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that is more than the threshold amount but less than the threshold amount plus $50,000
($100,000 for joint filers).> The wage limit applies fully for a taxpayer with taxable income
that exceeds the threshold amount plus $50,000 ($100,000 for joint filers).

Definition of W-2 Wages

The term “W-2 wages” means the total wages subject to wage withholding, elective
deferrals,* and deferred compensation paid by the qualified trade or business to employment
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W-2 wages are to be determined in three steps (1) determination of total W-2 wages,’
(2) allocation of the wages to each trade or business,® and (3) determination of which
Employee 135 wages for each business are allocable to the QBI for each business.’

Workers’ Compensation

Definition of Qualified Property

Qualified property is defined in general as tangible depreciable property under IRC §
167 (1) held at the end of the tax year, (2) used for the production of income in the trade
or business during the tax year, and (3) had not been completely depreciated by the end
of the tax year.!
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The depreciable period with respect to qualified property of a
taxpayer means the period beginning on the date the property is
first placed in service by the taxpayer and ending on the later of
the date that is 10 years after that date or the last day of the last
full year in the applicable recovery period that would apply to the
property under ILR.C. § 168 (without regard to Section 168(g))."

The additional first-year depreciation deduction allowable
under I.R.C. § 168 does not affect the applicable recovery period
under this paragraph for the qualified property.'?

The date on which the replacement MACRS property was first
placed in service is determined as follows—

(1) Except as provided in paragraph (3) below, the date the
exchanged basis in the replacement MACRS property was first
placed in service by the trade or business is the date on which the
relinquished property was first placed in service;

(2) Except as provided in paragraph (3) below, the date the
excess basis in the replacement MACRS property was first placed
in service is the date on which the replacement MACRS property
was first placed in service; or

(3) If the taxpayer or pass-through entity makes an election not
to apply Treas. Reg. § 1.168(i)-6, the date the exchanged basis
and excess basis in the replacement MACRS property was first
placed in service by the trade or business is the date on which the
replacement MACRS property was first placed in service.!®

Basis of Qualified Property

For purposes of the W-2 wage/qualified property limit, the
basis of depreciable property is its unadjusted basis immediately
after acquisition." Depreciation deductions do not reduce this
basis.'s The proposed regulations identify treatments of various
depreciation situations:

* Additions or improvements of qualified property that has
already been placed in service are treated as separate qualified
property first placed in service on the date the addition or
improvement is placed in service.!®

¢ Basis adjustments under [.LR.C.§§ 734(b) and 743(b) are not
treated as qualified property.!’

* Qualified property does not include property acquired within
60 days of the end of the taxable year and disposed of within 120
days without having been used in a trade or business for at least 45
days prior to disposition, unless the taxpayer demonstrates that the
principal purpose of the acquisition and disposition was a purpose
other than increasing the QBI deduction.”® The regulations do not
provide any guidance for determining “principal purpose.”

Phase-in of W-2 Wage Limit

For a taxpayer with taxable income within the phase-in range,
the wage limit applies as follows: With respect to any qualified
trade or business, the taxpayer compares (1) 20 percent of the
taxpayer’s qualified business income from the qualified trade
or business with (2) the greater of 50 percent of the W-2 wages
with respect to the qualified trade or business or 25 percent of the
W-2 wages with respect to the qualified trade or business, plus
2.5 percent of the unadjusted basis immediately after acquisition
of all qualified property. If the amount determined under (2) is

less than the amount determined under (1) (that is, if the wage
limit is binding), the taxpayer’s deductible amount is the amount
determined under (1) reduced by the same proportion of the
difference between the two amounts as the excess of the taxable
income of the taxpayer over the threshold amount bears to $50,000
($100,000 MFJ).*®

Example: A single taxpayer has business income from a small
fruit packing company with QBI of $160,000. The QBI deduction
for that amount is ($160,000 x .20 = $32,000). The business paid
$20,000 in W-2 wages. The difference between the QBI deduction
and the wage limitation is $12,000. The W-2 wage limitation is
reduced by the ratio of actual QBI ($160,000) less the QBI income
limit ($157,500) over 50,000 ((160,000-157,500)/50,000 = .05)
Thus, the QBI deduction is calculated by reducing the $12,000
by the phase-in ratio: (.05 x $12,000 = $600) and subtracting the
reduction from the QBI deduction (32,000 - $600 = $31,400).

ENDNOTES

I'The threshold is indexed for inflation for tax years beginning
after 2018. Prop. Treas. Reg. § 1.199A-1(b)(11).

2 Pub. L. No. 115-97, § 11011, 131 Stat. 2063 (2017), adding
IR.C. § 199A(b). See Prop. Treas. Reg. § 1.199A-2. Note that
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4See IR.C. § 402(2)(3)
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6 See Prop. Treas. Reg. § 1.199A-2(b)(2)(iii).
7 Prop. Treas. Reg. § 1.199A-2(b)(2).

8 Prop. Treas. Reg. § 1.199A-2(b)(3) (the portion of the W-2
wages allocable to each trade or business is determined in the same
manner as the expenses associated with those wages are allocated
among the trades or businesses).

9 Prop. Treas. Reg. § 1.199A-2(b)(4) (W-2 wages are properly
allocable to QBI if the associated wage expense is taken into
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16 Prop. Treas. Reg. § 1.199A-2(c)(1)(ii).
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