
Too Much Income to Take Advantage of the 20% QBI Pass-Through Deduction?  

Maybe a Retirement Plan Can Help! 

Since the passage of the Tax Cuts and Jobs Act of 2017 (TCJA), many business owners have been able to take advantage 

of the 20% QBI Pass-Through Deduction. However, small business owners have been unable to take advantage of this 

deduction due to the nature of their business and/or their resulting taxable income. 

For those who have been unable to qualify in the past, I would like to discuss how, with some planning, maybe they can 

in 2020. 

Business owners of pass-through entities that are “specified service businesses” and have taxable income above 

$213,300 (single), or $426,600 (married filing jointly) would not qualify for the deduction. The trick is to get the income 

down below those thresholds so the owners can take advantage of the 20% deduction without simply giving away all the 

money it takes to do it. 

Enter the qualified retirement plan!  Qualified retirement plans such as a 401(k), or traditional or Cash Balance defined 

benefit plans enable a business to make contributions that are considered above the line deductions. This is the most 

desirable deduction because it reduces your adjusted gross income. 

Let me show you what I am talking about with an example: 
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Total taxable income $635,000 

Threshold for full 20% deduction $326,600 

Phase-out limit at which deduction is eliminated $426,600 

An S-Corporation & Specified Service Business 
 

Owner Income: (Owner is married filing jointly) 



This planning can be complex — Tycor is here to help!   

Contact us at 610-251-0670 to see what we can do to optimize a retirement program today! 

www.tycorbenefit.com 

Retirement Plan Design:  401(k) & Cash Balance Plan 

Name Age Salary 401(k) Profit  

Sharing 

Cash Balance Total Contribution 

Owner 62 $285,000 $26,000 $16,365 $279,500 $295,865 

              

Staff 1 41 $51,000 - $3,315 $1,275 $4,590 

Staff 2 34 $41,000 - $2,665 $1,025 $3,690 

Staff 3 27 $34,000 - $2,210 $850 $3,060 

Staff 4 44 $21,000 - $1,365 $525 $1,890 

              

Sub-Total   $147,000 - $9,555 $3,675 $13,230 

              

Grand Totals   $432,000 $26,000 $25,920 $283,175 $309,095 

By contributing a total of $309,095 to the retirement plans, the owner receives over 95% of the allocation, AND the 

taxable income drops from $635,000 to below $326,600, giving the owner the ability to take the full 20%            

pass-through deduction.  

Many businesses such as the one illustrated have only a 401(k) plan, but as you can see, with the addition of a Cash 

Balance plan, the contribution allocation to the owner can increase dramatically. 

Cash Balance plans do not necessarily work for every business; here are some things to determine if a business is a 

good candidate for this type of plan design: 

• Owner desires to contribute more than $63,500 (2020)  a year to their retirement account. 

• The company is willing to contribute at least 7.5% to employees. 

• The company has demonstrated consistent profits. 

• Owner or owners over 40 years of age who desire to accelerate their retirement savings. 

You have until the tax-filing deadline in 2021 to set up a retirement plan and take the deductions for this current tax 

year. Avoid the “crush” during tax season and set one up now! 


