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to the terms of the agreement or other 
relationship. In addition, see the excep-
tions in § 1.197–2(c), including the ex-
ception in § 1.197–2(c)(6) for certain 
rights to receive tangible property or 
services from another person. 

(ii) Effective/applicability date. This 
section applies to supplier-based intan-
gibles acquired after July 6, 2011. 

(iii) Expiration date. The applicability 
of this section expires on or before July 
1, 2014. 

(b)(8) through (l) [Reserved] For fur-
ther guidance, see § 1.197–2(b)(8) 
through (l). 

[T.D. 9533, 76 FR 39280, July 6, 2011] 
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(B) Determining gross receipts and costs. 
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(f) Gain or loss from the disposition of an 
interest in a pass-thru entity. 

(g) No attribution of qualified activities. 

§ 1.199–6 Agricultural and horticultural 
cooperatives. 
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consolidated group and non-consolidated 
group members. 

(ii) Expanded affiliated group consists only 
of members of a single consolidated group. 
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(e) Examples. 
(f) Allocation of income and loss by a cor-

poration that is a member of the expanded 
affiliated group for only a portion of the 
year. 

(1) In general. 
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year. 

(1) Member of the same expanded affiliated 
group for the entire taxable year. 
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(3) Example. 
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with different taxable years. 
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(2) Example. 

§ 1.199–8 Other rules. 
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(b) Individuals. 
(c) Trade or business requirement. 
(1) In general. 
(2) Individuals. 
(3) Trusts and estates. 
(d) Coordination with alternative min-

imum tax. 
(e) Nonrecognition transactions. 
(1) In general. 
(i) Sections 351, 721, and 731. 
(ii) Exceptions. 
(A) Section 708(b)(1)(B). 
(B) Transfers by reason of death. 
(2) Section 1031 exchanges. 
(3) Section 381 transactions. 
(f) Taxpayers with a 52–53 week taxable 

year. 
(g) Section 481(a) adjustments. 
(h) Disallowed losses or deductions. 
(i) Effective dates. 
(1) In general. 
(2) Pass-thru entities. 
(3) Non-consolidated EAG members. 
(4) Computer software. 
(5) Tax Increase Prevention and Reconcili-

ation Act of 2005. 
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(8) Qualified film produced by the tax-

payer. 
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§ 1.199–9 Application of section 199 to pass-thru 
entities for taxable years beginning on or be-
fore May 17, 2006, the enactment date of the 
Tax Increase Prevention and Reconciliation 
Act of 2005. 

(a) In general. 
(b) Partnerships. 
(1) In general. 
(i) Determination at partner level. 
(ii) Determination at entity level. 
(2) Disallowed losses or deductions. 
(3) Partner’s share of W-2 wages. 
(4) Transition percentage rule for W-2 

wages. 
(5) Partnerships electing out of subchapter 

K. 
(6) Examples. 
(c) S corporations. 
(1) In general. 
(i) Determination at shareholder level. 
(ii) Determination at entity level. 
(2) Disallowed losses or deductions. 
(3) Shareholder’s share of W-2 wages. 
(4) Transition percentage rule for W-2 

wages. 
(d) Grantor trusts. 
(e) Non-grantor trusts and estates. 
(1) Allocation of costs. 
(2) Allocation among trust or estate and 

beneficiaries. 
(i) In general. 
(ii) Treatment of items from a trust or es-

tate reporting qualified production activities 
income. 

(3) Beneficiary’s share of W-2 wages. 
(4) Transition percentage rule for W-2 

wages. 
(5) Example. 
(f) Gain or loss from the disposition of an 

interest in a pass-thru entity. 
(g) Section 199(d)(1)(A)(iii) wage limitation 

and tiered structures. 
(1) In general. 
(2) Share of W-2 wages. 
(3) Example. 
(h) No attribution of qualified activities. 
(i) Qualifying in-kind partnership. 
(1) In general. 
(2) Definition of qualifying in-kind part-

nership. 
(3) Special rules for distributions. 
(4) Other rules. 
(5) Example. 
(j) Partnerships owned by members of a 

single expanded affiliated group. 
(1) In general. 
(2) Attribution of activities. 
(i) In general. 
(ii) Attribution between EAG partnerships. 
(iii) Exception to attribution. 
(3) Special rules for distributions. 
(4) Other rules. 
(5) Examples. 

(k) Effective dates. 

[T.D. 9263, 71 FR 31283, June 1, 2006, as 
amended by T.D. 9293, 71 FR 61665, Oct. 19, 
2006; T.D. 9317, 72 FR 12971, Mar. 20, 2007; T.D. 
9381, 73 FR 8800, Feb. 15, 2008; 73 FR 12270, 
Mar. 7, 2008] 

§ 1.199–1 Income attributable to do-
mestic production activities. 

(a) In general. A taxpayer may deduct 
an amount equal to 9 percent (3 percent 
in the case of taxable years beginning 
in 2005 or 2006, and 6 percent in the case 
of taxable years beginning in 2007, 2008, 
or 2009) of the lesser of the taxpayer’s 
qualified production activities income 
(QPAI) (as defined in paragraph (c) of 
this section) for the taxable year, or 
the taxpayer’s taxable income for the 
taxable year (or, in the case of an indi-
vidual, adjusted gross income). The 
amount of the deduction allowable 
under this paragraph (a) for any tax-
able year cannot exceed 50 percent of 
the W-2 wages of the employer for the 
taxable year (as determined under 
§ 1.199–2). The provisions of this section 
apply solely for purposes of section 199 
of the Internal Revenue Code. 

(b) Taxable income and adjusted gross 
income—(1) In general. For purposes of 
paragraph (a) of this section, the defi-
nition of taxable income under section 
63 applies, except that taxable income 
(or alternative minimum taxable in-
come, if applicable) is determined with-
out regard to section 199 and without 
regard to any amount excluded from 
gross income pursuant to section 114 or 
pursuant to section 101(d) of the Amer-
ican Jobs Creation Act of 2004, Public 
Law 108–357 (118 Stat. 1418) (Act). In the 
case of individuals, adjusted gross in-
come for the taxable year is deter-
mined after applying sections 86, 135, 
137, 219, 221, 222, and 469, and without 
regard to section 199 and without re-
gard to any amount excluded from 
gross income pursuant to section 114 or 
pursuant to section 101(d) of the Act. 
For purposes of determining the tax 
imposed by section 511, paragraph (a) of 
this section is applied using unrelated 
business taxable income. Except as pro-
vided in § 1.199–7(c)(2), the deduction 
under section 199 is not taken into ac-
count in computing any net operating 
loss or the amount of any net oper-
ating loss carryback or carryover. 
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