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One of the most significant elements of the Tax Cuts and Jobs Act (HR 1, 
“TCJA”) enacted by Congress is the permanent reduction of the tax rate 
for regular “C” corporations from a top rate of 35% to a flat tax of 21% 
for all  C corporation income. For the first time in decades, corporate tax 
rates are substantially lower than the income tax rates paid by higher 
income  Individuals.  

However, most businesses can’t take advantage of the 21% rate. This is 
because most people who own their own businesses, especially smaller 
businesses, have not formed C corporations. Instead, their businesses 
are owned and operated as pass-through entities: sole proprietorships, 
limited liability companies (LLCs), partnerships, or S corporations. Such 
pass-through owners pay tax on their business profits at their individual 
tax rates, not the corporate rate. If your business is a pass-through, 
should you form a C corporation to take advantage of the new 21% 
corporate rate? It depends . . . and it’s complicated. 

Lower Corporate Tax Rates May Not Save You Taxes 

You can compare the rates for individuals and corporations in the tax 
charts. The top individual rate under the TCJA is 37%, 16% higher than 
the 21% corporation rate. 

However, the fact that the corporate rate is lower than your individual 
income tax rate doesn’t necessarily mean you’ll save on taxes if you in-
corporate. There are three main reasons for this: 

• The problem of double taxation 

• No Pass-through Tax Deduction for C Corporations  

• The Bottom Line 

The Problem of Double Taxation  
 
If you’re the owner of a C corporation, any direct payment of your cor-
poration’s profits to you will be considered a dividend by the IRS and 
taxed twice. Such dividends are not deductible by the corporation. First, 
the corporation will pay corporate income tax on the profit at the 21% 
corporate rates on its own return, and then you’ll pay personal income 
tax on what you receive from the corporation. This is called “double 
taxation.” 

C Corporation dividends are usually taxed at capital gains rates. Higher 

income taxpayers must also pay a 3.8% Medicare tax on net 

dividend and investment income.  

Depending on your business income, the total tax you’d have 
to pay on distributions from your C corporation could be more 
than you would pay if your business is a pass-through entity 
and you pay one level of tax on all your business profits. at 
your individual income tax rate. 

No Pass-through Tax Deduction for C Corporations 
 
The TCJA created a brand new tax deduction for pass-through 
entities. The owner of a pass-through can deduct an amount 

If you’re not in a service business, and your income exceeds the 
threshold, your deduction is limited to 50% of the amount you 
pay your employees, or 25% of employee payments plus 2.5% 
of the value of your depreciable business property. 

If you qualify for the full 20% pass-through deduction, the effective tax rate 
pay on your pass-through income will be much lower than the individual 
rates for non-pass-through income. 
C corporations do not benefit from the 20% pass-through tax deduction. If 
you’re married and qualify for the 20% deduction, you could earn up to 
$315,000 in pass-through income and pay tax at less than the 21% C cor-
poration rate. 

 
The Bottom Line 
 
If you’re making more than $415,000 in profit from your business each 
year ($207,500 if you’re single), being taxed as a C corporation might ben-
efit you, especially if you’re in a service business and can’t use the 20% 
pass-through deduction.   
Money you keep in your C corporation business is taxed only once at the 
21% rate. Otherwise, there might not be much benefit at all to C corpora-
tion taxation.  
 If you have any questions or would like to know if your company could 
benefit from converting to a S or C Corporation, call the professionals 
at The Center at (618) 997-3436.  
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