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In briet
What happened?

Treasury and the IRS have issued Notice 2026-16, providing interim guidance on the new special
depreciation allowance for qualified production property (QPP) in new Section 168(n), added by the One
Big Beautiful Bill Act (OBBBA). The guidance addresses key issues relating to the qualification and
computation of this new deduction, often taking the same approach as Notice 2026-11, which recently
provided interim guidance on the OBBBA's amendments to the Section 168(k) bonus depreciation rules.

Why is it relevant?

Notice 2026-16 is the first administrative guidance on Section 168(n) — an unprecedented provision that
extends a 100% first-year depreciation allowance to nonresidential real property used as an integral part
of a qualified production activity (QPA) involving the manufacturing, production, or refining of tangible
personal property. The notice addresses key questions, including the definition of eligible activities, the
allocation of basis between qualifying and non-qualifying portions of a facility, and other issues that
have no direct precedent.

Actions to consider

Companies with current or planned domestic manufacturing, production, or refining operations — or
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those considering onshoring such operations — should review the interim guidance carefully to evaluate
whether they might qualify for this significant new incentive. Notice 2026-16 requests public comments
by April 20, 2026, on a range of open issues — including basis allocation methods, the scope of the
activity definitions, and additional examples of substantial transformation — providing an opportunity to
provide feedback and shape the forthcoming proposed regulations.

PwC will provide a separate, detailed insight on Notice 2026-16 in the coming days.

In detail
Background

The OBBBA, enacted July 4, 2025, added Section 168(n) to the Internal Revenue Code to provide a
temporary 100% special depreciation allowance for QPP. Under the statute, a taxpayer that elects to
designate eligible nonresidential real property as QPP may claim a first-year depreciation deduction
equal to 100% of the property's adjusted basis, with the basis then reduced to zero for purposes of
computing any further depreciation. The provision is aimed at incentivizing domestic investment in
facilities used for manufacturing, production, and refining of tangible personal property. Construction of
the property must begin after January 19, 2025, and before January 1, 2029, and the property must be
placed in service after July 4, 2025, and before January 1, 2031.

Notice 2026-16

Notice 2026-16 provides interim guidance on the special depreciation allowance for QPP under Section
168(n), and states that Treasury and the IRS intend to issue proposed regulations that are anticipated to
include rules similar to the interim guidance provided in the notice. The notice addresses the following
topics:

e Definition of qualified production property, including the requirements that must be met for
nonresidential real property to qualify, a de minimis rule for properties where 95% or more of
physical space satisfies the integral part requirement, and a special rule for integrated facilities;

e A special rule for certain used property that provides a pathway for used property acquired after
January 19, 2025, and before January 1, 2029, to qualify as QPP under specified conditions;

e Definition of qualified production activity, including rules for manufacturing, agricultural
production, chemical production, and refining, as well as the substantial transformation
requirement and treatment of essential and related activities;

e Allocation of basis between eligible and ineligible property using any reasonable method (but not
employee headcount or time);

e Election procedures, including the property-by-property election requirement, irrevocability of
the election, and interaction with elections out of Sections 168(k), (1), and (m);

e Depreciation recapture rules under Section 1245 applicable during a 10-year period if QPP ceases
to be used as an integral part of a QPA, including exceptions for temporary cessation of use and
special rules for consolidated groups and pass-through entities;

e A safe harbor for property placed in service during 2025 based on the taxpayer's principal
business activity NAICS code;
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e Applicability and reliance framework, permitting taxpayers to rely on the notice for property
placed in service in tax years beginning before the proposed regulations are published, provided
they follow the notice in its entirety; and

e Arequest for public comments by April 20, 2026, on topics including basis allocation methods,
the adequacy of the activity definitions, and additional examples of substantial transformation.

Observation: Consistent with the approach taken in Notice 2026-11 for Section 168(k), Notice 2026-16
directs taxpayers to apply "rules consistent with" existing Reg. 1.168(k)-2 for several foundational
eligibility determinations. Retention of these familiar rules — such as the begin-construction safe
harbors -- could make application of the eligibility rules more straightforward for companies to comply
with the requirements of Section 168(n). For additional information about Notice 2026-11, please see our

Tax Insight, Preliminary guidance on bonus depreciation provides familiar rules and favorable elections.

Taxpayers generally may rely on Notice 2026-16 for property placed in service in tax years beginning
before the proposed regulations are published, provided Sections 3 through 8 of the notice are

followed in their entirety. Proposed regulations are expected to apply to property the construction of
which begins after January 19, 2025, and which is placed in service in a tax year beginning on or after the
date final Section 168(n) regulations are published in the Federal Register.
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