Qualified Business Income Deduction Checklist
Individuals, estates, and trusts may now deduct up to 20% of their Qualified Business Income (QBI) from sole proprietorships (including farms)
and pass-through entities. This means that the QBI of taxpayers in the new 37% tax bracket may be taxed at an effective top marginal rate of
29.6% (33.4% if you factor in the 3.8% net investment income tax).
The Qualified Business Income Deduction Checklist addresses key aspects of the QBI deduction to help develop strategies to maximize the
QBI deduction for your clients. The checklist may be used in conjunction with the Tax Cuts and Jobs Act Planning Letter for Individual Clients
and the Tax Cuts and Jobs Act Individual Tax Planning Checklist. These resources are intended to generate discussion points as you hold
midyear tax planning meetings with your clients.
1. General Considerations
A. Does the client have income from a sole proprietorship (including a single-member LLC) or pass-through entity
(S corporation, partnership, or LLC)? If no, consider the following:
–– Are there opportunities for the client to become a business owner?
–– If currently an employee, can the client form an entity and have their former employer pay a consulting fee to that
entity? See Section 5 below for additional considerations.
B. Is the client’s business a qualified business under IRC Sec. 199A?
–– Don’t count the business of performing services as an employee.
–– Are the activities so sporadic or indicative of a hobby that they wouldn’t constitute a trade or business?
–– Is the client engaging in the activity to earn income or profit? Is involvement regular and continuous?
–– Does the client own rental real estate? Absent IRS guidance to the contrary, rental real estate activity in which the
taxpayer is actively involved might be a qualified business.
C. Review trades or businesses to determine if income qualifies as QBI.
–– Is the net amount of income, gain, deduction, and loss sourced to the U.S. (including Puerto Rico)?
–– Exclude investment income and reasonable compensation/guaranteed payments.
–– If the net amount is a loss, carry forward that loss to the next tax year.
D. Is the client an owner of a qualified Real Estate Investment Trust (REIT) or qualified Publicly Traded Partnership (PTP)?
–– Increase the deductible amount by 20% of qualified REIT dividends and qualified PTP income.
E. If you also advise the client’s partnership, S corporation, or pass-through LLC, consider whether new processes should
be implemented to capture QBI, W-2 wages, and qualified property in the entity’s accounting system for Schedule K-1
reporting purposes.
2. Taxable Income Considerations
A. Is the client’s taxable income before the QBI deduction $315,000 or less if married filing jointly ($157,500 or less for all
others)?
–– If yes, the deduction generally equals the lesser of 20% of QBI or 20% of taxable income before the QBI deduction.
–– If no, continue to the next items.
B. Is the client’s taxable income before the QBI deduction over $415,000 if married filing jointly (over $207,500 for all others)?
–– For specified service businesses (see Section 5 below):
–– If yes, no QBI deduction is allowed.
–– If no, the amount of QBI is reduced. A 20% deduction is allowed on reduced QBI, subject to the wage/investment limit.
–– For nonspecified service businesses:
–– If yes, any deduction is subject to the wage/investment limit. No deduction is allowed without W-2 wages
and/or investment.
–– If no, a deduction is allowed; the wage/investment limit phases in.
C. Does the client have taxable income near or slightly over the threshold amounts? If yes, consider the following to get
below the threshold:
–– Bunch income.
–– Make deductible retirement plan contributions.
–– Make HSA contributions.
–– Contribute to donor-advised funds.
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D. Is the client negatively impacted by the 20% taxable income limit? If yes, consider ways to increase taxable income, such as
a second job. Assess whether the benefits of an increased QBI deduction outweigh additional payroll tax burdens.
3. Wage Considerations
A. To increase QBI, consider reducing the client’s wages. (For S corporation shareholders, make sure the reduced
compensation is reasonable.) This can convert wages to profits that may be eligible for the QBI deduction.
B. Is the client’s QBI deduction severely restricted by the wage/investment limit? If yes, consider the following:
–– Increase the client’s wages. In most situations the benefit of the QBI deduction will outweigh the payroll tax increase.
–– Bring contractors in-house and make them employees so that their compensation will be included when calculating the
wage/investment limit. This must be weighed against the increased payroll tax and other potential costs (such as providing
benefits) associated with an employee.
–– If the client has more than one qualified business, try increasing QBI of the business with excess limitation and decreasing
QBI of the other businesses. Consider restructuring business debts or leasing or selling property between the businesses (in
arm’s-length transactions with a demonstrable business purpose beyond an increased QBI deduction).
4. Qualified Property Considerations
A. If the client’s QBI deduction is severely restricted by the wage/investment limit, consider acquiring short-lived depreciable
assets. This is particularly helpful if the business has low (or no) W-2 wages.
B. Consider the effect of claiming bonus depreciation or a Section 179 expense deduction when qualified property is acquired.
5. Specified Service Business Considerations
A. Does the client’s business involve the performance of services in the fields of health; law; accounting; actuarial science;
performing arts; consulting; athletics; financial services; brokerage services; investing and investment management; or
trading or dealing in securities, partnership interests, or commodities? Is the business’s principal asset the reputation or
skill of one or more of its owners or employees? If yes, the specified service business restrictions will apply.
B. To mitigate the specified service business restrictions, consider the following:
–– If the client is involved in a service business and a nonservice business, treat those as separate and distinct businesses for
the QBI deduction. Maintain complete and separate books and records for each business.
–– Create separate entities (for example, separate single-member LLCs) for service and nonservice businesses.
–– Redefine the roles of owners and employees who have particular reputations or skills. Consider converting employees to
independent contractors or paying retired owners for know-how.
6. Farming Considerations
A. Does the client sell commodities to cooperatives? If yes, calculate the QBI deduction from the cooperative using rules
similar to former IRC Sec. 199. Combine that with the regular QBI deduction.
B. To maximize the QBI deduction from cooperatives, consider not paying wages to outside employees.
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