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Sec lggAflowchart
For use in determining the Sec. 1994 qualified business income deduction
ls the entity a taxpayer other
than a C corporatlon (including
a trust or estate) that owns a:
1. Sole proprietorship
2. S corporation
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3. Partnership

Does the taxpayer have
taxable lncome taxed at
ordinary income rates (i.e.,
¡ncome that ¡s not taxed at
preferential rates such as
long-term capital gain or
qualified dividend rates)?1
(Example 1)

ls the entity for which the
deduction is being claimed a
"specified service business?"2
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$315,000 if MFJ or
51 57,500 for all other
taxpayers?

of

the taxpayer claimlng
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$207,500 for all other
taxpayers?
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Sec 1994 flowchart
For use in determining the Sec. 1994 qualified business income deduction
Note: In addition to the computat¡on of the 20% deduction for quallfied business /ncome, taxpayers lnclude 20'¿ of the aggregate amount of qualifled real estate
inyestment trust (REIT) d¡v¡dends and qualified publicly traded partnership income to arrlve at the combined qualifled busrness rncome amount (QBIA). The
Q8/A rs subject to the overall limitation of 20o¿ of the taxpayer's tentative taxable income after subtracting net capital gain. Thls flowchart does not include
computations applicable to taxpayers receiving income from agricultural cooperatlves.

Footnotes
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The Sec. 1994 deduction is limited to 20% of taxable income in excess of net capital gains as defined in Sec. 1(h). (Sec. 199A(a)(2))
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The deduction is limited to the greater of a) 50?" of the taxpayer's allocable share of the W-2 wages paid by the business or b) 257" of the taxpayer's
allocable share of the W-2 wagés paid by the business plus 2.57o of the taxpayer's share of the unadjusted basis of qualified property (Sec. 1994(b)(2)
(B)).

Examples
Example 1: A, a single taxpayer, has qualified business income of 5100,000, long-term capital gain of 550,000, and deductions of $75,000, resulting in
taxable income of $75,000. A's tentative Sec. 1 994 deduction of 520,000 is limited to $5,000 (207" of the excess of taxable income of $75,000 over
long-term capital gain of $50,000).
Example 2: A is married and has taxable income of 5500,000, including income of $300,000 from a specified service business. Because the income is
from á specified service business and taxable income exceeds $415,000, no deduction is permitted.
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$300,000, including income of $200,000 from a specified service business. A's share of the W-2
income is less thañ 5315,000, A is entitled to a dèduction equal to 540,000 (5200,000 * 207").
ses nor the W-2 limitations apply at this level of taxable income.
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Example 6: A is married and has taxable income of $465,000, including income of $300,000 from a business that is NOT a specified service business.
A's sliare of the W-2 wages of the business is $100,000. Bécause taÍable income is greater than S41 5,000, A is entitled tò a deduction of $ó0,000,
limited to the greater of:
50% of W-2 wages, or 550,000, or
2So/. of W-2 waões, or $25;000; plus 2.5% of his share of the unadjusted basis of qualified property, or S0, for a total of 525,000. Thus, A is entitled
to a deduction of $50,000.
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