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IRS

Instructions for

hitroductory Instructions for Form 8995 (2019)
Material
• Future Qualified Business Income Deduction Simptified

Developments Computation
General Section references are to the InternaL Revenue Code unless otherwise noted.
Instructions
• Purpose of 2019

Form
• WhoCanlake

the Instructions for Form 8995 - Introductory Material
Deduction

corporations Future Developments
and
partnerships. For the latest information about deveLopments reLated to Form 8995 and its

• Cooperatives, instructions, such as legislation enacted after they were published, go to
• Estates IRS.gov/Form8995.

and
trusts. General Instructions

• Electing
Small
Business Purpose of Form
Trusts
(ESBT). Use Form 8995 to figure your qualified business income (QBI) deduction.

• Determining Individual taxpayers and some trusts and estates may be entitled to a
Your Qualified deduction of up to 20% of their net QBI from a trade or business, including
Trades or income from a pass-through entity, but not from a C corporation, plus 20% of
Businesses qualified real estate investment trust (REIT) dividends and qualified publicLy
• Services traded partnership (PTP) income. However, your total QBI deduction is

performed Limited to 20% of your taxabLe income, caLcuLated before the QBI deduction,
as an minus net capital gain.

employee
excluded
from Who Can Take the Deduction

https://www.irs.gov/instructions/i8995 1/14
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qualified Individuals and eLigibLe estates and trusts that have QBI use Form 8995 to
trades or figure the QBI deduction if:
businesses.
SSTB5 • You have QBI, qualified REIT dividends, or quaLified PIP income or toss
excluded fall defined later),

rorn your
• Your 2019 taxable income before your QBI deduction is less than or equal

trades or to $160,700 ($160,725 if married filing separately or a married
nonresident aLien; $321,400 if married filing jointly), andbusinesses.

• Aggregation.
• You aren’t a patron in a specified agricultural or horticuLturaLDetermining cooperative.

Your Qualified
Business
Income
• Determining Otherwise, use Form 2995-A, Qualified Business Income Deduction, to figure

if items your QBI deduction.

included s corporations and partnerships. S corporations and partnerships aren’t
on eligibLe for the deduction, but must pass through to their shareholders or
Schedule partners the necessary information on an attachment to Schedule K-i to help
K-i are them figure their deduction. See the Instructions for Form 1120-5, U.S.
included Income Tax Return for an S Corporation, and Form 1065, U.S. Return of
in QBI. Partnership Income.

• Determining Cooperatives. Cooperatives aren’t eligible for the deduction. Instead,
if cooperatives must provide the necessary information to their patrons on
information Form 1099-PAIR or an attachment to help eligible patrons figure their
reported deduction. See the Instructions for Form 1120-C, U.S. Income Tax Return for
on your Cooperative Associations, for ruLes applicable to agricultural and horticulturaL
Form cooperatives.
1099- Estates and trusts. To the extent that a grantor or another person is treated
PAIR is as owning alt or part of a trust or estate, the owner wilt compute its QBI for
included the owned part of the trust as if that QBI had been received directly by the
in QBI. owner. Generally, a non-grantor trust or estate may either claim the QBI

• Determining deduction or provide information to their beneficiaries to help the
if items beneficiaries figure their deduction. In determiningtheQBl deduction orthe
Ofl information that must be provided to beneficiaries, the estate or trust
Schedule allocates QBI items based on the relative proportion of the estate’s or trust’s
C (Form distributabLe net income (DNI) for the tax year distributed (or required to be
1040 or distributed) to the beneficiary or retained by the estate or trust. If the estate
1040-SR) or trust has no DNI for the tax year, QBI, W-2 wages, and unadjusted basis
are immediately after acquisition (UBIA) of qualified property are allocated
included entirely to the estate or trust.
in QBI.

• Determining
Your Qualified

https://www.irs.gov/instructions/i8995 2/14
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REIT Afthough estates and trusts may compute their own QBI deduction, to the
Dividends extent QBI, W-2 wages, and UBIA of qualified property is allocabLe to the trust,
and Qualified QBI, W-2 wages, and UBIA of qualified property alLocated to beneficiaries
PIP aren’t incLudible in the estate’s or trust’s QBI computation. See the
Income/Loss Instructions for Form 1041, U.S. Income Tax Return for Estates and Trusts.
Specific

Electing Small Business Trusts (ESBT). An ESBT must compute the QBIInstructions
• Line 1

deduction separately for the Sand non-S portions of the trust. Form 8995

• Line 2
used to compute the S portion’s QBI deduction must be attached as a PDF to
the ESBT tax worksheet fiLed with Form 1041. When attached to the ESBT tax• Line3

.worksheet, the trust must show that the information is applicable to the S• Line4
• Line 6

portion onLy, by writing “ESBT” in the top margin of the Form 8995. See the
Instructions for Form 1041.• Line$

• Line 11
• Line 12
• Line 15 Determining Your Qualified Trades or Businesses
• Linel6

Your qualified trades and businesses inctude your trades or businesses for• Line 17
which you’re allowed a deduction for ordinary and necessary businessPaperwork
expenses under section 162. However, trades or businesses conducted byReduction Act .

Notice corporations and the performance of services as an employee aren’t qualified
trades or businesses. Generally, specified service trades or businesses (SSTBs)
aren’t qualified trades or businesses. However, alt or a part of the SSTB may
be qualified trade or business if your taxable income is at or below the
threshold or within the phase-in range.

An activity quaLifies as a trade or business if your primary purpose for
engaging in the activity is for income or profit and you’re involved in the
activity with continuity and regularity. If you own an interest in a pass-
through entity, the trade or business determination is made at that entity’s
level. Material participation under section 469 isn’t required for the QBI
deduction. EligibLe taxpayers with income from a trade or business may be
entitled to the QBI deduction if they otherwise satisfy the requirements of
section 199A.

The ownership and rental of real property may constitute a trade or business
if it meets the standard described above. Also, Revenue Procedure 2019-38
provides a safe harbor under which a rental real estate enterprise wilt be
treated as a trade or business for purposes of the QBI deduction. Rentat real
estate that doesn’t meet the requirements of the safe harbor may still be
treated as a trade or business for purposes of the QBI deduction if it’s a
section 162 trade or business.

The rental or licensing of property to a commonLy controlLed trade or
business operated by an individuaL or a pass-through entity is considered a
trade or business under section 199A.

https://www.irs.gov/instructions/18995 3/14
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Services performed as an employee excluded from qualified trades or
businesses. The trade or business of performing services as an employee
isn’t a trade or business for purposes of section 199A. Therefore, any amounts
reported onForm W-2, box 1, other than amounts reported in box 1 if
“Statutory Employee” on Form W-2, box 13, is checked, aren’t QBI. If you were
previously an employee of a business and continue to provide substantially
the same services to that business after you’re no Longer treated as an
empLoyee, there is a presumption that you’re providing services as an
employee for purposes of section 199A for the 3-year period after ceasing to
be an employee. You may rebut this presumption on notice from the IRS by
providing records such as contracts or partnership agreements that
corroborate your status as a non-employee.

For more information on if you’re an empLoyee or an independent contractor,
see Pub. 15-A, Emptoyer’s SupplementaL Tax Guide, and Pub. 1779,
Independent Contractor or Employee.

SSTBs excluded from your qualified trades or businesses. A SSTB is
generally excluded from the definition of qualified trade or business.

An SSTB is any trade or business providing services in the fields of:

• Health;

• Law;

• Accounting;

• Actuarial science;

• Performing arts;

• Consulting;

• Athletics;

• Financial services;

• Brokerage services;

• Investing and investment management;

• Trading or dealing in securities;

• Partnership interests;

• Commodities;

https:llwww.irs.gov/instructions/i8995 4/14
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• Any trade or business where the principal asset is the reputation or skill
of one or more of its employees or owners, as demonstrated by:

—Receiving fees, compensation, or other income for endorsing products
or services;

—Licensing or receiving fees, compensation or other income for the use
of taxpayer’s image, likeness, name, signature, voice, trademark, or any
other symbols associated with the individual’s identity; or

—Receiving fees, compensation, or other income for appearing at an
event or on radio, television, or another media format.

Exception 1: If your 2019 taxable income before the QBI deduction is Less
than or equal to $160,700 ($160,725 if married filing separately or a married
nonresident aLien; $321,400 if married filing jointly), your SSTB is treated as a
qualified trade or business.

Exception 2: lfyour taxabLe income before the QBI deduction is more than
$160,700 but not $210,700 ($160,725 and $210,725 if married filing separately
or a married nonresident alien; $321,400 and $421,400 if married filing
jointly), an applicabLe percentage of your SSTB is treated as a qualified trade
or business.

Aggregation. If you’re engaged in more than one trade or business, each
trade or business is a separate trade or business for purposes of section 199A.
However, you may choose to aggregate multiple trades or businesses into a
single trade or business for purposes of figuring deduction, if you meet the
following requirements.

1. You or a group of persons directly or indirectly own 50% or more of each
trade or business for majority of the tax year, incLuding the Last day of the
tax year, and all trades or businesses use the same tax year end,

2. None of the trades or businesses are an SSTB, and

3. The trades or businesses meet at least two of the foLlowing factors.

a. They provide products, property, or services that are the same orthat
are customarily offered together.

https://www.irs.govñnstwctions/i8995 5/14
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b. They share facilities or share significant centralized business eLements
such as personneL, accounting, Legal, manufacturing, purchasing,
human resources, or information technology resources.

c. They are operated in coordination with, or reliance on, one or more of
the businesses in the aggregated group.

If a retevant pass-through entity (RPE) aggregates muLtipLe trades or
businesses, you must attach the RPE’s aggregations to your return. You may
not separate the trades or businesses aggregated by the RPE, but you may
add additionat trades or businesses to the aggregation, assuming the rules
above are met.

If you choose to aggregate multiple trades or businesses, a statement simiLar
to ScheduLe B (Form 8995-A) must be completed each year to show your trade
or business aggregations and must include any aggregation of an RPE in
which you hoLd a direct or indirect interest. Faiture to disclose these
aggregations may cause them to be disaggregated.

Your aggregations must be reported consistentLy for aLL subsequent years,
untess there is a significant change in facts and circumstances that disquatify
the aggregation.

Note.

You must combine the QBI, W-2 wages, and UBIA of qualified property for all
aggregated trades or businesses, for purposes of applying the W-2 wages and
UBIA of qualified property Limits. However, these Limits won’t apply until your
income, before the QBI deduction, is more than the threshold. If your income
is more than the threshold, you must use Form 8995-A.

Determining Your Quatified Business Income

Your QBI incLudes items of income, gain, deduction, and Loss from your trades
or businesses that are effectively connected with the conduct of a trade or
business in the United States. This incLudes income from partnerships (other
than PTPs), S corporations, sole proprietorships, certain estates and trusts
that are incLuded or altowed in figuring your taxable income for the year. To
figure the total amount of QBI, you must consider all items that are related to
the trade or business. This incLudes, but isn’t timited to, charitabLe
contributions, unreimbursed partnership expenses, business interest

https://www.irs.gov/instructions/i8995 6/14
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expense, deductibLe part of seLf-employment tax, seLf-empLoyment heatth
insurance deduction, and contributions to quaLified retirement plans. QBI
doesn’t incLude any of the foLLowing.

• Items that aren’t property included in income.

• Income that isn’t effectively connected with the conduct of a trade or
business within the United States (go to IRS.gov/ECI).

• Wage income (except “Statutory Employees” where Form W-2, box 13 is
checked).

• Amounts received as reasonabLe compensation from an S corporation.

• Amounts received as guaranteed payments.

• Amounts received as payments by a partner for services other than in a
capacity as a partner.

• Items treated as capital gains or losses under any provision of the
InternaL Revenue Code (Code).

• Dividends and dividend equivalents.

• Interest income not properly allocable to a trade or business.

• Commodities transactions or foreign currency gains or losses.

• Income, toss, or deductions from notionaL principal contracts.

• Annuities (unless received in connection with the trade or business).

• Qualified REIT dividends.

• Quatified PTP income.

See the QBI Flow Chart, later to figure if an item of income, gain, deduction, or
toss is included in QBI.

Note.

Your QBI doesn’t incLude any tosses or deductions that are limited or
suspended and not included or alLowed in determining your taxable income
for the year. Examples incLude, but aren’t limited to, section 179 deduction
limitations and losses limited by basis, at-risk, passive loss, or section 461(1),
and excess business loss Limitations. Instead, these losses and deductions are

https://www.irsgov/instructions/i8995 7/14
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taken into account in the tax year they’re incLuded in determining your
taxable income. Loss and deduction items that were generated prior to 2018,
that are included in income during the year, aren’t incLuded in QBI.

When Losses or deductions from a trade or business are suspended under any
provision of the Code and not avaitable for use in caLculating taxable income
in the year generated, you must determine the portion of the losses inctudible
in QBI in subsequent years. If your trade or business is an SSTB, the
determination of whether it’s a qualified trade or business based on your
taxable income is made in the year the loss is incurred. If your income is
within the phase-in range in that year, you must determine the applicabte
percentage of suspended losses or deductions includible in QBI. The losses
continue their status as either items of QBI or non-QBI for all subsequent
years. Therefore, you must track each category of loss or deduction (for
example, section 465, 469, 1366, etc.) from year to year until the loss is
included in taxable income. Each category’s portion of toss allowed in
calculating taxable income is treated as qualified business net loss
carryforward (Form 8995, tine 3, or Schedule C (Form 8995-A), tine 2) in
calculating the current year’s QBI deduction.

Any suspended qualified business loss carryforward from an SSIB, when
allowed in subsequent years, won’t be included on the Schedule A (Form
8995-A).

Determining if items included on Schedule K-i are included in QBI. The
amounts reported on your Schedule K-i as “QBI/Qualified PIP Items Subject
to Taxpayer-Specific Determinations” from a partnership, S corporation,
estate, or trust aren’t automatically included in your QBI. To figure if the item
of income, gain, deduction, or toss is included in QBI, you must took to how
it’s reported on your federal income tax return. For example, ordinary
business income or toss is generally included in QBI if it was used in
computing your taxable income, not excluded, suspended, or disallowed
under any other section of the Code. Also, a section 1231 gain or toss is only
inctudibte in QEl if it isn’t capital gain or toss. See the QBI Ftow Chart, below to
figure if an item of income, gain, deduction, or loss is included in QBI.
Determining if information reported on your Form 1099-PATR is included
in QBI. The amounts reported to you as your share of patronage dividends
and similar payments on Form 1099-PATR aren’t automaticatly included in
your QBI. Payments may be included in QBI to the extent they are (1) related
to your trade or business, (2) reported to you by the cooperative as qualified
income items on an attachment to Form 1099-PAIR, and (3) not payments
reported as from an SSTB, unless your taxable income is at or below the
threshold, in which case payments from SSIBs are inctuded in your QBI.

https://www.irs.gov/instructions/i8995 8/14



2/9/2020 Instructions for Form 8995 (2019)1 Internal Revenue Service

If you received qualified payments reported to you on Form 1099-PATR from a
specified agricultural or horticultural cooperative, you must reduce your QBI
by the patron reduction and use Form 8995-A to compute your QBI deduction.

Determining if items on Schedule C (Form 1040 or 1040-SR) are included
in QBI. The net gain or loss reported on your ScheduLe C (Form 1040 or 1040-
SR) isn’t automatically incLuded in your QBI. See the QBI Flow Chart, later to
figure if an item of income, gain, deduction, or loss is included in QBI.

Determining Your Qualified REIT Dividends and Quatified PIP
Income/Loss

Qualified REIT dividends include any dividends you received from a REIT held
for more than 45 days and for which the payment isn’t obligated to someone
else and that isn’t a capital gain dividend or qualified dividend, plus your
qualified REIT dividends received from a regulated investment company
(RIC). This amount is reported to you on Form 1099-DIV, tine 5.

Qualified PTP income or loss includes your share of qualified items of income,
gain, deduction, and toss from a PIP. It also may include gain or toss
recognized on the disposition of your partnership interest that isn’t treated as
a capital gain or loss.

Note.

PTP income generated by an SSTB may be limited to the applicable
percentage or excluded if your taxable income exceeds the threshold, in
which case you may need to complete Part II of Schedule A (Form 8995-A).
See the instructions for Form 8995-A for more information.

Specific Instructions

Line 1

If you aggregated multiple trades or businesses into a singte business, enter
the aggregation group name. For example, Aggregation 1, 2, 3, etc., instead of
entering the business name, and teave line 1(b) btank.

Note.

https://www.irsgov/instructions/i8995 9/14
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If you aggregated trades or businesses, you must attach Schedule B (Form
8995-A) orsimilar scheduLe.

If you are relying on the safe harbor contained in Revenue Procedure 2019-38,
enter each enterprise as identified on the statement required for use on the
safe harbor. For example, Enterprise 1, 2, 3, etc.

Enter on line 1(b) the employer identification number (EIN). If you don’t have
an EIN, enter your sociaL security number (SSN) or individual taxpayer
identification number (ITIN). If you’re the soLe owner of an LLC that isn’t
treated as a separate entity for federal income tax purposes, enter the EIN
given to the LLC. If you don’t have an EIN, enter the owner’s name, and tax
identification number.

Line 2

If you have more than five trades or businesses, attach a statement with the
name and taxpayer identification number of the trade(s) or business(es) and
include the income and loss from those trade(s) or business(es) in the total
for line 2.

Line 3

Include prior year qualified loss carryforwards even lithe toss was unreported
or the trade or business that generated the loss is no tonger in existence. ALso,
include the QBI portion of losses or deductions suspended from use in
calculating taxabte income in the year generated that are included in taxable
income in the current year. See Determining Your Quatified Business Income,
earlier.

Line 4

If you have a quatified business net toss for the year, you don’t quaLify forthe
QBI deduction unless you have qualified REIT dividends or PTP income. The
toss wilt be carried forward to next year. This carryforward doesn’t affect the
deductibility of the toss for purposes of any other provisions of the Code.

Line 6

Enter income as a positive number and losses as a negative number.

https://www.irs.gov/instructions/i8995 10/14



2/9/2020 Instructions for Form 8995 (2019) J Internal Revenue Service

Line $

Any negative amount will be carried forward to the next year. This
carryforward doesn’t affect the deductibiLity of the toss for purposes of any
other provisions of the Code.

Line 11

Enter your taxable income figured before any QBI deduction, computed as
fottows.

• Form 1040 or 1040-SR fiters: Form 1040 or 1040-SR, line 8b, minus Form
1040 or 1040-SR, tine 9.

• Form 1040-NR fiLers: Form 1040-NR, line 35, minus Form 1040-NR, line 37.

• Form 1041 filers: Form 1041, line 23, plus Form 1041, line 20.

• Form 1041-N filers: Form 1041-N, tine 13, plus quatified income
deduction reported on Form 1041-N, tine 9.

• Form 990-I filers: Form 990-T, line 39, plus quatified business income
deduction reported on Form 990-T, tine 38.

• S-corporation portion of an ESBT filers: ESBT Tax Worksheet, tine 13, pLus
ESBT Tax Worksheet, Line 11.

Line 12

Enter the amount from your tax return as fottows.

• Form 1040 or 1040-SR, line 3a, ptus your net capitaL gain. If you’re not
required to file Schedule D (Form 1040 or 1040-SR), your net capitaL gain
is the amount reported on Form 1040 or 1040-SR, line 6. If you file
Schedule D (Form 1040 or 1040-SR), your net capitat gain is the smatter of
Schedute D (Form 1040 or 1040-SR), line 15 or 16, unless line 15 or 16 is
zero or tess, in which case nothing is added to the qualified dividends.

• Form 1040-NR, tine lob, plus your net capitaL gain. If you’re not required
to file Schedule D (Form 1040 or 1040-SR), your net capital gain is the
amount reported on Form 1040-NR, tine 14. If you fite ScheduLe D (Form

https://wwwirsgov/instructions/18995 11/14
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1040 or 1040-SR), your net capital gain is the smaller of Schedule D (Form
1040 or 1040-SR), line 15 or 16, unless tine 15 or 16 is zero or Less, in
which case nothing is added to the qualified dividends.

• Form 1041, tine 2b(2), plus your net capital gain. For estates or trusts
required to file ScheduLe D (Form 1041), add the qualified dividends to
the smaller of Schedule D (Form 1041), line 18a(2), or line 19(2), unless
either tine 18a(2) or 19(2) is zero or tess, in which case nothing is added
to the qualified dividends.

• Form 1041-N, tine 2b, plus the smatter of Form 1041-N, Schedule D, line
10 or 11, untess line 10 or 11 is zero or tess, in which case nothing is
added to the quaLified dividends.

• Form 990-T fiLers who are trusts, Schedute D (Form 1041), the smaller of
line 18(a)(2) or 19(2), unless either tine 18(a)(2) or 19(2) is zero or tess, in
which case the net capitat gain for purposes of section 199A is zero.

• S-corporation portion of an ESBT, your ESBT Tax Worksheet, tine 2b, plus
the smatter of your ESBT’s Schedule D (Form 1041), tine 18a(2) or 19(2) is
zero or tess, in which case nothing is added to your quatified dividends.

Line 15

Enter this amount on your Form 1040 or 1040-SR, tine 10; Form 1040-NR, tine
38; Form 1041, line 20; Form 1041-N, line 9; Form 990-T, line 39; S-corporation
portion of an ESBT, tine 11.

Line 16

This is the amount to be carried forward to the next year. This amount wilt
offset QBI in Later tax years regardtess of whether it’s reported and the trade
or business that generated the Loss is still in existence. This carryforward
doesn’t affect the deductibility of the loss for purposes of any other
provisions of the Code.

Line 17

https://www.irs.gov/instructions/i8995 12/14
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lithe amount is more than zero, the toss must be carried forward to next year.
This amount wilt offset REIT/PTP income in later tax years regardless of
whether it’s reported and the trade or business that generated the toss is stitl
in existence. This carryforward doesn’t affect the deductibility of the loss for
purposes of any other provisions of the Code.

QBI Flow Chart

Please click here for the text description of the image.

QBI Flow Chart (continued)

PLease click here for the text description of the image.

Paperwork Reduction Act Notice

We ask for the information on this form to carry out the Internat Revenue taws
of the United States. You are required to give us the information. We need it to
ensure that you are compLying with these laws and to alLow us to figure and
collect the right amount of tax.

You are not required to provide the information requested on a form that is
subject to the Paperwork Reduction Act unless the form displays a valid 0MB
control number. Books or records retating to a form or its instructions must
be retained as long as their contents may become material in the
administration of any Internat Revenue law. Generally, tax returns and return
information are confidential, as required by section 6103.

hftps:i/www.irs.gov/instructions/i8995 13/14
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The time needed to complete and file this form wilt vary depending on
individuaL circumstances. The estimated burden for business taxpayers fiLing
this form is approved under 0MB controL number 1545-0123 and is included
in the estimates shown in the instructions for their business income tax
return.

Page Last Reviewed or Updated: 27-Jan-2020
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Note: The draft you are lookingfor begins on the nextpage.

Caution: DRAFT NOT FOR FILING

This is an early release draft of an IRS tax form, instructions, or publication,
which the IRS is providing for your information. Do not file draft forms and do
not rely on draft forms, instructions, and publications for filing. We do not
release draft forms until we believe we have incorporated all changes (except
when explicitly stated on this coversheet). However, unexpected issues
occasionally arise, or legislation is passed—in this case, we will post a new draft
of the form to alert users that changes were made to the previously posted draft.
Thus, there are never any changes to the last posted draft of a form and the final
revision of the form. Forms and instructions generally are subject to 0MB
approval before they can be officially released, so we post only drafts of them
until they are approved. Drafts of instructions and publications usually have some
changes before their final release.

Early release drafts are at IRS.gov/DraftForms and remain there after the final
release is posted at IRS.gov/LatestForrns. All information about all forms,
instructions, and pubs is at IRS.gov/forms.

Almost every form and publication has a page on IRS.gov with a friendly
shortcut. For example, the Form 1040 page is at IRS.gov/FormlO4O; the Pub. 501
page is at IRS.gov/Pub5Ol; the Form W-4 page is at IRS.gov/W4; and the
Schedule A (Form 1040/SR) page is at IRS.gov/ScheduleA. If typing in a link
above instead of clicking on it, be sure to type the link into the address bar of your
browser, not a Search box.

If you wish, you can submit comments to the IRS about draft or final forms,
instructions, or publications at IRS.gov/ForrnsCornments. We cannot respond to
all comments due to the high volume we receive and may not be able to consider
many suggestions until the subsequent revision of the product.

If you have comments on reducing paperwork and respondent (filer) burden,
with respect to draft or final forms, please respond to the relevant information
collection through the Federal Register process; for more info, click here.
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Attachment
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Internal Revenue Service

Qualified Business Income Deduction
Simplified Computation

Attach to your tax return.
Go to www.irs.govIFonn8995 for instructions and the latest information.

Name(s) shown on return Your taxpayer identification number

I (a) Trade business or aggregation name (b) Taxpayer Cc) Qualified business
identification number income or (loss)

.

L K-IJ

II .. Li

‘LI I
•••.

- -, —
—

‘: rrb
,

2 Total qualified. business income or (loss). Càmbine lines ii through lv, •--- —

column (c) 2
3 Qualified business net (loss) carryforward from the prior year 3
4 Total qualified business income. Combine lines 2 and 3. If zero or less, enter -0- 4
5 Qualified business income component. Multiply line 4 by 20% (0.20) 5
6 Qualified REIT dividends and publicly traded partnership (PIP) income or (loss)

(see instructions) 6
7 Qualified REIT dividends and qualified PTP (loss) carryforward from the prior

year 7(____
8 Total qualified REIT dividends and PTP income. Combine lines 6 and 7. If zero

or less, enter -0- 8
9 REIT and PTP component. Multiply line 8 by 20% (0.20) 9

10 Qualified business income deduction before the income limitation. Add lines 5 and 9 10
11 Taxable income before qualified business income deduction 11
12 Net capital gain (see instructions) 12
13 Subtract line 12 from line 11. If zero or less, enter -0- 13
14 Income limitation. Multiply line 13 by 20% (0.20) 14
15 Qualified business income deduction. Enter the lesser of line 10 or line 14. Also enter this amount on

the applicable line of your return 15
16 Total qualified business (loss) carryforward. Combine lines 2 and 3. If greater than zero, enter -0- 16
17 Total qualified REIT dividends and PTP (loss) carryforward. Combine lines 6 and 7. If greater than

zero, enter -0- 17
For Privacy Act and Paperwork Reduction Act Notice, see instructions. Cat. No. 37806C Form 8995 (2019)
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Caution: DRAFT NOT FOR FILING

This is an early release draft of an IRS tax form, instructions, or publication,
which the IRS is providing for your information. Do not file draft forms and do
not rely on draft forms, instructions, and publications for filing. We do not
release draft forms until we believe we have incorporated all changes (except
when explicitly stated on this coversheet). However, unexpected issues
occasionally arise, or legislation is passed—in this case, we will post a new draft
of the form to alert users that changes were made to the previously posted draft.
Thus, there are never any changes to the last posted draft of a form and the final
revision of the form. Forms and instructions generally are subject to 0MB
approval before they can be officially released, so we post only drafts of them
until they are approved. Drafts of instructions and publications usually have some
changes before their final release.

Early release drafts are at IRS.gov/DraftFoims and remain there after the final
release is posted at IRS.gov/Latestfonns. All information about all forms,
instructions, and pubs is at IRS.gov/Forrns.

Almost every form and publication has a page on IRS.gov with a friendly
shortcut. For example, the Form 1040 page is at IRS.gov/ForrnlO4O; the Pub. 501
page is at IRS.gov/Pub5Ol; the Form W-4 page is at IRS.gov/W4; and the
Schedule A (Form 1040/$R) page is at IR$.gov/ScheduleA. If typing in a link
above instead of clicking on it, be sure to type the link into the address bar of your
browser, not a Search box.

If you wish, you can submit comments to the IRS about draft or final forms,
instructions, or publications at IRS.gov/FormsComments. We cannot respond to
all comments due to the high volume we receive and may not be able to consider
many suggestions until the subsequent revision of the product.

If you have comments on reducing paperwork and respondent (filer) burden,
with respect to draft or final forms, please respond to the relevant information
collection through the Federal Register process; for more info, click here.
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Instructions for Form 8995-A
Deduction for Qualified Business Income
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Internal Revenue Service

Purpose of Form
Use Form 8995-A to figure your qualified
business income (QBI) deduction. Include
the following schedules (their specific
instructions are shown later), as appropriate:
• Schedule A (Form 8995-A), Specified
Service Trades or Businesses fSSTB);
• Schedule B (Form 8995-A), Aggregation
of Business Operations;
• Schedule C (Form 8995-A), Loss Netting
and Carryforward;
• Schedule D (Form 8995-A), Special Rules
for Patrons of Agricultural or Horticultural
Cooperatives.

In general, the amount of your QBI
deduction equals your QBI component plus
your qualified real estate investment trust
(REIT) and qualified publicly traded
partnership (PTP) component fREIT/PTP
component). However, the deduction is
limited to the lesser of this amount or 20% of
your taxable income, calculated before the
QBI deduction, minus your net capital gain.
Depending on your taxable income, your QBI
component may also be limited based on the
type of trade or business, W-2 wages paid by
that business, and unadjusted basis
immediately after acquisition (UBIA) of
qualified property held by the business.

Who Can Take the
Deduction
Individuals and eligible estates and trusts
use Form 8995-A to figure the QBI deduction
if:
• You have OBI, qualified REIT dividends,
or qualified PTP income or loss; and
• Your 2019 taxable income before your
QBI deduction is more than $160,700
($160,725 if married filing separately or a
married nonresident alien; $321,400 if
married filing jointly); or
• You’re a patron in a specified agricultural
or horticultural cooperative.

Otherwise use Form 8995, Qualified
Business Income Deduction Simplified
Computation, to figure your QBI deduction.

S corporations and partnerships. S
corporations and partnerships don’t file Form

See the Instructions for Form 1120-C,
U.S. Income Tax Return for Cooperative
Associations.

Estates and trusts. To the extent that a
grantor or another person is treated as
owning all or part of a trust or estate, the
owner will compute its QBI for the owned
portion of the trust as if that QBI had been
received directly by the owner. Generally, in
the case of a non-grantor trust or estate, the
trust or estate may either claim the QBI
deduction or provide information to their
beneficiaries to help beneficiaries figure their
deduction. In determining the QBI deduction
or the information that must be provided to
beneficiaries, the estate or trust allocates
QBI items based on the relative proportion of
the estates or trust’s distributable net income
(DNI) for the tax year that is distributed for
required to be distributed) to the beneficiary
or retained by the estate or trust. It the estate
or trust has no DNI for the tax year, QBI, W-2
wages, and UBIA of qualified property are
allocated entirely to the estate or trust.

Estates and trusts may compute their
own QBI deduction to the extent QBI, W-2
wages, and UBIA of qualified property is
allocated to the trust. However, QBI, W-2
wages, and UBIA of qualified property
allocated to beneficiaries aren’t includible in
the estate or trust’s QBI computation. See
the Instructions for Form 1041, U.S. Income
Tax Return for Estates and Trusts.

Electing Small Business Trusts (ESBT).
An ESBT is required to compute the QBI
deduction separately for the S and non-S
portions of the trust. If applicable, the Form
8995-A used to compute the S portion’s QBI
deduction must be attached as a PDF to the
ESBT tax worksheet filed with Form 1041.
When attached to the ESBT tax worksheet,
the trust must indicate that the information is
applicable to the S portion only, by writing

Also, if you’re a patron of an agricultural
or horticultural cooperative you must reduce
your cooperative QBI by the lesser of:
• 9% of the QBI allocable to qualified
payments, or
• 50% of W-2 wages from the trade or
business allocable to the qualified payments.

Determining your qualified trades or
business. Your qualified trades and
businesses generally include your trades or
businesses for which you’re allowed a
deduction for ordinary and necessary
business expenses under section 162.
However, trades or businesses conducted
by corporations and the performance of
services as an employee are never qualified
trades or businesses. Specified service
trades or businesses (SSTB) aren’t qualified
trades or businesses for taxpayers with
taxable income, before the QBI deduction,
above the threshold and phased-in range.

An activity qualified as a trade or
business if your primary purpose for
engaging in the activity is for income or profit
and you’re involved in the activity with
continuity and regularity. If you own an

Section references are to the Internal Revenue Code 8995-A because they’re not eligible for the “ESBT’ in the top margin of the Formunless otherwise noted deduction Instead S corporation and 8995 A See the instruotions for Form 1041
partnerships must pass through toeirFuture Developments haiholdes or partners the necessary % Determining Your 051For the latest information about ‘Iformation on an attachment to

developments related to Form 8995-A and Schedule K-i to help them figure their- -‘

its instructions, such as legislation enacted deduction. Determine your OBI component. Toafter-they were published, go to IRS.qov/ ee the Instructions for Form i120.S,-• figure your QBI deductionyou rntst first.Form8995A U S Income Tax Return for an S determine your QBI compohent Your QBl
Corporation and Form 1065 U S Return of component is generally 20% of your QBIGeneral Instructions I Partnership Income from your trades or businesses However-1

- - Cooperatives. Cooperatives don’t file Form- you taxable inoome( ore the
8995-A because they re not eligible for the

if married filing separately or a marrieddeduction. Instead, cooperatives must
nonresident alien $321,400 if married filingprovide the necessary information to their
jointly; $160,700 for all others) your QBI forpatrons on Form 1099-PATR or an
each of your trades or businesses may beattachment to help eligible patrons figure
partially or fully reduced to the greater oftheir deduction.
50% of W-2 wages paid by the qualified
trade or business, or 25% of W-2 wages plus
2.5% of the USIA of qualified property from
the qualified trade or business. The partial or
full reduction to QBI is determined by your
taxable income. If your taxable income
(before the QBl deduction) is:
• At or below the threshold, you don’t need
to reduce your QBI;
• Above the threshold but below the
phase-in range (more than $160,725 but not
$210,725 if married filing separately or a
married nonresident alien; $321400 and
$421,400 if married filing jointly; $160,700
and $210,700 for all others), the reduction is
phased in; or
• Above the threshold and phase-in range,
the full reduction applies.
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interest in a pass-through entity, the trade or
business determination is made at that
entity’s level. Material participation under
section 469 isn’t required for the QBI
deduction. Eligible taxpayers with income
from a trade or business may be entitled to
the QBI deduction if they otherwise satisfy
the requirements of section 1 99A.

Services performed as an employee ex
cluded from qualified trades or business
es. The trade or business of performing
services as an employee isn’t a trade or
business for purposes of section 1 99A.
Therefore, any amounts reported on Form
W-2, box 1, other than amounts reported in
box 1 where the Statutory Employee” box in
box 13 is checked, aren’t QBI. If you were
previously an employee of a business and
continue to provide substantially the same
services to that business after you’re no
longer treated as an employee, there is a
presumption that you’re providing services
as an employee for purposes of section
1 99A for the 3-year period after ceasing to
be an employee. You may rebut this
presumption on notice from the IRS by
providing records such as contracts or
partnership agreements that corroborate
your status as a non-employee. See Pub.
15-A, Employer’s Supplemental Tax Guide,
and Pub. 1779, Independent Contractor or
Employee.

SSTBs excluded from your qualified
trades or businesses. SSTBs generally
are excluded from the definition of a qualified
trade or business if the taxpayer’s taxable
income exceeds the threshold plus the
phase-in range. Therefore, no QBI, W-2
wages, or USIA of qualified property from the
specified service trade or business are taken
into account in figuring your QBI deduction. If
the SSTB is conducted by your pass-through
entity, the same limitation applies to the
pass-through items.

Exception 1: If your taxable income
before the QBI deduction isn’t more than
$160,700 ($160,725 if married filing
separately or a married nonresident alien;
$321,400 if married tiling jointly), your SSTB
is treated as a qualified trade or business,
and thus may generate income eligible for
the 051 deduction.

Exception 2: If your taxable income
before the 051 deduction is more than

$160,700 but not $210,700 ($160,725 and
$210,725 if married filing separately or a
married nonresident alien; $321,400 and
$421,400 if married filing jointly), an
applicable percentage of your SSTB is
treated as a qualified trade or business.

• Any trade or business where the principal
asset is the reputation or skill of one or more
of its employees or owners, as demonstrated

— Receiving fees, compensation, or
other income for endorsing products or
services;
— Licensing or receiving fees,
compensation or other income for the
use of an individual’s image, likeness,
name, signature, voice, trademark, or
any other symbols associated with the
individual’s identity; or
— Receiving fees, compensation, or
other income for appearing at an event
or on radio, television, or another media
format.

De minimis rule 1. If your gross receipts
from a trade or business are $25 million or
less and less than 10% of the gross receipts
are from the performance of services in a
specified service field, then your trade or
business isn’t considered SSTS, and thus
may generate income eligible for the QBI
deduction for the tax year, regardless of your
taxable income.

De minimis rule 2. If your gross receipts
from the trade or business are more than $25
million and less than 5% of the gross
receipts are from the performance of
services, then your trade or business isn’t
considered an SSTB, and thus may generate
income eligible for the QBI deduction for the
tax year, regardless of your taxable income.

De minimis rule 3. If your trade or
business provides services or property to an

advisory and other similar services regarding
valuations, mergers, acquisitions,
dispositions, restructurings (including in title
11 or similar cases), and raising financial
capital by underwriting, or acting as a client’s
agent in the issuance of securities and

An SSTB is any trade or business similar services. This includes services
providing services in the fields of: provided by financial advisors, investment

The ownership and rental of real property • Health, including physicians, pharmacists, bankers, wealth planners, retirement
may constitute a trade or business if it meets nurses, dentists,veterinarians, physical advisors, and other similar professionals.
the standard described above Also therapists psychologists and other stmdaf However it excludes taking deposits or
Revenue Procedure 2079—38 provides a eahcare professionals However it making loans but does include arranging
safe harbor under which a rental real estat cludes services not directly related t ending transactions between a lender and
enterprise will be treated as a trade or medical services field such as the oper orrower
business for purposes of the QBI deduction, of health clubs or spas; payment processirig • Brokerage serviceé, including persons
Rental real estate that doesn’t meet the or the research, testing, manufacture, and who arrange transactions between a buyer
requirements of the safe harbor may still be sale of pharmaceuticals or medical devices; and a seller otse9uritiesfor a commission or
treated as a trade or business for purposes • Law including lawyers paralegals legal fee such as stock brokers and other similar
of the QBI deduction if it is a section 162 arbitrators mediators and similar professionals However it excludes services

or business professionals However it excludes services provided by real estate agents and brokers
-- Also the rental or licensing of property to that don t require skills unique to the field of or insurance agents and brokers
a commonly controlled trade or business law such as services by printers, delivery .. Investing and investment management,
operated by an individual or a pass-through services, or stenography services; including persons providing, for a fee,
entity is considered a trade or business • Accounting, including accountants, investing, asset management, or investment
under section 1 99A. enrolled agents, return preparers, financial management services, including providing

auditors, and similar professionals; advice on buying and selling investments.
• Actuarial science, including actuaries, and However, it excludes the service of directly
similar professionals; managing real property;
• Performing arts, including actors, singers, • Trading, including persons who trade in
musicians, entertainers, directors, and securities (as defined in section 475(c)(2)),
similar professionals. However, it excludes commodities (as defined in section 475(e)
services that don’t require skills unique to the (2)), or partnership interests;
creation of performing arts, such as the • Dealing securities (as defined in section
maintenance and operation of equipment or 475(c)(2)), commodities (as defined in
facilities for use in the performing arts or the section 475(e)(2)), or partnership interests;
provision of services by persons who and
broadcast video or audio of performing arts
to the public;
• Consulting, including persons providing
clients with professional advice and counsel by:
to assist in achieving goals and solving
problems, and persons providing advice and
counsel regarding advocacy with the
intention of influencing decisions made by a
government or governmental agency, and
lobbyists attempting to influence legislators
and other government officials on behalf of a
client, and other similar professionals.
However, it excludes the performance of
services other than advice or counsel, such
as sales or the provision of training and
educational courses. It also excludes
consulting services embedded in or ancillary
to the activities of a trade or business that
isn’t an SSTB, it there is no separate
payment for the consulting services;
• Athletics, including athletes, coaches, and
team managers in sports such as baseball,
basketball, football, soccer, hockey, martial
arts, boxing, bowling, tennis, golf, skiing,
snow-boarding, track and field, billiards,
racing, and other forms of athletic
competition. However, it excludes services
that don’t require skills unique to athletic
competition, such as the maintenance and
operation of equipment or facilities for use in
athletic events or the provision of services by
persons who broadcast video or audio of
athletic events to the public;
• Financial services, including persons
managing clients’ wealth, advising clients on
finances, developing retirement plans,
developing wealth transition plans, providing
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SSTB and there is 50% or more common
ownership of the trades or businesses, that
portion of the business that provides
services or property to the SSTB is treated
as a separate SSTB concerning the common
owners.

2. None 01 the trades or businesses are
an SSTB; and

3. The trades or businesses meet at
least two of the following factors.

a. They provide products, property, or
services that are the same or that are
customarily offered together.

b. They share facilities or share
significant centralized business elements
such as personnel, accounting, legal,
manufacturing, purchasing, human
resources, or information technology
resources.

c. They are operated in coordination
with, or reliance upon, one or more of the
businesses in the aggregated group.

If a relevant pass-through entity (RPE)
aggregates multiple trades or businesses,
you must attach the RPE’s aggregations to
your Schedule B (Form 8995-A). You may
not separate the trades or businesses
aggregated by the RPE, but you may add
additional trades or businesses to the
aggregation, assuming the rules above are
met. If you choose to aggregate multiple
trades or businesses, complete Schedule B
(Form 8995-A) before starting Part I of Form
8995-A.

Your aggregations must be reported
consistently for all subsequent years, unless
there is a significant change in facts and
circumstances that disqualify the
aggregation. Schedule B (Form 8995-A)
must be completed each year to show your
trade or business aggregation(s) and must
include any aggregation of an RPE in which
you hold a direct or indirect interest. Failure
to disclose such aggregated trades or
businesses may cause them to be
disaggregated.

Note. You must combine the QBI, W-2
wages, and UBIA of qualified property for all
aggregated trades or businesses, for
purposes of applying the W-2 wage and
UBIA of qualified property limitations.

Note. Your QBI doesn’t include any losses
or deductions disallowed for use in
calculating taxable income in the current
year, including, but not limited to, section
179 deduction limitations and losses limited
by basis, at-risk, passive loss or section
461(l) excess business loss limitations, as
losses limited or suspended under these
rules aren’t included or allowed in
determining your taxable income for the
year. Instead, these losses and deductions
are taken into account in the tax year they’re
included in determining your taxable income.
Loss and deduction items that were
generated prior to 2018, that are included in
income during the year, are not included in
QBI.

When losses or deductions from a trade
or business are suspended under any
provision of the Code and not available for
use in calculating taxable income in the year
generated, you must determine the portion of
the losses includible in QBI in subsequent
years. If your trade or business is an SSTB,
the determination of whether it’s a qualified
trade or business based on your taxable
income is made in the year the loss is
incurred, If your income is within the phase-in
range in that year, you must determine the
applicable percentage of suspended losses
or deductions includible in QBI. The losses
continue their status as either items of QBI or
non-QBI for all subsequent years. Therefore,
you must track each category of loss or
deduction (for example, section 465, 469,
1366, etc.) from year to year until the loss is
included in taxable income. Each category’s
portion of loss allowed in calculating taxable
income is treated as qualified business net
loss carryforward (Form 8995, line 3;
Schedule C (Form 8995-A), line 2) in
calculating the current year’s QBI deduction.

Note. Any suspended qualified business
loss carried forward from an SSTB, when
allowed in subsequent years, will not be
included on Schedule A (Form 8995-A).

QBI doesn’t include any of the following.
• Items that aren’t properly includible in
income.

Determining whether items included on
Schedule K-i are includible in QBI. The
amounts reported on your Schedule K-i as
“QBI/Qualified PTP Items Subject to
Taxpayer-Specific Determinations” from a
partnership, S corporation, estate, or trust
aren’t automatically includible in your 081.
To determine if the item of income, gain,
deduction, or loss is includible in QBI you
must look to how it is reported on your
federal income tax return. For example,
ordinary business income or loss is generally
included in QBI if it was used in computing
your taxable income and not excluded,
suspended, or disallowed under any other
Code section. Also, a section 1231 gain or
loss is only includible in QBI if it isn’t capital
gain or loss. See the 08! Flow Chart below
to determine if an item of income, gain,
deduction, or loss is includible in QBI.

Determining whether information repor
ted on your Form 1099-PATR is includi
ble in OBI. The amounts reported to you as
your share of patronage dividends and
similar payments on Form 1099-PATR aren’t
automatically includible in your QBI.
Payments may be included in QBI to the
extent they are (1) related to your trade or
business, (2) reported to you by the
cooperative as qualified items of income on
an attachment to Form 1 099-PATR, and (3)
not payments reported as from an SSTB,
unless your taxable income is below the
threshold, in which case payments from
SSTBs are includible in your QBI.

If you received Qualified Payments
reported to you on Form 1 099-PATR from a
specified agricultural or horticultural
cooperative, you’re required to reduce your

Determining your qualified business in- • Income that isn’t effectively connected
come. Your QBI includes items of income, with the conduct of a trade or business within
gain, deduction, and loss from all of your the United States (go to IRS.gov/ECI).
qualified trades or businesses (or • Wage income (except “Statutory
aggregated trades or businesses) that are Employees” where Form W-2, box 13, is
effectively connected with the conduct of a checked).

Aggregation. If you’re engaged in more trade or business within the United States. • Amounts received as reasonable
than one trade or business, each trade or This includes income from partnerships compensation from an S corporation.
business is a separate trade or business for (other than PTPs), S corporations, sole • Amounts received as guaranteed
purposes of applying the W-2 wage limitation proprietorships, and certain trusts and payments.
or UBIA of qualified property limitation estates that are included or allowed in • Amounts reeived as payments by a
discussed later However, you may choose determining your taxable income for the partner for serbs er than in a capacity
to aggregate multiple trades or businesses year To determine the total amount of QBI as a partner
into a single trade or business for purposes the taxpayer must consider all items that are • Items treats capital gains or losses
of applying the limitations if you meet the related to the trade or business including, under any provision of the Code.
following requirements. not limited to, charitable contributions, • Dividends and dividend equivalents.

1 You or a group of persons directly or unreimbursed partnership expenses ,. Interest income other than interest

indirectly own 50% or more of each trade usjjiess interest expense deductible pa come properly allocable to a trade or ““

business for amajority of the tax year lnploymentiax seIf-empIoyme health usiness.

including the last day of the tax year and all s ance deduction and self empIod Note Interest income attributable to an

trades or businesses use the same tax year SEP SIMPLE and qualified plan q in/etment of working capital reserves or

en& deductions. similar accounts sn t properly allocable to a
trade or business.
• Commodities transactions or foreign
currency gains or losses described in section
954(c)(1)fC) or (D).
• Income, loss, or deductions from notional
principal contracts under section 954(c)(1)
(F).
• Annuities (unless received in connection
with the trade or business).
• Qualified REIT dividends.
• Qualified PTP income.

Instructions for Form 8995-A (2079) -3-



QBI by the patron reduction. See Schedule D
(Form 8995-A)—Special Rules for Patrons of
Agricultural or Horticultural Cooperatives,
below.

Determining whether items included on
Schedule C (Form 7040 or 1040-SR) are
includible in QBI. The net gain or loss as
reported on your Schedule C (Form 1040 or
1 040-SR) is not automatically includible in
your QBI. See the 081 Flow chart, below to
determine if an itemãfincome, gain,
deduction, or loss is includible in QBI.

If you conduct more than one trade or
business, the W-2 wages must be allocated
among the various trades or businesses (or
aggregated trades or businesses) to the
trade or business that generated the wage
expense. Also, only the W-2 wages properly
allocable to QBI are includible. W-2 wages
are properly allocable to QBI if the
associated wage expense is taken into
account in computing QBI.

Before allocating W-2 wages among
various trades or businesses for aggregated
trades or businesses) and/or allocating W-2
wages to QBI, first determine the total
amount of W-2 wages. There are three
methods to figure your W-2 wages.
• Unmodified box method.
• Modified box 1 method.
• Tracking wages method.

Unmodified box method. Under the
unmodified box method, W-2 wages are the
smaller of:

1. The sum of the amounts reported in
box 1 of the relevant Forms W-2; or

2. The sum of the amounts reported in
box 5 of the relevant Forms W-2.

Modified box 7 method. Under the
modified box 1 method, W-2 wages are
figured as follows.

1. Add the amounts reported in box 1 of
the relevant Forms W-2.

2. Add all amounts not considered
wages for federal income tax withholding
purposes including, but not limited to:

a. Supplemental unemployment
compensation benefits within the meaning of
Rev. Rul. 90-72, and

b. Sick pay or annuity payments.

3. Subtract (2) from (1).

4. Add together any amounts reported
in box 12 of the relevant Forms W-2 that are
properly coded D, F, F, G, or S.

5. Add (3) and (4).

Tracking wages method. Under the
tracking wages method, W-2 wages are
figured as follows.

Note. For purposes of determining W-2
wages for limitation purposes, fiscal year end
trades or businesses include qualified
amounts paid to employees for the calendar
year ended with or within the business’s
taxable year.

Short tax year. If you have a short tax year,
you must use the tracking wages method
and do the following.
• Add the amounts that are wages for
federal income tax withholding purposes,
that are also reported on Form W-2, box 1,
for the calendar year ending with or within
that short tax year, and that are actually paid
during the short tax year; plus
• Any amounts reported in box 12 of the
relevant Forms W-2 that are properly coded
D, E, F, G, or S for the calendar year ending
with or within that short tax year that are
actually deferred or contributed during the
short tax year.

However, if you have a short tax year that
doesn’t include a calendar year ending within
that short tax year, the following wages are
treated as W-2 wages for a short year.
• Wages you properly report on Form W-2
that you actually paid during the tax year,
and
• Amounts reported on Forms W-2, box 12,
that are properly coded D, F, F, G, or S that
are actually deferred or contributed during
the short tax year.

Acquisition or disposition of a trade or
business. If you acquired or disposed of a
trade or business that causes you and
another employer to pay W-2 wages to
employees of the acquired or disposed of
trade or business during the calendar year,
then the W-2 wages for the calendar year of
the acquisition or disposition are allocated
between each employer based on the period
that the employees of the acquired or
disposed of trade or business were

employed by each employer. If you have a
short tax year that doesn’t include a calendar
year ending within your short tax year, see
Short tax year, earlier.

Improvements to property that has
already been placed in service are treated as
separate qualified property.

For qualified replacement property
acquired in a section 1031 exchange that is
of a like-kind to the qualified relinquished
property, or for qualified replacement
property acquired in a section 1033
involuntary conversion that is similar or
related in service or use to the qualified
converted property, the UBIA of the qualified
replacement property is the same as the
UBIA of the qualified property exchanged,
converted, decreased by excess boot or
increased by the amount of money paid or
the fair market value of property transferred
by the taxpayer that isn’t of a like-kind or
similar or related in service or use.

Generally, replacement property retains
the same placed-in-service date as that of
the relinquished property. However, for the
portion of the replacement property’s UBIA
that exceeds the relinquished property’s
UBIA, that portion is treated as separate
qualified property placed in service on the
date on which the replacement property is
first placed in service.

Generally, property received in a
non-recognition transaction (section 332,
351, 361, 721, or 731) retains the same
UBIA and placed-in-service date as that of
the transferor. However, for the portion of the
transferee’s UBIA that exceeds the
transferor’s UBIA, that portion is treated as
separate qualified property placed in service
on the date of the transfer.

Property acquired within 60 days of the
year end that is disposed of within 720 days
without being used by the trade or business
for at least 45 days is generally not qualified
property.

Non-duplication rule. Amounts that are
treated as W-2 wages for a tax year under
any method can’t be treated as W-2 wages

1 Add the amount th
for any other tax year. Also, an amount can’t

federal income tax withholding purposes and
be treated as W-2 wages by more than one

that are also reported in box 1 of the relevant
paye

Forms W-2. Deter ing yoirJof qualified prop

OBI flow chart. Use the flow chart to 2. Add together any amounts reported erty. For purposesrdetermining your UBIA

determine if an item of income gain in box 12 of the relevant Forms W-2 that are for all qualified property, the unadjusted

deduction, or loss is includible in QBI. See properly coded D, E, F, G, or . basis immediately after acquisition means

1)5/ Flow Chart b I
the basis on the placed-in-service date.

_____________

w. . anu . Qualified property includes tangible proptv
etermining your W-2 wages for. limit To figure your W-2 wages using one of subject to depreciation under se6tion

n purposes W-2 wages generally ‘ 1’ the three methods above, generally use the that is held, and used in the productio
include amounts paid to employees tot the sum of the amounts you properly report for QBI, by the trade or business (oraggre
performance of services, plus elective each employee on Form W-2, Wage and Tax trades or businesses) during and at the do
deferrals (for example, contributions to Statement, for the calendar year ending with of the tax year, for which the depreciable
407(k) plans, deferred compensation, and or within your tax year. However, don’t use period hasn’t ended before the close of the

Roth IRA contributions). Amounts paid to any amounts reported on a Form W-2 filed tax year. The depreciable period ends on the
statutory employees aren’t W-2 wages when with the Social Security Administration more later of 10 years after the property is first

the “Statutory Employee” box on Form W-2, than 60 days after its due date (including placed in service by you or the last day of the
box 13, is checked. extensions). last full year in the applicable recovery period

under section 168(c). Additional first-year
depreciation under section 168 doesn’t affect
the applicable recovery period.

-4- Instructions for Form 8995-A (2079)



Determining Your
REIT/PTP Component
Your qualified REIT/PTP component equals
20% of your qualified REIT dividends and
qualified PTP income or loss (including your
share of qualified REIT dividends and
qualified PTP income or loss from RPEs.

Note. PTP income generated by an SSTB
may be limited to the applicable percentage
if your taxable income is within the phase-in
range or completely excluded from qualified
PTP income if your taxable income is above
the phase-in range. See Schedule A (Form
8995-A)—Specified Service Trades or
Businesses (SSTB), below.

Coordination With Other
Code Sections
A net operating loss under section 172 is
generally figured without the 081 deduction,
meaning the QBI deduction can’t create or
increase the net operating loss. However, an
excess business loss under section 461(l) is
treated as a net operating loss carryforward
to the following tax year and is taken into
account for purposes of computing 081 in
the subsequent tax year in which it is
deducted.

Alternative minimum tax. The QBI
deduction that is used to determine regular
tax is also used to determine alternative
minimum taxable income.

Net earnings from self-employment
aren’t reduced by the QBI deduction when
computing self-employment tax.

Net investment income isn’t reduced by
the QBI deduction when computing net
investment income tax.

Puerto Rico. For purposes of determining
QBI, the United States includes Puerto Rico
for taxpayers who have taxable income from
sources within Puerto Rico that are subject
to tax under section 1. Further, W-2 wages
are figured by including W-2 wages paid for
services performed in Puerto Rico without
regard to section 3401 (a)f 8).

Specific Instructions
You may need to complete Schedule A, B,
C, and/or D, as applicable, prior to starting
Part I of the form.

Complete Schedule A if your trade or
business is an SSTB and your taxable
income is more than $160,700 but below
$210,700 ($160,725 and $210,725 if married
filing separately or a married nonresident
alien; $321,400 and $421,400 if married
filing jointly).

Don’t complete Schedule A if your taxable
income is $160,700 or less ($160,725 if
married filing separately or a married
nonresident alien; $321,400 if married filing
jointly). The SSTB exclusion doesn’t apply to
you.

Don’t complete Schedule A if your taxable
income is $210,700 or greater ($210,725 if
married filing separately or a married
nonresident alien; $421,400 if married filing
jointly). Your SSTB isn’t a qualified trade or
business and doesn’t qualify for the QBI
deduction.

Schedule A (Form 8995-A), Part II, should
be used for SSTBs that are PTPs, and Part I
should be used for all other SSTBs.

See SSTB excluded from your qualified
trades or businesses, earlier.

Lines 2 and 16. Enter your QBI or Qualified
PTP income for each SSTB, as applicable.

Lines 5 and 78. See Taxable income
before qualified business income deduction,
earlier.

Schedule B (Form
8995-A)—Aggregation of
Business Operations
If you qualify and choose to aggregate
multiple trades or businesses into a single
trade or business, you must complete
Schedule B before starting Part I.

Line 3(c). Enter your QBI for each separate
trade or business.

Line 4. If any of your aggregations have a
qualified business loss for the current year or
you have a qualified business net loss
carryforward from prior years, you must

complete Schedule C (Form 8995-A) before
starting Part I.

If none of your aggregations have a
qualified business loss in the current year
and you don’t have a qualified business loss
carryforward from prior years, enter the total
amounts on the appropriate lines of Form
8995-A, Part II.

Schedule C (Form 8995-A) offsets your
trade or business that generated a qualified
business loss against the QBI from your
other trades or businesses. The qualified
business loss must be apportioned among
all your trades or businesses with QBI in
proportion to their QBI.

Note. The line items for this schedule are
computed out of order: first figure line 1,
column (a); then skip to lines 2 through 5;
and come back to line 1, columns (b) and (c).

Line 1, column (a). If you aggregated
multiple trades or businesses into a single
business on Schedule B (Form 8995-A),
enter the aggregation group name, that is
Aggregation 1, 2, 3, etc., instead of entering
the business name along with the
aggregated trade’s or business’s qualified
business income.

Line 2. This includes the amount reported in
the prior year on Schedule C (Form 8995-A),
line 6, or if the simplified worksheet was
previously used, Form 8995, line 16,
including prior year loss carryforwards even
if the loss was unreported or the trade or
business that generated the loss is no longer
in existence. This also includes the 081
portion of losses or deductions suspended
from use in calculating taxable income in the
year generated that are included in taxable
income in the current year. See Determining
your qualified business income, earlier.

Line 1, column (b). Apportion the amount
from line 5 among all your trades or
businesses with QBI, but not loss, in
proportion to their QBI.

Line 1, column (c). Enter this amount on
the corresponding line on Form 8995-A, Part

Note. If the adjusted QBI from the trade or
business is zero or less after the reduction
for loss netting, then the amount reported for
W-2 wages and UBIA of qualified property
must be zero for that trade or business, as
the W-2 wages and UBIA of qualified
property from that trade or business aren’t

Taxable income before qualified busi
ness income deduction. Form 8995-A,
Part Ill, Part IV, and Schedule A (Form
8995-A) each ask for your taxable incomeQualified REIT dividends include any figured without regard to the QBI deduction. Schedule C (Formdividend you received trom a REIT held for Enter your taxable income figured before 8995-A)—Loss Netting andmore than 45 days and for which the I 081 deduction computed as follows .payment ‘Sn t obligated to someone else and
• Form 1040 or 7040 SR filets Form 1 o4’ ar orwar

that isn t a capital gain dividend under or 1040 SR line 8b minus Form 7040 cY.- j f any of your trades businesses orsection 857(b)(3) and isn’t a qualified 1 040-SR line 9. ‘“aggregations have aqualified business lossdividend under section 1 (h)(1 1). Plus, your
• Form 1 040-NR filers: Form 1 040-NR, for the current year or you have a qualifiedq!jed REIT dividends include those line35 minus Form 1040-NR, line 37, business net loss carryforward from prior..eceived from a regulated investment
• Form 1041 filers Form 1041 line 23 plus years you must complete Schedule C (Formmpany (RIG) Form 1041 line 20 8995 A) before startin9 Part I This includes

prior year loss carryforwards even if the lossQualified om&flosflr1clud Schedule A (Form was unreported orthe trade or business that
deduction, 8995-A)—Specified Service generated the loss is no longer in existence.
include gain or loss recognized on the Trades or Businesses (SSTB)
disposition of your PTP interest that isn’t
treated as a capital gain or loss. It doesn’t
include any loss or deduction disallowed in
determining your taxable income for the
year. Qualified REIT dividends are reported
to you on Form 1099-DIV, Dividends and
Distributions, box 5, Section 1 99A dividends.
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allowed in computing your qualified business
income limitations.

You must complete Schedule D (Form
8995-A) if you’re a patron in a specified
agricultural or horticultural cooperative and
are claiming a QBI deduction in relation to
your trade or business conducted with the
cooperative. A specified agricultural or
horticultural cooperative is a cooperative that
markets or is engaged in the manufacturing,
production, growth, or extraction of any
agricultural or horticultural products to which
Part I of Subchapter T applies. See section
1 99A(g)f 3).

Line 2. Begin with the amount reported on
Form 8995-A, line 13, and determine the
portion which is allocable to qualified
payments received by the trade or business
from the cooperative. Qualified payments
include patronage dividends and per-unit
retains allocations.

Line 4. Enter the portion of W-2 wages from
Form 8995-A, line 4, that are allocable to the
qualified payments.

Part I—Trade, Business, and
Aggregation Information
You must complete Part I if you have QBI
from a qualified trade, business, or
aggregation. If you don’t have QBI, and only
have REIT, PTP and/or a domestic
production activities deduction (DPAD), skip
Parts I through Ill and complete Part IV.
Before you begin completing Part I,
determine if you need to complete
Schedule A, B, or C by answering the
following questions.

1. Do you have an SS8T? If yes, see
Schedule A (Form 8995-A)—Specified
Service Trades or Businesses tSSTB),
earlier.

2. Are you choosing to aggregate
multiple trades or businesses into a single
trade or business? If yes, complete
Schedule B (Form 8995-A) before starting
Part I.

3. Did any of your trades, businesses, or
aggregations have QBI for the year or do you
have a qualified business loss carryforward
from prior years? If yes, complete
Schedule C (Form 8995-A) before starting
Part I.

Part Il—Determine Your
Adjusted Qualified Business
Income
You must complete Part II if you have QBI
from a qualified trade, business or
aggregation.

Line 2. If you have four or more trades or
businesses, attach a statement with the
information for Parts I, II, and III as
applicable. See Schedule C (Form
8995-A)—Loss Netting and Carryforward,
earlier.

Line 4. Enter your W-2 wages from the
trade, business, or aggregation.

Note. If the QBI on line 2, for the trade,
business, or aggregation, is zero, then the
amount reported on line 4, for that trade or
business, must also be zero.

Line 7. Enter your share of the UBIA for all
qualified property for the trade or business.

Note, If the QBI on line 2, for the trade,
business, or aggregation, is zero, then the
amount reported on line 7, for that trade or
business, must also be zero.

Line 14. Report the amount from
Schedule D (Form 8995-A), line 6, if any.
Patrons of agricultural or horticultural
cooperatives are required to reduce their
QBI component by the lesser of:
• 9% of QBI allocable to qualified payments
from a specified cooperative, or
• 50% of W-2 wages allocable to qualified
payments.

If you’re a patron of an agricultural or
horticultural cooperative complete
Schedule D (Form 8995-A). See Schedule D
(Form 8995-A)—Special Rules for Patrons of
Agricultural or Horticultural Cooperatives,
earlier.

Line 16. Add all amounts reported on
line 15. If there are four or more trades or
businesses, include line 15 amounts from all
trades or businesses and complete line 16

only on the first page. Leave line 16 blank on
the attached statements described in the
line 2 instructions.

Part Ill—Phased-in Reduction

Any negative amount will be carried
forward to the next year. This carryforward
doesn’t affect the deductibility of the loss for
purposes of any other provisions of the
Code.

Line 33. See Taxable income before
qualified business income deduction, earlier.

Line 34. Enter the amount from your tax
return as follows.
• Form 1040 or 1040-SR filers, your
qualified dividends on line 3a, plus your net
capital gain. If you’re not required to file
Schedule D (Form 1040 or 1 040-SR), your
net capital gain is the amount reported on
Form 1040 or 1040-SR, line 6. If you file
Schedule D (Form 1040 or 1040-SR), your
net capital gain is the smaller of Schedule D
(Form 1040 or 1040-SR), line 15 or 16,
unless line 15 or 16 is zero or less, in which
case nothing is added to your qualified
dividends.
• For Form 1 040-NR filers, your qualified
dividends on line lob, plus your net capital
gain. If you’re not required to file Schedule D
(Form 1040 or 1040-SR), your net capital
gain is the amount reported on Form
1 040-NR, line 14. If you file Schedule D
(Form 1040 or 1 040-SR), your net capital
gain is the smaller of Schedule D (Form 1040
or 1040-SR), line 15 or 16, unless line 15 or
16 is zero or less, in which case nothing is
added to your qualified dividends.
• Form 1041 filers, your qualified dividends
allocable to estates and trusts on line 2b(2).
For estates or trusts required to file
Schedule D (Form 1041), add the qualified
dividends to the smaller of Schedule D (Form
1041), line 18a(2), or line 19(2), unless either
line 1 8a(2) or 19(2) is zero or less, in which
case nothing is added to your qualified
dividends.
• Form 1041-N filers, your qualified
dividends line 2b, plus the smaller of Form
1041-N, Schedule D, lines 10 or 11, unless
line 10 or 11 is zero or less, in which case
nothing is added to your qualified dividends.
• Form 990-T filers who are trusts,
Schedule D (Form 1041), the smaller of

Line 6. The amount reported on this line
must be reported in the next tax year on
Schedule C (Form 8995-A), line 2, or Form
8995, Line 3, Qualified business net (loss) Complete Part Ill if your taxable income is

carryforward from prior years, as applicable. . more than $160,700 but below $210,700
This amount will offset QBI in subsequent tax

Line 1. If you aggregated multiple trades or ($160,725 and $21 0,725 if married filing

years regardless of whether it is reported
businesses into a single business on separately or a married nonresident alien;

and whether the trade or business that
Schedule B (Form 8995-A), enter the $321,400 and $421400 if married filing

generated the loss isstilI in existence. This
aggregation group name. For example, jointly), and line 10, is smafler than line 3.

carryforward doesn’t affect the deductibility
Aggregation 1, 2, 3, etc., instead o,nt Otherwise, skip Part HI.

of the loss for ur oses of a th
- the business name, check the box1J1.ider

revisions of th C d
fly o er

- 1(c), and leave line 1(d) blank. me 20. See Taxable income before
e 0 e.

Enter on line 1(d) the employer
qualified business income deduction, earlier.

Note. If you have an overall qualified identification number (FIN). If you don’t have Part IV—Determine Your
business net loss carryforward for the year, an FIN, enter your social security number -,Qualified Busiss Inc
you don’t qualify for a QBI deduction in the (SSN) or individual taxpayer identification

C e-

current year unless you have qualified RE number (rnN). If you’re the sole owner of an Deduction
dividends o qualified PTP income. LLC that isn’t treated as a separate entity for If you’re claiming a QBI de ctio youW4ifi

h i4 ii
federal income tax purposes, enter the EIN complete Part IV.

. rm given to the LLC. If you don’t have such an
8995-A)—Special Rules for EIN, enter the owner’s name, and tax Line 28. If the net amount is a loss, enter as

Patrons of Agricultural or identification number, a negative number.

Horticultural Cooperatives
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line 18(a)(2) or 19(2), unless either line 18(a)
(2) or 19(2) is zero or less, in which case the
net capital gain for purposes of section 1 99A
is zero.

S-corporation portion of an ESBT, your
ESBT Tax Worksheet, line 2b, plus the
smaller of your ESBT’s Schedule D (Form

1041), line 18(a)(2), or line 19(2), is zero or
less, in which case nothing is added to your
qualified dividends.

Line 39. Enter the amount from line 39 on
Form 1040 or 1040-SR, line 10; Form
1040-NR, line 38; Form 1041,line2o; Form

1041-N, line 9; Form 990-I, line 39;
S-corporation portion of an ESBT, line 11.

Line 40. If the sum of lines 28 and 29 result
in a loss (negative number) the loss must be
carried forward to next year.

j

I.
N

j Li Li Li -

_‘,f

iI

L_J “ -_
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QB F’ow Chart
Figure 1. Use this chart to determine if an item of income, gain, deduction, or loss is included in OBI.

YesJ.,

6. Is the item interest income other than interest income allocable to
a trade or business? Note: Interest income from an investment of
working capital, reserves, or similar accounts isn’t allocable to a
trade or business.

7. Is the item an annuity, other than an annuity received in
connection with the trade or business?

10. Is the item W-2 wage income (except “Statutory Employees”
where Form W-2, box 13, is checked)?

No
See Figure 2, QBI Flow
Chart (continued).

1. Is the item effectively connected with the conduct of a trade or
business within the U.S.?

Yes,,

No

2. Is the item from a trade orbusiness (this includes general
business income and deduction items as well as deductible tax on
self employment income self employed health insurance
contributions to qualified retirement plans charitable deductions
unreimbursed partnership expenses interest expenses for the
purchase of the partnership/S corporation interest/stock)?

No

3 If the tern is from a pass-through entity (partnership IS corporation or trust) and the character of the item can’t -

determined at the entity level (section 1231 gains/losses, involuntary
conversions, interest from debt financed distributions, etc.), did you
determine the item to be ordinary (not capital or personal)? Note: If
the item isn’t from a pass-through entity and it doesn’t require a
determination at the investor level, skip this test.

‘,i

Yes

di tli

4. Is the item included in figuring your taxable income? Items
disallowed or limited, including the basis, at-risk, passive loss, or
excess business loss rules, aren’t included in QBI until the year
included in taxable income.

r

Yes

No

5. Is the item treated as a capital gain (loss) or dividend/dividend
equivalent?

N4

P

Yes

N4

Yes

N4

p’

I Yes

No

8. Is the item a commodities transaction, foreign currency gain (loss) Yes
described in section 954(c)(1)fC) or fD), or from a notional principal
contract under section 954(c)(1)(F)?

9. Is the item income (loss) from a qualified PIP? If Yes,” it’s not
QBI, but it’s included in the REIT/PTP component of the QBI
computation. Include this item as a qualified item of income, gain,
deduction, or loss from a PTP.

No+

Yes

Yes
This item isn’t QBI.
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QBI Flow Chart (continued)
Figure 2. Use this chart to determine if an item of income, gain, deduction, or loss is included in OBI.

The time needed to complete and file this
form will vary depending on individual
circumstances. The estimated burden for
business taxpayers filing this form is
approved under 0MB control number
1545-0123 and is included in the estimates
shown in the instructions for their business
income tax return.

1 1.Is the item an amount received for reasonable compensation
from an S corporation, an amount received as a guaranteed
payment, or a payment received for services other than in a capacity
as a partner under section 707(a)?

Paperwork Reduction Act
Notice
We ask for the information on this form to
carry out the Internal Revenue laws of the
United States. You are required to give us
the information. We need it to ensure that
you are complying with these laws and to
allow us to figure and collect the right amount
of tax.

You are not required to provide the
information requested on a form that is
subject to the Paperwork Reduction Act
unless the form displays a valid 0MB control
number. Books or records relating to a form
or its instructions must be retained as long as
their contents may become material in the
administration of any Internal Revenue law.

Generally, tax returns and return information
are confidential, as required by section 6103.
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Note: The draft you are lookingfor begins on the nextpage.

Caution: DRAFT NOT FOR FILING
This is an early release draft of an IRS tax form, instructions, or publication,

which the IRS is providing for your information. Do not file draft forms and do
not rely on draft forms, instructions, and publications for filing. We generally do
not release draft forms until we believe we have incorporated all changes, but
sometimes unexpected issues arise, or legislation is passed. Also, forms generally
are subject to 0MB approval before they can be officially released. Drafts of
instructions and publications usually have some changes before their final release.

Early release drafts are at IRS.gov/DraftFonTls and may remain there even after
the final release is posted at IRS.gov/LatestFonns. All information about all
forms, instructions, and pubs is at IRS.gov/Forrns.

Almost every form and publication also has a page on IRS.gov with a friendly
shortcut. For example, the Form 1040 page is at IRS.gov/ForrnlO4O; the Pub. 501
page is at IRS.gov/Pub5Ol; the Form W-4 page is at IRS.gov/W4; and the
Schedule A (Form 1040) page is at IRS.gov/ScheduleA. If typing in a link above
instead of clicking on it, be sure to type the link into the address bar of your
browser, not a Search box.

If you wish, you can submit comments about draft or final forms, instructions,
or publications at IRS.gov/ForrnsCornments. We cannot respond to all comments
due to the high volume we receive. Please note that we may not be able to
consider many suggestions until the subsequent revision of the product.



Form $995—Al Qualified Business Income Deduction OMBNo.)000(-)000(

Attach to your tax return. © 1 9Depament of the Treasu I AachmentInternal Revenue Service Go to wwwdrs.gov/Form8995A for instructions and the latest information. Sequence No. 55A
Name(s) shown on return Your taxpayer identification number

•TI Trade, Business, or Aggregation Information
Complete Schedules A, B, and/or C (Forn95-A p!icable, before starting Part I.Attach additiotI& worksheets when needed.
See instructions.

1 (a) Trade, business..or n (b) Check if ck if (dJayer (e) Check ifr 4 specified service .aatIon patron

A

B if!I’cI
C I F’

. Determine Your Adjusted Qualified Business Income

• A B C

2 Qualified business income from the trade, business, or aggregation.
See instructions 2 Al EJ

3 Multiply line 2 by 20% (0.20). If your taxable income is $160,700
or less ($1 60,725 if married filing separately; $321,400 if married
filing jointly), skip lines 4 through 12 and enter the amount from
line 3 on line 13 3

4 Allocable share of W-2 wages from the trade, business, or
aggregation 4

5 Multiply line 4 by 50% (0.50) 5
6 Multiply line 4 by 25% (0.25) 6
7 Allocable share of the unadjusted basis immediately after

acquisition (USIA) of all qualified property 7
8 Multiply line 7 by 2.5% (0.025) 8
9 Add lines 6 and 8 9

10 Enter the greater of line 5 or line 9 10
11 W-2 wage and qualified property limitation. Enter the smaller of

line 3 or line 10 11
12 Phased-in reduction. Enter amount from line 26, if any. See

instructions 12
73 Qualified business income deduction before patron reduction.

Enter the greater of line 11 or line 12 13
14 Patron reduction. Enter the amount from Schedule D (Form 8995-A),

line 6, if any. See instructions 14
75 Qualified business income component. Subtract line 14 from line 13 15
16 Total qualified business income component. Add all amounts

reported on line 15 16
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 716610 Form 8995-A (2019)



Form 8995-A (2019)

ITh1III Phased-in Reduction
Page2

Complete Part Ill only if your taxable income is more than $160,700 but not $270,700 ($760, 725 and $270,725 if married filing
separately; $327,400 and $427,400 if married filing jointly) and line 10 is less than line 3. Otherwise, skip Part Ill.

17 Enter amounts from line 3
78 Enter the amounts fromline 10
19 Subtract line 18 from line 17
20 Taxable incOme before qualified business

income deduction ... . . . . 20

_____________

21 Threshold. Enter $160,700 ($160,725 if
married filing separately; $321,400 if
married filing jointly) . . . 21

______________

22 Subtract line 21 from line 20

______________

23 Phase-in range. Enter $50,000 ($100,000 if
marriOd filing jointly) . . . .

______________

24 Phase-in percentage. Divide line 22 by line 23

______________

25 Total phase-inreduction. Multiply line 19 by line 24
26 Qualified business income after phase-in reduction. Subtract line

25 from line 17. Enter this amount here and on line 12, for the
corresponding trade or business

ITI1 Determine Your Qualified Business Income Deduction

22

23
24

18
79

‘;7

% H

Total qualified business income component from all qualified trades,
businesses, or aggregations. Enter the amount from line 16 27

______________

Qualified REIT dividends and publicly traded partnership (PTP) income or
(loss). See instructions 28

______________

Qualified REIT dividends and PIP floss) carryforward from prior years

______________

Total qualified REIT dividends and PTP income. Combine lines 28 and 29. If
less than zero, enter -0-

______________

REIT and PTP component. Multiply line 30 by 20% (0.20)

______________

Qualified business income deduction before the income limitation. Add lines 27 and 3 . . . .

Taxable income before qualified business income deduction L.
Net capital gain. See instructions L

_____________

Subtract line 34 from line 33. If zero or less, enter -0-
Income limitation. Multiply line 35 by 20% (0.20)
Qualified business income deduction before the domestic production activities deduction (DPAD)
under section 1 99A(g). Enter the smaller of line 32 or line 36
DPAD under section 199A(g) allocated from an agricultural or horticultural cooperative. Don’t enter
more than line 33 minus line 37
Total qualified business income deduction. Add lines 37 and 38
Total qualified REIT dividends and PTP (loss) carryforward. Combine lines 28 and 29. If zero or
greater, enter -0-

I

29

30
31

A

17

B C

I.

I.
L.

I -: --- - - - —

25

_______

26

27

28

29

30

37
32
33
34
35
36

37

38

39
40

32

35
36

37

38
39

40
Form 8995-A (2019)



2/9/2020 Tax Cuts and Jobs Act, Provision 11011 Section 199A- Qualified Business Income Deduction FAQs I Internal Revenue Service

IRS

Tax Cuts and Jobs Act, Provision 11011
Section 199A - Qua tilled Business Income
Deduction FAQs

• Basic questions and answers on new 20-percent deduction for pass-through businesses

• Pass-through Entity

• Patrons and Cooperatives

• Rental FAQ5

Basic questions and answers on new 20-percent deduction for pass-
through businesses
Below are answers to some basic questions about the new quaLified business income (QBI) deduction, also
known as the section 199A deduction, that may be available to individuals, including many owners of sole
proprietorships, partnerships and $ corporations. Some trusts and estates may also be able to take the
deduction. This deduction, created by the 2017 Tax Cuts and Jobs Act, allows non-corporate taxpayers to
deduct up to 20 percent of their QBI, plus 20% of qualified teal estate investment trust (REIT) dividends and
quaLified publicLy traded partnership fPTP) income.

Income earned through a C corporation or by providing services as an employee is not eligible for the
deduction.

Qi. What is the Qualified Business Income Deduction?

Al. Section 199A of the Internal Revenue Code provides many owners of sole proprietorships, partnerships, S
corporations and some trusts and estates, a deduction of income from a qualified trade or business. The
deduction has two components.

1. QBI Component. This component of the deduction equaLs 20 percent of QBI from a domestic business
operated as a soLe proprietorship or through a partnership, S corporation, trust or estate. Depending on the
taxpayer’s taxabLe income, the QBI component is subject to multiple limitations including the type of trade or
business, the amount of W-2 wages paid by the qualified trade or business and the unadjusted basis
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immediatety after acquisition (UBIA) of qualified property held by the trade or business. It may also be
reduced by the patron reduction if the taxpayer is a patron of an agricuLtural or horticultural cooperative.
Income earned through a C corporation or by providing services as an employee is not eligible for the
deduction.

2. REIT/ PTP Component. This component of the deduction equals 20 percent of the combined qualified REIT
dividends (including REIT dividends earned through a regulated investment company (RIC)) and qualified PTP
income. This component is not limited by W-2 wages or the UBIA of qualified property. Depending on the
taxpayer’s income, the amount of PTP income that qualifies may be Limited depending on the type of
business engaged in by the PTP.

The deduction is Limited to the Lesser of the QBI component plus the REIT/PTP component or 20 percent of
the taxpayer’s taxable income minus the net capital gain. For details on figuring the deduction, see Q&A 6 and
7. The deduction is available for taxable years beginning after Dec. 31,2017 and ending before December31,
2025. Most eligible taxpayers will be able to claim it for the first time when they fiLe their 2018 federal income
tax return in 2019. The deduction is available, regardless of whether an individual itemizes their deductions
on Schedule A ortakes the standard deduction.

Q2. Who may take the QBI deduction?

A2. IndividuaLs and some trusts and estates with QBI, qualified REIT dividends or qualified PIP income may
qualify for the deduction. In some cases, patrons of horticultural or agriculturaL cooperatives are required to
reduce their deduction under section 199A(b)f7) (patron reduction).

Q3. How do S corporations and partnerships handle the deduction?

A3. S corporations and partnerships are generally not taxable and cannot take the deduction themselves.
However, aLt S corporations and partnerships report each sharehoLder’s or partner’s share of QBI items, W-2
wages, UBIA of qualified property, qualified REIT dividends and qualified PTP income items on a Schedule K-
1, or on a statement attached to, so the shareholders or partners may determine their deduction.

Q4. What is quatified business income?

A4. QBI is the net amount of qualified items of income, gain, deduction and loss from any qualified trade or
business. Only items included in taxable income are counted. In addition, the items must be effectively
connected with a U.S. trade or business. Items such as capital gains and losses, certain dividends, and interest
income are excluded. W-2 income, amounts received as reasonabte compensation from an S corporation,
amounts received as guaranteed payments from a partnership, and payments received by a partner for
services under section 707(a) are also not QBI.

Q5. What is a quaLified trade or business?

A5. A quatified trade or business is any section 162 trade or business, with three exceptions:

1. A trade or business conducted by a C corporation.
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2. For taxpayers with taxable income that exceeds the threshoLd amount, specified service trades or
businesses (SSTB5). An SSTB is a trade or business involving the performance of services in the fields of
health, law, accounting, actuarial science, performing arts, consulting, athletics, financial services, investing
and investment management, trading, dealing in certain assets or any trade or business where the principal
asset is the reputation or skill of one or more of its employees or owners. The principal asset of a trade or
business is the reputation or skill of its employees or owners if the trade or business consists of the receipt of
income from endorsing products or services, the use of an individual’s image, likeness, voice, or other
symbols associated with the individuat’s identity, or appearances at events or on radio, television, or other
media formats. The SSTB exception does not apply for taxpayers with taxable income below the threshold
amount and is phased in for taxpayers with taxable income above the threshold amount. For 2018, the
threshold amount is $315,000 for a married couple fiting a joint return, or $157,500 for all othertaxpayers. The
threshold amounts wilt be adjusted for inflation in subsequent years.
3. The trade or business of performing services as an employee.

Q6. How is the deduction for qualified business income computed?

A6. The SSTB Limitation discussed in Q&A 5 does not apply if a taxpayer’s taxable income (before the QBI
deduction) is at or below the threshold amount, discussed in Q&A 5; the deduction is the lesser of:

1. 20 percent of the taxpayer’s QBI, plus 20 percent of the taxpayer’s quaLified REIT dividends and qualified
PTP income’ or
2. 20 percent of the taxpayer’s taxable income minus net capital gain.

lithe taxpayer’s taxable income (before the QBI deduction) is above the threshold amount, the deduction
may be limited based on whether the business is an SSTB, the W-2 wages paid by the business and the
unadjusted basis immediately after acquisition of certain property used by the business. For 2018, these
limitations are phased in for joint filers with taxable income above $315,000 but below $415,000, and all other
taxpayers with taxable income above $157,500 but below $207,500. The threshold amounts and phase-in
range are for tax year 2018 and will be adjusted for infLation in subsequent years. Income earned through a C
corporation or by providing services as an employee is not eLigible for the deduction regardless of the
taxpayer’s taxable income. In some cases, patrons of horticultural or agricultural cooperatives are required to
reduce their deduction under section 199A(b)(7) (patron reduction). See also Q&A 13 for more information on
computation and avaitable worksheets.

Q7. I have income from a specified service trade or business. How does that affect my
deduction?

A7. The SSTB Limitation does not apply to any taxpayer whose taxabLe income (before the quaLified business
deduction) is at or beLow the threshoLd amounts discussed in Q&A #5. For taxpayers whose taxable income is
within the phase-in range discussed in Q&A #6, the taxpayer’s share of QBI, W-2 wages and UBIA of quaLified
property related to the SSTB may be Limited, lithe taxpayer’s taxable income exceeds the phase-in range, no
deduction is allowed with respect to any SSTB. The threshold amounts and phase-in range are for tax year
201$ and will be adjusted for inflation in subsequent years.
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In some cases, patrons of horticultural or agricultural cooperatives are required to reduce their deduction
under section 199A(b)(7) (patron reduction). See also Q&A 13 for more information on computation and
available worksheets.

Q8. In 2018, I wilt report taxable income under $315,000 and file married filing jointly.
Do I have to determine if I am in an SSTB in order to take the deduction? Is there any
limitation on my deduction?

A8. No, if your 2018 taxable income (before the QBI deduction) is at or below the threshold amount ($315,000,
if married filing jointly, or $157,500 for alt other filing statuses), the SSTB Limitations do not apply. You wilt be
able to deduct the lesser of:

1. Twenty percent (20%) of your QBJ, plus 20 percent of your qualified REIT dividends and qualified PTP
income, or
2. Twenty percent (20%) of your taxabte income minus your net capitat gain.

Income earned through a C corporation or by providing services as an employee is not eligible for the
deduction regardless of the taxpayer’s taxable income.

Q9. In 2018, I wiLt report taxable income between $157,500 and $207,500 and file as
single. I receive QBI. Does it matter if it is from an SSTB?

A9. Yes, because your taxable income is above the threshold amount, your QBI deduction with respect to any
SSTB will be limited. However, because you are within the phase-in range (above $315,000 but below
$415,000 for married filing joint, and aLl other taxpayers with taxabLe income above $157,500 but beLow
$207,500), you may be allowed some QBI deduction with respect to an SSTB. In addition, for taxpayers above
the threshold amount, the 20 percent QBI with respect to any trade or business, including an SSTB, may be
limited by the amount of W-2 wages paid by the trade or business and the UBIA of quaLified property held by
the trade or business. Sections 1.199A-1 and 1.199A-2 of the regulations (PDF) provides additional
information.

Q10. In 2018, I am single and wilt report taxabte income over $207,500. My only income
is from an SSTB. Am I entitled to the deduction with respect to the SSTB?

AlO. No. The same is true for a married couple filing a joint return whose taxable income exceeds $415,000.

Qil. In 2018, I am single and witt report taxable income over $207,500. I am NOT in an
SSTB. Am I entitted to the deduction?

All. Yes, if you have QBI, quaLified REIT dividends or qualified PTP income. For eligible taxpayers with total
taxable income in 2018 over $207,500 ($415,000 for married filing joint returns), the deduction for QBI may be
Limited by the amount of W-2 wages paid by the qualified trade or business and the UBIA of quaLified property
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held by the trade or business. The reguLations provide additional information on these limitations. The IRS
also issued Revenue Procedure 2019-11 (PDF) providing methods for determining W-2 wages for purposes of
the Limitation.

Q12. How do cooperatives qualify for the quatified business income deduction?

A12. Cooperatives do not quaLify for the QBI deduction under section 199A(a) but may be eLigibLe to take the
section 199A(g) deduction. Section 199A(g) provides a deduction for Specified AgriculturaL or HorticulturaL
Cooperatives (Specified Cooperatives) and their patrons similar to the deduction under former section 199,
which was known as the domestic production activities deduction. The IRS issued additional guidance for
cooperatives and their patrons on June 18, 2019.

Q13. Is there a form for reporting the quaLified business income deduction? And if so,
where can I find it?

A13. There is no form for reporting the QBI deduction in 2018. However, two worksheets have been developed
to heLp taxpayers compute their deduction. The first worksheet is located in the instructions to Form 1040 and
can be used by taxpayers with taxable income (before the QBI deduction) at or below the threshold amount
($315,000 for a married coupLe fiLing a joint return, or $157,500 for aLl other taxpayers) and that are not
patrons in a horticulturaL cooperative.

The second worksheet wiLl be located in Publication 535, Business Expenses. It shouLd be used by taxpayers
with taxabLe income exceeding the threshoLd amount. It shouLd aLso be used by taxpayer’s that are patrons of
specified agricultural or horticuLtural cooperatives.

For tax year 2019, Form 8995, QuaLified Business Income Deduction Simplified Computation, and Form 8995-
A, QuaLified Business Income Deduction, will be avaiLabLe and wiLl replace the worksheets found in the Form
1040 instructions and Publication 535, respectively.

Q14. Does the deduction reduce earnings subject to self-employment tax?

A14. No. The QBI deduction does not reduce net earnings from self-employment, under section 1402.
SimiLarly, the deduction does not reduce net investment income under section 1411 (Form 8960, Net
Investment Income Tax).

Q15. III report taxable income under the threshold are there any limits to my
deduction?

A15. If your taxable income (before the QBI deduction) is at or below the threshold, then most of the
limitations are not applicable.

The specified service trade or business, W-2 wage, and UBIA limitations do not appLy to taxpayers whose
taxable income is at or beLow these thresholds.
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The deduction is Limited the tesserof2o% of QBI pLus 20% of qualified REIT dividends and qualified PTP
income or 20% of taxable income Less net capital gain for alt taxpayers, regardless of income. Also, if you are a
patron in an agricultural or horticultural cooperative, the QBI component may be reduced by the patron
reduction. Finally, income earned through a C corporation or by providing services as an employee is not
eligible for the deduction regardless of the taxpayer’s taxabte income.

Q16. Do any limitations apply to the REIT/PTP Component?

A16. Yes. The REIT/PTP Component generally incLudes qualified REIT dividends (including REIT dividends
earned through a RIC) and PTP income as defined in section 199A and the regulations thereunder. For
taxpayers above the threshold amount, discussed in Q&A #5 and #6, qualified PTP income may be limited if
the PTP operates an SSTB. The limitation does not apply to any taxpayer whose taxable income (before the
qualified business deduction) is at or below the threshoLd amounts discussed in Q&A #5. For taxpayers whose
taxable income is within the phase-in range discussed in Q&A #6, the taxpayer’s PTP income from the SSTB
may be limited. If the taxpayer’s taxable income exceeds the phase-in range, no deduction is allowed with
respect to any SSTB operated by a PTP. The threshotd amounts and phase-in range are for tax year 2018 and
will be adjusted for infLation in subsequent years.

Q17. if someone is a real estate professional, wilt their rental real estate qualify for the
deduction?

A17. The deduction is not based on whether the taxpayer qualifies as a real estate professional under section
469. Rental real estate may constitute a trade or business for purposes of the QBI deduction if the rental real
estate:

• Rises to the Level of a trade or business under section 162,
• Satisfies the requirements for the safe harbor provided by Rev. Proc. 2019-38, or
• Meets the self-rental exception (i.e., the rental or licensing of property to a commonly controlled trade or

business conducted by an individuat or RPE).

Whether rental teat estate rises to the level of a trade or business under section 162 depends on all the facts
and circumstances. To be engaged in a trade or business under section 162, the taxpayer must be actively
invoLved in the activity with continuity and regutarity and the primary purpose for engaging in the activity
must be for income or profit.

Q18. if I have net income from one qualified business and a net loss from another
qualified business, is the loss from the second business carried forward and applied
against that same business in the future or is it netted against the income from the first
business when calculating the deduction? What if the tosses are greater than the
income, does this mean I wilt not get a deduction?

A18. A taxpayer must net their QBI, including losses, from multiple trades or businesses (including aggregated
trades or businesses). So, negative QBI from one business will offset positive QBI from other trades or
businesses (including aggregated trades or businesses) in proportion to the net income of the trades or
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businesses with positive QBI.

lithe total QBI from all trades or businesses is Less than zero, the taxpayer’s QBI Component wilt be zero and
any negative amount is carried forward to the next taxable year. The carried forward negative QBI wilt be
treated as negative QBI from a separate trade or business for purpose of determining the QBI Component in
the next taxable year.

Q19. Does a net QBI Component toss reduce the REIT PIP Component?

A19. A net Loss in the QBI Component does not impact the calcuLation of the deduction with respect to the
REIT/PTP Component. However, if qualified PIP income is a Loss, it is netted against qualified REIT dividends
in a separate netting calculation from the Loss netting of the QBI Component. These two netting requirements
could result in two separate loss carryforwards, one for the QBI Component and one for the REIT/PTP
Component.

Q20. Do I have to materiatty participate in a business to qualify for the deduction?

A20. No. Material participation under section 469 is not required for the QBI deduction. Eligible taxpayers with
income from a trade or business may be entitled to the QBI deduction (if they otherwise satisfy the
requirements of section 199A) regardless of their involvement in the trade or business.

Q21. I file a joint return, my income is under the threshold amount, the only income I
have is from W-2 wages and a domestic Schedule C business. Does my QBI equal the
amount on Schedule C, tine 31, Net profit or floss)?

A21. Not necessarily. As discussed in Q&A #4, QBI is the net amount of qualified items of income, gain,
deduction and toss from any qualified trade or business. In addition to the profit or toss from Schedule C, QBI
must be adjusted by any other items of gain or deduction related to the business, including but not Limited to
gains from Form 4797, the deductible part of self-employment tax, self-employed health insurance, self-
employed SEP, SIMPLE, and qualified plan deductions. Amounts received as W-2 income, reasonable
compensation from an S corporation, guaranteed payments from a partnership, and payments received by a
partnerforservices under section 707(a) are not QBI and are not eligible forthe deduction.

Q22. I am a statutory employee and report my income on Schedule C. Does it qualify for
the qualified business income deduction?

A22. Payments made to statutory employees, as defined in section 3121(d)(3), are excluded from the
definition of wages considered income from the trade or business of performing services as an employee
under §1.199A-5(d)(1). Items of income, gain, deduction, and toss from performance of services as a statutory
employee are considered QBI and are eligible for the QBI deduction to the extent the requirements of section
199A are satisfied.

Q23. Can you explain in more detail how losses that are limited by basis, at-risk, or
passive activity rules affect the deduction?
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A23. Items not included in taxabte income are not qualified items of income, gain, deduction, or Loss and are
not current year QBI. If a taxpayer has a suspended loss that is alLowed against current year taxable income,
whether the loss reduces QBI depends on whether the loss was Limited before or after January 1, 2018.

lithe loss was disallowed before 2018, the loss is never taken into account for purposes of computing QBI.
This means the taxpayer must keep track of pre-2018 disallowed losses, so that they can be excluded from
QBI in the year the loss is allowed.

If the Loss was generated in 2018 or later, it is included in QBI if it is a quaLified item of deduction or loss that
would otherwise be included in QBI, but not untiL the year it is included/allowed in taxable income.

Disallowed, Limited, or suspended losses must be used in order from the oldest to the most recent on a first-
in, first-out (FIFO) basis.

Q24. How do I satisfy the disctosure requirements ill choose to aggregate my trade or
businesses?

A24. Pub 535, Business Expenses, has a Qualified Business Income Deduction Worksheet that can be used to
compute the QBI deduction. Schedule B, Aggregation of Business Operations, or another schedule reflecting
the taxpayer’s aggregation should be attached to the return as a PDF to satisfy the disclose requirement.

Q25. Do I need to disctose my aggregated trades or businesses when I use the simplified
worksheet in the Instructions for Form 1040 to calculate the QBI deduction?

A25. Yes, taxpayers should disclose their aggregations regardless of which worksheet they use to compute the
QBI deduction. A failure to aggregate will not be considered to be an aggregation for purposes of the
consistency requirement. So, if the taxpayer is under the threshold in 2018 and there is not a need to
aggregate, it would not prevent the taxpayer from aggregating in a subsequent year when the taxpayer’s
taxable income exceeds the threshoLd amount.

Q26. I received a REIT dividend either directty or through a regulated investment
company (RIC), reported as a section 199A dividend in box 5 of Form 1099-DIV. Is this
amount eligibte for the QBI deduction?

A26. Box 5 of Form 1099-DIV is used by REITs and RICs to report amounts that may be eligible for the QBI
deduction, but some amounts reported in box 5 may be ineligible for the deduction.

Ineligible dividends include those for which the taxpayer did not meet holding period requirements for REIT
or RIC stock. The QBI deduction may not be taken for any dividend reported in box 5 for dividend received on
a share of REIT or RIC stock that is held for 45 days or less during the 91-day period beginning on the date that
is 45 days before the date on which such share became ex-dividend with respect to the dividend. When
counting the number of days the stock is held, incLude the day the stock is disposed of but not the day the
stock is acquired. Also, don’t count days during which the risk of Loss was diminished. Specifically, don’t count
any day during which any of the following conditions are met:
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1. The taxpayer had an option to sell, was under a contractuaL obLigation to seLL, or entered into (and not
ctosed) a short sate of substantiaLly identicaL stock or securities.
2. The taxpayer was a grantor (writer) of an option to buy substantiatty identical stock or securities.
3. The taxpayer’s risk of toss was diminished by hotding one or more other positions in substantiatty similar or
retated property.

In addition, the deduction may not be taken for any dividend on shares of REIT or RIC stock reported in box 5
to the extent the taxpayer is under an obligation (whether pursuant to a short sate or otherwise) to make
related payments with respect to positions in substantially similar or related property.

Pass-through Entity

Q27. I am a partner in several partnerships, how do I know what qualifies for the
deduction?

A27. The Schedule K-is for 2018 have new codes for the QBI deduction items. The partnership needs to
provide each partner with their share of QBI items, W-2 wages, UBIA of quatified property, and other
information necessary for partners to compute their deduction. The same rutes apply for S corporations.

If a partnership or S corporation fails to provide this information, the final regutations provide that each
unreported income of positive QBI, W-2 wages, or UBIA of qualified property attributable to the entity’s trades
or businesses wilt be presumed to be zero. This means that a partner or shareholder may be unabLe to claim a
QBI deduction on the entity’s income if the entity fails to report the information. It is recommended that
taxpayer fottow-up with a pass-through entity if they do not provide the necessary information.

Q28. If a pass-through entity has one business, is it only required to provide one dollar
amount for the QBI?

A28. The pass-through entity is required to provide the owners QBI information necessary for the owner to
compute the deduction. If the entity only has ordinary income from a single trade or business, it may be
appropriate to reflect one QBI amount. Items from a pass-through entity are required to be separately stated
due to the potential of unique treatment on one or more owners’ returns. Items not included in current year
taxabLe income are not included in QBI. Therefore, additional details will also need to be provided for the
owners. If for example, in addition to ordinary income the owner is aLlocated a section 179 deduction, since
the 179 deduction may be limited, the detail would be required in order for the owner to properly determine
the current year QBI.

Also notethatthe rulesto separatelystate itemsfrom each activityforthe application of the at-risk rules and
passive activity loss limitation rules still apply even when a pass-through entity chooses to aggregate a trade
or business for the purposes of section 199A.

Q29. My income is under the threshold amount and I only have income from W-2 wages
and a partnership interest. Does my QBI equat the amount of partnership income
reported on Schedule K-i?
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A29. Maybe. As discussed in Q&A 4, QBI is the net amount of quatified items of income, gain, deduction and
loss from any qualified trade or business. To determine the totaL amount of QBI, the taxpayer must consider
deductions not reported on ScheduLe K-i that are related to the trade or business. This could include
unreimbursed partnership expenses, business interest expense, the deductible part of seLf-employment tax,
the setf-emptoyment heaLth insurance deduction, and self-employed SEP, SIMPLE, and qualified pLan
deductions in addition to other adjustments. Amounts received as guaranteed payments and payments
received by a partner for services under section 707(a) are not QBI and are not eligible for the deduction.

Q30. What about fiscat-year pass-through entities? I have a partnership whose fiscat
year ended on March 31, 2018. Do I get a quatified business income deduction for the
income I earned?

A30. The QBI deduction itself is available only to taxpayers whose tax years begin after December 31, 2017.

However, any QBI reported to a taxpayer from a related passthrough entity with a taxabLe year beginning in
2017 and ending in 2018 is treated as having been incurred in the owner’s taxable year in which the
passth rough entity’s taxable year ends.

For example, a calendar year partner in a partnership with a fiscal year end of March 31,2018, wilt be able to
include the partnership’s QBI for the entire fiscal year in determining the partner’s 2018 QBI deduction. The
partner may also use the partnership’s W-2 wages and UBIA of qualified property in computing the deduction,
if applicable.

Note that the pass-through entity’s 2017 Schedute K-i does not have the detail relating to the new QBI
deduction. The entity should stilt provide the necessary detail to the owners as an attachment to the
Schedule K-i.

Q31. In 2018, I receive a Schedule K-i allocating a PTP toss. The toss is not currentty
attowabte due to the passive activity rules. Is it used in computing the REIT/PTP
component?

A31. No. Since the loss is not included in taxable income for 2018, it is not used in computing the QBI
deduction in 2018. In a Later taxable year, when the loss is allowable, the loss generated in 2018 will be used in
computing the REIT/PTP component.

Q32. I was told that I can rety on the rules in the proposed regutations under § 1.199A-1
through 1.199A-6 to calculate qualified business income fQBI) for my 2018 tax return.
Does this mean I do not have to include adjustments for items such as the deductible
portion of self-employment tax, self-employed health insurance deduction, or the self
employed retirement deduction when calculating my QBI in 2018?

A32. Section 199A(c)(i) defines quaLified business income as the net amount of qualified items of income,
gain, deduction, and loss with respect to any qualified trade or business of the taxpayer. Proposed regulation
§ i.199A-1(b)(4) followed this definition, providing that QBI is the net amount of qualified items of income,

https:llwww.irs.gov/newsroom/tax-cuts-and-jobs-act-provision-i 1011-section-i 99a-qualified-business-income-deduction-faqs 10/21



219/2020 Tax Cuts and Jobs Act, Provision 11011 Section 199A - Qualified Business income Deduction FAQs internal Revenue Service

gain, deduction, and loss with respect to any trade or business as determined under the ruLes of 1.199A-3(b).
Section 1.199A-1(b)(5) of the final regulations retains this rule, also providing that QBI means the net amount
of qualified items of income, gain, deduction, and loss with respect to any trade or business (or aggregated
trade or business) as determined under the rules of 1.199A-3(b).

Section L199A-3(b)(2) defines the term “qualified items of income, gain, deduction, and loss” as items of
gross income, gain, deduction, and loss to the extent such items are effectively connected with the conduct of
a trade or business within the United States (with certain modifications) and included or aLlowed in
determining taxable income for the taxable year. The final regulations add additional clarity in § 1.199A-3(b)
(1)(vi), which provides that generally deductions attributable to a trade or business are taken into account for
purposes of computing QBI to the extent that the requirements of section 199A and § 1.199A-3 are satisfied.
For purposes of section 199A only, deductions such as the deductible portion of the tax on self-employment
income under section 164(1), the self-employed health insurance deduction under section 162(1), and the
deduction for contributions to qualified retirement ptans under section 404 are considered attributable to a
trade or business to the extent that the individual’s gross income from the trade or business is taken into
account in caLculating the allowabLe deduction, on a proportionate basis to the gross income received from
the trade or business.

The above the line adjustments for self-employment tax, self-employed health insurance deduction, and the
self-employed retirement deduction are examples of deductions attributable to a trade or business for
purposes of section 199A. There is no inconsistency between the proposed and finaL regulations on this issue.
QBI must be adjusted for these items in 2018.

Q33. Health insurance premiums paid by an S-Corporation for greater than 2%
sharehoLders reduce quaLified business income fQBI) at the entity LeveL by reducing the
ordinary income used to compute allocable QBI. If I take the self-employed heatth
insurance deduction for these premiums on my individual tax return, do I have to also
include this deduction when calculating my QBI from the S-Corporation?

A33. Generally, the self-employed health insurance deduction under section 162(1) is considered attributable
to a trade or business for purposes of section 199A and will be a deduction in determining QBI. This may
resuLt in QBI being reduced at both the entity and the shareholder Levet.

Patrons and Cooperatives

Q34. What is the purpose of the proposed regulations in §1.199A-7 through L199A-12?

A34. The purpose of these proposed regulations is (1) to provide guidance to patrons of cooperatives
regarding the application of the QBI deduction (See Q&A1) incLuding the reduction of the QBI deduction that
is required for patrons of Specified Agricutturat and Horticutturat Cooperatives (patron reduction) and (2) to
provide guidance to Specified Agricultural and Horticultural Cooperatives (Specified Cooperatives) and their
patrons on the computation and allowance of the deduction for income attributable to domestic production
activities of Specified Cooperatives (Section 199A(g) deduction). These proposed rules apply to taxabLe years
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ending after final regulations are pubLished in the Federal Register. Taxpayers, however, may reLy on these
proposed regulations until that date, but only if the taxpayers apply the rules in their entirety and in a
consistent manner.

Q35. I am a farmer who is a patron of a Specified Cooperative. Could I be entitled to
two deductions under section 199A?

A35. Yes. A farmer can have a quaLified trade or business that generates a QBI deduction and couLd be passed
through a Section 199A(g) deduction from the Specified Cooperative of which the farmer is a patron.
Regardless of whether the section 199Afg) deduction was passed through, the farmer would have to
determine whether their QBI deduction is subject to the patron reduction under section 199A(b)(Z). The
farmer may take any Section 199A(g) deduction passed through to the extent of their taxabLe income
determined after their QBI deduction.

Q36. What are Specified Cooperatives?

A36. They are agricultural or horticultural cooperatives to which Part I of subchapterT of the Internal Revenue
Code applies that are engaged (I) in the manufacturing, production, growth, or extraction (MPGE) in whole or
significant part of any agricultural or horticuLtural product, or (ii) in the marketing of any agricultural or
horticultural product thattheir patrons have MPGE in whole or significant part. Specified Cooperatives
include cooperatives that are considered nonexempt or exempt. Exempt cooperatives are those farmers’
cooperatives that are qualified under section 521 of the code. An organization wiLl not be considered exempt,
even though it operates within the provisions of sections 521 and 1381 through 1388, unless it files IRS Form
102$, Application for Recognition of Exemption Under Section 521 of the Internal Revenue Code or has
previousLy received a ruling recognizing its exemption under section 521 of the Internal Revenue Code of 1986
or corresponding provisions of prior law.

Q37. How do cooperatives and their patrons handle the QBI deduction?

A37. Cooperatives are C corporations for federal income tax purposes, and therefore are not eligible for the
QBI deduction. However, patrons that are individuals and certain trusts and estates may qualify for the
deduction. See also Q&A 2.

Patrons of cooperatives that are individuals, trusts or estates and that have QBI, qualified REIT dividends or
qualified PTP income may qualify for the QBI deduction. The rules in §1.199A-1 through 1.199A-6 apply to alL
taxpayers, including patrons, eligible to take the QBI deduction. See preceding Q&A’s for additionaL
information on computing the QBI deduction. To the extent a patron receives patronage dividends or similar
payments from a cooperative, the patron must follow the additional special rules and clarification in
proposed §1.199A-7 to calculate its QBI deduction. Patronage dividends or similar payments from
cooperatives may be included in the patron’s QBI to the extent that (i) these payments are related to the
patron’s trade or business, (ii) are qualified income at the cooperative’s trade or business level, (iii) are not
income from a specified service trade or business (SSTB) at the cooperative’s trade or business level (unless
the patron has taxable income below the threshold amount; see Q&A5), and (iv) provided the patron receives
information from the cooperative regarding whether the payments are qualified items of income. Patrons that
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receive qualified payments from a Specified Cooperative are required to reduce their QBI deduction as
provided in section 199A(b)(7) (patron reduction). See Chapter 12 of Publication 535 and Instructions for Form
8995-A.

Q38. How is the patron reduction computed and what are qualified payments?

A38. Patrons that receive qualified payments must reduce their QEI deduction by the lesser of 9% of the QBI
property allocabLe to the qualified payments, or 50% of the W-2 wages paid with respect to the QBI aLlocable
to the quatified payments. This reduction is required whether the Specified Cooperative passes through all,
some, or none of the Specified Cooperative’s Section 199A(g) deduction to the patrons in that taxabte year.

Section 199A(g)(1)(E) and proposed §1.199A-8(d)(2)(ii) define qualified payments as any amount of a
patronage dividend or per-unit retain aLlocation, as described in section 1385(a)(1) or (3) received by a patron
from a Specified Cooperative that is attributable to the portion of the Specified Cooperative’s qualified
production activities income (QPAI), for which the cooperative is alLowed a section 199A(g) deduction. For this
purpose, patronage dividends include any advances on patronage and per-unit retain aLlocations include per-
unit retains paid in money during the taxable year. A Specified Cooperative calculates its qualified payments
using the same method of accounting it uses to calcuLate its taxable income.

Q39. What information are Cooperatives required to determine and provide to patrons
for computation of the QEI deduction?

A39. Cooperatives must provide patrons with certain information for the patron to determine its QBI
deduction. The cooperative must determine whether its distributions of patronage dividends and similar
payments from each trade or business that is not a SSTB contain qualified items of income, gain, deduction,
and toss. The cooperative must aLso determine the amount of SSTB income, gain, deduction, and loss
included in its distributions that is qualified with respect to any SSTB directly conducted by the cooperative. A
Specified Cooperative must atso report the amount of distributions that are qualified payments made to the
eligible taxpayer. Alt of this information is reported to the patron on an attachment to or on the Form 1099-
PATR, Taxable Distributions Received From Cooperatives, or any successor form, unless otherwise provided
by the instructions to the Form.

The patron then determines if any of the distributions may be included in the patron’s QBI depending on the
patron’s taxable income and the statutory phase-in and threshold amounts ($315,000 in the case of joint
returns and $157,500 for alt other taxpayers for any taxable year beginning before 2019) and whether the
patron reduction appLies.

Cooperatives should not allocate W-2 wages or unadjusted basis immediately after acquisition (UBIA) of
qualified property to their patrons. For the patrons’ QBI deduction, the patrons consider the W-2 wages and
UBIA of qualified property from the patrons’ trade or business from which the payments arise.

Q40. What is the Section 199A(g) deduction?

A40. Section 199A(g) provides a deduction for Specified Cooperatives and their patrons similar to the
deduction under former section 199, which was known as the domestic production activities deduction.
Section 199A(g) allows a deduction for income attributable to domestic production activities of Specified
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Cooperatives. The deduction aLlowed is equatto 9 percent of the lesser of (i) the qua tilled production
activities income (QPAI) or (ii) the taxabLe income of the Specified Cooperative for the taxable year. The
deduction is further limited to 50 percent of the W-2 wages of the Specified Cooperative for the taxable year
that are property allocable. CaLculating the deduction is further explained in Q&As below.

Q41. How do Specified Cooperatives and their patrons handle the Section 199A(g)
deduction?

A41. Only a Specified Cooperative may calculate the Section 199A(g) deduction. A Specified Cooperative may
pass aLt, some, or none of the Section 199A(g) deduction to patrons that are eligible to take the deduction
(this does not incLude a patron that is C corporation, unless that patron is a Specified Cooperative). The
Specified Cooperative will reduce its deduction under section 1382 by the amount of the Section 199A(g)
deduction that was passed through.

If a Specified Cooperative passes any of the Section 199A(g) deduction to a patron that is eLigible, that patron
is alLowed to deduct the amount so tong as the deduction does not exceed the patron’s taxable income (after
taking into account any QBI deduction allowed to the patron).

Q42. How do nonexempt Specified Cooperatives compute the Section 199Afg)
deduction?

A42. Proposed §1.199A-8 sets forth four steps to determine the amount of a nonexempt Specified
Cooperative’s Section 199A(g) deduction;

1. Patronage/Nonpatronage Split — Identify and separate the gross receipts and related deductions that are
from patronage sources and from nonpatronage sources. Nonexempt Specified Cooperatives may use onty
patronage gross receipts and related deductions to calculate domestic production gross receipts (DPGR),
QPAI, taxable income, and the W-2 wage limitation.
2. Identify Patronage DPGR — Nonexempt Specified Cooperatives only consider gross receipts from patronage
sources when identifying DPGR from the disposition of agricultural or horticultural products. DPGR are gross
receipts of the taxpayer that are derived from any tease, rental, license, sale, exchange, or other disposition of
any agricultural or horticultural product which was MPGE by the taxpayer. Such term shall not include gross
receipts which are derived from the disposition of land or services. Proposed §1.199A-9 contains additionaL
information on DPGR.
3. Calculating Patronage QPAI — Nonexempt Specified Cooperatives must determine cost of goods sold
(COGS) and other expenses, Losses, or deductions that are allocable to patronage DPGR. Proposed §1.199A-1O
contains additional information on making this determination.
4. Calculating Patronage Section 199A(g) Deduction — A nonexempt Specified Cooperative’s Section 199A(g)
deduction is equal to 9% of the lesser of QPAI or taxable income from patronage sources, and is subject to a
50% W-2 wage limitation. A patronage Section 199A(g) deduction may only be used to reduce patronage
taxable income. Proposed §1.199A-11 contains additional information on the W-2 wage limitation.

Q43. How do exempt Specified Cooperatives compute the Section 199A(g) deduction?
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A43. Exempt Specified Cooperatives calcuLate two separate Section 199A(g) deductions, one based on gross
receipts and related deductions from patronage sources, and one based on gross receipts and related
deductions from nonpatronage sources. Proposed §1.199A-8 requires exempt Specified Cooperatives to
perform steps two through four twice, first using only its patronage gross receipts and related deductions and
second using only its nonpatronage gross receipts and retated deductions. An exempt Specified Cooperative
cannot combine, merge, or net patronage and nonpatronage items at any step in determining its patronage
Section 199A(g) deduction and its nonpatronage Section 199A(g) deduction. Exempt Specified Cooperatives
may onLy use the patronage Section 199A(g) deduction to reduce patronage taxabLe income.

Q44. How does a Specified Cooperative pass through a Section 199A(g) deduction to its
patrons?

A44. Specified Cooperatives may pass through aLl, some, or none of their allowable Section 199A(g) deduction
to patrons who are eligible taxpayers as defined in section 199A(g)(2)(D), that is, (i) a patron, that is not a C
corporation, or (ii) a patron that is a Specified Cooperative. A Specified Cooperative must notify each of its
patrons of the amount of Section 199A(g) deduction being passed to them in a written notice mailed to the
patron during the payment period described in section 1382(d) and also inctude any amount passed through
in such written notice on the Form 1099-PATR issued to its patrons. The amount of the Section 199A(g)
deduction that a Specified Cooperative can pass through to an eligible taxpayer is limited to the portion of
the Section 199A(g) deduction that is allowed with respect to the QPAI to which the qualified payments made
to the patron are attributable. The Specified Cooperative wilt reduce its deduction under section 1382 by the
amount of the Section 199A(g) deduction that was passed through.

Individual patrons that receive a written notice from a Specified Cooperative allocating a Section 199Afg)
deduction may take the deduction to the extent of their taxable income determined after their QBI deduction.
A Section 199A(g) deduction that can’t be used in the year it is received is lost. A Specified Cooperative that
receives a Section 199A(g) deduction as an e[igibte taxpayer can take the deduction only against patronage
gross income and related deductions, or can pass on the deduction to its patrons that are eligible taxpayers.

Q45. Can an exempt Specified Cooperative pass through its nonpatronage Section
199A(g) deduction?

A45. No. Exempt Specified Cooperatives are not allowed to pass through any of the section 199Afg) deduction
attributable to nonpatronage activities because no QPAI is attributable to any qualified payments.

Q46. What if a Specified Cooperative is a partner in a partnership?

A46. The proposed rules provide that the partnership must separately identify and report on the Schedule K-i
to the Form 1065, U.S. Return of Partnership Income, issued to a Specified Cooperative partner the Specified
Cooperative’s allocable share of gross receipts and related deductions. This aLlows the Specified Cooperative
partner to include the partnership items when applying the four steps in proposed §1.199A-8 required to
calculate its Section 199Afg) deduction (as described.in Q&A42). For example, when applying the four steps, a
Specified Cooperative determines the amount of gross receipts from the partnership that are patronage and
that qualify as DPGR from the disposition of agricultural or horticultural products.
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Q47. What is the definition of patronage and nonpatronage?

A47. Proposed §1.13884(f) sets forth a definition of patronage and nonpatronage that is consistent with the
current state of the law. Whether an item of income or deduction is patronage or nonpatronage sourced is
determined by applying the directly related use test. The directly related use test provides that if the income
or deduction is produced by a transaction that actually facilitates the accompLishment of the cooperative’s
marketing, purchasing, or services activities, the income or deduction is from patronage sources. However, if
the transaction producing the income or deduction does not actually facilitate the accomplishment of these
activities but merely enhances the overall profitability of the cooperative, being merely incidental to the
association’s cooperative operation, the income or deduction is from nonpatronage sources. Patronage and
nonpatronage income or deductions cannot be netted unless otherwise permitted by the Internal Revenue
Code or regulations thereunder, or guidance published in the Internal Revenue BuLletin.

RentaL FAQs

Q48. When is rental reat estate treated as a trade or business for purposes of
determining the QBI deduction?

A48. Rental real estate is treated as a trade or business for purposes of the QBI deduction under section 199A
if it meets any of the following three tests:

1. The rental real estate rises to the Level of a section 162 trade or business.
2. The rentaL real estate isa rental real estate enterprise meeting the requirements of the safe harbor provided
in Revenue Procedure 2019-38. See Q49.
3. The rental or licensing of property is to a commonly controlLed trade or business operated by an individual
or a passthrough entity as described in Treas. Reg. § 1.199A-1(b)(14). This is often referred to as a self-rental.

Q49. When is a rental reaL estate enterprise eligible to rety upon the safe harbor
provided in Revenue Procedure 2019-38?

A49. Revenue Procedure 2019-38 provides a safe harbor under which a rental real estate enterprise that meets
certain requirements will be treated as a trade or business for purposes of section 199A. In order to rely upon
the safe harbor, the enterprise must meet aLl requirements of the Revenue Procedure.

A rental real estate enterprise is defined as an interest in real property held for the production of rents and
may consist of an interest in a single property or interests in multiple properties. The interest must be held
directly or through a disregarded entity by the individual or relevant passthrough entity (RPE) relying on the
safe harbor. Multiple properties of the same category (residential or commercial) can be treated as a single
enterprise if the individual or RPE also includes all other properties of the same category in the enterprise.
Residential and commercial property cannot be combined into a single property except for mixed-use
property as discussed in Q 51. To qualify under the safe harbor, the rental real estate enterprise must satisfy
all of the following requirements:

1. Separate books and records are maintained to reflect income and expenses for each rental reaL estate
enterprise. If a rental real estate enterprise contains more than one property, this requirement may be
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satisfied if income and expense information statements for each property are maintained and then
consolidated;
2. For rental real estate enterprises that have been in existence less than four years, 250 or more hours of
rentaL services are performed (as described in Revenue Procedure 2019-38) per year with respect to the rental
real estate enterprise. For rental real estate enterprises that have been in existence for at least fouryears, in
any three of the five consecutive taxabLe years that end with the taxable year, 250 or more hours of rental
services are performed (as described in Revenue Procedure 2019-38) per year with respect to the rental teal
estate enterprise; and
3. The taxpayer maintains contemporaneous records, including time reports, logs, or similar documents,
regarding the following: (I) hours of all services performed; (ii) description of all services performed; f iii) dates
on which such services were performed; and (iv) who performed the services. If services with respect to the
rental real estate enterprise are performed by empLoyees or independent contractors, the taxpayer may
provide a description of the rental services performed by such employee or independent contractor, the
amount of time such empLoyee or independent contractor generalLy spends performing such services for the
enterprise, and time, wage, or payment records for such employee or independent contractor. Such records
are to be made avaiLable for inspection at the request of the IRS.
4. The taxpayer or RPE attaches a statement to a timely filed original return, including extensions, (or an
amended return for the 2018 taxable year only) for each taxable year in which the taxpayer or RPE relies on
the safe harbor. An individual or RPE with more than one rental real estate enterprise relying on this safe
harbor may submit a single statement but the statement must list the required information separately for
each rentat real estate enterprise. The statement must include the fotlowing information:

o A description (incLuding the address and rental category) of alt rental real estate properties that are
included in each rental real estate enterprise;
o A description (including the address and rental category) of rental real estate properties acquired and
disposed of during the taxable year; and
o A representation that the requirements of this revenue procedure have been satisfied.

Certain rental real estate arrangements are excluded from the safe harbor and may not be included in a rentat
real estate enterprise. These include real estate used by the taxpayer as a residence under section 280A; real
estate rented under a triple net lease; teat estate rented to a trade or business conducted by a taxpayer on an
RPE which is commonly controlled under section 1.199A-4(b)(1)(i) and rental real estate where any portion of
the property is treated as a specified service trade or business (SSTB).

Q50. How can I meet the records requirement of the safe harbor contained in Revenue
Procedure 2019-38 and what happens if I don’t meet it?

A50: ReLiance upon the safe harbor requires the maintenance of contemporaneous records, including time
reports, logs or similar documents, regarding the hours of all services performed, a description of services
performed, dates on which such services were performed and who performed the services.

If an employee or independent contractor performed the services with respect to the rental real estate
enterprise, the taxpayer may provide a description of the rental services performed, the amount of time the
employee or independent contractor generally spent performing the services for the enterprise, and time,
wage or payment records for the employee or independent contractor.
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The safe harbor is not available to taxpayers that fail to meet the contemporaneous records requirement.
However, the rental real estate may still be treated as a trade or business for purposes of the QBI deduction if
the rental real estate otherwise rises to the Level of a section 162 trade or business or meets the self-rental
rule. Whether rental reaL estate rises to the leveL of a trade or business under section 162 depends on aLl facts
and circumstances.

The contemporaneous records requirement will not apply to taxable years beginning prior to January 1, 2020.
However, taxpayers bear the burden of showing the right to any claimed deductions in all taxable years.
INDOPCO, Inc. v. Comm’r, 503 U.S. 79, 84; 112 S.Ct. 1039, 1043) (1992); Interstate Transit Lines v. Comm’r, 319
U.S. 590, 593, 63 S.Ct. 1279, 1281 (1943). See also I.R.C. § 6001; Treas. Reg. § 1.6001-1(a) and (e).

Q51. How does the safe harbor provided for in Revenue Procedure 2019-38 apply to
mixed-use properties?

A51. Mixed-use property, as defined in Revenue Procedure 2019-38, is a single building that combines
residential and commerciaL units. An interest in mixed-use property may be treated as a single rental real
estate enterprise or may be split into separate residentiaL and commercial properties. If treated as a single
rental real estate enterprise, it may not be treated as part of the same enterprise as other residential,
commerciaL or mixed-use property.

For exampLe, a taxpayer has three mixed-use buildings and each includes a storefront and an apartment. For
purposes of the safe harbor, the buildings can be included in a rental real estate enterprise in any of the
following ways:

1. Each mixed-use building is treated as two separate interests in rental teal estate, one commercial and one
residential. The taxpayer treats these as six separate rental real estate enterprises, three commercial and
three residential.
2. Each mixed-use building is treated as two separate interests in rental reaL estate, one commercial and one
residential. The taxpayer treats the three commerciat interests as a single rental real estate enterprise and
also treats the three residential interests as a separate single rental real estate enterprise. The taxpayer has
two rentaL real estate enterprises, one commercial and one residential.
3. Each mixed-use building is treated as two separate interests in rental real estate, one commercial and one
residential. The taxpayertreats the three commercial interests as a single rental reaL estate enterprise but
treats the residential interests as three separate single rental real estate enterprises. The taxpayer has four
rental real estate enterprises, one commercial and three residential.
4. Each mixed-use building is treated as two separate interests in rental teat estate, one commercial and one
residential. The taxpayer treats the three residential interests as a single rental real estate enterprise but
treats the commercial interests as three separate single rental real estate enterprises. The taxpayer has four
rental real estate enterprises, three commercial and one residential.
5. Each mixed-use property is treated as a stand-alone enterprise containing both residential and commercial
properties. The taxpayer has three rentaL real estate enterprises, three mixed-use.

If other non-mixed-use properties are also owned or subsequently acquired, the similar properties rule under
Revenue Procedure 2019-38 still applies. In other words, if the mixed-use properties are split into residential
and commercial properties, the requirement to either treat all similar properties as their own enterprises or
as a single enterprise will include these properties, as well. For example, if the taxpayer described in example
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b above acquires an additional commercial property, that new property must also be added to the existing
commercial real estate enterprise. The taxpayer may not treat the newly acquired commercial property as its
own enterprise.

Once an enterprise determination is made, the rules of the safe harbor are appLied to each enterprise in the
manner outlined in Revenue Procedure 2019-38.

Q52. If rental real estate is treated as a trade or business for purposes of the QBI
deduction (discussed in Q 48), do I report the rental teal estate on Schedule C of my
Form 1040, and is it subject to self-employment tax?

A52. In general, the answer to both questions is no. How rental real estate is reported on Form 1040 has NOT
changed due to the QBI deduction. Rental reaL estate is usually reported on Schedule E, Part I, and is not
subject to self-employment tax.

Even if rental real estate rises to the level of a section 162 trade or business, it is generally reported on
Schedule E, Part I, because rental real estate is generally excluded from self-employment taxable income
under section 1402(a)(1).

However, some rentat teat estate is subject to self-emptoyment tax (e.g., boarding house, hotel or motel, and
bed and breakfast, where substantiat services are rendered for the convenience of the occupants). RentaL real
estate subject to self-employment tax is reported on ScheduLe C.

Q53. Can rental teal estate that is a trade or business for purposes of section 199A be
aggregated using the ruLes in Treas. Reg. 1.199A-4?

A53. Rental real estate that is a trade or business can be aggregated with other trades or businesses, including
other rental real estate trades or businesses, if the rules of section 1.199A-4 of the Regulations are met. This
includes rental real estate that rises to the level of a section 162 trade or business, rental real estate
enterprises that meet the safe harbor requirements of Revenue Procedure 2019-38 and self-rentals as
described in section 1.199A-1(b)(14).

Q54. Do I have to materiaLLy participate in rental real estate for it to qualify for the QBI
deduction?

A54. No. Section 199A does not have a material participation requirement. Eligible taxpayers with income
from a qualified trade or business may be entitled to the QBI deduction regardless of their level of
involvement in the trade or business.

Q55. If my rental real estate generates a net Loss that is limited by section 469, passive
activity loss Limitations, what do I do with those Losses for QBI purposes?

A55. Any losses from a trade or business that are suspended and not avaiLabLe for use in computing taxable
income in the year incurred are not included in QBI for that year. The suspended loss wiLl be treated as
qualified business net Loss carryover from a separate trade or business in the year the loss is allowed for
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purposes of determining taxabLe income.

For exampLe, TaxpayerA owns rental property that rises to the level of a section 162 trade or business. The
rental property generates a $20,000 net loss in Tax Year 2018. The loss wouLd be includable in QBI in Tax Year
2018 if it were not fulLy limited by section 469, passive activity loss limitations. The $20,000 toss is not
included in the calculation of taxable income in Tax Year 2018, so it is not included in A’s QBI for Tax Year 2018.
However, if the toss is allowed for use in computing A’s Tax Year 2019 taxable income, the loss will be treated
as qualified business net loss carryover from a separate trade or business and will be used to calculate A’s Tax
Year 2019 QBI deduction.

See Q23 for more information on suspended losses.

Q56. Do I need to fite information returns, such as Form 1099-MISC, if I take a QBI
deduction from income generated by my rental property?

A56. As provided in section 6041, persons engaged in a trade or business and making payment in the course of
such trade or business to another person of $600 or more in any taxable year may be required to file an
information return reflecting the details of such transactions. Application of section 199A and its rules do not
change any existing requirement for information reporting as provided under section 6041.

Q57. Triple net teases do not quatify for the safe harbor of Revenue Procedure 2019-38.
Does this mean that income, gains, deductions and losses from a triple net tease can
never be inctuded in QBI?

A57. No. As explained in Q 48, rentaL real estate is treated as a trade or business for purposes of the QBI
deduction if it rises to the level of a section 162 trade or business, is a self-rental as described in Treas. Reg. §
1.199A-1(b)(14) or is a rental real estate enterprise described in Revenue Procedure 2019-38. Revenue
Procedure 2019-38 only excludes triple net leases from being included in a rental real estate enterprise (and
are therefore not eLigible for the safe harbor).

A single triple net lease does not generally rise to the level of a section 162 trade or business. See Notice 2006-
77. However, if rental real estate involving a triple net lease is otherwise treated as a trade or business under
section 199A, then the income, gains, losses and deductions would be included in QBI.

Q58. If teat estate is rented to a SSTB does that mean the rentat reat estate is also
considered an SSTB?

A58. It depends. If real estate is rented to a commonly owned SSTB, meaning 50 percent or more common
ownership including direct or indirect ownership by related parties within the meaning of sections 267(b) or
707(b), the portion of real estate rented to the commonly owned SSTB is a separate SSTB with respect to the
related parties, only. Any portions not rented to the commonly owned SSTB, as well as any interests held by
an unrelated party, would not be a SSTB.
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For example, Taxpayer A owns 100 percent of a commerciaL office building and leases the entire building to an
S corporation, of which TaxpayerA is a 50 percent shareholder. The lease of the buiLding is treated as a trade
or business for purposes of section 199A under the self-rentaL rule. S corporation operates a medical practice
which is an SSTB. The lease of the building to the S corporation is treated as a separate SSTB of Taxpayer A.

Q59. If teat estate is rented to a C corporation, are the income, gain, deduction and
tosses from the rentat QBI?

A59. It depends. Rentals to a C corporation can generate QBI if the rentat real estate is conducted by an
individual or a relevant passthrough entity (RPE) and is a section 162 trade or business or a rental real estate
enterprise under Revenue Procedure 2019-38. The self-rentaL ruLe in Treas. Reg. § L199A-1(b)(14) does not
appLy to rentals to C corporations.Disclaimer

These FAQS are not included in the Internal Revenue Bulletin, and therefore may not be relied upon as legal
authority. This means that the information cannot be used to support a legal argument in a court case.
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