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The Qualified Business Income (QBI) deduction carryforward is a crucial element of the Tax Cuts and
Jobs Act (TCJA), which significantly reshaped the tax landscape for many small businesses and pass-
through entities. This deduction allows eligible taxpayers to reduce their taxable income from
qualified business income, which includes income from sole proprietorships, partnerships, S
corporations, and some trusts and estates. Understanding the intricacies of the QBI deduction and its
carryforward provisions is essential for business owners and tax professionals alike to maximize their
tax benefits.

Understanding the Qualified Business Income Deduction

Definition of Qualified Business Income

Qualified Business Income refers to the net income generated from a qualified trade or business,
excluding certain types of income. Specifically, QBI does not include:

- Capital gains or losses
- Dividend income
- Interest income
- Reasonable compensation paid to the taxpayer for services rendered to the business
- Guaranteed payments to partners

Eligibility for the QBI Deduction

The QBI deduction is available to various types of entities, including:

- Sole proprietorships
- Partnerships
- S Corporations
- Certain trusts and estates

However, there are limitations based on the taxpayer's total taxable income. Taxpayers with taxable
income above certain thresholds may face restrictions on the deduction, particularly if they are
involved in a specified service trade or business (SSTB), such as health, law, or consulting.

Calculating the QBI Deduction

The QBI deduction allows eligible taxpayers to deduct up to 20% of their qualified business income.
The calculation involves several steps:

1. Determining QBI: Calculate the net income from the qualified business.
2. Applying the Deduction Rate: Multiply the QBI by 20%.
3. Considering Other Limitations: Take into account any applicable limitations based on income
thresholds, W-2 wages paid by the business, or the unadjusted basis of qualified property.



The Concept of Carryforward

What is Carryforward?

Carryforward refers to the practice of applying a tax deduction or credit to future tax years when it
cannot be fully utilized in the current tax year. This mechanism ensures that taxpayers do not lose out
on potential tax benefits due to limitations in a given year.

Importance of Carryforward in QBI Deduction

The carryforward provision is particularly important for the QBI deduction because:

- Income Fluctuations: Many businesses experience fluctuations in income from year to year.
Carryforwards allow businesses to offset future taxable income with unused QBI deductions from
previous years.
- Tax Planning: By understanding carryforward rules, businesses can better plan their finances and tax
strategies, ensuring they maximize their deductions over time.

How QBI Deduction Carryforward Works

Carryforward Mechanism

When a business cannot fully utilize its QBI deduction in a given tax year due to income limitations,
the unused portion can be carried forward to future tax years. The following steps outline how this
process works:

1. Calculate the Maximum Deduction: Determine the maximum QBI deduction based on eligible
income.
2. Identify the Unused Portion: If the business's QBI deduction is limited, identify the portion that
could not be utilized.
3. Carryforward to Future Years: The unused QBI deduction can be carried forward to subsequent
years until it is fully utilized or until the business no longer qualifies.

Example of QBI Deduction Carryforward

Consider a sole proprietor with $50,000 in QBI for the tax year but faces a limitation that allows only a
$5,000 deduction due to taxable income thresholds. The unused deduction amount is $15,000 (20%
of $75,000, the maximum deduction allowable based on income). This $15,000 can be carried forward
to the subsequent tax year.

Limitations and Considerations

Income Limitations

Taxpayers must be aware of the income thresholds that can limit the QBI deduction. For 2023, the
thresholds are:

- Single Filers: Up to $170,050
- Married Filing Jointly: Up to $340,100

Above these amounts, the deduction is phased out, especially for those in SSTBs.



Specified Service Trade or Business (SSTB)

For taxpayers involved in SSTBs, the QBI deduction phases out entirely when their income exceeds
the threshold. This means that recognizing the nature of the business is critical when calculating the
deduction and any potential carryforward.

Record Keeping

To effectively manage QBI deduction carryforwards, meticulous record-keeping is essential.
Taxpayers should maintain records of:

- QBI calculations
- Amounts deducted in each tax year
- Unused deductions carried forward

Strategic Use of QBI Deduction Carryforward

Tax Planning Strategies

To maximize the benefits of the QBI deduction carryforward, taxpayers should consider the following
strategies:

1. Forecasting Income: Estimate future income and plan for years when the business might exceed
the income limits.
2. Timing of Deductions: If feasible, consider timing income and expenses to maximize QBI deductions
in lower-income years.
3. Consulting Tax Professionals: Engage with tax advisors to ensure compliance and optimize tax
strategies.

Future Year Considerations

Taxpayers should keep in mind that the tax laws and thresholds can change. Regularly reviewing
changes in tax legislation is necessary for businesses to maintain compliance and optimize their
deductions.

Conclusion

The Qualified Business Income deduction carryforward is a powerful tax benefit for many small
business owners and pass-through entities. Understanding the mechanics of this deduction, the
importance of carryforward provisions, and how to strategically plan for the future can lead to
substantial tax savings. By staying informed about income limitations, maintaining accurate records,
and consulting with tax professionals, businesses can navigate the complexities of the QBI deduction
and its carryforward effectively, ensuring they capitalize on every available benefit.

Frequently Asked Questions



What is the Qualified Business Income (QBI) deduction?
The Qualified Business Income deduction allows eligible taxpayers to deduct up to 20% of their
qualified business income from pass-through entities, such as partnerships, S corporations, and sole
proprietorships.

How does the QBI deduction carryforward work?
The QBI deduction carryforward allows taxpayers to apply unused QBI deductions to future tax years
if their qualified business income exceeds the threshold limits in a given year.

Who is eligible for the QBI deduction carryforward?
Taxpayers who have qualified business income from eligible pass-through entities may qualify for the
QBI deduction carryforward if they have unused deductions from previous tax years.

What are the income thresholds for the QBI deduction?
For tax year 2023, the income threshold for the QBI deduction begins at $182,100 for single filers and
$364,200 for married couples filing jointly, above which the deduction may be limited.

Can individuals carry forward QBI deductions indefinitely?
Yes, if a taxpayer does not utilize their full QBI deduction in a given year, they can carry it forward to
subsequent tax years until it is fully utilized.

Is there a limit to the amount that can be carried forward for
QBI deductions?
There is no specific limit to the amount that can be carried forward for QBI deductions; however, it
must be used in conjunction with the income and deduction limitations in future years.

How does one calculate the QBI deduction carryforward
amount?
To calculate the QBI deduction carryforward, taxpayers need to determine their qualified business
income, apply any limitations based on income thresholds, and track any unused deductions for
future years.

What types of businesses qualify for the QBI deduction?
Qualifying businesses for the QBI deduction include sole proprietorships, partnerships, S corporations,
and certain trusts and estates that generate qualified business income.

What records should be maintained for QBI deduction



carryforward?
Taxpayers should maintain accurate records of their qualified business income, deductions claimed,
and any unused deduction amounts to properly report carryforwards on future tax returns.

Can the QBI deduction carryforward be affected by changes in
business income?
Yes, the amount of QBI deduction carryforward can be affected by changes in business income in
future years, which may increase or decrease the eligible deduction amount.
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