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Notice 2019-27: Guidance for cooperatives and patrons 

on QBI deduction 
 
The IRS today released an advance version of Notice 2019-27 in connection to the proposed 
regulations as guidance and providing information on certain deductions available to cooperatives and 
their patrons. 
 
As explained in an IRS release—IR-2019-115—the proposed regulations provide guidance for 
cooperatives and their patrons on calculating the deduction for qualified business income (the QBI 
deduction) and the deduction for domestic production activities for agricultural or horticultural 
cooperatives and their patrons (the section 199A(g) deduction). In addition, Notice 2019-27 [PDF 85 
KB] contains a proposed revenue procedure providing guidance on methods for calculating W-2 wages 
for purposes of section 199A(g). 
 
In January 2019, final regulations on the new QBI deduction were published. Read KPMG’s analysis of 
the final regulations in TaxNewsFlash.  
 
• The QBI deduction is available for tax years beginning after December 31, 2017, for taxpayers—

including certain patrons of cooperatives—with income from a domestic business operated as a 
sole proprietorship, a partnership, S corporation, trust or estate.  

• The QBI deduction is up to 20% of the qualified business income from the business. Some 
taxpayers may also be allowed a deduction up to 20% of qualified real estate investment trust 
dividends and publicly traded partnership income.  

 
Patrons’ deduction 
 
Certain patrons who conduct business through cooperatives may be able to include patronage 
dividends and similar amounts they receive from those cooperatives to calculate their own QBI 
deduction. Today’s IRS release provides an example—a farmer receiving patronage dividends from a 
marketing cooperative through which the farmer sells agricultural products may be able to include 
these dividends in calculating the QBI deduction from the farmer’s agricultural business. The proposed 
regulations provide guidance to cooperatives and patrons regarding the QBI deduction. 
 

https://www.irs.gov/newsroom/irs-treasury-issue-guidance-under-tax-cuts-and-jobs-act-and-the-consolidated-appropriations-act-of-2018-for-cooperatives-and-patrons-of-cooperatives
https://www.irs.gov/pub/irs-drop/n-19-27.pdf
https://home.kpmg/us/en/home/insights/2019/01/tnf-kpmg-report-observations-section-199a-regulations.html
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Certain patrons, like farmers, must reduce their QBI deduction if they receive qualified payments from 
specified agricultural or horticultural cooperatives. The QBI deduction must be reduced by either 9% of 
the QBI from each business related to the qualified payments, or 50% of the wages allocated to each 
such business (whichever is the lesser amount). The proposed regulations provide guidance to patrons 
regarding the reduction to the QBI deduction.  
 
Specified agricultural or horticultural cooperatives’ deduction 
 
Specified agricultural or horticultural cooperatives are allowed a section 199A(g) deduction for income 
attributable to domestic production activities—similar to the domestic production activities deduction 
under former section 199 before its repeal by the 2017 U.S. tax law.  
 
Cooperatives cannot pass through any portion of their section 199A(g) deduction to patrons structured 
as C corporations, unless they are specified agricultural or horticultural cooperatives. The proposed 
regulations released today provide guidance to cooperatives and patrons regarding the section 199A(g) 
deduction. 
 
Taxpayers may rely on the proposed regulations if they apply the rules in their entirety until final 
regulations are published. 
 
 
For more information, contact KPMG’s National Director of Cooperative Tax Services: 

David Antoni | +1 (267) 256-1627 | dantoni@kpmg.com 

Or Associate National Director of KPMG’s Cooperative Tax Services: 

Brett Huston | +1 (916) 554-1654 | bhuston@kpmg.com 
 
 
The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters" 
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is 
issued for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed 
therein, and is not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide 
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it 
will continue to be accurate in the future. Applicability of the information to specific situations should be determined through 
consultation with your tax adviser. 
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