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Specified service trade or business 

The conference agreement modifies the definition of a specified service trade or business 
in several respects. The definition is modified to exclude engineering and architecture services, 
and to take into account the reputation or skill of owners.   

A specified service trade or business means any trade or business involving the 
performance of services in the fields of health, law, consulting, athletics, financial services, 
brokerage services, or any trade or business where the principal asset of such trade or business is 
the reputation or skill of one or more of its employees or owners, or which involves the 
performance of services that consist of investing and investment management trading, or dealing 
in securities, partnership interests, or commodities.  For this purpose a security and a commodity 
have the meanings provided in the rules for the mark-to-market accounting method for dealers in 
securities (sections 475(c)(2) and 475(e)(2), respectively).   

Determination of the taxpayer’s deduction 

The taxpayer’s deduction for qualified business income for the taxable year is equal to 
the sum of (a) the lesser of the combined qualified business income amount for the taxable year 
or an amount equal to 20 percent of the excess of taxpayer’s taxable income over any net capital 
gain69 and qualified cooperative dividends, plus (b) the lesser of 20 percent of qualified 
cooperative dividends and taxable income (reduced by net capital gain).  This sum may not 
exceed the taxpayer's taxable income for the taxable year (reduced by net capital gain).  Under 
the provision, the 20-percent deduction with respect to qualified cooperative dividends is limited 
to taxable income (reduced by net capital gain) for the year.   The combined qualified business 
income amount for the taxable year is the sum of the deductible amounts determined for each 
qualified trade or business carried on by the taxpayer and 20 percent of the taxpayer’s qualified 
REIT dividends and qualified publicly traded partnership income.  The deductible amount for 
each qualified trade or business is the lesser of (a) 20 percent of the taxpayer's qualified business 
income with respect to the trade or business, or (b) the greater of 50 percent of the W-2 wages 
with respect to the trade or business or the sum of 25 percent of the W-2 wages with respect to 
the trade or business and 2.5 percent of the unadjusted basis, immediately after acquisition, of all 
qualified property. 

Deduction against taxable income 

The conference agreement clarifies that the 20-percent deduction is not allowed in 
computing adjusted gross income, and instead is allowed as a deduction reducing taxable 
income.  Thus, for example, the provision does not affect limitations based on adjusted gross 
income.  Similarly the conference agreement clarifies that the deduction is available to both non-
itemizers and itemizers. 

                                                 
69  Defined in sec. 1(h). 




