Is the business a

Specified Service

Trade or Business
defined under Section

1202(e)(3)(A),
475(c)(2), or
475(e)(2)?

[YES:‘

Does the Taxpayer's
taxable income
exceed $315,000 for
MFJ or $157,500 for
single filers?

Does the Taxpayer's
taxable income
exceed $415,000 for

MFJ or $207,500 for
single filers?

NO DEDUCTION
AVAILABLE

NO

Deduction is equal to
the lesser of:

(1) 20% of qualified
business income

or

(2) 20% of taxable
income less net
capital gains

Deduction is equal to the
lesser of:

(1) 20% of qualified
business income

or
(2) 20% of taxable
income less net capital
gains

BUT PHASE OUT
LIMITATION APPLIES (see

Does the Taxpayer's
taxable income
exceed $415,000

for MFJ or $207,500
for single filers?

[YES]

Deduction is equal to the
lesser of:

(1) The lesser of
(a) 20% of qualified
business income
or
(b) The Limitaton
Amount (See FN 2 below)

OR
(2) 20% of taxable

income less net capital
gains

Does the Taxpayer's
taxable income
exceed $315,000 for
MFJ or $157,500 for
single filers?

Deduction is equal to
the lesser of:

(1) 20% of qualified
business income
taking into account
the phase out of the
Limitation Amount
(see FN 3 below)

or

(2) 20% of taxable
income less net
capital gains

Deduction is equal to
the lesser of:

(1) 20% of qualified
business income

or

(2) 20% of taxable
income less net capital
gains

FN 1 - If the taxpayer’s taxable income exceeds $315,000 for taxpayer’s married filing jointly or $157,500 for single filers then the deduction will be phased out by the amount the taxpayer’s taxable
income exceeds the above amounts divided by $100,000 for taxpayer’s married filing jointly or $157,500 for single filers.

FN 2 - The Limitation Amount is equal to the greater of (1) 50% of the W-2 wages with respect to the qualified trade or business or (2) the sum of 25% of the W-2 wages with respect to the qualified

trade or business plus 2.5% of the unadjusted basis immediately after the acquisition of all qualified property.

FN 3 - If the Limitation amount in FN 2 above is greater than 20% of the taxpayer’s qualified business income then the phase out will not apply.

If the Limitation Amount is less than 20% of the taxpayer’s qualified business income then the phase out applies. The amount equal to 20% of the taxpayer's qualified business income will be reduced
by the amount that the taxpayer’s taxable income exceeds $315,000 divided by $100,000 for taxpayers married filing jointly or by the amount the taxpayer’s income exceeds $157,500 divided by
$50,000 for single filers multiplied by the difference in 20% of the taxpayer’s qualified business income and the Limitation Amount.

For example, if B, a single taxpayer, has taxable income of $167,500, qualified business income of $120,000 and W-2 wages of $40,000 then the phase out will apply because 20% of B’s qualified

business income ($24,000) is greater than the Limitation Amount ($20,000). Therefore B's Combined Qualified Business Income Amount must be reduced by $800.

The authors wish to thank Robert Keebler who produced a similar flow chart on the Senate's original proposal of Section 199A in his presentation for LISI on 12/8/17. You may like his chart better and he can be reached via email at

robert@keeblerandassociates.com



