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Your ownership of  a pass-through trade or business 
can generate a Sect ion 199A tax deduct ion of  up 
to 20 percent of  your qual i f ied business income 
(QBI).  The C corporat ion does not generate th is 
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deduct ion,  but the propr ietorship,  partnership,  S corporat ion,  and certain t rusts,  estates, 
and rental  propert ies do.

The tax code says QBI includes the net dol lar  amount of  qual i f ied i tems of  income, gain, 
deduct ion,  and loss wi th respect to any qual i f ied t rade or business of  the taxpayer.

Sole Proprietorship QBI

The QBI for  the sole propr ietor begins wi th your 
net business prof i t  as shown on your Schedule 
C. You then adjust  that  prof i t  as fo l lows:

•  Subtract  the deduct ion for  sel f -employed 
heal th insurance. 

•  Subtract  the deduct ion for  one-hal f  of  the 
sel f -employment tax.

•  Subtract  qual i f ied ret i rement plan 
deduct ions.

•  Subtract  Sect ion 1231 net losses ( ignore 
gains). 

Example.  You have $120,000 of  net  income on 
Schedule C. You deducted $10,000 for sel f -
employed heal th insurance, $8,478 for one-hal f 
of  your sel f -employment taxes, and $10,000 for 
a SEP-IRA contr ibut ion.  Your QBI is $91,522 
($120,000 -  $10,000 -  $8,478 -  $10,000).

Rental Property QBI

I f  you own rental  property as an indiv idual  or  through a s ingle-member LLC for which you 
did not elect  corporate taxat ion,  you report  your rental  act iv i ty on Schedule E of  your Form 
1040. I f  you can claim the property is a t rade or business, your QBI begins wi th the net 
income from your Schedule E.

Partner ’s QBI f rom the Partnership

A partner may obtain income from the partnership in two ways: (1) as a payout of  prof i ts 
and/or (2) as a Sect ion 707 payment (general ly referred to as a “guaranteed payment”) . 
The prof i ts qual i fy as QBI,  and the partnership prof i ts are adjusted for the same i tems 
as wi th the sole propr ietorship.  The Sect ion 707 payments reduce the net income of the 
partnership.  They do not count as QBI.
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S Corporation Shareholder QBI

The more than 2 percent shareholder in an S corporat ion ends with QBI calculated in the 
same manner as for  the sole propr ietor.  For example,  the S corporat ion t reats the heal th 
insurance as wages to the shareholder which reduces the prof i ts of  the S corporat ion and 
that reduces the shareholder ’s QBI.

Wages paid to the shareholder-employee reduce the net income of the S corporat ion but do 
not count as QBI.

Trusts and Estates

The rules above apply to t rusts and estates.  The tr icky part  is  where to apply the rules—to 

the trust ,  to the estate,  or  to the benef ic iary?

The Sect ion 199A 20 percent tax deduct ion 
is a gi f t  f rom lawmakers—li teral ly.  You don’ t 
earn th is deduct ion;  i t ’s  s imply there for  you 
i f  you qual i fy. 

Under the t rade or business rule,  your rental 
property prof i ts can create the deduct ion. 
And now, under an al ternat ive rule,  you can 
use the newly created IRS safe harbor to 
make your rentals qual i fy for  the deduct ion.
When you meet the new safe-harbor rules, 

the IRS deems your rental  a t rade or 
business with net rental  prof i ts that  are 
QBI for  the Sect ion 199A tax deduct ion.  But 
you may not want to use the safe-harbor 
rules,  because they contain some onerous 
provis ions.  Also,  you may not qual i fy to use 
the safe harbor.  No problem. You can simply 
use the second method and win your 199A 
tax deduct ion using the exist ing t rade or 
business tax law rules.

IRS Creates a New “Safe Harbor” for 
Section 199A Rental Properties
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Under the new Sect ion 199A rental  real 
estate safe harbor (and only for  th is Sect ion 
199A safe harbor) ,  each of  your rental  real 
estate propert ies indiv idual ly or as a group 
( i f  you so choose) fa l ls  into one of  the 
fo l lowing categor ies:

1.  Resident ia l  real  estate enterpr ise
2. Commercial  real  estate enterpr ise
3. Tr ip le net lease real  estate

Grouping rule.  You (or your pass-through 
ent i ty)  must ei ther

•  t reat  each rental  property as a separate 
enterpr ise,  or

•  t reat  a l l  s imi lar  propert ies as a s ingle 
enterpr ise.

Example.  You have 10 rentals;  e ight  are 
resident ia l ,  and two are commercial .  None 
are t r ip le net lease. With grouping, you 
have two enterpr ises:  one resident ia l  and 
one commercial . 

With grouping of  the resident ia l  and no 
grouping of  the commercial ,  you have three 
enterpr ises:  resident ia l ,  commercial  1,  and 
commercial  2.  (Reminder:  You don’ t  have 
to use the safe-harbor rules for  your rental 
propert ies.  You can use the histor ical  t rade 
or business rules.)

Safe-Harbor Requirements
Solely for  Sect ion 199A purposes, the IRS 
wi l l  t reat  your rental  real  estate enterpr ise 
as a t rade or business i f  you (or your pass-
through ent i ty)  can sat isfy the fo l lowing 
requirements:

1.  You maintain separate books and records 
that ref lect  the income and expenses of 
each rental  real  estate enterpr ise.

2.  You perform 250 or more hours of  “ rental 
services” dur ing the tax year.

3.  You maintain contemporaneous records, 
including t ime reports,  logs,  or  s imi lar 
documents,  regarding the fol lowing: 
( i )  hours of  a l l  services performed, ( i i ) 
descr ipt ion of  a l l  services performed, 
( i i i )  dates on which such services were 
performed, and ( iv)  who performed the 
services.  (Note:  The contemporaneous 
records rule does not apply to tax years 
beginning before January 1,  2019—but 
don’ t  let  th is give you false hope; you 
st i l l  need proof.)

Rental Services
Qual i fy ing def ined “rental  services” can be 
done by you, your employees, your agents, 
and/or your independent contractors.  Such 
services include

1. advert is ing to rent or lease the real 
estate; 
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2. negot iat ing and execut ing leases; 
3.  ver i fy ing informat ion contained in 

prospect ive tenant appl icat ions; 
4.  col lect ing rent;
5.  operat ing,  maintaining, and repair ing 

the property;
6.  managing the real  estate; 
7.  purchasing mater ia ls;  and 
8.  supervis ing employees and independent 

contractors.

Rental  services that do not qual i fy for  the 
safe harbor include

• f inancial  or  investment management 
act iv i t ies,  such as arranging f inancing, 
procur ing property,  or  studying and 
reviewing f inancial  statements or reports 
on operat ions;

•  p lanning, managing, or construct ing 
long-term capi ta l  improvements;  and

• hours spent t ravel ing to and from the 
real  estate.

Reminder.  The safe-harbor rules above 
are solely for  Sect ion 199A purposes.

Beware.  The passive-act iv i ty rules for 
mater ia l  part ic ipat ion and status as a 
real  estate professional  contain many 
di fferences from what you see for the 
Sect ion 199A tax deduct ion.
Time log.  Your number-one important record 
for  obtaining hassle-free tax deduct ions on 
your rental  real  estate is an accurate and 
provable t ime log.  I f  you are using the new 
Sect ion 199A safe harbor,  you now have 
one addi t ional  reason to t rack t ime spent.

Non-qualifying Real Estate
Triple net lease property does not qual i fy 
for  the safe harbor.  Remember,  the safe 
harbor is not the only method you can use 

to qual i fy your rental  real  estate for  the 
Sect ion 199A tax deduct ion. 

Also,  you may not use the safe harbor on 
real  estate that  you use as a residence. I f 
you have a vacat ion home, Sect ion 280A 
makes that vacat ion home ei ther a rental 
property or a residence.

Safe Harbor—No 1099 Issues
I f  you use the safe harbor,  your rental  is 
a business regardless of  whether you send 
1099s to service providers.  In i ts preamble 
to the f inal  Sect ion 199A regulat ions,  the 
IRS notes that the law requires a t rade or 
business to send 1099s to certain service 
providers. 

Final Thoughts
You may not f ind i t  easy gett ing to the safe 
harbor.  But remember,  once you are inside 
the safe harbor,  you have the comfort  of 
knowing that your rental  propert ies are 
business propert ies for  the possible 20 
percent tax deduct ion under Sect ion 199A. 
Now, because of  the safe harbor,  you have 

a choice:

•  use the safe harbor,  or
•  use the exist ing tax code trade or 

business rules to prove that your rental 
is  a t rade or business.

And remember,  once you are inside the 
safe harbor,  the fact  that  you did or did not 
issue 1099s to your service providers is 
moot for  purposes of  the Sect ion 199A tax 

deduct ion.
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Rethink 
Your Way to 
Prosperity

P : 844.455.0500
E : support@etrendsgroup.com

954 Ponce De Leon Ave, Suite 806
San Juan, PR  00907

CLASS COORDINATOR
CR Thelin, Prosperity Advisor

SCHEDULE

F I N A N C I A L  L I T E R A C Y  C L A S S  F O R  E M P L O Y E E S 

FREE
1.5 HOURS

F I N A N C I A L  L I T E R A C Y  C L A S S 

F O R  Y O U R  E M P L O Y E E S

C L A S S E S   A R E  O F F E R E D
V I A  W E B I N A R  O R  I N - H O U S E *

www.etrendsgroup.com

Nearly five times 
more likely to be 

distracted by their 
finances at work.

Nearly twice as 
inclined to cite 

health issues caused 
by financial stress

Twice as likely to 
spend three hours or 
more at work dealing 

with financial 
matters.

Twice as likely 
to miss work on 
account of their 

personal financial 
issues.

FINANCIAL STRESSED EMPLOYEES ARE:

In this class we will teach your employees about the basics of finance and how they can use a simple system called 
the Prosperity Cycle to help them PROTECT their assets, PRESERVE their income and PRODUCE wealth.

CLASS OVERVIEW

All employees who attend will be offered a FREE Prosperity Plan, FREE access to our mobile app, and FREE Prosperity 
Club Membership for 1 year. Thru this membership they will have access to other financial tools to help them improve 
their lives.

OTHER BENEFITS

Are you ready to be part of the solution?

Schedule your class today  *in-house classes are currently available in limited locations.

2 31 4

C O S T  O F  T H E  C L A S S :

L E N G T H  O F  C L A S S :



7

PROSPERITY NEWS

www.etrendsgroup.com

New tax code Sect ion 199A can give you a tax deduct ion of  up to 20 percent of  your 

taxable income reduced by net capi ta l  gains.  In new f inal  regulat ions,  the IRS has 

provided clar i ty on the capi ta l  gains component of  the Sect ion 199A tax deduct ion.

The Sect ion 199A tax deduct ion appl ies to your t rade or business income from a 

pass-through ent i ty such as a propr ietorship,  a rental  property,  a t rust ,  an estate,  a 

partnership,  or  an S corporat ion.  When taxable income is equal  to or less than the 

threshold of  $315,000 (marr ied,  f i l ing jo int ly)  or  $157,500 ( f i l ing as s ingle or head of 

household),  you apply the 20 percent to the lesser of  your

IRS Clarif ies Net Capital Gains 
in Final 199A Regulations

•  taxable income reduced by net capi ta l  gains,  or 
•  QBI. 

For the Sect ion 199A calculat ion,  your net capi ta l  gains are 

•  a l l  net  capi ta l  gains taxed at  a preferred tax rate,  p lus
• div idends that are taxed at  preferred capi ta l  gains rates.

Example.  You have $200,000 of  taxable income, $12,000 of  unrecaptured Sect ion 
1250 capi ta l  gain f rom the sale of  a rental  property,  and $13,000 of  long-term capi ta l 
gain f rom the sale of  that  rental .  For Sect ion 199A purposes, you apply the 20 percent 
deduct ion to a taxable income cei l ing of  $175,000 ($200,000 -  $12,000 -  $13,000).
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IRS Updates Def ined Wages for 
New Section 199A Tax Deductions

Your Sect ion 199A tax deduct ion wi l l  benef i t  f rom 

your business’s W-2 wages paid to you and your 

employees i f  you

• are marr ied and f i l ing jo int ly and your 

taxable income is over $315,000 and less 

than $415,000;

•  are f i l ing as s ingle or head of  household and 

your taxable income is over $157,500 and 

less than $207,500; or

•  have an in- favor business and your taxable 

income is greater than $415,000 (marr ied, 

f i l ing jo int ly)  or  $207,500 ( f i l ing as s ingle or 

head of  household).

I f  you are above the $415,000/$207,500 threshold 

wi th no wages and no property,  your Sect ion 199A 

tax deduct ion is zero regardless of  your type of 

business.

Example 1.  You have an in- favor business with 

$400,000 of  QBI wi th no wages or property.  Your 

Form 1040 shows $500,000 of  taxable income. 

Your Sect ion 199A tax deduct ion is zero.

Note. Your $500,000 in taxable income is above the 

threshold.  Without wages or property,  the deduct ion 

is zero regardless of  the type of  business.

Example 2.  Your in- favor business has $400,000 

of  QBI af ter  wages of  $300,000. Your Form 1040 

shows $500,000 of  taxable income. Your Sect ion 

199A tax deduct ion is $80,000. For Sect ion 199A 

purposes, W-2 wages include 

•  cash wages and benef i ts,

•  e lect ive deferrals,

•  deferred compensat ion,  and 

•  designated Roth contr ibut ions.

For Sect ion 199A purposes, you must use one of 

the three fol lowing IRS-created methods to f ind 

your Sect ion 199A wages:

1.  Unmodified box method.  Under th is 

effor t less method, your W-2 wages are the 

lesser of  Box 1 or Box 5.

2.  Modified Box 1 method.  Under th is more 

accurate method, your W-2 wages are the 

total  of  Box 1 plus amounts in Box 12 that 

are coded D, E, F,  G, and S minus amounts 

in Box 1 that  are not wages for federal 

income tax wi thholding purposes.

3.  Tracking wages method.  Under th is most 

accurate method, you track the W-2 wages 

subject  to federal  income tax wi thholding 

and add the amounts in Box 12 that are 

coded D, E, F,  G, and S.

I f  you operate as an S corporat ion,  you should 

use the modif ied Box 1 method (method 2) or the 

t racking wages method (method 3) to ensure your 

S corporat ion includes your elected deferrals and 

heal th insurance in i ts W-2 wage calculat ion.
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We are excited to 
announce our new 
10 day prosperity 
challenge. 

The 10-Day Prosperity Challenge 

wi l l  provide you with the tools and 

training you need to start ing taking 

control  of  your f inances.

The chal lenge won’t  be easy, but 

f rom exper ience i t  is  worth i t .  What 

are you wait ing for? Go to our 

websi te and make a commitment to 

your future today.

MyAdv isor  App

FOR MORE 
INFORMATION,
CONTACT US.

Join Our 
10-Day Prosperity Challenge

Unique Access  Code 
ETRENDS

Download our Etrends App Today

etrendsgroup.com


