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Form 1099 with new 199A qualified mutual fund distributions that include REITs.  
Also known as the 20% small business deduction. 

I am getting calls from clients with this new 1099 entry. 

Based on proposed regulations qualifying for this new 
“Qualified Business Income (QBI) deduction may be favorable 
vs. treated as an ordinary or qualifying dividend.  However, the 
calculation is quite complicated if you have significant capital 
gains or other business qualifying income.  There is also a 
taxable income limitation of under $315,000 joint or $157,500 
single. 

There is a "Simplified" worksheet in the instructions for 
Form1040 page 36. 

The Nerdy Details 
Under proposed regulations issued February 1, 
2019, REIT mutual fund distributions will qualify 
for the up to 20% deduction. IRS Notice 2019-07 
would treat real estate income from entities like 
REITs as qualifying as a "revenue passthrough 
entity."  The requirement of 250 hours of rental 
activities appears to apply to an individual owner 
of real estate or the "enterprise" which apparently 
could be a REIT that passes through the QBI to 
its investors. 

Although the Notice only contains a proposed 
revenue procedure, the Notice does indicate that:  
“Until such time that the proposed revenue 
procedure is published in final form, taxpayers 
may use the safe harbor described in the 
proposed revenue procedure for purposes of 
determining when a rental real estate enterprise 
may be treated as a trade or business solely for 
purposes of section 199A.” 

The law itself does not define what "a business" 
is under Section 199A which is the Qualified 
Business Income (QBI) deduction of up to 20% to 
benefit small business owners.   

The final regulation initially released by the IRS 
on January 18, 2019, was replaced by a revised 
version of the final regulations (249 pages) on 
February 1, 2019.  It says that the QBI deduction 
only applies against business income, and not 

against "mere" investments in real estate. It is 
only the proposed regs that specifically included 
REITs.   

There is a detailed calculation analysis at 
https://seekingalpha.com/article/4239351-
update-qualified-business-income-deduction-
individuals  

Discussion by Michael E. Kites with a Master's 
in Taxation and many other designations at 
kites.com: 
"This benefit, however, is not without cost. Like 
many areas of the Tax Code, IRC Section 199A 
is complex and riddled with nuance. To help 
business owners and their advisors make order 
from the chaos, the IRS has done yeoman’s work 
since the Tax Cuts and Jobs Act was passed. In 
just a little over a year, the IRS not only produced 
a full set of Proposed Regulations (August 8, 
2018), but also held hearings on those Proposed 
Regulations (October 16, 2018) and, on January 
18, 2019, delivered some 247 pages of Final 
Regulations. 

"To many, the Final Regulations were a breath of 
fresh air. They definitively answered many of the 
open questions that lingered after the creation of 
the 199A deduction and the release of the 
Proposed Regulations. But they aren’t perfect, 
and there are still plenty of grey areas. Indeed, 
one need not look very far to reveal what, for 
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some, is likely to be one of the most problematic 
of all the unresolved 199A issues. Specifically, 
will various rental activities and enterprises be 
considered more than just an investment, and 
rise to the level of a 'business'?" 

Kites points out that the definitions of a qualified 
trade or business have different conclusions 
between IRC Section 469 and 162.  He goes into 
an extensive discussion of this, and there is no 
case law that applies yet to go by. 

While S corporations are included in the 
proposed regulations, it appears Single Member 
LLC's would not qualify. In community property 
states (AZ) an LLC jointly owned by a married 
couple would be treated as a Single Member 
LLC. 

SECTION 199A AND RETIREMENT PLANS 
This is for another report, but if you have self-
employed retirement plans you may wind up with 
only an 80% current deduction yet 100% will be 

taxable upon distribution.  In some cases, 
maximum funding a traditional IRA or SEP may 
be more beneficial.  

DISCLOSURES: While decades ago I was a tax 
accountant at now Deloitte (previously Touche 
Ross) and RSM (McGladrey) CPAs, I do not 
practice taxes currently.  For tax advice, you 
should consult a competent tax CPA, Attorney or 
Enrolled Agent. 

The views and opinions expressed are as of the date of the report and are 
subject to change at any time based on market or other conditions. The 
material contained herein is for informational purposes only and should 
not be construed as investment advice since recommendations will vary 
based on the client’s goals and objectives. Information is believed to be 
from reliable sources; however, no representation is made as to its 
accuracy. Hutchison Investment Advisors, Inc. is an Arizona registered 
investment advisor. Part II of Form ADV (Disclosure Statement) has been 
given to advisory clients and is available upon request, and is also at 
http://dhutch.news/RIADisclosure 

This material is intended to provide general financial 
education and is not written or intended to provide, and 
should not be relied on for tax, legal or accounting advice 
or for avoiding any Federal tax penalties. You should 
consult your own tax, legal and/or accounting professional 
for any advice pertaining to your specific situation.
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