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KPMG report: Section 199A implications for 

cooperatives; initial impressions of proposed 

regulations 
The Consolidated Appropriations Act, 2018 (Pub. L. No. 115-141) included changes to section 199A 
concerning the application of a new deduction for certain cooperatives and grain companies.  

Proposed regulations [PDF 382 KB] (39 pages) from the U.S. Treasury Department and IRS provide 
guidance to implement the statutory revisions. The proposed regulations (REG-118425-18) were 
published in the Federal Register on June 19, 2019.  

Background 

As enacted in Pub. L. No. 115-97, section 199A generally provides a deduction for qualifying income of 
certain noncorporate owners of some pass-through entities and sole proprietorships. The Consolidated 
Appropriations Act attempted to address certain concerns raised within the agricultural industry, and 
(effective for tax years beginning after December 31, 2017) section 199A was modified to: 

• Restore prior-law section 199 treatment for specified agricultural and horticultural cooperatives 
under new section 199A(g)

• Allow eligible patrons to claim a deduction passed through from a specified agricultural and 
horticultural cooperative

• Revise the patron-level deduction to 20% of taxable income or qualified business income (in line 
with all other non-corporate taxpayers), with limitations for patrons (e.g., farmers) with high taxable 
incomes or capital gains, and further modifications for patrons who enter into transactions with a 
cooperative 

Overview of proposed regulations 

https://www.govinfo.gov/content/pkg/FR-2019-06-19/pdf/2019-11501.pdf
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The proposed regulations are extensive and address a number of topics that: 
 
• Provide rules for cooperatives and their patrons under section 199A(a) (the deduction for qualified 

business income) 
 
• Provide rules for the section 199A(g) deduction for income attributable to domestic production 

activities of specified agricultural or horticultural cooperatives 
 
• Define domestic production gross receipts (DPGR) for purposes of section 199A(g) 
 
• Provide rules for allocation of cost of goods sold (COGS) and other deductions to DPGR for 

purposes of section 199A(g) 
 
• Provide rules for the determination of the W-2 wage limitation for purposes of section 199A(g) 
 
• Define expanded affiliated groups for purposes of section 199A(g) 
 
• Define “patronage” and “nonpatronage” for purposes of section 1388 
 
• Remove final regulations under former section 199 and withdraw proposed regulations under 

former section 199 
 
The new regulations are proposed to be effective for tax years beginning after the date of publication 
of a Treasury decision adopting them as final regulations in the Federal Register. The preamble 
indicates that taxpayers may rely on the proposed regulations in their entirety before their finalization. 
 
KPMG observation 
 
The regulations are extensive and rely significantly on existing regulations under section 199A (in the 
case of section 199A(a)) and under section 199 (in the case of section 199A(g)). Since they are specific 
to cooperatives, there are a number of special rules with implications for eligibility, computations, and 
compliance. Treasury and the IRS have requested comments; it is possible that modifications could be 
made accordingly prior to finalization of the regulations. 
 
 
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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KPMG International provides no audit or other client services. Such services are provided solely by member firms in their 
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not and 
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nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, partners, 
or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG 
International or any member firm in any manner whatsoever. 

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s 
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.  
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