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Maximizing Retirement Wealth by 
Minimizing Taxes

Executive Summary 
The Tax Cuts and Jobs Act (TCJA) significantly affects many tax and 
retirement planning strategies. Effective on January 1, 2018, the TCJA was 
drafted ostensibly to reduce and simplify taxes, eliminating many popular 
deductions and compressing tax brackets in the process. Its results are 
predictably complicated. A potential bright spot, as a trade-off for the 
lost deductions, is a new 20% deduction for some taxpayers with pass-
through income (known as Section 199A), although its rules, limitations and 
phaseouts are complex. 

For many high-income small business owners, professionals, and people 
with self-employment income, TCJA increases the value of opening high-
contribution retirement programs such as Defined Benefit and Cash Balance 
plans. These plans potentially provide a triple compound benefit: large, above-
the-line deductible contributions, which can enable taxpayers to qualify for 
the Section 199A 20% deduction by reducing taxable income below the 
$157,500 (single taxpayer) or $315,000 (married taxpayer) thresholds, which 
can further reduce taxable income so that it’s taxed at lower rates. 

This paper highlights three tax law changes that impact taxpayers with pass-
through income, and illustrates how to make the new tax law work to its 
greatest advantage through timely retirement planning. Expert advice and planning are crucial: 
These plans must be opened by December 31, although they can be funded later.

TCJA’s Impact on High-Income Small Business Owners and Self-Employed
Business owners and high-income self-employed people with pass-through income could pay 
more in taxes starting this year, unless they make plans to position themselves before year end. 
Setting up a Defined Benefit or Cash Balance plan may be the best way to offset the increased 
tax burden from lost deductions, and to qualify for the new Section 199A 20% deduction on pass-
through income.

TCJA increases 
the value of 

high-contribution 
retirement 

programs such 
as Defined Benefit 
and Cash Balance 

plans, because 
they provide a 

triple compound 
benefit.

To understand how this might work, consider three aspects of the TCJA: 

1 2 3
Tax Bracket Changes
The top personal income 
bracket was reduced 
from 39.6% to 37%, and 
the other brackets were 
condensed

Deductions 
Eliminated
Many popular 
tax deductions 
were eliminated 
or reduced

Section 199A  
A new tax deduction 
of up to 20% of pass-
through qualified 
business income 
(QBI) was introduced 
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1 Tax Bracket Changes

The first aspect of the TCJA that impacts high-income clients is the change to tax brackets. While 
the top rate reduction at first glance appears to work to the advantage of high-income earners, the 
decreased threshold earnings and loss of many itemized deductions may diminish any advantage.

Married Filing Jointly
2017 2018

10% $0-$18,650 10% $0-$19,050
15% $18,651-$75,900 12% $19,051-$77,400
25% $75,901-$153,100 22% $77,401-$165,000
28% $153,101-$233,350 24% $165,001-$315,000

33% $233,351-$416,700 32% $315,001-$400,000

35% $416,701-$470,700 35% $400,001-$600,000

39.6% Over $470,700 37% Over $600,000

Single
2017 2018

10% $0-$9,325 10% Up to $9,525
15% $9,326-$37,950 12% $9,526-$38,700
25% $37,951-$91,900 22% $38,701-$82,500
28% $91,901-$191,650 24% $82,501-$157,500

33% $191,651-$416,700 32% $157,501-$200,000

35% $416,701-$418,400 35% $200,001-$500,000

39.6% Over $418,400 37% Over $500,000

For many high-
income earners,

a high-contribution 
qualified retirement 
plan can potentially 

lower taxable 
income, and thus 

qualify the taxpayer 
for a lower tax rate.

Example 1 n Single Taxpayer – Psychologist 

Suzanne, age 48, nets $260,000 from her psychology practice. She files 
as a single taxpayer and would be in the 35% bracket.  However, a Defined 
Benefit Plan (DB), into which she could contribute over $100,000, will lower 
her taxable income.  

NET 
PROFIT

$260,000

DEDUCTIBLE DB  
CONTRIBUTION

$100,000

TAXABLE 
INCOME 

$160,000

TAX 

$32,890

TAX SAVINGS 
FOR SUZANNE
$33,800
COMPARED TO  
NO DB PLAN

Although Suzanne can take this DB contribution 
deduction – and significantly more if she adds a 
401(k) – she needs to balance her cash flow needs 
against the tax savings. As seen in Example 2 (page 
6), lowering taxable income below the threshold 
for Section 199A could qualify the business owner 
for an additional 20% deduction.
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Loss of Deductions 

As of 2018, many common pre-TCJA deductions have been eliminated or 
greatly reduced.

• Personal and dependent exemptions are eliminated.  The personal de-
duction is increased to $12,000 per person, which helps clients who do 
not itemize.

• State and local tax (SALT) deductions are limited to a total of $10,000 
for income, sales, and property taxes per tax filing. 

• For new mortgages, the interest deduction is limited to loan amounts 
up to $750,000, and some second mortgage interest is entirely non-de-
ductible unless used to substantially improve, purchase, or build a 
home.

• Personal tax preparation fees and investment fee deductions are elim-
inated.

• Non-reimbursed employee expenses are eliminated unless they are 
above 2% of adjusted gross income (AGI). This includes home office 
expenses, travel, lodging, meals, and subscriptions, among many other 
expenses.

• Deductions for business entertainment are eliminated, and deductions 
for business meals are reduced. 

• Deductions for alimony payments made under orders executed after December 31, 2018, 
are eliminated, and recipients no longer will include payments in taxable income. Payments 
under prior orders are grandfathered in and will continue to be deducted by the payor and 
reported as income by the recipient.

To make up for the loss of these deductions, taxpayers can look to deductions that are still 
available. The best option is to leverage a high-contribution retirement plan, an above-the-line 
deduction, to lower taxable income and, depending on the specific situation, potentially be eligi-
ble for the new Section 199A 20% deduction on qualified business income.

Leverage a 
high-contribution 
retirement plan 
to lower taxable 

income and 
potentially be 
eligible for the 

new Section199A 
20% deduction 

on qualified 
business income.

2
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Section 199A 20% Deduction 
on Pass-through Income

Under the TCJA, C corporations are given the highly-touted reduction in tax 
rates down from 35% to 21%. However, in recent years, many small busi-
nesses were established as S corporations, or limited-liability corporations 
taxed as sole proprietors, to avoid double taxation: The business entity is not 
taxed, but the income is passed through to the owners and taxed at personal 
income tax rates. To expand the business tax cut to these entities, the TCJA 
created a new Section 199A 20% tax deduction for pass-through business-
es that meet specific criteria. This new deduction could help self-employed 
and small business owners enjoy an additional 20% tax deduction on their 
Qualified Business Income (QBI), depending on factors including their type 
of business. For example, with a QBI of $250,000, a married business owner 
filing jointly might be able to deduct 20%, or $50,000.  At a marginal tax rate 
of 24%, this deduction results in an extra $12,000 in tax savings. 

The new law uses three criteria to establish qualification for the 20% deduc-
tion on pass-through income:

Pass-through Entity 
The income must come from a legal business structure in which the tax liability does not accrue 
to the business, but is passed through to the owners. Pass-through entities include sole propri-
etorships, partnerships,  S corporations, and limited liability corporations (unless they have elected 
to be treated as a corporation). Income from most real estate investments is included as pass-
through income.

Qualified Business Income (QBI)
The income must be QBI, which, for a sole proprietor, is the net profit from the business (plus any 
income from other businesses). Sole proprietors report income and deductions on a Schedule C 
tax form, where the bottom line profit number should equal the proprietor’s QBI.

For an S corporation, QBI includes the net amount of qualified items of income, gain, deduction 
and loss with respect to any qualified trade or business of the taxpayer. Note that QBI excludes the 
W-2 income paid to business owners. 

Specified Service Business
The Section 199A deduction is applied and calculated differently depending 
on whether the business is considered a Specified Service Business or a 
Qualified Business. Specified Service Business is defined as any trade or 
business performing services within the fields of health, law, consulting, 
athletics, financial services, brokerage services, or any trade or business in 
which the principal asset of the business is the skill or reputation of one or 
more of the owners or employees. 

To qualify for the Section 199A deduction, the taxpayer must have total tax-
able income below certain thresholds. And the higher the income, the more 
complicated the rules are about Section 199A, including phaseouts of the 
deduction benefits. The chart below outlines the rules, but the key takeaway 
is the value in lowering taxable income below the $315,000 (married taxpay-
ers) or $157,500 (single taxpayer) thresholds if at all possible.

3
Outsized Defined 
Benefit and Cash 

Balance plan 
deductions may 
reduce taxable 

income, to qualify 
taxpayers to take 
the Section 199A 
20% deduction.

The key takeaway 
is the value in 

lowering taxable 
income below 
the $315,000 

(married taxpayers) 
or $157,500

(single) thresholds
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Single Taxpayer

Taxable Income

Business Type <$157,500  
(Phaseout Range)

 $157,500 - $207,500  >$207,500

Specified 
Service 

Business QUALIFIES
FOR FULL 

DEDUCTION

If taxable income falls within this $50,000 range, 
QBI is reduced by the proportion of taxable income 
within the phaseout range. The 20% deduction 
is applied to the new QBI but then limited to the 
greater of 50% of proportionally reduced W-2 
wages paid by biz or to 25% of W-2 wages paid + 
2.5% of proportionally reduced assets’ cost. 

NO DEDUCTION
OVER THE INCOME 

THRESHOLD

Qualified 
Businesses 

includes architects, 
engineers, and most 
real estate investors 

(for US property) 

QUALIFIES
FOR FULL 

DEDUCTION

The 20% deduction on QBI is limited to the great-
er of 50% of W-2 wages paid by biz or to 25% of 
W-2 wages paid + 2.5% of original assets’ cost. 
However, the wage limit is gradually applied within 
the phaseout range.

The 20% deduction on QBI is 
limited to the greater of 50% 
of W-2 wages paid by biz, or 
to 25% of W-2 wages paid + 
2.5% of original assets’ cost.

Married Taxpayer Filing Jointly
Taxable Income

Business Type <$315,000  
(Phaseout Range) 

$315,000 – $415,000 >$415,000

Specified 
Service 

Business QUALIFIES
FOR FULL 

DEDUCTION

If taxable income falls within this $100,000 range, 
QBI is reduced by the proportion of taxable income 
within the phaseout range. The 20% deduction 
is applied to the new QBI but then limited to the 
greater of 50% of proportionally reduced W-2 
wages paid by the biz, or to 25% of W-2 wages paid 
+ 2.5% of proportionally reduced assets’ cost. 

NO DEDUCTION
OVER THE INCOME 

THRESHOLD

Qualified 
Businesses 

includes architects, 
engineers, and most 
real estate investors 

(for US property) 

QUALIFIES
FOR FULL 

DEDUCTION

The 20% deduction on QBI is limited to the great-
er of 50% of W-2 wages paid by biz or to 25% of 
W-2 wages paid + 2.5% of original assets’ cost. 
However, the wage limit is gradually applied within 
the phaseout range.

The 20% deduction on QBI is 
limited to the greater of 50% 
of W-2 wages paid by biz, or 
to 25% of W-2 wages paid + 
2.5% of original assets’ cost.

Who Qualifies for the Section 199A 
Deduction on Pass-through Income?
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The Extraordinary Value of Defined Benefit 
and Cash Balance Plans

Why are Defined Benefit and Cash Balance plans so valuable when it comes to maximizing tax 
and retirement savings under TCJA? The simple answer is their outsize contribution allowance, 
specifically designed for small business owners and the self-employed to sock away money for 
retirement. A large contribution means a large tax deduction, which can lower income to qualify 
the taxpayer for the Section 199A 20% pass-through deduction. With Defined Benefit plans, a 
small business owner, with enough income and at the right age, can fund a plan annually and 
deduct $100,000 to $250,000 a year. Cash Balance plans are similarly generous. The other pop-
ular retirement strategy, Defined Contribution plans, have an upper annual contribution limit of 
$55,000 ($61,000 with the 401(k) catch-up for those 50 and older). IRAs and SEPs have very lim-
ited contribution levels.

Here are examples of how a Defined Benefit (DB) or Cash Balance (CB) Plan can reduce taxable 
income to qualify a business owner for the 20% pass-through deduction.

Kirk, single and age 50, is a digital graphic design artist running a sole proprietorship. He has no 
W-2 income or employees, and nets $250,000 a year (after paying self-employment tax). At first 
glance it would appear that Kirk would not qualify for the new 20% deduction. Yet, with a healthy 
income of $250,000 a year, and very low business expenses, Kirk would be a very good candidate 
to use a Defined Benefit Plan to lower his taxable income, save for retirement, and get some of the 
Section 199A deduction. 

Here’s how Kirk’s situation changes if he adopts a Defined Benefit Plan:

Without Defined Benefit Plan With Defined Benefit Plan
Net Profit: $250,000 $250,000
Contribution: $0 $97,500
Qualified Business Income: $250,000 $152,500 

(now below Section 199A limit)

Section 199A 20% Deduction: $0 ($30,500)
Taxable Income: $250,000 $122,000
Tax: $63,190              $23,570

Tax Savings With Defined Benefit Plan: $39,620
(compared to no DB or Section 199A)

For Kirk, a Defined Benefit plan offers a tremendous amount of value both in retirement contribu-
tions ($97,500 a year), and tax savings (over $39,000 in just the first year). 

Example 2 n Sole Proprietor – Digital Graphic Design Artist
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Thomas, age 52, is an independent financial advisor. He has had consistent Schedule C earnings 
of $400,000. He is married to Susan, who is not employed. Here’s how their financial situation 
changes if they adopt a Defined Benefit Plan: 

Without Defined Benefit Plan With Defined Benefit Plan

Net Profit: $400,000 $400,000
Contribution: $0 $154,000
Qualified Business Income: $400,000 $246,000  

(now below 199A limit)

Section 199A 20% Deduction: $0 ($49,200)
Taxable Income: $400,000 $196,800
Tax: $91,379              $35,811

Tax Savings With Defined Benefit Plan: $55,568 
(compared to no DB or 199A)

This example shows the many benefits flowing from a Defined Benefit Plan under TCJA: a large 
deduction for funding the plan, lower taxable income, maximizing the new Section 199A 20% 
deduction on QBI, and catching up on retirement savings.

Example 3 n Financial Advisor with a Defined Benefit Plan

This is a more complex business arrangement, in which a married physician, age 62, has a pass-
through entity with a few employees. A Cash Balance Plan can enhance the tax benefits and 
savings opportunities for the owner, while minimizing the costs of a retirement plan that includes 
employees.

Dr. Robert generates income through his medical practice and pays himself W-2 income. With a 
healthy income of $620,000 a year, he would be a suitable candidate to use a Cash Balance and 
401(k) Profit Sharing Plan to lower taxable income.

Without Cash Balance Plan With Cash Balance Plan

Net Income: $620,000 $620,000
Contribution: $0 $308,920
Qualified Business Income: $620,000 $311,080 

(now below 199A limit)

Section 199A 20% Deduction: $0 ($62,210)
Taxable Income $620,000              $248,870
Tax: $168,779 $48,308

Tax Savings With Cash Balance Plan: $120,471
(compared to no CB or 199A)

For Dr. Robert, a Cash Balance and 401(k) Profit Sharing Plan offers a tremendous amount of 
value both in retirement contributions ($298,136 for himself, $10,784 for the employees), and tax 
savings. These substantial contributions  allow him to reduce taxable income, take full advantage 
of the Section 199A 20% deduction, and in the end realize a tax savings of $120,471 in just the 
first year. Plus, Dr. Robert is now able to accumulate substantial assets for retirement.        

Example 4 n Medical Practice S corporation with a Cash Balance Plan  
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The new TCJA creates uncertainty in everyone’s tax planning. Despite elimination of some popular 
deductions, it offers provisions likely to be helpful to many high-income self-employed, profession-
als, those with side income, and small business owners. These include rate reductions, and the 
new Section 199A 20% deduction available to certain pass-through entities. However, meeting the 
criteria to qualify for the new deduction requires advance tax planning. Defined Benefit and Cash 
Balance retirement plans, which have been available for years, provide dollar-for-dollar deduc-
tions for contributions, which may lower taxable income sufficiently to qualify business owners 
for some or all of the Section 199A 20% deduction. For taxpayers seeking to turbocharge their 
retirement savings, reduce their tax liability, create liability protections for their savings, and take 
full advantage of the TCJA changes, Defined Benefit and Cash Balance plans offer a tremendous 
all-in-one solution. Plans must be opened – but not funded – by the business’ fiscal year end.

About Dedicated Defined Benefit Services

If you work with high-income taxpayers – small business owners, independent professionals, or self-em-
ployed individuals – or are one yourself,  and are interested in minimizing taxes and maximizing retirement 
savings, please call us at (866) 269-2706.  We are available  Monday – Friday from 7am-5pm PT, and on 
weekends by appointment. We are online at www.Dedicated-DB.com, where you can find information about 
our Defined Benefit and Cash Balance plans, our process and our people; and create your own individual 
sample plan using our calculator.

Nothing in this paper is to be construed as tax or legal 
advice. Examples are given as illustrations only.

an Ascensus® company

Jamie Patrick Hopkins Bio
Jamie Patrick Hopkins, JD, MBA, LLM, CLU®, ChFC®, CFP®, RICP®, is Associate Professor of Taxation at 
The American College of Financial Services in the Retirement Income Program and is Director of the New 
York Life Center for Retirement Income.

Conclusion

http://www.Dedicated-DB.com
https://www.dedicated-db.com/defined-benefit-plan-calculator/
https://www.dedicated-db.com/defined-benefit-plan-calculator/


9© Copyright 2018 Dedicated Defined Benefit Services, an Ascensus company. All rights reserved.

Three Ways to Add Value 
There is a lot of confusion about who wins and who loses under TCJA, but your clients obviously 
come out ahead if you can save them thousands of dollars on taxes, while building their retire-
ment wealth – through maximizing existing retirement planning and the TCJA opportunities. 

1 Before Year End:  Identify your high-income clients with pass-through income. Talk to them 
now. We can run an illustration of a Defined Benefit or Cash Balance program for your clients 
as soon as they have an idea of their earnings for 2018.  

a. Most clients do not know if they will qualify for the Section 199A 20% pass-through 
deduction. Many may have no idea of how it will work, and some may ask questions 
about which business entity will serve them best. If you can show them how to lower their 
taxable income and save tens of thousands of dollars by opening a qualified retirement 
plan, they may be factors in deciding on a specific business entity.

b. Offer to talk with their Certified Public Accountant (CPA) or Enrolled Agent (EA)  to discuss 
their current situation – business entity, tax bracket, and retirement plan options.

c. Defined Benefit, Cash Balance, and 401(k) plans MUST BE OPENED BY THE END OF THE 
FISCAL YEAR, generally December 31. If you wait until clients start working on their 2018 
taxes after the new year, it will be too late.

2 Contact CPAs: CPAs who work with small businesses are preparing now for all the changes 
brought by TCJA. You can help them identify your mutual clients who might qualify for the 
pass-through deduction, if they can lower their taxable income below the Section 199A 
thresholds. By opening a high-contribution retirement plan where appropriate, additional 
high-income clients will qualify for the deduction and enjoy greater tax savings, while building 
their retirement wealth.

3 Plan for Yourself: If you are independent, or part of a small advisory firm, consider 
opening a Defined Benefit Plan or Cash Balance Plan for yourself. 

If you want to know more about TCJA and its pass-through deduction, see 
https://www.taxpolicycenter.org/taxvox/navigating-tcjas-pass-through-deduction-0

Working with Dedicated Defined Benefit Services
For any financial advisor, accountant, or other professional working with high-income self-employed, pro-
fessionals with outside earnings, and small business owners, Defined Benefit and Cash Balance plans can 
be a larger part of your ongoing conversations with your clients. Our goal at Dedicated Defined Benefit 
Services is to help you help your clients hold onto more of what they earn. We are here to help you with 
retirement savings strategies for your clients, including consultation, plan design and administration.

Whether for a client or if  you are a high-income self-employed professional who might be a good fit for a 
Defined Benefit or Cash Balance plan, please call us at (866) 269-2706.  We are available Monday – Friday 
from 7am-5pm PT, and on weekends by appointment. You can also find us online at www.Dedicated-DB.
com, where you will see abundant information about our plans, our process and our people; and can create 
your own sample retirement illustration for yourself or for a client.

For Financial Advisors

https://www.taxpolicycenter.org/taxvox/navigating-tcjas-pass-through-deduction-0
http://www.Dedicated-DB.com
http://www.Dedicated-DB.com
https://www.dedicated-db.com/defined-benefit-plan-calculator/
https://www.dedicated-db.com/defined-benefit-plan-calculator/

