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Reg. Section 1.199A-2(b) 
Determination of W-2 wages and unadjusted basis immediately after acquisition of 
qualified property. 

(a)Scope.

(1)In general. This section provides guidance on calculating a trade or business's W-2

wages properly allocable to QBI (W-2 wages) and the trade or business's unadjusted basis

immediately after acquisition of all qualified property (UBIA of qualified property). The

provisions of this section apply solely for purposes of section 199A of the Internal

Revenue Code (Code).

(2)W-2 wages. Paragraph (b) of this section provides guidance on the determination of

W-2 wages. The determination of W-2 wages must be made for each trade or business by

the individual or RPE that directly conducts the trade or business (or aggregated trade or

business). In the case of W-2 wages paid by an RPE, the RPE must determine and report

W-2 wages for each trade or business (or aggregated trade or business) conducted by the

RPE. W-2 wages are presumed to be zero if not determined and reported for each trade or

business (or aggregated trade or business).

(3)UBIA of qualified property.

(i) In general. Paragraph (c) of this section provides guidance on the

determination of the UBIA of qualified property. The determination of the UBIA

of qualified property must be made for each trade or business (or aggregated trade

or business) by the individual or RPE that directly conducts the trade or business

(or aggregated trade or business). The UBIA of qualified property is presumed to

be zero if not determined and reported for each trade or business (or aggregated

trade or business).

(ii) UBIA of qualified property held by a partnership. In the case of qualified

property held by a partnership, each partner's share of the UBIA of qualified

property is determined in accordance with how the partnership would allocate

depreciation under § 1.704-1(b)(2)(iv)(g) on the last day of the taxable year.

(iii) UBIA of qualified property held by an S corporation. In the case of qualified

property held by an S corporation, each shareholder's share of the UBIA of

qualified property is the share of the unadjusted basis proportionate to the ratio of

shares in the S corporation held by the shareholder on the last day of the taxable

year over the total issued and outstanding shares of the S corporation.

(iv) UBIA and section 743(b) basis adjustments.

(A) In general. A partner will be allowed to take into account UBIA with

respect to an item of qualified property in addition to the amount of UBIA
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with respect to such qualified property determined under paragraphs 

(a)(3)(i) and (c) of this section and allocated to such partner under 

paragraph (a)(3)(ii) of this section to the extent of the partner's excess 

section 743(b) basis adjustment with respect to such item of qualified 

property. 

(B) Excess section 743(b) basis adjustments. A partner's excess section

743(b) basis adjustment is an amount that is determined with respect to

each item of qualified property and is equal to an amount that would

represent the partner's section 743(b) basis adjustment with respect to the

same item of qualified property, as determined under §§ 1.743-1(b) and

1.755-1, but calculated as if the adjusted basis of all of the partnership's

property was equal to the UBIA of such property. The absolute value of

the excess section 743(b) basis adjustment cannot exceed the absolute

value of the total section 743(b) basis adjustment with respect to qualified

property.

(C) Computation of partner's share of UBIA with excess section 743(b)

basis adjustments. The partnership first computes its UBIA with respect to

qualified property under paragraphs (a)(3)(i) and (c) of this section and

allocates such UBIA under paragraph (a)(3)(ii) of this section. If the sum

of the excess section 743(b) basis adjustment for all of the items of

qualified property is a negative number, that amount will be subtracted

from the partner's UBIA of qualified property determined under

paragraphs (a)(3)(i) and (c) of this section and allocated under paragraph

(a)(3)(ii) of this section. A partner's UBIA of qualified property may not

be below $0. Excess section 743(b) basis adjustments are computed with

respect to all section 743(b) adjustments, including adjustments made as a

result of a substantial built-in loss under section 743(d).

(D) Examples. The provisions of this paragraph (a)(3)(iv) are illustrated

by the following examples:

(1)

Example (1).

(i) Facts. A, B, and C are equal partners in partnership, PRS. PRS has a

single trade or business that generates QBI. PRS has no liabilities and only

one asset, a single item of qualified property with a UBIA equal to

$900,000. Each partner's share of the UBIA is $300,000. A sells its one-

third interest in PRS to T for $350,000 when a section 754 election is in

effect. At the time of the sale, the tax basis of the qualified property held

by PRS is $750,000. The amount of gain that would be allocated to T from

a hypothetical transaction under § 1.743-1(d)(2) is $100,000. Thus, T's

interest in PRS's previously taxed capital is equal to $250,000 ($350,000,

the amount of cash T would receive if PRS liquidated immediately after

the hypothetical transaction, decreased by $100,000, T's share of gain

from the hypothetical transaction). The amount of T's section 743(b) basis

adjustment to PRS's qualified property is $100,000 (the excess of

$350,000, T's cost basis for its interest, over $250,000, T's share of the

adjusted basis to PRS of the partnership's property).



(iii [sic ii]) Analysis. In order for T to determine its UBIA, T must 

calculate its excess section 743(b) basis adjustment. T's excess section 

743(b) basis adjustment is equal to an amount that would represent T's 

section 743(b) basis adjustment with respect to the same item of qualified 

property, as determined under §§ 1.743-1(b) and 1.755-1, but calculated as 

if the adjusted basis of all of PRS's property was equal to the UBIA of 

such property. T's section 743(b) basis adjustment calculated as if adjusted 

basis of the qualified property were equal to its UBIA is $50,000 (the 

excess of $350,000, T's cost basis for its interest, over $300,000, T's share 

of the adjusted basis to PRS of the partnership's property). Thus, T's 

excess section 743(b) basis adjustment is equal to $50,000. For purposes 

of applying the UBIA limitation to T's share of QBI from PRS's trade or 

business, T's UBIA is equal to $350,000 ($300,000, T's one-third share of 

the qualified property's UBIA, plus $50,000, T's excess section 743(b) 

basis adjustment). 

(2) 

Example (2). 

(i) Facts. Assume the same facts as in Example 1 of paragraph

(a)(3)(iv)(D)(1) of this section, except that A sells its one-third interest in

PRS to T for $200,000 when a section 754 election is in effect. At the time

of the sale, the tax basis of the qualified property held by PRS is $750,000,

and the amount of loss that would be allocated to T from a hypothetical

transaction under § 1.743-1(d)(2) is $50,000. Thus, T's interest in PRS's

previously taxed capital is equal to $250,000 ($200,000, the amount of

cash T would receive if PRS liquidated immediately after the hypothetical

transaction, increased by $50,000, T's share of loss from the hypothetical

transaction). The amount of T's section 743(b) basis adjustment to PRS's

qualified property is negative $50,000 (the excess of $250,000, T's share

of the adjusted basis to PRS of the partnership's property, over $200,000,

T's cost basis for its interest).

(ii) Analysis. In order for T to determine its UBIA, T must calculate its

excess section 743(b) basis adjustment. T's excess section 743(b) basis

adjustment is equal to an amount that would represent T's section 743(b)

basis adjustment with respect to the same item of qualified property, as

determined under §§ 1.743-1(b) and 1.755-1, but calculated as if the

adjusted basis of all of PRS's property was equal to the UBIA of such

property. T's section 743(b) basis adjustment calculated as if adjusted

basis of the qualified property were equal to its UBIA is negative

$100,000 (the excess of $300,000, T's share of the adjusted basis to PRS

of the partnership's property, over $200,000, T's cost basis for its interest).

T's excess section 743(b) basis adjustment to the qualified property is

limited to the amount of T's section 743(b) basis adjustment of negative

$50,000. Thus, T's excess section 743(b) basis adjustment is equal to

negative $50,000. For purposes of applying the UBIA limitation to T's

share of QBI from PRS's trade or business, T's UBIA is equal to $250,000

($300,000, T's one-third share of the qualified property's UBIA, reduced

by T's negative $50,000 excess section 743(b) basis adjustment).



(b)W-2 wages.

(1)In general. Section 199A(b)(2)(B) provides limitations on the section 199A deduction

based on the W-2 wages paid with respect to each trade or business (or aggregated trade

or business). Section 199A(b)(4)(B) provides that W-2 wages do not include any amount

which is not properly allocable to QBI for purposes of section 199A(c)(1). This section

provides a three step process for determining the W-2 wages paid with respect to a trade

or business that are properly allocable to QBI. First, each individual or RPE must

determine its total W-2 wages paid for the taxable year under the rules in paragraph

(b)(2) of this section. Second, each individual or RPE must allocate its W-2 wages

between or among one or more trades or businesses under the rules in paragraph (b)(3) of

this section. Third, each individual or RPE must determine the amount of such wages

with respect to each trade or business, which are allocable to the QBI of the trade or

business (or aggregated trade or business) under the rules in paragraph (b)(4) of this

section.

(2)Definition of W-2 wages.

(i) In general. Section 199A(b)(4)(A) provides that the term W-2 wages means

with respect to any person for any taxable year of such person, the amounts

described in section 6051(a)(3) and (8) paid by such person with respect to

employment of employees by such person during the calendar year ending during

such taxable year. Thus, the term W-2 wages includes the total amount of wages

as defined in section 3401(a) plus the total amount of elective deferrals (within

the meaning of section 402(g)(3)), the compensation deferred under section 457,

and the amount of designated Roth contributions (as defined in section 402A). For

this purpose, except as provided in paragraphs (b)(2)(iv)(C)(2) and (b)(2)(iv)(D)

of this section, the Forms W-2, ``Wage and Tax Statement,'' or any subsequent

form or document used in determining the amount of W-2 wages, are those issued

for the calendar year ending during the individual's or RPE's taxable year for

wages paid to employees (or former employees) of the individual or RPE for

employment by the individual or RPE. For purposes of this section, employees of

the individual or RPE are limited to employees of the individual or RPE as

defined in section 3121(d)(1) and (2). (For purposes of section 199A, this includes

officers of an S corporation and employees of an individual or RPE under

common law.)

(ii) Wages paid by a person other than a common law employer. In determining

W-2 wages, an individual or RPE may take into account any W-2 wages paid by

another person and reported by the other person on Forms W-2 with the other

person as the employer listed in Box c of the Forms W-2, provided that the W-2

wages were paid to common law employees or officers of the individual or RPE

for employment by the individual or RPE. In such cases, the person paying the W-

2 wages and reporting the W-2 wages on Forms W-2 is precluded from taking

into account such wages for purposes of determining W-2 wages with respect to

that person. For purposes of this paragraph (b)(2)(ii), persons that pay and report

W-2 wages on behalf of or with respect to others can include, but are not limited

to, certified professional employer organizations under section 7705, statutory

employers under section 3401(d)(1), and agents under section 3504.



(iii) Requirement that wages must be reported on return filed with the Social 

Security Administration (SSA). 

(A) In general. Pursuant to section 199A(b)(4)(C), the term W-2 wages 

does not include any amount that is not properly included in a return filed 

with SSA on or before the 60th day after the due date (including 

extensions) for such return. Under § 31.6051-2 of this chapter, each Form 

W-2 and the transmittal Form W-3, "Transmittal of Wage and Tax 

Statements," together constitute an information return to be filed with 

SSA. Similarly, each Form W-2c, "Corrected Wage and Tax Statement," 

and the transmittal Form W-3 or W-3c, "Transmittal of Corrected Wage 

and Tax Statements," together constitute an information return to be filed 

with SSA. In determining whether any amount has been properly included 

in a return filed with SSA on or before the 60th day after the due date 

(including extensions) for such return, each Form W-2 together with its 

accompanying Form W-3 will be considered a separate information return 

and each Form W-2c together with its accompanying Form W-3 or Form 

W-3c will be considered a separate information return. Section 6071(c) 

provides that Forms W-2 and W-3 must be filed on or before January 31 

of the year following the calendar year to which such returns relate (but 

see the special rule in § 31.6071(a)-1T(a)(3)(i) of this chapter for monthly 

returns filed under §31.6011(a)-5(a) of this chapter).Corrected Forms W-2 

are required to be filed with SSA on or before January 31 of the year 

following the year in which the correction is made. 

 

(B) Corrected return filed to correct a return that was filed within 60 days 

of the due date. If a corrected information return (Return B) is filed with 

SSA on or before the 60th day after the due date (including extensions) of 

Return B to correct an information return (Return A) that was filed with 

SSA on or before the 60th day after the due date (including extensions) of 

the information return (Return A) and paragraph (b)(2)(iii)(C) of this 

section does not apply, then the wage information on Return B must be 

included in determining W-2 wages. If a corrected information return 

(Return D) is filed with SSA later than the 60th day after the due date 

(including extensions) of Return D to correct an information return 

(Return C) that was filed with SSA on or before the 60th day after the due 

date (including extensions) of the information return (Return C), and if 

Return D reports an increase (or increases) in wages included in 

determining W-2 wages from the wage amounts reported on Return C, 

then such increase (or increases) on Return D will be disregarded in 

determining W-2 wages (and only the wage amounts on Return C may be 

included in determining W-2 wages). If Return D reports a decrease (or 

decreases) in wages included in determining W-2 wages from the amounts 

reported on Return C, then, in determining W-2 wages, the wages reported 

on Return C must be reduced by the decrease (or decreases) reflected on 

Return D. 

 

(C) Corrected return filed to correct a return that was filed later than 60 

days after the due date. If an information return (Return F) is filed to 

correct an information return (Return E) that was not filed with SSA on or 



before the 60th day after the due date (including extensions) of Return E, 

then Return F (and any subsequent information returns filed with respect 

to Return E) will not be considered filed on or before the 60th day after 

the due date (including extensions) of Return F (or the subsequent 

corrected information return). Thus, if a Form W-2c is filed to correct a 

Form W-2 that was not filed with SSA on or before the 60th day after the 

due date (including extensions) of the Form W-2 (or to correct a Form W-

2c relating to Form W-2 that had not been filed with SSA on or before the 

60th day after the due date (including extensions) of the Form W-2), then 

this Form W-2c will not be considered to have been filed with SSA on or 

before the 60th day after the due date (including extensions) for this Form 

W-2c (or corrected Form W-2), regardless of when the Form W-2c is 

filed. 

 

(iv) Methods for calculating W-2 wages. 

(A) In general. The Secretary may provide for methods to be used in 

calculating W-2 wages, including W-2 wages for short taxable years by 

publication in the Internal Revenue Bulletin (see § 601.601(d)(2)(ii)(b) of 

this chapter). 

 

(B) Acquisition or disposition of a trade or business. 

(1) In general. In the case of an acquisition or disposition of a trade or 

business, the major portion of a trade or business, or the major portion of a 

separate unit of a trade or business that causes more than one individual or 

entity to be an employer of the employees of the acquired or disposed of 

trade or business during the calendar year, the W-2 wages of the 

individual or entity for the calendar year of the acquisition or disposition 

are allocated between each individual or entity based on the period during 

which the employees of the acquired or disposed of trade or business were 

employed by the individual or entity, regardless of which permissible 

method is used for reporting predecessor and successor wages on Form 

W-2, ``Wage and Tax Statement.'' For this purpose, the period of 

employment is determined consistently with the principles for determining 

whether an individual is an employee described in paragraph (b) of this 

section. 

 

(2) Acquisition or disposition. For purposes of this paragraph 

(b)(2)(iv)(B), the term acquisition or disposition includes an incorporation, 

a formation, a liquidation, a reorganization, or a purchase or sale of assets. 

 

(C) Application in the case of a person with a short taxable year. 

(1) In general. In the case of an individual or RPE with a short taxable 

year, subject to the rules of paragraph (b)(2) of this section, the W-2 

wages of the individual or RPE for the short taxable year include only 

those wages paid during the short taxable year to employees of the 

individuals or RPE, only those elective deferrals (within the meaning of 

section 402(g)(3)) made during the short taxable year by employees of the 

individual or RPE and only compensation actually deferred under section 



457 during the short taxable year with respect to employees of the 

individual or RPE. 

 

(2) Short taxable year that does not include December 31. If an individual 

or RPE has a short taxable year that does not contain a calendar year 

ending during such short taxable year, wages paid to employees for 

employment by such individual or RPE during the short taxable year are 

treated as W-2 wages for such short taxable year for purposes of paragraph 

(b) of this section (if the wages would otherwise meet the requirements to 

be W-2 wages under this section but for the requirement that a calendar 

year must end during the short taxable year). 

 

(D) Remuneration paid for services performed in the Commonwealth of 

Puerto Rico. In the case of an individual or RPE that conducts a trade or 

business in the Commonwealth of Puerto Rico, the determination of W-2 

wages of such individual or RPE will be made without regard to any 

exclusion under section 3401(a)(8) for remuneration paid for services 

performed in the Commonwealth of Puerto Rico. The individual or RPE 

must maintain sufficient documentation (for example, Forms 499R-2/W-

2PR) to substantiate the amount of remuneration paid for services 

performed in the Commonwealth of Puerto Rico that is used in 

determining the W-2 wages of such individual or RPE with respect to any 

trade or business conducted in the Commonwealth of Puerto Rico. 

 

(3)Allocation of wages to trades or businesses. After calculating total W-2 wages for a 

taxable year, each individual or RPE that directly conducts more than one trade or 

business must allocate those wages among its various trades or businesses. W-2 wages 

must be allocated to the trade or business that generated those wages. In the case of W-2 

wages that are allocable to more than one trade or business, the portion of the W-2 wages 

allocable to each trade or business is determined in the same manner as the expenses 

associated with those wages are allocated among the trades or businesses under § 

1.199A-3(b)(5). 

 

(4)Allocation of wages to QBI. Once W-2 wages for each trade or business have been 

determined, each individual or RPE must identify the amount of W-2 wages properly 

allocable to QBI for each trade or business (or aggregated trade or business). W-2 wages 

are properly allocable to QBI if the associated wage expense is taken into account in 

computing QBI under § 1.199A-3. In the case of an RPE, the wage expense must be 

allocated and reported to the partners or shareholders of the RPE as required by the Code, 

including subchapters K and S of chapter 1 of subtitle A of the Code. The RPE must also 

identify and report the associated W-2 wages to its partners or shareholders. 

 

(5)Non-duplication rule. Amounts that are treated as W-2 wages for a taxable year under 

any method cannot be treated as W-2 wages of any other taxable year. Also, an amount 

cannot be treated as W-2 wages by more than one trade or business (or aggregated trade 

or business). 

 

. . .  

       




