income, gain, deduction, and loss with respect to the qualified
trade or business of the taxpayer. The determination of qualified
items of income, gain, deduction, and loss takes into account these
items only to the extent included or allowed in the determination of
taxable income for the year.
 1. What about:






a. Pension contribution
b. Health insurance premium
c. Deduction for ½ of SE tax
d. Nondeductible expenses
e. Separately stated items of income, gain, loss & deduction on Schedule K-1

Example 1
• Taxpayer files MFJ
• Qualified business income is $200,000
• Taxable income is $300,000, which includes $50,000 of net
capital gain income (we don’t care if this is a QBT or SSB can
you tell why?)
• RESULT

 QBI deduction is $40,000 (20% of QBI)
 Limited to 20% ($300,000 - $50,000) = $50,000, so the $40,000
deduction it not limited
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Example 2
• Taxpayer files MFJ
• Qualified business income is $200,000
• Taxable income is $220,000, which includes $50,000 or net
capital gain income
• RESULT

 QBI deduction is $40,000 (20% of QBI)
 Limited to 20% ($220,000 - $50,000) = $34,000, so the deduction
is limited to $34,000
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Example 3: Base Point
• Qualified business income is $200,000
• Taxpayer is MFJ and reports taxable income of $250,000
• Taxable income does not exceed the beginning phase-out
range of $315,000
• The QBI deduction is then $40,000 (20% of $200,000)
• This is so for all business types
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Example 4
• Taxpayer is MFJ with taxable income of $450,000
• Qualified business income is $100,000 (it is a QBT not an SSB)
• Normal QBI deduction is $20,000 (20% of $100,000)
• W-2 wages are $60,000; Unadjusted basis of capital is $400,000
• Wage limit is $30,000 (50% of $60,000)
• Wage/Capital Limit is $25,000 (25% of $60,000 plus 2.5% of $400,000)
• RESULT: The taxable income limit is not applicable because the 20% of QBI
limit ($20,000) is less than the wage or wage/capital limit ($30,000)
• So the deduction is $20,000
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Example 4 Comment
• For a non-service business, “too much” taxable income causes
the otherwise allowed deduction based on QBI to drop to the
wage or wage/capital limit (whichever is greater)
• If the 20% of QBI figure is already below the wage or
wage/capital limit, no amount of taxable income can cause the
deduction to become lower (because the 20% of QBI is already
below the floor for high-income taxpayers)
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Example 5
• Taxpayer is MFJ with taxable income of $450,000
• Qualified business income is $200,000 (this is a QTB not an SSB)
• Normal QBI deduction is $40,000 (20% of $200,000)
• W-2 wages are $60,000; Unadjusted basis of capital is $400,000
• Wage limit is $30,000 (50% of $60,000)
• Wage/Capital Limit is $25,000 (25% of $60,000 plus 2.5% of $400,000)
• The taxable income limit applies because the 20% of QBI limit ($40,000) is
more than the wage or wage/capital limit ($30,000)
• Because taxable income > $415,000, the deduction is limited to $30,000
(full reduction to wage limit)
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Example 6
• Taxpayer is MFJ with taxable income of $385,000-before QBID includes 50k LTCG
• Qualified business income is $200,000 (a QTB not an SSB)
• Normal QBI deduction is $40,000 (20% of $200,000)
• W-2 wages are $60,000; Unadjusted basis of capital is $400,000
• Wage limit is $30,000 (50% of $60,000)
• Wage/Capital Limit is $25,000 (25% of $60,000 plus 2.5% of $400,000)
• The taxable income limit applies because the 20% of QBI limit ($40,000) is more
than the wage or wage/capital limit ($30,000)
• The $40,000 deduction is reduced by 70% ($385,000 - $315,000/$100,000) of the
excess of the $40,000 over the $30,000, so the deduction is reduced by $7,000
(70% of $40,000 - $30,000) from $40,000 to $33,000.
NOTE: Example 5 had a 100% reduction (from $40,000 to $30,000)
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Example 7
• Taxpayer is MFJ with taxable income of $4 Million
• Qualified business income is $2 Million
• Normal QBI deduction is $400,000 (20% of $2 Million)
• W-2 wages are zero; Unadjusted basis of capital is $40 Million
• Wage limit is zero
• Wage/Capital Limit is $1 Million (25% of zero plus 2.5% of $40 Million)
• The taxable income limit does not apply because the 20% of QBI limit ($400,000)
is less than the wage or wage/capital limit ($1 Million) – SAME AS EXAMPLE 4
• The deduction is $400,000 (20% of QBI)
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Example 8
• Taxpayer is MFJ with taxable income of $4 Million
• Qualified business income is $2 Million
• Normal QBI deduction is $400,000 (20% of $2 Million)
• W-2 wages are zero; Unadjusted basis of capital is $8 Million
• Wage limit is zero
• Wage/Capital Limit is $200,000 (25% of zero plus 2.5% of $8 Million)
• The taxable income limit applies because the 20% of QBI limit ($400,000) is more
than the wage or wage/capital limit ($200,000)
• Because taxable income > $415,000, the deduction is limited to $200,000 (100%
reduction from $400,000 to $200,000)
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Example 7 and 8 Revisited
• Example 7 had no taxable income limit because the capital was so high
that the 20% of QBI limit applied without regard to taxable income
• Example 8 had a taxable income limit but a deduction was still allowed
based on the significant capital base
• These example are most common with a real estate operation (large
capital base)
• However, the operation must be a business with QBI
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Ancillary Issues
• The “phase-out range income” is based on taxable income before
the QBID
• With an increased standard deduction of $24,000 (MFJ), there is
no limitation if gross income is $339,000 or lower
• Non-QBI deductions can help increase the QBI deduction,
effectively creating a 120% deduction (100% plus 20%) in phaseout range-Example to follow…
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Ancillary Issues
• Taxable income is determined before the Section 199A deduction
• So we may expect Page 2 of the Form 1040 to be organized something like






Adjusted gross income
Standard Deduction or Itemized
Taxable income pre-Section 199A
Section 199A deduction
Taxable income

• States that piggyback on federal AGI would not allow the Section 199A deduction
unless their law is changed
• So, if lowering pre-deduction taxable income is called for, then that can be done not
only with adjustments to income but also itemized deductions such as charity!
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Think about it….
 Unlike so many tax benefits past and present the good value of them

“phase-out” as Adjusted Gross Income increases.

 The QBID starts losing value as Taxable Income into and above the

phase-out range increases.






Increase itemized deductions with charitable giving
Works best when other itemized deductions total close to or over the standard
deduction..
See example next slide..

Let’s look at an example
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 Mary is a retired partner in a law firm where she received net profits of $240,000. She has state and

local tax deductions capped out at $10,000 and $22,500 of mortgage interest deductions. This leaves
her with $207,500 of taxable income ($240,000 - $10,000 - $22,500). At this level of taxable income,
she cannot use the Qualified Business Income Deduction. But, being cleverly advised, Mary decides to
make a $50,000 charitable gift.
 As a result, Mary reduces her taxable income by $50,000 and she gets the normal federal tax benefit
of a charitable deduction. For her, this charitable deduction is worth $16,225 ($7,500 X 35% federal
rate + $42,500 X 32% federal rate). But, she has also phased herself back into the Qualified Business
Income Deduction.
 This results in a deduction of the remaining $157,500 of business income X 20% Qualified Business
Income Deduction rate or $31,500. This new deduction reduces her federal taxes by an additional
$7,560 ($31,500 x 24%). Thus, Mary’s $50,000 gift generated $23,785 of federal tax benefits. If Mary
lives in a 6% rate state, she also gets a state tax benefit of $3,000 ($50,000 deductible charitable gift
X 6.%), which will likely not impact her federal deductions due to her property taxes and the new state
and local income tax (SALT) deduction cap.
 Thus, even though Mary ends up at a marginal federal tax rate of only 24%, her $50,000 charitable
gift generated tax benefits worth $26,785 or 53.6 cents of every donated dollar.

Loss From a Qualified Business
• The general 20% deduction applies to the taxpayer’s
“combined” qualified business income
• So a loss from one business offsets income from another
• If there is a net loss from aggregated qualified businesses, that
loss carries to the next tax year and will reduce an otherwise
allowed QBI deductions in the future
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Flow Through Reporting
New Lines on Forms K-1
• Supplemental information should now be required to allow the owner
of a flow-through business to determine






Qualified business income
Share of W-2 wages
Share of unadjusted basis of business assets
Classification of business as specified service activity or otherwise
Income or loss by business (activity definition?)

• Also, the deduction is not available for reasonable* compensation or a
guaranteed payment for services

*Whether paid as wages or not
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Flow Through Entities
• Entity W-2 wages are allocated among owners based on how the wage
deduction is allocated
• Share of capital is allocated among owners based on how depreciation
shares are allocated
 Where the property is already fully recovered will the share be based on the
allocation at the time the property is acquired?
 The statute notes that regulations will address this issue, but we may need to
adopt a reasonable position until the regulations are issued
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Flow Through Entities
• Partnerships may have Section 734 (common basis of assets) or Section
743 (partner-only adjustment) allocated to depreciable assets
 Section 734 adjustments should clearly affect the capital base
 Section 743 adjustments should also affect the capital base, but only for the
partner affected

• In either case, the adjustment would need to relate to property used in
a qualified business
69

Depreciation Schedules
• To determine the capital base for the high income limitation, the
preparer’s software will need to link to fixed assets
• Many assets will be fully depreciated (Section 179, bonus
depreciation, or regular MACRS)
• But the link has to be unadjusted basis, and all qualifying assets
will need to be reported whether expensed or not
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Choice of Entity Issues
 Even though the corporate tax rate is a flat 21%, it may

remain advantageous to operate a qualified trade or business
as an S corporation or a partnership if the business qualifies
for the deduction under § 199A.
 However, there are several scenarios where this rule of
thumb is invalid.
 In our August Seminar for tax pros we will cover this topic in
detail.

So much more to know …
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 Mike Martin Seminars is planning a comprehensive half day

presentation on these tax issues in early August. Please contact Debbie
Jessee of Mike Martin Seminars for more information 816.224.2560 ext
101. Included will be a deep dive on QBID, Entity Selection, and
business deductions.

 Beverly Powell has more to share after break..
 Thank you..

2018 Spring Professional Advisor Seminar
Presentation: Beverly Powell, CPA

Using Your Required Minimum Distribution (RMD)
To Start A Fund


There are many benefits to using your RMD for charity





Avoid taxes on transfers of up to $100,000 from your IRA to a scholarship fund, designated fund, or
a field of interest fund
Satisfy your required minimum distribution (RMD) for the year
Reduce your taxable income, even if you do not itemize deductions
Make a gift that is not subject to the deduction limits on charitable gifts

Using Your Required Minimum Distribution (RMD)
To Start A Fund

Using Your Required Minimum Distribution (RMD)
To Start A Fund


70 ½ years of age or older
 Cannot fund a

Donor Advised Fund (DAF)
 Can fund the following –
 Scholarship Fund
 Designated Fund
 Field of Interest Fund
 Foundation Fan Club

Avoid Capital Gains & Medicare Taxes on Appreciated Stock
Gifts to Your Donor Advised Fund

Maximizing Your Charitable Contributions With Donor
Advised Fund Bunching

Maximizing Your Charitable Contributions With Donor
Advised Fund Bunching

Life Events That Can Trigger Changes In Charitable Giving
Planning


There are many life events that can trigger a change in plans in your clients planned
giving strategy, including –
 Death

of a family member
 Divorce
 Record year in business profits
 Retirement
 Sale of a business, small business or big business merger
 Unexpected inheritance

Questions?

