cally to recipients if the furnisher satisfies
the consent, format, posting, and not-
fication requiremcnts described in part
H of the 2003 General Instructions for
Forms 1099, 1098, 5498, and W-2G and
furnishes such payee statements by their
respective due dates.

This notice hereby modiftes part H of
the 2003 General [nstructions for Forms
1099, 1098, 5498, and W-2G by permit-
ting the electronic delivery of the Form
L099-R, Form 1099-MSA, Form 1099-Q,
Form 5498, Form 3498-ESA, and Form
5498-MSA payee statements by their re-
spective doe dates.

1V. Effective Date

This notice is applicable with respect
to Form 1099-R, Form 1099-MSA, Form
1099-Q, Form 5498, Form 5498-ESA,
and Form 5498-MSA payee statements
required to be Furnished to recipients for
2003 and subsequent years.

V. Effect on Other Documents

The document entitled 2003 General In-
structions for Forms 1099, 1098, 5498, and
W-2G is hereby modified.

Drafting Information

The principal author of this notice is
Pamela R. Kinard of the Office of the Di-
vision Counsel/Associate Chief Counsel
{Tax Exempt and Government Entities).
However, other personnel from the IRS
and Treasury participated in its develop-
ment.  For further information regarding
this notice, contact Pamela R. Kinard at
{202) 6226060} {not a toll-free number).

Recordkeeping Agreement
Pilot Program Involving Credit
for Increasing Research
Activities

Notice 2004-11
SECTION 1. PURPOSE

This notice announces a pilot program
that will permit the Internal Revenue Ser-
vice {Service) and large and mid-size busi-
ness fxpayers to enter into research credit
recordkeeping agreements (RCRAs). If

2004-6 I.R.B.

a taxpayer complies with the terms of a
RCRA, then the Service will deem the tax-
payer to have satisfied the recordkeeping
requirements of scctivn 6001 of the In-
ternal Revenue Code (Code) for purposes
of the credit for increasing research ac-
tivities under section 41 (rescarch credit).
A RCRA does not relicve the taxpayer of
its section 6001 recordkeeping obligations
for purposes of any other provision of the
Code.

The purposes of the pilot program are
to develop and evaluate a procedure:

1. To resolve issues concerning the
type and amount of documents that a tax-
payer must maintain, retain, and produce
to satisfy the recordkeeping requirements
of section 6001 for the research credit; and

2. To reduce the costs, burdens, and de-
lays frequently encountered by taxpayers
and the Service in examinations involving
the research credit.

SECTION 2. DESCRIPTION OF THE
PILOT PROGRAM

The Large and Mid-Size Business Op-
erating Division (LMSB) will administer
the pilot program. The pilot program is
available to LMSB taxpayers who have
claimed the research credit on a timely
filed original Form 1120, “U.S. Corpora-
tion Inrome Tax Return,” series renurn if
the return is currently under examination.
L.MSB anticipates that it may select five to
ten applicants for participation in the pilot
program.

LMSB intends to establish a team to
work with selected applicants to resolve
the type and amount of documents that
cach of these taxpayers must maintain, re-
tain, and produce with respect to the tax-
able years covered by the RCRA to satisfy
the recordkeeping requircments of section
6001 for the research credit. Pilot program
participants may be asked 1o evaluate the
pilot program. The Service will evaluate
the program and it may be extended, with
modifications, on a permanent basis.

SECTION 3. DESCRIPTION OF A
RCRA

The Service and a taxpayer will enter
into a RCRA through a letter of under-
standing signed by the Industry Director.
The letter of understanding will specify the
type and amount of documents that the tax-
payer must maintain, retain, and produce
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to be deemed to satisfy the recordkeeping
requirements of section 6001 for the re-
search credit.

A RCRA may cover up to three consec-
utive taxable years ending after the date of
the RCRA’s issuance. A RCRA will not
cover the following businesses or taxpay-
€rs;

1. Any trade or business (or major por-
tion of any trade or business) aceuired by
the taxpayer after the RCRA was issued,

2. Any corporation that joined the tax-
payer's controlled group of corporations
after the RCRA was issued, see LR.C.
§ 41(F)(1)(A); and

3. Any trade or business (whether
or not incorporated} that was not under
common control with the taxpayer on the
date the RCRA was issued, see [R.C
§ 41(E(1XB).

SECTION 4. REQUEST TO
PARTICIPATE IN THE RCRA PILOT
PROGRAM

.01 Content of request.

A taxpayer must submit a written re-
quest to participate in the pilot program to
the Tcam Manager assigned to the exam-
inaticn. Taxpayers should submit the re-
quest on or before May (0, 2004. The re-
quest to participate in the RCRA pilot pro-
gram must contain the following informa-
tion:

l. The names, addresses, telephone
numbers, and taxpayer identification num-
bers of all members of the taxpayer’s con-
trolled group of corporations and trades or
businesses under common control with the
taxpayer;

2. The name, title, address. and tele-
phone number of a contuct person and a
properly executed Form 2848, “Power of
Attorney and Declaration of Representa-
tive,” if the information contact is an au-
thorized representative of the taxpayer;

3. The location of the person responsi-
ble for the taxpayer’s tax matters;

4. The location of the taxpayer’s re-
scarch credit records;

5. A discussion of the taxpaver's
suitability for the pilot program and any
unique benefits that may result from a
RCRA with the taxpaycr;

6. A statement that the taxpayer agrees
that interviews and the inspection of the
taxpayer’s books and records under the
RCRA procedures {see Scction 6): {1} do
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not constitute an examination Or an inspec-
tion of books of account for purposes of
section 7605(b} or any administrative pro-
visions adopted by the Service, and (2) will
not preclude or impede a later examination
of a retarn or inspection of records under
section 7602 or any administrative provi-
sions adopted by the Service for any tax-
able year.

7. A statemnent that the Service need not
comply with any applicable procedural re-
strictions (including providing notice un-
der section 7605(b)) before beginning an
cxumination or inspection under RCRA
procedures (see Section 0); and

8. A statement that the taxpayer is will-
ing to participate in the pilot program and
to evaluate the pilot program.

.02 Signature.

The taxpayer or the taxpayer’s autho-
rized representative must sign the request
to participate in the RCRA pilot program.
The request must include a copy of Form
2848 if the request is signed by an autho-
rized representative.

03 No user fee.

The Service will not charge a user fee
for a RCRA request during the pilot pro-
graim.

SECTION 5. RECOMMENDATION
AND SELECTION PROCESS FOR
PARTICIPATION IN THE RCRA PILOT
PROGRAM

.01 Team Manager’s role.

Team Managers will forward a copy of
the taxpayer’s written rcquest to partici-
pate in the pilot program to:

[. The [ndustry Director for the LMSB
industry proup with jurisdiction over the
taxpayer;

2. The Bircctor, Pre-filing and Techni-
cal Guidance, for LMSB; and

3. The Director, Field Specialists, for
LMSB.

02 Recommenduation process.

The Team Manager will recommend
whether LMSB should accept the taxpayer
to participate in the pilot program. The
Team Manager will consider the following
factors:

1. The taxpayer’s cooperation with the
Service in the past;

2. The resources needed for the Ser-
vice to evaluate the taxpayer’s records and
recordkeeping systems; and

3. The potential benefits of a RCRA.

February 9, 2004

.03 Selection process.

The selection of a taxpayer for the pi-
lot program is subject to the approval of
the Industry Director and the concurrence
of the Director, Pre-filing and Technical
Guidance. In addition to the factors set
forth in Section 5.02, the following factors
will be considered in selecting taxpayers to
participate in the pilot program:

I. The potential to provide a cross-
section of industries; and

2. The probability of the parties com-
pleting a RCR A within a reasonable pericd
of time.

04 Communication with the taxpayer.

The Industry Director or Director,
Field Operations, will contact the taxpayer
within 14 days after receipt of the request
to discuss the taxpayer’s suitability for
the pilot program. LMSB will notify the
taxpayer in writing whether the taxpaycr
has been selected to participate in the pilot
program. If LMSB does not select the tax-
payer, the taxpayer has no right to appeal
the decision,

SECTION 6. TERMS OF A RCRA

The LMSB team and the taxpayer will
negotiate the terms of the RCRA. The
LMSB team and the taxpayer will take
into account the taxpayer’s current record-
keeping systems, records created during
research activities, and records used to
track costs associated with research activ-
ities. A RCRA may require a taxpaycr to
create and retain records that it does not
currently create and retain. The Service
will enter into a RCRA only if it deter-
mines that the records to be maintained,
retained, and produced under the RCRA
satisfy the requirements of section 6001
for the research credit.

SECTION 7. AFPROVAL OF A RCRA

The terms of the RCRA negotiated by
the LMSB team and the taxpayer arc sub-
ject to the approval of the Industry Direc-
tor and the concurrence of the Director,
Pre-filing and Technical Guidance, and the
Director, Field Specialists. If the Industry
Director approves the negotiated RCRA,
the [ndustry Director will sign a letter of
understanding evidencing the terms of the
RCRA.
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SECTION 8. EFFECT OF ARCRA

The taxpayer must maintain, retain, and
produce records in accordance with the
terms and conditions in the RCRA. The
taxpayer’s compliance with the RCRA es-
tablishes only that the taxpayer has sat-
isfied the recordkeeping requirements of
section 6001 for the research credit and
does not establish that any amounts will be
treated as qualificd research expenses for
purposes of section 41(h).

With respect to the taxable years cov-
ered by the RCRA, a RCRA does not
limit the Service’s ability to request
non-recorded information during exam-
inations through interviews and other
information gathering methods. In ad-
dition, the Scrvice during examinations
may rcquest non-recorded information,
through interviews and other information
gathering methods, as well as recorded
information not identificd in the RCRA,
to verify the information contained in doc-
uments required under the RCRA if the
Service has reason to question the infor-
mation’s accuracy or reliability.

A taxpayer may terminate the RCRA
at any time. The Industry Director may
terminate the RCRA if the Service deter-
mines that the taxpayer has not complied
with the terms of the RCRA. The taxpayer
may not appeal an Endustry Director’s de-
cision to terminate a RCRA.

SECTION 9. EFFECTIVE DATE

The pilot program is effective on Feb-
ruary 9, 2004,

SECTION 10. COMMENTS

The Service invites interested persons
to comment on the pilot program. Inter-
ested persons shoold send comments to:

Internal Revenue Service

Attn: Large and Mid-Size Business
Division LM:(}

Mint Building, 3rd Floor, M-3-148
1111 Constitution Avenue, NW

Washington, D.C. 20224

SECTION 11. PAPERWORK
REDUCTION ACT

The collection of information contained
in this notice has been reviewed and ap-
proved by the Office of Management and
Budget in accordance with the Paperwork
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Reduction Act (44 U.S.C. 3507) under
control number 1545-1859,

An agency may nhot conduct or sponsor,
and a pcrson is not required to respond
to, a collection of information unless the
collection of information displays a valid
OMB control number.

The collection of information in this no-
tice is in Section 4. This information is
required to submit a request to participate
in the RCRA Pilot Program. This infor-
mation will be used to enable the Service
to determine whether the applicant is suit-
able for participation in the RCRA Pilot
Program. The collection of information is
voluntary to obtain a benefit. The likely re-
spondcats are businesscs or other for profit
institutions.

The estimated total annual reporting
burden is 1,170 hours.

The estimated annual burden per re-
spondent varies from 3 hours to 126 hours,

2004-6 L.R.B.

depending on individual circumstances,
with an estimated average of 1§ hours.
The estimated number of respondents is
65.

The estimated annual frequency of re-
sponses 1% on occasion.

Books or records relating to a collection
of information must be retained as long
as their contents may become material in
the administration of any internal revenue
law. Generally tax returns and tax return
information are confidential, as required
by 26 U.5.C. 6103,

SECTION 12. CONTACT
INFORMATION

The principal anthor of this notice is
Michael Hara of the Office of Associate
Chief Counse! (Procedure and Administra-
tion), Administrative Provisions and Judi-
cial Practice Division. Mr. Hara may bhe
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contacted at {202) 622-4910 {not a toll-
free number).

For information regarding the RCRA
Pilot Program, contact Hugh Whitledge,
Engineer Technical Advisor, of the LMSB
Pre-filing and Technical Guidance Office
at(972) 308-7115 (not a toll-free number).
Taxpayers interested in participating in the
pilot program, or with questions ahout the
pilot program, may also contact the Team
Manager assigned to the examination of
the taxpayer before submitting a request to
participate in the pilot program.

February 9, 2004
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wh (2) nwd later than January 11, 1984, the employer of such thereof. Efective asif such amendiowend had be en included
ernployees wis B percent wvwied by such plan {he provision of PLL, 97-34 10 which it relales.
lyw P.1L. 97448, § 103{gX1) P.I..97-34, §311{a)
w i Amended Code Sec. 44GIH)3) by striking oul "Nacredit” Added Code Sec. 440 10 read as above, applicable 1o
a3, and inscrting in liew Lhereof “No credit altributable to aggregale compensation {within the meaning of Code Se
wh compensation 1aken into account for the ralemaking pur- 415K W), paid or accrued afler December 31, 1982, in
. A pimes vedved” and by adding the sealence al the end faxalble yvears ending afler such date
el
tr:cti [Sec. 41]
wr SEC.41. CREDIT FOR INCREASING RESEARCH ACTIVITIES.
10N
. [Sec. 41(a)]
(a) GENERAL RULE.—Fuor purpeses of section 38, the research eredit determined under this section for
wh the taxable year shall be an amount equal to the swum ol—
Lo .
1;}: (1) 20 percent of the excess Gf any) of—
o {A) the qualified rescarch expenses for the taxable year, over
Lle (B) the base amount, and
{2) 20 percent of the basic research payments determined under subsection {e}(1)}A).
wmre
el Amendments [B) the base period research expeti-es, and
secd P.1..101-239, § 7110(b )2} A): The above amendment applics to tax years beginning
Acl Sec. 7110(B)(2)(A} amended Cude Sec. 41(a}1)(R) 1o after December 31, 1989,
ina- read as above. Prior lo amendment, Code Sec. 41{a}1)B)
ing read as follows;
[LI:)
s [Sec. 41(b)}
vaf (b} QUALIFIED RESEARCH EXrENsEs.—For purposes of this section—
vof - "
ek {1} QUALIFIED RESEARCH EXPENSES.—The term “qualified research expenses™ means the sum of
jon the following amounts which are paid or incurred by the taxpayer during the taxable year in carrying
on any trade or business of the taxpayer—
Ifl?; {A) in-house research expenses, and
lseel {B) contract research cxpenses,
am
“ (2) IN-HOUSE RESEARCH EXPENSES.—
Mts (A) In GENERAL.—The term "in-house research expenses™ means—
wch . . . . .
;::g {i} any waves paid or incurred to an employee for qualified services performed by such
cen employee,
(ii) any amount paid or incurred for supplies used in the conduct of qualified research,
q"(‘f';' and
(iii) under regulations prescribed by the Secretary, any amount paid or incurred to
ing another person for the right to use computers in the conduct of qualified research.
ach Clause (iii) shall not apply to any amount té the extent that the taxpayer {or any person with whom
the taxpayer must aggregate expenditures under subsection (£)}{1)} receives or accrues any amount
from any other person for the right to use substantially identical personal property.
e,
ing {B) QUALIFIED SERVICES.—The term "qualified services” means services consisting of —
(i) engaging in qualified research, or
(i} engaging in the direct supervision or direct support of research activities which
by constitute qualified research. '
eof If substantially all of the services performed by an individuat for the laxpayer during the
taxable year consists of services meeting the requirements of clause (i) or (ii), the term
"qualified services” means all of the services performed by such individual for the taxpayer
during the taxable year.
N {C) SurrLIES.—The term “supplies” means any tangible property other than—
-by : _
yee {i} land or improvements to land, and
2 (ii} property of a character subject to the alfowance for depreciation.
' (D) WaGES —

Internal Revenue Code Sec. 4 l(b)
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() 18 GENERAL.—The term “wages” has the meaning given such term by section
3401{a}.

(ii) SELF-EMPLOYED INDIVIDUALS ANU OWNER-EMPLOYEES—-In the case of an employee
{within the meaning of section 401(c)(1)), the term “wages” includes the earned income (as
defined in section 401(¢X2)) of such employee.

(i} EXCLUSION FOR WAGES T WHICH WORK OPPURTUNITY CREDIT APPLIES.—The term

"wages” shall not include any amount taken inte account in determining the work

oppartunity credil under section 51¢a}.
{3) CONTRACT RESEARCH EXPLNSES —

{A) IN GENERAL~The term “'contract research expenses’ micans 65 percent of any amount
paid ur incurred by the taxpayer to any person (other than an employee of the taxpayer) {or
qualified research.

{B) Prupan aMOUNTs—If any cuntract research expenses paid or incurred during anv
taxable year are attributable to qualified research to be conducted after the close of such taxable
year, such amount shall be treated as paid or incurred during the period during which the
qualified research is conducted.

{C) AMOUNTS PAID TO CERTAIN RESEARCH CONSORTIA.—

(i)} IN GENERAL—Subparagraph {A) shall be applied by substituting "'75 percent” for
65 percent” with respect to amounts paid or incurred by the taxpayer to a qualified
research consortium for cqualified research on behalf of the taxpayer and 1 or more
unrelated taxpayers. For purpeses of the preceding sentence, all persons treated as a single
employer under subsection (a} or (b) of section 52 shall be treated as related taxpayers.

{ii) QUALIFIED RESEARCH CONSORTIUM.—The term “qualified research censortium®
means any organization which—
(I} is described in section 501(c)3) or 501(c)6) and is exempt from tax under
section 301(a),
{II) is organized and operated primarily to conduct scientific research, and
{11I) is not a private foundation.
{4) TRADE DR BUSINESS REQUIREMENT DISREGARDED FOR IN-HOUSE RESEARUH EXPENSES OF CER TAIN
STARTUP VENTURES.—In the case of in-house research expenses, a taxpayer shall be treated as meeting

the trade or business requirement of paragraph (1) if, at the time such in-house research expenses are
paid or incurred, the principal purpose of the taxpayer in making such expenditures is to use the

results of the research in the active conduct of a future trade or business—

{A} of the taxpayer, or

{B) of 1 or more other persens who with the taxpayer are treated as a single taxpayer under

subsection {{H1).

Amendments
P.1.. 104-188, § 1200{eX1):

Act Sec. 1201(eX 1) amended Code Sec. 41(b)(2XDIGIE) by
striking “tacgeted jobs credit” each place it appears and
iriserling “work opportunity credit”,

P.1.. 104-188, § 1201¢eX4):

Act Sec. 1201 {eX4) amended Code Sec. 41{B}2XDXiid by
wtriking "TARGETED JOBS CREDIT™ in the heading and inserting
"WURK OPPORTUNITY CREDAT™.

The above amendments apply fe individuals whe
bepin work for the employer after September 30, 1996,

P.L.104-188, § 1204¢d): '

Act Sec. 1204(d} amended Code Sec. 41(b)3} by adding at
the end a new subparagraph (C) to read as above,

The above amendment applies to tax years beginning
afier June 30, 1996. For a special rule, see Act Scc.

+ 1204(F)(3), below.

P.L. 104-1B8, § 1204003}
Act Sec. 1204(1X3) provides:

{3) ESTIMATED TAX.—The amendments made by this sec-
tion shall not be taken intp account under section 6634 or
6655 of the Internal Revenue Code of 1986 (relating to
failure to pay eslimated tax) in determining the amount of
any inslallment reguired to be paid for a taxable year
beginning in 1997,

P.L. 101-239, § 711Xb)[c]:

Act Sec. 711000} c) amended Code Sec. 41(b) by adding ai
Lhe end thereof a new paragraph (4 to read as above,

The above amendment applies to tax years beginning
after Dhecember 31, 1989, '

(Sec. 41(o)]

{c) Basg AMOUNT.—

(1} IN GENERAL.—The term "base amount” means the product of —

{A} the fixed-base percentage, and

Sec. 41(c)
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{B) the average annual gross receipts of the taxpayer for the 4 taxable years preceding the
taxable yvear for which the credit is being determined (hereinafter in this subsection referred o
as the "credit year™).

{2) MINIMUM BaSE AMOUN [.—In no event shall the base amount be less than 50 percenit of the
qualified research expenses for the credit year.

{3) FIXED-BASE PERCENTAGE.—

(A) IN GENERAL.—Except as otherwise provided in this paragraph, the fixed-base
percenlape is the percentage which the aggregate qualified research expenses of the taxpayer lor
taxable years beginning after December 31, 1983, and before January 1, 1989, is of The
agaregate grows receipts ol the taxpaver for such taxahle years,

(B3) STAR 0P COMPANTES —

(i} TAXPAYFERS TO WHICH SUBPARAGRAPH APPLI S.—=-The [lixed-base percentage shall be
determined under this subparagraph if-—

(1) Lhe Tirst taxable year in which a taxpayer had hoth gross receipts and qualified
research expenses begins after December 31, 1983, or

(II) there are fewer than 3 Laxable years beginning after December 31, 1983, and
befere January 1. 1989, in which the taxpayer had bolh gross receipts and gualified
research expenses.

{ii) FIXED-BASE PERCENTAGE.—In a case to which this subparagraph applies, the fixed-
hase percentapge is—

(I) 3 percent {or cach of the laxpaver's ist 5 laxable years beginning alter
December 31, 1993, for which the taxpayer has qualified research expenses,

(ID) in the case of the taxpayer's 6th such taxable year, Y% of the percentage which
the aggregate gualified research expenses of Lhe taxpayer {or the 4th and Sth such
taxable years is of the aggregate gross receipts of the taxpayer for such years,

(ITT) in the case of the taxpayer's 7th such taxable year, 13 of Lhe percentage
which the aggregate qualified research expenscs of the taxpayer for the Sth and 6th
such taxable years is of the aggregate gross receipts of the taxpayer (or such years,

(IV) in the case of the taxpayer's 8th such taxable year, Y2 of the percentage
which the aggregate qualified research expenses of the taxpayer for the 5th, 6th, and
71h such taxable vears is of the aggregate gross receipts of the taxpayer for such years,

(V) in 1he case of the taxpaycer’s 9th such taxable year, 2/2 of the percentage which
the aggrepale qualified research expenses of the taxpayer for the 5th, 61h, 7th, and 8th
such taxable years is of the aggregate gross receipts of the taxpayer for such yvears,

{¥1} in the case of the taxpayer’s 10th such taxable year, % of the percentage
which the aggregate qualified rescarch expenses of the taxpayer for the Sth, 6th, 7th,
8th, and 9th such taxable years s of the aggregate gross receipts of the taxpayer for
stich years, and

{VII) for taxable vears thereafter, Lhe percentage which the aggregate qualified
research expenses for any 5 taxable years selected by the taxpayer from among the 5th
through the 10th such taxable years is of the aggregate gross receipts of the taxpayer
for such selected years.

(iil) TREATMENT OF DE MINIMIS AMOUNTS OF GROSS RECEIPTS AND QUALIFIED RESEARCH
EXPENSES.— The Secretary may prescribe regulations providing that de minimis amounts of
gross receipts and qualified research expenses shall be disregarded under clauses (i} and (ii).

{C) MAXIMUM FIXEDR-BASE PERCENTAGE.
16 percent.

In no event shall the fixed-base percentage exceed

(D) RoUNDING.—The percentages determined under subparagraphs (A} and {B)(i} shall be
rounded to the nearest 1/100th of { percent.

{4) ELECTION OF ALTERNATIVE INCREMENTAL CREDIT.—

{A) IN GENERAL.—AL the election of the taxpayer, the credit determined under subsection
{a)(1} shall be equal 1o the sum of—

Internal Revenue Code Sec. 4 1(0)
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(i} 2.65 percent of so much of the qualified research expenses for the taxable yvear as
exceeds 1 percent of the average described in subsection (¢){1)(B) but dues not exceed 1.5

pereent of such average,

(1i) 3.2 percent of so much of such expenses as exceeds 1.5 percent of such average but
does nat exceed 2 percent of such average, and

{1ii) 3.75 percent ol so much of such expenses as exceeds 2 percent of such average.

{B) Etic iton—An clection under this paragraph shall apply (o the taxable year for which
made and all succeeding taxable years unless revoked with the consent of the Secretary.

{5) CONSISTENT TRUATMENT OF UXPENSES REQUIRFT,—

{A) IN GiNERAL —Notwithstanding whether the period tor filing a clabm Tor credit or
refund has eapired for any taxable year taken into aceount in determimme the fixed-Dase
percentage, the qualificd research expenses taken into account in computing such percentage
shall be determined on a basis consistent with the determination of qualificd rescarch expenses

for the credit vear.

(B) PRFVENTION OF BISTORTIONS~—The Secretary may prescribe regulalions 1o prevent
distortions in calculating a taxpayer's qualified research expenses or gross receipts caused by a
change in accounting methods used by such taxpayer between the current year and a year taken
into account in computing such taxpayer’s fixed-base percentage.

{6) GROSS RECEIPTS.—For purposes of this subsection, gross reccipts for any taxable year shall he
reduced by returns and ajlowances made during the taxable year. In the case of a foreign corperation,
there shall be taken into account only gross receipts which are effectively connected with the conduct
of a trade or business within the United States, the Commonwealth of Puerto Rico, or any possession

of the United States.

Amendments
P.L. 106-170, § 30200 X LXAYC)

Act See, SU2(BX IXA)C) amended Code Hec. 43{cX4XA)
Ly striking " 1.65 percent” and inwerting 2 65 percent’”, by
striking 2.2 percent” and inserting 3.2 percent”, and by
siriking " 2.75 percenl” and inserting "3.75 pereent”,

The above amendment applies 1o 1ax years beginning
after June 30, 1999, For a special rule, see Act Sec.
502(d), below.

P.L. 106-17D, § 502(c)1):

Act Sec, 302(c X 1) amended Code Sec. 4 1{cK6] by inserting
" the Commonwieallh of Puerio Rico, or any pussession of the
United States” after "United States”.

The ahove amendment apglies to ameounts paid or
incurred after June 30, 1999 Far a special cule, sec Act
Ser. 502(d), below.

P.L. 105-170, § 502d), provides:

() SPECIAL RULE.—

{1) In GENERAL —Fuor purposes of Lhe Internal Revenue
Code of 1986, the credit determined under section 4} of such
Code which is olherwise allowable under such Code—

{A) shall ot be taken inte accounl prior to October 1,
2000, to the extent such credit is attributable to the first
suspension period; and

(B) shall not be tuken inlu account prive (o October 1,

2000, 1o the extent such credit is anributabie to the second
suspension period.
On or after the earliest date that an amount of credit may b
taken into account, such amount may be Laken into account
through the iling of an amended return, an application lor
expedited refund, an adjusiment of estimaled taxes, or other
means allowed by such Code.

(2) SUSPERSION PURIODAR—For purposes of this subsec-
tinn—

{A) the first suspension periad is the period beginning on
July 1, 1999, and ending on Seplember 30, 20003 and

{B) the seeond suspension periud is the period besinning on
{ctober §, 2000, and ending on September 30, 2001,

(3 EXPEDITED REFUNIS—

Sec.-41(c)

(AY IN GENERAL.-—Lf 1here is an overpaymoent of (o with
rewpect 10 A laxable year by reason of parazcaph {1, 1he
taxpayer may file an application for o teatative retund of
such overpayiment. Such application shall e in such manner
and form, and contain wsuch ioformation, as the Secrelacy
may prescribe. .

(B} DEADILINE FOR APPLICATIONS —Subparagraph (A ~hall
apply only to an application filed before the date which is 1
yeur after the close of the suspension period to which the
application relates.

(T} ALLOWANCE DF AINUSTMERTS —MNol laler than 90 day~
alter the date on which an application i filed wnder this
patagraph, the Secretary shall—-

{1) review Lhe application,

(i} determine the amount of the overpayment, aned

(iii) apply. eredit, or refund such overpayment,

in a manner similar to the manier provided o seclion
5411({b)} of such Code.

(D3} CoNsOLIDATED RETURNS.—The provisions of section
64 11(c) of such Code shall apgly to an adjustment under this
paragraph in such manner as the Secretary may provicle.

(4) CREDIT ATTRIBUTAELE TO SUSPEINSION PERIGI, —~

{A) IN GENERAL.—TFor purposes of this subsecljon, in the
case of a laxable year which includes a portion of the
suspension period, the amount of credit determined under
section 41 of such Code for such laxable yeur which i
altributable to such perind 3 the amaunl which bears the
same ratio to the amount of credil delermined under such
seclion 41 for such (axable year as the number of months in
the suspension period which are during such taxable year
bears to the number of months in such 1axable year.

{B} WAIVER OF ESTIMATFL TAX PENALTIES—No addilion to
Lax shall be made under section 6654 or 6A55 of such Cade Tor
any period before July 1, 1999, wilh respect 1o any underpay-
ment of tax impesed by such Code to the exlent such
underpayrenl was creaied or increased by reason of subpar-
arraph (A).

{5) SeCRETARY —Tor purpuses uf Lhis sulwection, the terin
"Secretary” means he Secretary of the Treasury (or such
Secretary's delegate).
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1. 10%-34, §601CLXL):

Act Sec UL amended Code Sec. A1{cH4XB) ta read
as abowve. Prioe 29 amendment, Cade Sec. 4 1eX 4w B) read as
Tl v

{BY ! Loerion.—~o eloetion induer this paragraph oay e
e anly far the (it taxabde vear of the taxpaver hegin-
ning alter jun. Xy 19360, Suchoan ectian shalb apply tonhe
laxahle , ear fur w iick made and all succeceding taxalile yenrs
undese teviened wite o consenl of the Secretary,

The above amendment applics te amouris paid or
i trred after May 31, 1997,

1. 104-188, § 1204(b):

Al Secs LA o) amwnched Coele Sec, 4 1SN0 ta read
A v U b anmend ot Coele Ssee S0 INERTD el
- bl

O LA ol T Wil sUBP SRAGKR AL APEL 1w — [l
tined-base perceatase shall e determined weer 1his sulygso-
amaph 1 there e fewer than 3 lasahle vears bewinning
alter December 31, 195 and betore January 1 1382 1n
i the taxpayer Bad both gross receipts and quatificd
research expenses

The above amendment applies to tax years ending
afier Jane 32, 1996,

P 1. 104-188, § 120d(c):

Act $v 120400) amended Code Sec. 31(0) by redesignaling
paragraphs (4) and (5) as paragraphs (5) and (8}, respec-
tively, and inserting after paragraph (33 a new paracraph 14}
to road as above.

The above ammendment applics to tax years heginning
after June 30, 1996. Far a special ruale, see At Sec,
L204(3), below.

P.L. 104-182, § 120403}, provides:

{3) ES1MATED 1ax.—The amencments macde by This sec-
tion shall not be taken inws acenunt under section 66534 o
6653 of the Lot rnal Revenue wide of 1986 (relating lo
failure Lo pay esiimnied tax) in determining shie amount of
any anstallment requircd te be paid for 2 tavable year
beginning in 1997,

P.L. 103-66, § 13112(a);

Art Sec. 13112(a) amended Code Sec. 41(eX3XBGD) Lo
read as above. Prior to amendipent, Code Sec, 4 10e)X 3 BXii)
read as follpws:

CH) FINFDAOWE PERCEN TS —In a2 om0 U which Lhis
subparagraph aprplios the fixer Lase percentave ;s 3 pelcent.

P 103 64, § 13112(h}1):

Acl Bec I3112(0) D anenaed Cowe Sec. 4 e AR i) Tayr
striking Telavse (37 and insecting “clgses (13 and i),

P.L.103-62 3 13112(h) 2}

Act Sees 1311 26) 2 amended Cogde See d1CCIXTY by
striking Usubparacraph (AY and inwerting “subpaieag aphs
(A and (BXi)".

The abwve amendme s apply fo tax years beonmning
after Precemlysr 31, 1993,

B 101-239, § 711K (1)

Act Sco DLy b mmended Code See, TIOY T reaed s
alwove Prine o ameadment Code oo VY reed i Followes

(O Bast IPornuny TSk ake 1l TP o se—Far o jaoses ol
this sertion -

(1) IN s Ral, The term “haoe period researell ex.
perses" meaas e average of the qualified research xpenses
for each vear in the base ™ 1 L

(2) BasE PR10D.—

{AY In neEnERAL—For purcoses of his subsection, Lhe
terin "base period’” reans U X laxable years imin- dialely
preceding the taxable year for which the determiralion is
being mae therewaalter in this subsection refetred 19 as the
“determination year'').

(B) Trar=rtionaL RULES —Sub: paragraph (A} shall be ap-
phied—

(i} by substduting “iue tarable year” for ©3 laxable
years”in the case of the 'k determination year ending after
June 30. 1981, and

(i) by substituting "2 fer "3 in the case of the second
delermination year ending after June 30, 1951

(3} MINIMUM BAS PELTOD RFSEARCH EXISNSFS —In no
event shall the base vene? rescarch expenses be less than 50
percent of the qualiled ¢search expen- o for the determina-
Lian year.

The alave amendment applics to tax years beginning
after Derermbier 31, 1989,

[Sec. 41(d)]
(d) Q7 ALIFIED RESEARCH DEFINED.—For purposes of this section—

(1) IN GENERAL.—The term “qualified research™ means research—

(A) with respect to which expenditures may be treated as expenses under section 174,

(B) which is undertaken for the purpuse of discovering inforniation—

(i) which is technological in nature, and

(ii) the application of which is intended to be ue=ful in the development of a new or
improved business component of the taxpayer, and

(C) substantially all of the activities of which coratitute rlements of a process of
experimentation for a purpose described in paragraph (3).

Such term does not include any activity described in paragraph (4).
(2} Te=Frs TO BE APFLIED SEPARATELY TO EACH BUSINESS CUMPONEN|—For purpases of this

subsection—

(A) I GENERAL.—Paragraph (1) shall be applied separately wilh respect to each business

component of the taxpayer.

{B) BUSINESS COMPONENT DEFINED.—The term "husiness compenenl’ means any praduct,
process, cotnputer software, ltechnique, formula, or inventian which is te. be—

(i) held for sale, lease, or license, or

(ii} vsed by the taxpayer in a trade or business of the taxpaver. !

Sec. 41(d)
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(C}SPECIAL RULE FOR FRODUC FION PROCESSES —AnRy plant process, machinery, or technique
for commercial production of a business component shall he treated as a separate business
component (and not as part of the business component heing produced).

(3) PURPOSES LOR WHICH RUSEARCH MAY QUALTEY FOR CRLDIT.—For purposes of paragraph

() —
(A In ciNERAL —Rescarch shall be treated as conducted tor a purpose described in this

paragraph if it relates to—
{1y a new or improved function,
(1)) performance, or
{iln) reliability or gquality.

(13 CrRTAIN PUREOSES SO OUATIFI G ——Research shall 1 no event be reated as conducted
tor a purpose described in this paragraph if it relates to s(vle, taste, cosmetic, or seasonal design
factors.

{4) ACUNINIES TR WHICH CREIMD NoT ALTowt.D—The term “gualified research™ shall not
include any of the following:

(A} RESEARCH AFTFR COMMYERCIAL
beginning of comunercial production of the business component.

(BY ADAPTATION OF EXISTING BUSINESS LOMPONENTS.—AnNy rescarch related 1o the adaptation
of an existing business component to a particular customer’ requirement or need.

PRODUC LLON.—Any research conducted after the

(Cy DUPLICATION OF EXISTING BUSINESS COMPONENT.—ADby research related to the
reproduction of an existing business component (in whole or in part) from a physical
examination of the business component itself or from plans, blueprints, delailed specifications,

ur publicly available information with respeet 1o such business component.
(12} SURVEYS, STUDIES, F10.—Any—
(i) efficiency survey,
{ii) activity relating t¢ manapgement function or technigue, .
{i1l) market research, testing, or development (including advertising or promotions),

(iv) routine data collecting, or
(v} routine or erdinary testing or inspection for quality control.

(E) CoMpPUTER SOFTWARE.—Except to the extent provided in regulations, any research with
respect to computer software which is develaped by {or for the benefit of) the taxpayer primarily
for internal use by the taxpayer, other than for use in—

{1} an aclivity which constitutes qualified research {(determined with regard to this

subparagraph), or
(i) a production process with respect to which the requirements of paragraph (1) are

met.
(F) FOKFIGN RESEARCH.—Any research conducted outside the United States, the
Communwealth of Puerto Rico, or any possession of the United States.

{G) SOCIAL SCIENCES, ETC.—Any research in the social sciences, arts, or humanities.

(}) FUNDED RESEARCH.—ANY research to the extent funded by any grant, comtract, or

atherwise by another person {or governmental entity).
Amendments The above amendment applics to amounts paid or
I'.L. 106-170, 8 502(cX 1): incurred afier June 30, 1999. For a special rule, see Act
Act Sec, S02(eX1) amended Code Sec. #I{AMAXF) by ‘i;ec. 2(1)2(11} under the amendment notes fellowing Code
inserting ", the Commonwealth of Puerto Rico, or any Sec. 41(c).
possessian of the United States" after "Uniled States”.

[Sec. 41(e))
{c) CREDTT ALLOWARLE WITH RESPECT T0 CERTAIN PAYMENTS T0O QUALIFIED ORGANIZATIONS FOR BASIC

RESEARC H—For purposes of this section—
{1) IN GENERAL.—In the case of any taxpayer who makes basic research payments for any

taxable year—

Sec. 41(e)
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ligue (A) the amounl of basic research payments taken into account under subsection (a)(2) shall

iness be equal to the excess of-—
(i) such basic research payments, over
raph (ii} the qualified orpanization base period amount, and

(B} that portion of such basic rescarch payments which does not exceed Lhe qualified
i Lhis . crganizatinn base period amount shall be treated as contract research expenses for purposes of
subsection (a)(1).

(2 BASIC RESEARCH PAYMENTS DEFINED.—For purposes of this subsection—

(A) In GENFRAL.—The term “basic rescarch payment™ means, with respect to any taxable
year, any amount paid in cash during such taxable year by a corporation to any qualified
grganization for basic research bul enly {—

uc!ed (i) such payment is pursuant to a writlen agreement belween such corporation and
lesign . such gualified organization, and
0 (i1) such basic research is to be performed by such qualified organization.
not
{(B) EXCEFTION TO REQUIREMENT THAT RESEARCH BE PERFORMED BY THE ORGANIZATION —In
the case of a gualified organization described in subparagraph {C) or {I}) of paragraph (6),
r the clause (ii) of subparagraph (A) shall not apply.
] (3) QUALIFIED ORGANIZATION BASE PERIOD AMOUNT.-—For purposes of this subsection, the 1erm
tation “qualified organization base period amount™ means an amount equal to the sum of—
(A) the minimum basic research amount, plus
0 .thc {B) the maintenance-of-effort amount.
iysical .
ations, (4} MINIMUM BASIC RESEARCH AMOUNT.—For purposes of this subsection—
(A) IN GENERAL.—The term "'minimum basic research amount” means an amourn. equal Lo
the preater of—
(i) 1 percent of the average of the sum of amounts paid or incurred during the hase
period for—
{I) any in-house research expenses, and
ons), {1I) any contract research expenses, or
(ii) the amounts treated as contract research expenses during the base period by reason
of this subsection {(as in effect during the base period}.
h with (B) FLooR AMOUNT.—Except in the case of a taxpayer which was in existence during a
. v g
smarily taxable year (other than a short taxable year) in the base period. the minimum basic research
amount for any base period shalf not be less than 50 percent of the basic research payments for
Lo this the taxable year for which a determination is being made under this subsection.
(5) MAINTENANCE-OF-EFFORT AMOUNT.—For purpoeses of this subsection—
(1) are (A) IN GENERAL.—The term “maintenance-of-effort amount” means, with respect to any
taxable year, an amount equal to the excess (if any) of—
es, the {i} an amount equal to—
(I} the average of the nondesignated university contributions paid by the
taxpayer during the base pericd, multiplied by
ract. or (1D) the cost-of-living adjustment for the calendar year in which such taxable year
! begins, over
aid or (ii) the amount of nondesignated university contributions paid by the taxpayer during
Ece Act such taxable year.
mg Code {B) NONDESIGNATED UNIVERSITY CONTRIBUTIONS.—For purposes of this paragraph, the term
“nondesignated university contribution” means any amount paid by a taxpayer to any qualified
uryanization described in paragraph (6)(A)—
(i) for which a deduction was allowable under section 170, and
g BASIC (ii) which was not taken into account-—
(1) in computing the amount of the credit under this section {(as in effect during
for any the base period) during any taxable year in the base period, or
(I1) as a basic research payment for purposes of this section.
Internal Revenue Code Sec. 41 (e)
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(C) COST-OF-LIVING ADJUSTMENT DEFINED —

(1) IN GENERAL.—The cost-of-living adjustment for any calendar year is the cost-of -
living adjustment for such calendar year determined under section 1(£)(3), by subsiituting
“calendar year 1987" for "'calendar year 19927 in subparagraph (B} thereof [of Code Sec.
1{E1{3)).

{i3) SPECIA). K1 E WHERE BASE PERIOD ENDS IN A CALENDAR YEAR OTHER THAN 1983 oR
1984 —1If 1the base period of any taxpayer does not end in 1983 or 1984, section K{)}3KB)
shall, for purpeses of this paragraph, be applied by substituting the calendar year in which
such base period ends for 1992, Such substitution <hall be in lieu of the substitution under
clause (i).
{6) QUAIIFNLD ORGANTZATION—TFar purposes of this subsection, the term1 “qualitied
arganization” means any of the following organizations:
(AY EDUCATIONAL INSFITLTIONS. —Any educational organication which—
(i) is an institution of higher education (within the meaning of section 3304()), and
(i1) is described in section 170¢L)C 1A,

{R) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS.—Any organization not described in
subparagraph (A} which—

(i) is described in section S01(c)3) and is exemnpt from tax under section 5031{a),
{ii) is organized and operated primarily to conduct scientific research, and
(iii} is not a private foundation.
(C) SCIENTIFIC TAX-EXEMFT ORGANIZATIONs —Any organization which—
(i) is described in—
{I) section 301{c)(3) {other than a private foundation), or
(1) section 5Q1(c)6),
{i1) is exempt {rom tax under section 501(a),

(i11) is organized and operated primarily to promote scientific research By qualified
organizations described in subparagraph (A) pursuant to written research agreements, and

{iv) currenlly expends—
(1} substantially all of its funds, or
(IT) substantially all of the basic research payments received by it,

for grants to, or contracts jor basic research with, an organization described in
subparagraph (A).

{ID) CERTAIN GRANT ORGANIZATIONS.—Any organization not described in subparagraph (B}
or (C) which—

(i} is described in section 501(c)(3) and is exempt from tax under section 501{a} {other
than a private foundatian},

(ii) is established and maintained by an organization established before July 10, 1981,
which meets the requirements of clause (3),

(iit) is organized and operated exclusively for the purpese of making grants to
organizations described in subparagraph (A) pursuant to written research agreements jor
purpeses of basic research, and

(iv) makes an election, revocable only with the consent of the Secretary, to be treated
as a private loundation for purposes of this title (other than section 4940, relating to excise
tax based on investment income).

{7) DEFINITIONS AND SPECIAL RULES.—Fur purposes of this subsection—

{A) BASIC RESEARCH.—The term "basic research’ means any original investigation for the
advancement of scientific knowledge not having a specific commercial objective, except that
such term shall not include—

(i) basic research conducted outside of {he United States, and

(ii) basic research in the social sciences, arts, or humanities.

Sec. 41(e)
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{B) Bask PERIOD -—The term “base period” means the 3-taxable-year period ending with the
taxable year immediately preceding the 1st taxable year of the taxpayer beginning after

-of-
ing December 31, 1983,
sec. (C) EXCLUSION FROM INCREMENTAL CREDHT CALCULATION.—For purposes of determining the
amount of credit allowable under subsection {(a)(1) [or any taxable year, the amount of the basic
OR rescarch payments taken into account under subsection {(a)(2)—
{B) (1) shall not be trealed as qualified rescarch expenses under subsection (a){(1)}A), and
“fh {ii) shall not be included in the campulation of base amount under subsection (a)(1 XB).
der . . .
{13} TRADE OR BUSINES QUALTFICATION. —Fuor purposes of applying subsection ()(1) to this
. subsection, any basic rescarch payments shall be treated as an amount paid in carrying on a
ied trade or business of the taxpayer in the taxable year in which it is paid (without regard to the
provisions of subsection (L3}
(I0) CERTAIN CORPORATIONS NOT LLIGIBLE.—The term “corporation” shall not include—
1 (i) an S corporation,
(il) a personal holding company (as defined in section 5423, or
in (iii) a service organization {as defined in section 414{m){3)}.
Amendments in clause (it} and insecting 19397, and by adding al the end
L. 103-66, § 13201 (bX3IXC):; of cluuse (i) a new sentence to read as above,
Act Sec, 1320HEXIXC) amended Code Sec, 4100 X 5HT) by The abeve amendment applies to tax years beginning
siriking "'1989" cach place it appears and inserling "' 1992" after December 31, 1990,
The abave amendment applies to Lax years beginning . g )
after December 31, 1952, P.L.101-239, § 711X 2XB):
I*.L. 101-508, § 1L1OLAXEXCHi-Giix Act Su, ?llO(b)(2)(_B) amended Corde Sec. 4 l(e)(_?)(C)(ii)
Acl Sec. L1LOL@XDCHIMii) amended Code Sec. !?ia:r;l;:ngt]l?aﬁe period research expenses” and inserting
41X SHCY by inserting . by substituling ‘valendar year ’ tount-
1987 for "calendar year 1989 in subparagraph (B) thereof™ The above amendment applies to tax years heginning
hefire the period at the end of clawse {3, by striking " 1987 after December 31, 1989,
. Sec. 41
ied [ (D]
ind () SpEciaL RuLes.—For purposes of this section—
(1} AGGREGATION OF EXFENDITURES.—
{A) CONTROLLED GROUP OF CORPORATIONS,—In determining the amount of the credit under
this section—
. (1) all members of the same controlled group of corporations shall be treated as a single
mn

taxpayer, and

(ii) the credit {if any) allowable by this section to each such member shall be its
(B) proportionate shares of the qualified res:eart:h expenses and basic resecarch payments giving
rise to the credit,

her (B) CoMmON CONTROL.—Under regulations prescribed by the Secretary, in determining the
amount of the credit under this section—

81, () all trades or businesses {whether or not incorporated) which are under commuon

control shall be treated as a single taxpayer, and
to (ii) the credit (if any) allowable by this section to each such person shall be its

for proportionate shares of the qualified research expenses and basic research payments giving
rise to the credit.

l‘ed The regulations prescribed under this subparagraph shall be based on principles similar to the

1se principles which apply in the case of subparagraph (A).

(2} ALLOCATIONS.—

{A) PASS-THRU TN THE CASE OF ESTATES AND TRUSTS.—LUnder regulatlions prescribed by the
the Secretary, rules similar to the rules of subsection (d) of section 52 shall apply.

1at (B) ALLOCATION IN THE CASE OF PARTNERSHIPS.—In the case of partnerships, the credit shall
be allocated among partners under regulations prescribed by the Secretary.

(3) ADJUSTMENTS FUR CERTAIN ACQUISITIONS, ETC.—Under regulations prescribed by the
Secretary—

Internal Revenue Code Sec. 4 1(H)
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' (A) AcQuISITIONS.—If, after Decemnber 31, 1983, a taxpayer acquires the major portion of a
trade or business of another person (hereinafter in this paragraph referred to as the
"predecessor’’) or the major portion of a separate unit of a trade or business of a predecessor,
then, for purposes of applying this section for any taxable year ending after such acquisition, the
amount of qualified research expenses paid or incurred by the taxpayer during periods before
such acquisition shall be increased by so much of such expenses paid or incurred by the
predecessor with respect to the acquired trade or business as is attributable to the portion of
such trade or business or separatle unit acquired by the taxpayer, and the gross receipts of the
taxpaver for such periods shall be increased by so much of the gross receipts of such predecessor
with respect Lo the acquired trade or business as is attributable to such portion.
{B) Insrosirions.—If, after December 31, 1983—
(i) a taxpayer disposes of the major portion of any trade or business or the major
portion of a separate unit of a trade or business in a transaction to which subparagraph (A)
applies, and
(ii) the taxpayer furnished the acquiring person such information as is necessary for
the application of subparagraph {A),
then, for purposes of applying this section for any taxable year ending after such disposition, the
amount of qualified research expenses paid or incurred by the taxpayer during periods before
such disposition shall be decreased by so much of such expenses as is attributable to the portion
of such trade or business or separate unit disposed of by the taxpayer, and the gross receipts of
the taxpayer for such periods shall be decreased by so much of the gross receipts as is
attributable 1o such portion.
{C) CERTAIN REIMBURSEMENTS TAKEN INTO ACCGUNT IN RETERMINING FIXEN-BASE
PERCENTAGE —If during any of the 3 taxable vears following the taxable yvear in which a
disposition 1o which subparagraph (B) applies occurs, the disposing taxpayer (or a person with
wham the taxpayer is required {o aggregate expenditures under paragraph (1)} reimburses the
acguiring person {or a person required lo so aggregate expendilures with such person) for
research on behalf of the taxpayer, then the amount of qualified research expenses of the
taxpayer for the taxable vears taken into account in computing the fixed-base percentage shall
' be increased by the lesser of—
[ {i) the amount of the decrease under subparagraph (B) which is allecable to taxable
i years so taken into account, or
! (ii) the product of the number of taxable years so taken into account, multiplied by the
i amount of the reimbursement described in this subparagraph.
{4) SHORT TAXABLE YEARS.—In the case of any short taxable year, qualified research expenses
’ and gross receipts shall be annualized in such circumstances and under such methods as the
Secretary may prescribe by regulation.
{5) CONTROLLED GROUP OF CORPORATIONS.—The term "'controlled group of corporations” has the
same meaning given to such term by section 1563(a), except that—
l {A) "more than 50 percent’ shall be substituted for "at leasi 80 percent™ each place it
| appears in section 1563{a)(1), and
" (B) the determination shall be made without regard to subsections (2)(4) and (e} 3)(C) of
section 1563,

Amendments

P.L.101-239, § 7110(6X2XC):

Act Sec. 71HHBM2XC) amended Code Sec. 41(N(1) by
striking “proportionate share of the increase in qualified
research expenses” rach place il appears and inserting “pro-
portionate shares of the qualified research expenses and basic
rescarch payments™,

P.L. 101-239, § 711002 X D Xi-Gir:

Act Sec. 7ULIOBM2XIDXi)-(ii) amended Code Sec.
41X 3INA) by striking "June 30, 1980"" and inserting "De-
cember 31, 19837, and by inserting before Lhe period ”, and
the griss receipty of the 1axpayer for such perieds shall be
increased by so much of the gross receipts of such predecessor
with rebpect 1o the acquired trade or business as is attributa-
ble to such portion™.

Sec. 41(f)

P.L. 101-239, § 7110(bYYE XWi)-Gi):

Act Sec. 711{bH2ZMENI)-(1) amended Code Sec.
A1EXINE] by striking “June 30, 1930" and inserting "Te-
cember 31, 19837, and by inserting before the period ™, and
Lhe gross receipts of the taxpayer for such periods shall be
decreased by so much of the gross receipts as is attributable
to such portion”.

PLLO101-239, § 710X 2XF X)X

Act Sec. 7HIGBHEHFNI) amended Code Sec. 41{IX3XC)
by striking “for the baswe period” and all that follows through
“described in Lhis subparagraph™ and inseriing “for the
taxable years' through "deseribed in this subparagraph™ (o
read as above. Prior 1o amendment, Code Sec. 41{§XIHC)
read as follows:

{C) INCHEASE IN BasSE PEKICD —If during any of the 3
taxable yrars lollowing the taxable year in which a disposi-
tion to which subparagraph (B) applics occurs, the disposing
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Llaxpayer {or & person with whotn the taxpayer s reguired 1o
apgresate expenditures under paragraph (1)) reimburses the
acquiring person {or a person required {o so aggregate
cxpenditures with such person) for research on behalf of the
taxprayer, then the amount of qualified research expenses of
the taxpayer far the base period for such taxable year shall e
Increased by the lesser of—

(1} the amount of the decrease under subparagraph (B}
which i allocable o such base perind, or

(i} the product of the number of years in the base perini,
mulliplied by the amount af the reimbursement described in
this subparageaph.

P.L. 101-239, § 71 HCbX2X F )XGi):

Act Sec, 7110BX2XINNG) amended the heading of Cucr
Sec, 4HIMINCY Lo read as above. Prior 1o amendment.
tieading for Code Sec. 4 HTK3NC) read as follows:

(C} INCREASE IN BASE PERIOD,—
P 101-239, § 71 1(bX2XK ()
Acl Scc. ZLIBY2XGY amended Code Sec, A1 I

inverting “and grovs recelpts” afler “gualified pesearch
ERPETNE .

The above amendments apply 1o tax yrars beginning
after December 31, 1989.

[Sec. 41(g)]
{g) SPECIAL RULE For PAss-THRU oF CREDT.~—In the case of an individual who—

(1) owns an interest in an unincorporated trade or business,

(2) is a partner in a partnership,

(3) is a beneficiary of an estate or trust, or

(4) is a shareholder in an 5 corporation,
the amount determined under subsection (a) for any taxable year shall not exceed an amount (separately
computed with respect to such person's interest in such trade or business or entity} equal te the amount of
tax attributable to that portion of a person’s taxable income which is allocable or apportionable to the
person’s interest in such trade or business or entity, If the amount determined under subsection (a) for
any taxable year exceeds the limitation of the preceding sentence, such ameunt may be carried to other

taxable years under the rules of section 39; except that the limitation of the preceding sentence shall be
taken into account in lieu of the fimitation of section 38(c) in applying section 39.

Amendments The above amendment is effective as ilincluded in the

P.L. 100-647, § 1002(h}1):

Aci Sec. 1002(h)} 1y amended Code Sec. 41{g) by adding al
the end thereof a new senlence Lo read as above,

provision of the Tax Reform Act of 1986 (P.L, 99.514) (o
which it relates.
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[Sec. 41(h)]
{h) TERMINATION.—

{1} I~ GENERAL.—This section shall not apply to any amount paid or incurred—
(A) after June 30, 1995, and before July 1, 1996, or
{B) after June 30, 2004.

(2) COMPUTATION OF BASE AMOUNT.—In the case of any taxable year with respect to which this
section applies to a number of days which is less than the total number of days in such taxable vear,
the base amount with respect to such taxable year shall be the amount which bears the same ratio to
the base amount for such year (determined without regard to this paragraph} as the number of days
in such taxable year te which this section applies bears to the total humber of days in such taxable

year,

. Amendments
P.L. 106-170, § 502(a)X 1XA (B}

Act Sec. 502(a}1¥AHR) amended Code Sec. 41(h)(1) by
striking " June 30, 1999" and inserting “June 30, 2004", and
by striking the material following subparagraph (B). Prior to
amendment, the material following subparagraph (B)read as
follows:

Notwilhstanding the preceding sentence, in the case of a
taxpayer making an election under subsection (c)(4) for its
first taxable year beginning after June 30, 14996, and before
July 1. 1997, this section shall apply te amounts paid or
incurred during the 36-month perind beginning with the {irst
month of such year. The 36 months referred Lo in the
preceding sentence shall he reduced by Lhe number of full
months afler fune 1996 (and before the first month of such
first taxable year) during which Lhe Laxpayer paid or in-
curred any amount which is taken inte account in detertnin-
ing Lhe credit under this section.

The above amcudment applies to amounts paid or
incurred after June 30, 1999. For a special rule, sce Act

Internal Revenue Code

%ec. 502(d) under the amendment notes following Code
Sec. 41(c). ;.
P.L. 105-277, § 1001(aX1)3):

Act Sec. 1001(a)(1}-(3) amended Code Sec. 41thX1) by
striking “June 30, 1998" and inserting "June 30, 19997, by
striking "24-month” and inserting “36-month”, and by sirik-
ing 24 months” and inserting “36 months".

The above améndment applics (o amounts paid or
incurred after June 30, 1998
P.L. 105-34, §501(a)( 1){2):

Act Sec. 601(a)(1)-(2) amended Code Ser. 41 by
striking "May 31, 1997" and inserting "June 30, 19598", and
by striking in the last sentence “during the first 11 months of
such faxable year.” and jnserling “during the Z24-month
periad beginning with the first month of such year. The 24
months referred Lo in the preceding sentence shall be reduced
by the number of full months after June 1996 (and before the
first .manth of such first taxable year) during which the
taxpayer paid or incurred any ameount which is taken jnie
account in determiming the credil under this section.".

Sec. 41(h)
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Subtitle F—Procedure and Administration

Chapter 61. Information and returos.

Chapter 62. Time and place for paying tax.

Chapter 63. Assessment.

Chapter 64, Callection.

Chapter 65. Abatements, credits, and refunds

Chapter 66. L.imitations.

Chapter 67, [niterest,

Chapter 68. Additions to the tax. additional amounts, and assessable penaltios,
Chapter 64, General provisions relaling to stamps.
Chapter 70, Jeopardy, receiverships, etc.

Chapter 71, Transterces and liduciaries

Chapter 72. icensing and remsteation.

Chapter 7.3, Bonds.

Chapter 74. Closing agrecinents and compromises,
Chapter 75. Crimes, other offenses, and forleitures.
Chapter 76. Judicial proceedings.

Chapter 77. Miscellapeous provisions.

Chapter 78, Discovery of lability and enforcement of title.
Chapter 79. Diefinitions.

Chapter 80. General rules.

CHAPTER 61 —INFORMATION AND RETURNS

SUBCHAFTER A, Returns and records.
SUBCHAPTER B. Miscellaneous provisions.

Subchapter A—Returns and Records

Part 1. Records, statements, and special returns.

Part 11. Tax returns or slatemernts,

Part II1. Information returns.

Part IV, Signing and verifying of returns and other documents.

Part V. Time for filing returns and other documents.

Part VI. Exiension of time for filing returns.

Part VI{. Place for filing returns or other documents.

Parr VIII. Designation of income tax payments to Presidential Election Campaign Fund.

PART I—RECORDS, STATEMENTS, AND SPECIAL RETURNS

SEC. 6001.  Notice or regulations requiring records, statements, and special returns.

[Sec. 6001]

SEC.6001. NOTICE OR REGULATIONS REQUIRING RECORDS, STATEMENTS,
AND SPECIAL RETURNS,

Every person liable for any tax imposed by this title, or for the collection thereof, shall keep such
records, render such statements, make such returns, and comply with such rules and regulations as the
Secretary may irom time to time prescribe. Whenever in the judgment of the Secretary it is necessary, he
may require any person, by notice served upon such persan or by regulations, to make such returns,
render such statements, or keep such records, as the Secretary deems sufficient to show whether or not
such person is liable for tax under this title. The only records which an employer shall be required to keep
under this section in connection with charged tips shall be charge receipts, records necessary to comply
with section 6053(c), and copies of statements furnished by employees under section 6053(a).

Amendments
P.L. 97-248, § 314{d):

Amended Code Sec, 6001 by adding ", records necessary lo
comply with section 6053{(c),” afler "charge receipls”, apph-
cable Lo laxable years beginning afier Decembxer 31, 1982,
For a special rule for 1983, see the amendment note for PL.
47-248, following Code Sec. 6053(c).

Internal Revenue Code

P.L. 95-600, § 501Ca): _

Amended Code Sec. 001 by adding the last sentence,
applicable to paymenly made afler December 33, 1978,
P.L. 94-4535, § 1906(bX 13X A)

Amended 1954 Code by substituting "Secretary™ lor "Sec-
retury or his delegate” cach place it appeared. Iffective
2-1-77,

Sec. 6001




