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LIMITATIONS

OVERVIEW OF QBI PROVISIONS

The “combined qualified business income” amount is defined as:
· An amount equal to the amount allowable for each qualified trade or business carried on by the client


· 20% of the aggregate amount of the qualified REIT (Real Estate Investment Trust) dividends and qualified publicly traded partnership income of the client for the taxable year


HOW TO LEVERAGE CASH BALANCE PLANS TO CREATE WEALTH & TAX DEDUCTIONS FOR YOUR CLIENTS
If a client is engaged in one of these fields, the QBI deduction is limited to the first $315,000 if married filing jointly or $157,000 if filing as single, head of household, or married filing separately.
Once a client hits these amounts, the 20% deduction is reduced and a catch-up tax is assessed so that when a client reaches $415,000 (if married filing jointly) or $207,500 (if filing otherwise) that client will have completely lost the benefit of the QBI deduction.
The Tax Reform Act created a new deduction for “qualified business income (QBI)” from a partnership, S-Corp or sole proprietorship. Essentially, the QBI Deduction is equal to:
1. The lower of the “combined qualified business income” amount of the taxpayer (client);
2. 20% of taxable income (reduced by net capital gain);

3. The lesser of 20% of qualified cooperative dividends or taxable income (reduced by net capital gain)

The QBI deduction is taken against taxable income and not adjusted gross income.
The amount of the QBI deduction allowable for each qualified trade or business depends on the trade/business that earns the income. There are essentially two categories:
1. The first category is the “specified service trade or business” which lists the following:
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POSSIBLE SOLUTIONS
Limitations (Cont.)

· Make SIMPLE IRA contributions of $12,500 if under age 50 or $15,500 if over age 50

· Additional business restructuring or shifting to ensure maximum deductions in each entity

· Attempt to carve out from specified service trade/business those aspects that do not relate to it so that we can place it in a separate entity and have a separate QBI deduction test based on W-2 wages and/or cost basis of qualified property

· Annual Operating Agreements/contracts to remove guaranteed payments

· Make 401(k) contributions of $18,500 if under 50 years of age or $24,500 if over age 50

· Make IRA contributions of $5,500 if under age 50 or $6,400 if over age 50


2. The second category for QBI deductions are all other business other than specified service trades or businesses. For these businesses, the limitation is the lesser of:
· 20% of the client’s QBI from the qualified trade or business 
-OR-
· The greater of 50% of W-2 wages from the qualified trade/business 
· 25% of the W-2 wages + 2.5% of the unadjusted basis immediately after acquisition of all qualified property
THE OPPORTUNITY FOR OWNERS
Consider a business owner with $375,000 in QBI from his specified services trade/business. For every dollar he earns over $315,000, he is penalized from a tax perspective and his ROI is drastically reduced.
HOW DO WE PROTECT HIS INCOME AND INCENTIVIZE HIM TO EARN MORE MONEY?

	Name
	K-1 Comp
	401(k)
	Non-Elect Safe Harbor (3%)
	Profit Sharing
	Cash Balance
	Total

	Partner 1
	$315,000
	$18,500
	$8,250
	$22,330
	$81,000
	$130,080

	Partner 2
	$315,000
	$18,500
	$8,250
	$22,330
	$81,000
	$130,080

	Employees
	$200,000
	$0
	$6,000
	$6,000
	$4,000
	$16,000
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Increase in Tax Savings:         $14,880
CASH BALANCE TOTALS
ADDITION OF CASH BALANCE PLAN
CASH BALANCE DEFINED BENEFIT PLANS
SCENARIO #1
· LLC taxed as a partnership
· Two Partners:
· Partner 1: Age 38, Husband
· Partner 2: Age 38, Wife
 
Approx. Taxable Income:
       $630,000
  -       $260,000
  -        $60,000   
          $310,000
       $310,000
      -    $62,000
          $248,000
    $310,000
        x     20%
       $62,000
· Tax on $310,000 =    $62,978
· Tax on $248,000 =    $48,098
ADDITIONAL QBI DEDUCTION 

· Combined K1 Compensation is:   $630,000
· Flows through to Front Page of 1040
· Combined DC & DB Contributions:  $260,000
· Approximate Itemized Deductions:   $60,000
Tax Savings at 35%: APPROXIMATELY $96,600
· Total Contributions for Partners:         $260,160
· Total Contributions for Employees:       $16,000
· Efficiency:         94%


· Net Tax Savings:       $80,600
Subtract cost for employees and administrative cost out of tax savings
PLAN COMPENSATION
Limited to: $275,000
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Bob Miller – (515) 306 – 9468
Brad Sagraves – (865) 546 - 0500
BOB MILLER
Partner/VP of Business Development
ERISA Services Midwest, LLC
BRAD SAGRAVES
Attorney/Shareholder
Egerton, McAfee, Armistead & Davis, P.C.
Bradley “Brad” Sagraves is a shareholder with Egerton, McAfee, Armistead & Davis, P.C. Brad’s practice areas include Partnership and Corporate Taxation, Mergers and Acquisitions, Business Formations, Estate Planning, Probate, Trusts, State and Federal Tax Planning and IRS Litigation.
Bob Miller has more than 23 years of industry experience working in qualified plan sales, plan and document design, administration, and developing client relationships. Bob works with financial advisors, CPAs, and other centers of influence to help them meet the needs of their clients. He is also well known in the industry as a valuable resource for continuing education, informative seminars, and technical expertise in the qualified plan space.
The team at ERISA Services is dedicated to the success and well-being of your retirement plan. We will tailor fit a design for you to achieve these goals as each client has different objectives for their retirement plan.
ERISA Actuarial Services works with your cash balance plans to select the actuary who best fits the needs of our clients. ERISA Services coordinates the required joint plan testing between the 401(k) Plan and Defined Benefit Plan to ensure that our clients are retirement ready.
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