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The following examples illustrate the application of §§1.181-1T through 1.181-4T:

Example 1. X, a corporation using a calendar taxable year, is a producer of films. X
is the owner (within the meaning of §1.181-1T(a)(2)) of film ABC. X incurs production
costs in year 1, but does not commence principal photography for film ABC until year 2.
in year 1, X reasonably expects, based on all of the facts and circumstances, that film
ABC will be set for production and wilt be a qualified film or television production, and
that at no time will the production cost of film ABC exceed the applicable production
cost limit of §1.181-1T(b). Provided that X satisfies all other requirements of
§§1.181-1T through 1.181-4T and §1.181-6T, X may deductin year 1the production
costs for film ABC that X incurred in year 1,

Example 2. The facts are the same as in Example 1. In year 2, X begins, but does
not complete, principal photography for film ABC. Most of the scenes that X films in
year 2 are shot outside the United States and, as of December 31, year 2, less than 75
percent of the total compensation paid with respect to film ABC is qualified
compensation. Nevertheless, X still reasonably expects, based on all of the facts and
circumstances, that film ABC will be a gualified film or television production, and that at
no time will the production cost of film ABC exceed the applicable production cost limit
of §1.181-1T(b). Provided that X satisfies all other requirements of §§1.181-1T through
1.181-4T and §1.181-6T, X may deduct in year 2 the production costs for film ABC that
Xincurred in year 2.

Exampie 3. The facts are the same as in Example 2. in year 3, X continues, but
does not complete, production of film ABC. Due to changes in the expected production
cost of film ABC, X no longer expects film ABC to qualify under section 181. Xfiles a
statement with its return for year 3 identifying the film and stating that X revokes its
election under section 181. X includes in income in year 3 the deductions claimed in
year 1 and in year 2 as provided for in §1.181-4T. X has successfully revoked its
election pursuant to §1.181-2T(d).

Example 4. The facts are the same as in Example 2. In year 3, X compietes
production of fiim ABC at a cost of $14.5 million and places itinto service. ABC s an
unexpected success in year 4, causing participation payments to drive the total
production cost of film ABC above $15 million in year 4. X includes in income in year 4
as recapture under §1.181-4T{(a) the difference between the deductions claimed in year
1, year 2, and year 3, and the deductions that it would have claimed under the income
forecast method described in section 167(g) of the Internal Revenue Code, a method
that was allowable for the film in year 3 (the year the film was placed in service).
Because X calculated the recapture amount by comparing actual deductions to
deductions under the income forecast method, X must use this method to calculate
deductions for film ABC for year 4 and in subsequent taxable years.

§1.181-6T Effective date (temporary).




