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Tom Barthold, Ph.D.

Chief of Staff

Joint Committee on Taxation
502 Ford House Office Building
Washington, DC 20515

Dear Dr. Barthold:

I write to you today to request information on the Qualified Business Income Deduction found in
Section 199A of the tax code. This deduction, also known as the “pass-through” or “199A”
deduction, is a key component of President Trump and Congressional Republicans’ disastrous tax
bill that gives tax cuts to billionaires and wealthy corporations at the expense of working-class
Americans, and pays for it with cuts to Medicaid that would cause up to 16 million Americans to
lose their health insurance coverage.’

Created by President Trump’s 2017 tax bill, the Tax Cuts and Jobs Act, Section 199A is a tax
deduction that allows owners of certain businesses to deduct up to 20 percent of their business’
qualified income from their taxes. Businesses that are eligible for this deduction are certain sole
proprietorships, partnerships, limited liability companies, and S-corporations, as well as some
trusts and estates.? These are businesses that “pass through” their profits to their owners’
individual income tax returns, instead of being taxed separately as businesses.®

Republicans claim that the pass-through deduction helps small businesses that are often structured
as partnerships. However, the largest beneficiaries of the pass-through deduction are large firms
and wealthy individuals.* These wealthy individuals are able to afford and deploy a small army of
accountants and lawyers to exploit the 199A deduction. For example, the owners of these
businesses will consider themselves employees of their partnerships and, because labor income is
not eligible for the 199A deduction, mischaracterize their labor income as business income to take
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advantage of the deduction.® Additionally, partnership owners will often utilize the “crack and
pack” method to exploit deductions in 199A, wherein the owner “cracks” the company open, splits
it apart into multiple different partnerships, and “packs” employees into different partnerships
based on each employee’s function within the broader company.® The employees whose income is
not eligible for the 199A deduction are siloed into the same sub-partnership that is not tax-
advantaged, allowing the other sub-partnerships to fully maximize the 199A deduction. The result
of these accounting maneuvers? The wealthiest one percent of Americans have reaped nearly 60
percent of the tax savings created by the 199A deduction since its inception in 2017.’

199A is a costly provision that provides little economic benefit: the National Bureau of Economic
Research found that there has been “no evidence” that 199A has any “real effects” on both
investments in businesses or employment.® But Congressional Republicans seem intent on
compounding the problem. In their “big, beautiful bill,” Congressional Republicans want to not
only permanently extend but expand 199A from a 20 percent deduction to a 23 percent deduction.®
This one provision will cost nearly $800 billion dollars,'® with little economic benefit to show for
it. Despite claims that 199A would spur small business hiring, 45 percent of 199A deductions
were generated by businesses that had no actual employees—evidence of the accounting tricks
that these businesses use.!

The 199A deduction is one of the many components of President Trump and Congressional
Republicans’ “big, beautiful bill” that delivers benefits to the wealthiest companies and
individuals and almost nothing to hard-working middle-class families. To better understand the
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impacts of 199A on the economy and American families, I ask that you provide the following
information:

1. The latest available information on the income levels of the individuals who benefit the
most from the 199A deduction, the value of the benefit received, the size and type of
businesses, and the industries that most benefit from the 199A deduction.

2. For the last three taxable years, the percentage of the benefit, as well as the size of the
benefit in dollars, from the 199A deduction which accrued to individual taxpayers who
received adjusted gross income exceeding:

a. $1 million
b. $5 million

c. $10 million
d. $50 million
e. $100 million

Thank you for your attention to this important matter.

Sincerely,

EIizabe{th Warren
United!States Senator




