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DEPARTMENT OF THE TREASURY
internal Revenue Service -

26 CFA Parts 1 and 602
[T.0. 8251}
RIN 1545-AA07

Credit tor increasing Research
Activity; Cemectian

AGENCY: Internal Revenue Service.
Treasury-

acnion: Correction of final regulztions.

summary: This document contains
correclions to final regulations (T.D.
8251}, which was published in the
Federal Register for Wednesday. May
17. 1989 (54 FR 21203}. The fina}
regulations provide ruies for the credil
for increasing research activities.
EFFECTIVE DATE: May 17, 1989.

FOR FURTHER INFORMATION CONTACT:
David S. Hudson, [202] 535-354C [nol &
toll-free number).

SUPPLEMENTARY INFORMATION:

Background

The final regulations that are the
subject of these corrections are under
rection 41 of the Tax Reform Act of
1986. The Tax Reform Acl of 1986
extended the credit lo amounts paid or
incurred before January 1. 1989,
amended the definition of qualified
research for taxable yeers beginning
after December 31, 1985; provided a
separate credit with respect to certain
payments to qualified organizations for
basic research: and amended the credit
provisions in certain other aspects. The
Technical and Miscellaneous Revenue
Act of 1988 extended the credit to
arnounts paid or incurred before Janusry
1, 1980.

Need for Correction

As published. there was an omission
in the [inal regulations which may prove
\0 be misleading and is in need of
clarificstion.

Par 1. On page 21203, column 2, in the
preamble under the heading
“SUPPLEMENTANY INFOBMATION” and
precedirg the heading “Background” the
following language wes omitted and
should have appeared:

"Paperwork Reduction Act

The collection of information
contained in these final regulations has
been reviewed and approved by the
Office of Management and Budge! in
accordance with the Paperwork
Reduction Act of 2980 [44 U.5.C. 3504th))
under control pumber 15450722 The
estimated annual burden per respondent
is .25 hours.

Thesc esiimales are an approximation
of the average time eapecied to be
necesszry for-scollection of. -
information. They are based on such
information as is available lo the
Internal Reverue Service. Individunl
respondenis may require grealer or less
time. depending on their psriicular
circumstances.

Commenis conceming the accuiacy of
this burden estimate and suggestions lor
reducing this burden should be directed
to the Interne! Revenue Service, Alin:

{RS Reports Clearance Officer T:FP,
Washington, DC 20224, and to the Office
of Manrgement and Budget, Altention:
Desk Officec for the Department of the
Treasury, Office of nformation and
Reguiatory Affairs, Washington. DC
20503."

Dale D. Goode,

Fegeral Register Liafson Officer. Assisieen
Cliief Counsel {Corporate).

|FR Doc. 92-12107 Filed 5-22-97: A:33 am}
BILLING COOE 4839-01-M
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G SARTHENRT OF THE TREASJRY
Internsl Revenue Service

25 CFR Parls 1 and 632

[T.D. 8251)

RIN 1545-AA07

Credit for Increasing Res=zrch Activity

AGENCY: Internal Revenue Service,
Trecsury.
Acnion: Final regulations.

summaRry; This documen! contains final
amendments 1o the income {ax
regulations io provide rules {or Lhe
credil for increasing research activilics,
The research credit was added to the
law by the Economic Recovery Tax Act
of 1561, The research credit was
subsequently amended by the Tex
Reform Act of 1984, the Tax Relorm Act
of 1986, and the Technical snd
Miscellaneous Revenue Act of 1568, The
regulations provide the public with
guidance needed to comply with Lhe
applicable tax law.

EFFECTIVE DATE: These regulations ere
effective for amounts paid ot inzurred
efier June 30, 1381, and beflore Januery 1,
1950,

FOR FURTHER IFDRMATIOR CONTACT:'
David S. Hudsco. 202-565—4821 {nota
toll-free call].

SUPPLEMENTARY INFORMATION:

Background

On Janvary 21, 1883, the Federal
Register published (48 FR 2790)
proposed amendments to the Income
Tax Regulations (26 CFR Part 1) relating
to the credit for increasing research
ectivilies. A large number of comments
were received and a public bearing was
Leld on April 14, 1983. The credit for
increasing rescarch activities was
ariginally provided by section 44F of the
internal Revenue Code. as added by
section 221 of the Economic Recovery
Tax Act of 1801. Section 471{c} of the
Tax Reiorm Act of 19584 redesignated
section 44F as seclion 30. The Tax
Reform Act of 1984 did not amend the
research credit provisions substantively.
Section 231 of the Tax Reform Actof -~
1986 redesignated section 30 a& section ”
41. The Tax Reform Act of 1988 - -
exiended the credit to amounis paid or
incurred belore January 1. 1988;
amended the deflinition of qualilied
research [or laxable vears beginning
after December 31, 19€5; providec a
ceparate credit with respeci to ceriein
peyments Lo gualified organizatioas for
pasic research: and amended the credit
provisions i certain other aspects. The
Technical and hiscelianeous Revenue

Az of 1965 extunden the credil to
ampurls po.d or ncerred weloze January
1, 1980

The reguiations proviced i tus
document are promuipaiod under
section 41 for conlarmity purposes.
Where the law has changed the
regulations contain separate provisions
with their own effective dates, in
general, those portions of the regulations
relating to tne Tax Relorm Act of 1905
have been reserved,

Expiaralion of Provisions
Joint Ventures

Section 41 (b) {1} delincs the term
“gualified research expenses” as the
sum of the taxpaver's in-house research
expenses and the texpayer’s controct
researchoexpenses, thal are paid or
incurred by the 1axpayer during the
taxable year in carrying on eny trade or
business of the taxpayec. If the taxpayer
is not carrying on the trade or business
for section 162 purposes 1o which the
research relates, then the taxpayer is
nol entitled to the research credit for
such expendilures. In the case of
partperships the carrying on a trade or
business reguirement must be satisfied
at the partmership level without regard
to the trade or business cf any partaen

Section 1.44F-2{a)[4)!ii) of the
progosed regulations provided za
exception (o the carrying on a trade or
business reguirement at the parinership
level in the case of cerain joint ventwes
if all the partmers are eatitled to the
results of the research and the following
is true with respect 1o each pariner: If
the pariner had carried on the research
that was in fact carried on by the
partnership, all the research expense
paid or incurred ia cacrying on the
research would have been paid or
incurred by the parinerin carrying on a
trade or business of the partner. Several
commentalors suggested that the
regulations should not require each
member of the joint venture 1o satisfy
the "carrying on’” test ior the particular
resezrch being perfarmed by the joint
veniure. They suggested that the
regulations be madified to deny the
credit only 1o those joint venlurers who
do not satisfy Lhe "carrying on” lest,
Section 1.41~2(a}(4)(ii} of the final
regulations ramoves the requirement

that ell partners must salisfy the
“carrying on" tesk However, 10 enswe
thal the removal of that requitement
does not lead 1o ebuse, the final
regulations add certain limilations
sumilar to those in section 168{h]{6}
relaling 1o lax-exempl use properiy.
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Funded Research

Scction 41{2)(4){H) provides \hal the
term qualified research does not inzlude
eny resesrch Lo the extent funded by
any grant, contract, or otherwiserby
gnother person [or governmental entity).
Section 144F—4{d){1} of the proposed
regulations provided that emounts paid
under any agreement that are contingent
on the success of the research and thus
considered to be paid for the product or
result of the research are not tresled as
funding. Section 1.44F-4{d)(2} of the
proposed regulations provided that, if a
taxpayer performing research for
another person retains no subsiantial
rights in the research under the
agreement providing for the research,
the research is treated aa fully funded,
and none of the expenses paid or
incurred by the taxpayer in performing
the research is treated as paid or
incurred for quelified research. One.
commenialor staled thal. in & case
where the researcher does not retain
substantial ights in the results of the
research and the funder’'s payments are
contingent on the success of the
‘Tesearch, neither the researcher nor the
funder is entitled to treat any of the
expenditures aa paid or incurred for
qualified research. The comumentatar’s
reading of the interaction of the . .
contingent payment and the subsiantial
rights rules is the correct reading of lhe
two provisions. The proposed
regulations are finalized a2 proposed on
this matter. Section 1.44F—4(d)(4) of the -.
proposed regulations provided that- -
independent research and development
payments under certain government - -

" contractsare treated as funding the =
tresearch lo which the payments relate. '
Several commentators suggested that
such payments are analogous to the
recovery of overhead costs through the
sale of producls. The final regulalions ~

provide that such payments are not to .
be treated as funding except where they
2:e properly severable from the
vadertying contract.

Dafinition of Research and
Experimen:al Expenditurer

Section 41(d)(1) pravides. in part, that
the lerm “qualified research™” means

" research with respect to which

expendilures may be treated a8’
expenses under section 174. Section
1.174-2 of the proposed regulations that
was originally proposed on January 21,
1983, included extensive clarnifications of
the regulations under section 174,
iaciuding a clarification of the treatment
of computer software. .

This portion of the proposed
regulations is not being finslized by thia
document. The proposed amendments to

-

§ 1.174~2 have been revised and
superseded by a separate notice of
proposed rulemeking.

Spedal Analyses

The amendment of the regulations
proposed by notice of proposed
rulemaking on January 21, 1083, and
adopled by this Treasury decision is
Interprelative. Accordingly, the
Pegulatory Flexibility Act [5 U.S.C.
chapter 6} did not apply to the nolice of
proposed rulemaking and no Regulalory
Flexibilily Analysis was required. The
Commissioner of Internal Revenue has
determined that this rule is not a major
rule g3 defined in Executive Order 12291
end that 8 Regulatory impact Analysis
ia therefore not required.

Deafting Information

The principal author of these .
proposed regulations is David R.
Haglund of the Office of Assisiant Chiel
Counse! (Passthroughs and Special
Industries). However, persannel from
other offices of the Internal Ravenue
Service and the Treasury Department
participated in their development.

List of Subjects

26 CFR 1.0-1 through 1.55-8

Income taxes, Tax liz bility, Credits.

26 CFR Fari 602

_ Reporting and recardkeeping
requirements. -
Adoption of Amendmenu to I.hn
Regulations -~

Accordingly, 28 CFR Part 1 and Part

. 502 are amended a3 follows: .

PAHT 602—{AMEND ED]

Paragraph 1. The authoﬂfy for Part 602
continues to read as follows:

Authority: 28 U.5.C. 7805.

4 602,101 {Amended)

Par. 2 In the lable of contrel numbers
in § 602.301, the language "“§ 1.41-4 (b}
and {c)....1541-0074" is remaved and the
language “E1.41-4A (b) and {c}... 1:.45-
0074 is udded in its place. :

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER- .
DECEMBER 31, 1953 =

Par. 8. The authority for Part 1
continues to read in part:

Authority: 28 US.C.7805. = * *

6 1.41-DA through 1.41-8A
{Redestgnated from 1.41-0 through 1.41-8
Respectively}

Par. 4. Sections 1.41-0 through 1.41-8
are redesignated §§ 1.41-0A Lhrough
1414‘:’.A. respectively, and the following

center headizg s add: ‘o pret de
£ 1.51-0A T, .ble Yours Beginning
Before Junuz:ry 1, 19877

§ 1.41-0A [Amended)

Par. 5. 1n § 1.41-0A 23 redesignated,
the lenguage "1.41~1 through -8” is
removed and the lnnguage "1.41-1A
through —6A™ is added in its piace.

§ 1.41-1A {Amended]

Par. 6. In § 1.41-1A[a) as redesipnated,
the language "§ 1.41-3(a)" is removed
and the language "§ 1.41-3A(a)" is
added in its place.

§1.216-0 [Amended)

Por. 7. [n § 1.213-0, the language
*1.41-0 through 1.41-8" is removed and
the language “1.43~0A throvgh 1.41-2A"
is added in its place.

Par. A. The fcllowing new cenler
heading and §3 1.41-0 through 1.41-3 &re
added in the appropriale places.

Taxable Years Beginning Alter
December 31, 1968

§1.41~0 Table of contents. .
This section lists the paragraphs
conlained in sections 1.41-0 thruugh
141-8.
J1 4:—0 " Table of Contents.
f 141-1 [niroduclion te re,ulauons l...ndcr
section 41,

f141-2 Qua!:ﬁed Research E,\pen:es

(e} Trade or business requirement.

{1! In general.

{2} New business. )
: {3} Research performed for athers. ’

{i) Taxpayet not entitled to results.

{ii) Taxpayer entitied to :esrlls. .

(4] Parinerships. ' o

(i} In genersl.

{ii} Special ruie lor certuin partnerships and
|oml VEQIUTES.

L) Supplies and personul praparty wsed in
the conduct of qual:fied research.

{1) in general.

(2) Cermin utility chargas.

(i) ln general.

{1i} Extaordinery expenditursa.

{3) Right to use personal property.

14) Use of perapnal properiy in 1axable-
years beginning afler Decerube: i, 1925,

(€) Qualified services.

{1) Engaging \n quukified research.

{2) Direct supervision

[3) Direcl support

(d) Wages paid for qunllﬁed services.

{1) 1n general, .

{2} "Subllmtially sll.”

{e} Contract research expenses.

(1) In general.

(2} Periormance of quelilied research

{3] *On behatf of.”

{4] Prepaid amounts.

{5} Examplen.

§141-3 Base period resecrsh expense

fa} Number of years in hase period
{U} New laxpayers.
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1¢j Definiton of base period resenrch
Fapernsss .

{8} Special rales for short tuxable yoars.

11) Snort GelerTINaLen yea:.

{2} Short base period yesr. -

(3} Years overlapping the effective dateanf
section 41 (section 4F).

(1) Deterrmination years.

{ii} Buse period years.
{4] Number of months in 8 short taxsbls
yeal, .
[e} Exsmples.

§ 1414 Qualified research for toxabls
\-ears beginning after December 31, 1825
{Reserved]

§ 1415 Qualified research for ioxable
yeors beginning before Junvary 1. 1958

[a) Genersl rule.

[b) Activities outside the United States,

(1} In-house rescarch

{2) Contract research.

{c} Secial sciences arts or humanities.

(d) Research funded by any grant, conlract,
or otherwise.

(1) In general,

|2] Research in which tuxpayer retains no
rights. - -

i3} Research in which the taxpayer retaing
substaptie] rights.

(i} In general.

(ii} Pro rats allocation

{ii) Project-by-project determination.

{4) Independent research and development
under the Federa) Acquisition Regulations.
Syatem and similar provisions.

(5) Funding deiermineble only in
subsequant taxable year.

[6) Examples. . - .

51418 Busic research for taxable yeers
beginning ofter December 31, 1985, -
[Reserredf = "o - -

§ 1.41-7 Busic research for toxable years <-
beginning before January 1. 1955

{a) In geceral. ~. -

{o} Trade or business requirement.

{c} Prepaid amounts. - Co- :

(1] In general. - -

{2} Transfers of property.

{d) Written research agreement

(1) Io general- - - -

_ 12) Agreement between u Corporation end v
gqualified organization. afler june 30. 1981

fi] In general, .

(i} Translers of property.

{3] Ageement between a guallfied fund
and & qualified educsilional orgamization sfer
Jun= 30, 1823,

[e]) Exclusions.

(1] Research canducled outside the United
States. -

12) Research in the social sciences or
humaaities.

() Procedure for making an election i be
treated as a gualified fund

§ 1418 Aggregaiion of expenditures.

{#) Cantrolled group of corporations: trede
o buswesses ynder common conlrol,

(3) In general.

{2] Definition of trede or business.

|3) Determination of common control

(4] Examples.

{b) Minimum base period research
expenied.

le] Tex accounting penndr used,

[3)n penerat.

(2) Special rule where wming of research Is
mampualed

(d) Membership during taxable year ln
more lhar one group.

{e) Intre-group ansaclions.

{1} In general. .

(2] In-house research expenses.

{3) Contract research expenses.

{4} Lease Paymenia.

(5) Payment for supplies.

§1.¢1-8 Special rules.

(8] Allocalions.

{1) Corporalion meking an election under
subchapter 5.

{1} Pass-ihrough, for taxable yesry
beginning after December 31, 1982, In the
case of an 5 corporslion. e

{ii} Pass-through, for taxable vears
beginning before January 1. 1943, in the case
of A subchapter 5 corporation

[2) Paws-through in the case of an eatale or
trust.

(3] Pass-through in the case of &
partnership.

{i) In general.

(ii] Certain expenditures by lolnt ventures.

(4] Year in which taken into account

(S) Credit atlowed subject to limitatios

{b) Adjustments [or certain acguisitions
and dispositions—Meaning of terma.

[c} Special rule for pass-ibrough of credit.

(d} Cerryback zné cerryover ol unused
credity. :

§ 1.41-1 Introduction to reguiations undet
section 4. - |
Sections 1.41-2 tkrough 1.41~9 deal

only with certain provisions of section
41. The following teble identifies the
provisions of section 41 that are dealt -
with, and lists each with the section of

the regulations in which it is covered: .

Secton of

Saction of the requiatons e Code

L1(5K1)
&1{DH2ZHANE)
| 4y (H2HAK
A41BH2BY
atinKal
43lend
#1(914)
41(h

atie}
£1hm
41N

ERTE 1)

‘“UJ

§1.41-2

§ 1413

$1.41-8
§1.¢1-7
§141-8
jr.e-s

Sections 1.41-4 and 1.41-8 dea} with the
definition of qualified research and -
basic research for taxable years-— -
beginning alfter December 31, 1985.
Section 1.41-3 slsp deals with the
epecial rule in section 221{d};2) of tne
E.cneric Recovery Tax Act of 1981
relating to taxable vears overlapping the
effective dates of section 41. Section 41
was formerly designaled sections 30 and
44F, The regulations refer ta these

sectipns as sectien 41 [or conlormity
purposcs. Of course, whether section 41,
an or 44F applies to & pariicular
expenditure depends upon when the
expenditure was paid or incurred,

§1.41-2 Qualified Research Expenses.

(8} Trade or business requiremeni—
(1) In general. An in-house research
expcnse of the taxpayer of a contract
research expense of the taxpayeris a
gualified research expense only if the
expense is paid or incurred by the
taxpayer in carrying on 8 trade or
business of the taxpayer. The phrase “in
carrying on a trade ot business” has the
same meaning for purposes of section
41(b)(1} a5 it has for purposes of section
162; thus, expenses paid or incurred in
connection with & wrade or business
within the-meaning of section 174(a)
(relating to the deduction far research
and experimental expenses) are not
necessatily paid or incurred in carrying
on a trade or business for purposes of
gection 41. A research expense must
relate to a particular trade or business
being carried on by the taxpayer at the
time the expense is paid or incwred in
otder to be a qualified research expense. .
For purposes of section 41, a coptract =~
research expense of the taxpayer is not
& qualified regearch expense if the.
product or result of the research is
intended to be transferred to another in
return for license or rovalty payments
and the taxpaysr does not use the

. product of the research in the taxpayer’s

rade or business. - 7

(2} New business. Expenses paid or
incurred prior to commencing a new
business [as distinguished from _
expanding an existing business) may be
paid or incurred in connection with a
irade or business but are not paid or
incurred in carrying on a trade or
business. Thus, research expenses paid
or incurred by a taxpayer in developing
a product the sale of which would
constitute a new trade or business for
the taxpayer gre not paid or incurred in
carrying an e trade or business.

(3} Research performed for others—[1}
Taxpayer nat entitled to resuits. 1f the
taxpayer per{orms research on behalf of
another person ond retains no -
substantial rights in the research, that
research shall not be taken into account
by the taxpaver for purposes of seclion
41. See § 1.43-5(d)(2). ~ °

(i) Toxpayer entitled to results. If the
\axpayer in carrying on a trade or
business performs research on behalf of
other persens byt retains substaniial
rights in the research. the taxpayer shall
take olherwise qualilied expenses for
that research into account for purposes
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o! scction 41 1o the extent provided m
£ 1.41-51d){3).

{4) Pertnerships=(i} Ir general A in-
houst researcl expense vl v Guntoacl
research expense paid or incurred by a
partaership 1 @ qualified research~
expense of the partnership if the
expense is paid or incurred by the
partnership in carrying on 8 trade or
business of the partnership, determined
at the parinership level without regard
to the trude or business of eny purlner.

lii} Special rule for certain

. partnerships and joint ventures. (A} 1l &
parinership of & joint venture [taxable
as a pertnership) is not carrying on the
trade or business to which the research
relates, then the general rule in
paragraph {a}(4)[i) of this section would
not allow any of such expenditures Lo
qualify as quulified research expenses,

(B} Notwithstanding peragrsph
(a}{4](ii](A] of this section. if all the
pariners or venturers ere entitled 1o
make independent use of the results af
the research, this paragraph [8){4)(ii)
may allow a portion of such
expenditures Lo be treated as qualified
research expenditures by certain
partners of venturers. )

[C) First. in order to determine the
ymournd of credit that may be claimed by -
certain partners or venturers, the
amount of qualified research
expenditures of the partnership or joint
venture is determined (assuming for this
purpase that the partnership or joint
venture is carrying on the rade or

. business \o which the research relates).

- [D) Second. this amount is reduced by
the proportioniate share of such .
expenses allocable to those partners or
venturers wha waould not be able to -
clzim such expenses as qualified
research expenditures if they had paid
or incurred such expenses directly. For
this purpose such partners’ or venturers’
proportionate share of such expenses

= soall be detérmined on the basisof such ™~
partners” or vénturers’ shere of
partnership items of incame or gain
{excluding gain allocated under section
704(c)] which results in the largest
proporiionate share. Where 8 partner’s
or venurer's share of partnership items
of income or gain {excluding gain . . . _
allocated under section 704(c]) may vary

- during the period such partneror - -~ -
vanturer is @ partner or venterer in such
partnership or joint venture, such share
shall be the highest share such partner
of venlurer may receive.

(E) Third, the remaining amount of
cualiiied research expenses is allocated
zmong those pariners or venturers who
would have been entitled 1o claim &
credit for such expenses if they had paid
or incurred the research expenses in
their own trade or business, in the

meielive profartions that such parners
or venturers share deduchions for
expenses under section 174 for the
1axebie year thal such expenses are
paid or incurred.

{F) For purposes of secllon 41,
research expenditures io which this
paragraph {a}(4}{ii) applies shall be
treated as paid or incurred direcily by
such partners or venturers. See § 1.41-
9(a){3}ii) for special rules regarding
thess expenses.

{iii} The following examples illustrale
the application of the principles
contained in paragraph {a}{4}(ii} of this
section.

Example f1). A joinl venture [taxable as &
partnership) is larmed by corporations A, B,
and C to develop and market a
eupercomputer. A and B are in the buviness
ol developing compulers, and each has 2 30
percent distribulive ahare of each item of
incomie, gain, 10ss, deduction. credil and
basis of the joint venlyre. C, which is sn
invesiment bankip firm. has & 40 percent
distributive shere of each jilem of income,
gain loss, deduction, credit and basis of the
joint veature, The joint venture agreement
provides that A's, B's and C'p distributive
shares will nol vary during the life of the joinl
venture, liguidation proceeds s 1o be
distributed in sccordance with the partners’
capital account balances, and any partner
with a deficit in its copital eccount fallowing
the distribulion of liguidation procesds ia
required 10 restore the amuuni of such deficit
to the joint venture. Assume in Year 1 that ~
the joint venlure incurs $100x of "gqualified
research expenses.” Assume further that the

joint venture cannot claim the research credit-

{or such expenses because it is not carrying
ot: the trade or business to which the .. .- .

- research relates. In addition A. B, and C are

al] entitled 1o make independent use of the
results of the research. First, the amount of
qualified research expenses ol the joint -
venture is S100x. Second, this amount is
reduced by the proportionate shere of such
expenses allocable 1o C. the venturer which
would not have been able 10 claim such

expenses &1 gualified reaearch expenditures --

if it had paid or incurred them diretlly- T
proportionate share of such expenses is 50x
140% of $100x]. The reduced amoual is 560%.
Third, the remaining 360x of qualiiied
research expenses s allocated briween A
and B in the relative proportione that A snd B

share deductions for expenses under nechion

174. A is entitled to ceal 530x [(30%/
[30% +30%)] $60x) s a qusliflied resesrch
expense. B is alo enbtled to treal 830x
{(30% /(0% + 30%)} 560x] as & qualified
restarch expense,

Example {2). Assume the same [icts asin
example {1} except that the joipt venture
sgreemeni provides that dunng the first 2
vears of the joint venture. A and Bare razh
zllocatled 10 percent of each 11em of income,
gain, iosy, deduction. credit and bosis. and C
15 allocaled 83 percen? of egch item of
incame. gain. loss. deauction. £rodit and
basis. Thereafter the sliocatians are the same
s in example [1). Assume for pusposes of
this example Lthal such sllocalions have

subsiantind economic eficet lor purposer of
section 704 (h}. C s ughiesi shere ol auch
Wemy during the bie of the joint veniure is BU
permen! Thesefore Ot proportionate share of
the joint venture's qualilied research
expenses ia $80x (80% of $100x). The reduecd
amounl of qualified research expenses is
£20x ($100x ~ $B0x). A is entitled to treal $10v
((30%/110% + 10%]] £20x ]} as & qualified
research expecse in Year 1. B is also entitled
1o treat 510x% [[10%/{10% 410%)) 820%) g3
gualilied research expense in Year 1.

[b) Supplics and personol proper!y
used In the conduct of guaolified
reseorch—{1) In penerol. Supplies and
personal properly {excent to the extent
provided in paragraph (b)(4} of this
scction] are uvsed in the conduct of
qualified rasearch if they are used in Lhe
performance of qualified services (as
definad in section 41(b](2}{B). but
without regard lo the last sentence
thereof] by an employee of the taxpayer
(or by & person acting in & capacity
similar ta that of an employee of the
taxpayer: see example [B) of § 1.41-
2{e){5])}. Expenditures [or supplies or for
the use of personal property that are
indirect resesrch expenditures or
genetal and administrative expenses do
not qualify a3 inhouse research
expenses.

(2) Certain utility cherpes—{i} In
general. In general, amounts paid or
incurred for utilities such as water;
electricity, and natural gas used in the
building in which qualified ressarch is
performed are treated as expenditures
for general and administrative expenses.

[41) Extraordinary expenditures. To
the extent the texpayer cap establish
that the special characler of the .
yualified research required additionsl
extraordinary expenditures for utilities,
the additional expendityres shall be .
treated as amounts paid or incurred flor
supplies used in the conduct of qualified
research. For example, amounts paid for
electricity vsed for general lzborstory
lighting are trealed as peneral and =
pdministrative expenses, bul amounts
paid for electricity used in operating
high ensrgy equipment for qualiiied

research {such as leser or nuclear
research} msy be trealed as
expenditures for supplies used in the
conduct of qualified research to the
extent the taxpayer can establish that
the special characler of the research
required an extracrdinary additional
expenditure for electricity,

{3) Right to use persanol property. The
deierrunation of whether an amounl 15
paid to or incurred for enolher person
for the right 10 use personal property in
the conduct of qualified reseasch shall
be made without regard o the
characterization of the transaction as a
lease urder section 168{M(8} {25 tnat
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~echon read before it was reoealed by
the Tax Reform Acl of 1946). Sve
¢ sc1680{8)-1{b).

[} tise of persnnal propeoty in
taxcbie vears begintung aiter December
51, 1985. For taxable years beginning -
after December 31, 1985, amounts paid
or incurred for the use of personal
property are no! qualified research
expenses. except [or any amount paid or
incurred to another person for the right
\c use {time-sharing] corputers in the
conduct of qualified research. The
computer musl be owned and operated
by someone other then the taxpayer,
tocated off the tuxpayer's premises. and
the t@xpayer must not be the primary
uscr of the compuler.

{c} Quolified services—{1} Engoging
/n qualified research. The term
+engaging in qualified research” us used
in section 41{b){2}{B] means the actual
conduct of qualilied research (as in the
case of a scientist conducting laboratory
experiments),

{2} Direct supervision. The term
“direct supervision” as usad in section
41[b)(2}(B) means the immediate
supervision (first-line management} of
qualified research (as in the case of a
research scientist who directly
supervises labaralory experiments. bat
who may not actuslly perforin
experiments). “Direct supervision” does
noi include supervision by & higher-level
marager o whom first-line managers
report even if that manager is 3
qualified research scientist.

(3) Direct support. The term “direct
suppert” as used in section 41(b){2){B)
means services in the direct support of
either— . - C .

{i) Persons engagiog in actual conduct
of qualified research, or - o

(i) Pézsons who ara directly -
supervising persons engaging in the
actuzl conduct of gualified rese=arch. For
examole, direct support of research
ircludes the services of a secrelery for
typing reports describing laboratory
rosulis derived from qualified research,
of a lehoratory worker for cleaning
equizmen] used in Gualified research, of
a clerk for compiling research dsta, and
ef a machinist for machining a part of an
expermental model used in qualified
resea-ch. Direct support of research
activities does not include general
admizistrative services, or other
servizes only indirectly ol berefit to
resescch activities. For example.
services of payroell personnel in
prepenng salary checks ol iaboralory
sciestists. of an accountant for
zecounting for research expenses. ofa
;aniter for general cleaning of 8 research
\aboratory, or of officers engaged in
supervising financial or personnel
matiers do nol qualify as direct support

of research. This : 1wue whether peneral
wgmimisirative personoel are par of the
rescarch € epartmen! or in & separale
gr: -stment. Deeest sepport does nat
include supervision. Supervisory
services constitute "qualified services”
oaly to the extent provided in paragraph
{c)(2] of this section.

(d} Wages paid fur qualified
services—{1] In general. Wages paid 1n
or incurred for an employee canstitute
in-house reseerch expenses only to the
extent the wages were paid or incurred
for qualified services performed by lhe .
employee. If an employee has performed
both gualified services and nonqualified
services, only the amount of wages
allacated to the performance of qualified
sorvices conslitules an in-house
resenrch expense. In the absence of
ancther method of allocation that the
laxpayer can demonstrate to be more
appropriate. the amount of in-house
research expense shall be determined
by mullipiying the total amount of
wapes paid to or incurred {or the
emplovee during the taxeble yvear by the
ratio of the total time actually spent by
the employee in the performance of
quatified services for the taxpayer to the
total time spent by the employee in the
performance of ell services for the
taxpayer during the taxable year.

{2) “Substantially ail.”
Notwithstanding paragraph (d){1] of this
section, if substentially all of the-
services performed by an employee for
the texpayer during the taxable year
consist of services meeting the
requirements of section 41{bj{2)(B} (i} or
(i), then the term “qualified services”
means sll of the services performed by

the employee for the taxpayer during the -

taxabie year. Services meeting the
requiraments of section 41{bj(2)(B] (i} or
(if) constitute substantially all of the
services performed by the employes

during a taxable year only il the wages”

al'ocated [on the basis used for
pusposes of paragraph (d){(1) of this
section} to services meeling the
requirements of s=ction 41{b}{2}(3] (i} or
{ii} constituie at least B3 percent of the
wages paid to or incurred by the
taxpaver for the employee during Lhe
tzxable yezr.

(e} Contract researcn expenses—{1) In
gencrol. A contracl research expense is
65 percent of any expense paid or
incurred in carrying on 8 trade or
business lo any person otner (kaa an
emplovee of the taxpaver for the
perfermance on behalf of the taxpayer
of—

(i) Qualified research as defined in
§1.41-5 or

(ii] Services which. if performed by
emplovees of the taxpaver. would

caiaal Aty

cunsiull Qail e sk Ll
reumung of se.. on STLGETIL,.
Where the contras calls for services
pthit Man skry1ses Uesenied in s
paragraph [e){1} only 65 percent of the
purtion of the amount paid or incurred
that is sitributable to the services
described in this paragraph (e}{1) is &
coniruct resesrch expense.

(2} Pesformunce of qualificd resvarch.
An expense is paid or incusred for the
perfurmance of gualified rescarch aaly
to the extien: thet it is paid or incurred
pursuant {0 an agreement that—

(i) Is entered irto prior to the
performance of the qualified research,

{ii) Provides thal research be
performed on behall of the waxpayer,
and

(ili) Requires the texpayver to bear the
expense tven if the research is not
successiul.

If an expense is paid or incurred
pursuant to an ogreement under which
paymenl is contingent an the success of
the research, then the expense is
considered paid far the product or result
rather than the pezformance of the
research, end the peyment is not &
contract research expense. The previous -
sentence applies only to that portion of
a payment which is contingent an the
success of the research.

(3) “On behalf of.” Qualified rescarch
is performed on behalf of the taxpayer if
the taxpayer has a right to the cescarch
results. Qualified research can be
performed on behalf of the taxpayer
notwithstanding the fact that the
taxpayer does not have exclusive rights
to the results.

(4) Prepaid amounts. Naotwithstanding
paragraph (e](1) of this section. if any
contracl research expense paid or
ineurred during any 1axable veat is
attributabie to quaiified research to be
conducted after the close of such
taxable year, the expense so
attributable shall be trezted for
purposes of section 41(b])(1)(B] as paid
or incurted curing the period dunng
which the qualified rasearch is
conducted.

(S} Excmples. The [ollowing examples
illustrate provisions conlained in
paragraphs [e] (1] through (4} of this
section.

Example {1). A. u cash-method laxpayer

- using the culencar vear es the taxable year.

erters inlo 8 conwacs with B Corporation
under which B is 10 perform qualified
rescasch on behall of A. The contract
requires A to psy B 5300x, reeardiess of Lhe
success of the research, ln 1952, B peciorms
all of the rescarch. and A makes [ull paymernt
of £300x under the toatract. Accordingiy.
during the taxable year 1982, $195x 165
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percert of the pavmen’ of S30Gx] comstiutes
a vontract research expensc ol A,

Exampte (2. The facls are the same a3 in
Eaalipie i) eacep!t dhel B perinrie W
percent of the research In 1983. OF the 51853
of contrazl research expense paid in 1982,

- paregreph (e)14} of this section provides that
. £97.5 (50 percent of 5195x] is a contract’

. research expense [or 1982 and the remaining -
$07.5x is contragt reseerch expenase for 1983.

Exoriple {3). The jacls sre the same agin

exaniple {1). except that instead of calling for
s Rat payraent of £300x, the contrsc! requires
A to reimburae 8 for all expenses plus pay B
S100x. B incurs expenses slribulable 10 Lhe
teseatcn as followa:

Labur S00x
Suppiies 20X
Depreciation on eqUIPDENt-cr s 50x
Cverhead 40x

. WA

Total

Under this agreement A pays B 5300 during
1982 Accordingly. during laxabie year 1982,
§195x (65 percent of 5300x) of the poyment
constitutes 8 contract research expense of A.
Example {4). The [acts sre the same as in
example (3}, except that A egrees to
-reimburse B for all expenses and agrees to
pay B an addiilonal amount of 5160, but the
.udditional $100x is payable only if the .
research is successful The ressarch is
successful and A puys B $300x dusing 1982
Paragraph {}i2) of thiy section provides that
the contingent portion of (he puyment is not
2n expense incurred for the performance of
gualilied research Thus, for taxable year -
1982, $130% 65 percent of the payment of
$200%) constitutes a-contruct research
expense uof A, - .
Example {5). C conducts in-house qualified
- research in carrying on e trade ot business: Ln
. addition, C pays D Corporation. a provider of
compulcr services, $100X 1o develop software
1o be used in snalyzing the resulis C derives
from its research. Becsuse the software
serviges, if performed by an emplayee of C,
would constitule gualified services, $83x of
the $i00x constitules a contracl research
expense of C - :
Exompie {6}, C conducts in-house qualified
research in carrying on C's trede o7 business.
Ia addition. C contracts with E Corporation. &
provider of temporary secretanial services,
fos lhe sesvices of & secretary fora week The
secretary spends the entize week typing
reporis deseriving laboratery results derived
- from C's qualified research. C pavs E 5300 far
the aecreiaial service, none of which
canslitutes wages wilhin the mesning of
section 41(b](ZKD}. These services, il
perfurmed by employees of C, would
constitule qualined servizes witkin the
mesuing of section 51[B)(2HB). Thus. pursuant
1c pacegruph i=)i1] of this section. 5260 [65
poccent of S00) consiitules ¥ contrant
research expense of €
Example (7). C cor.gucts in-house guatified
research ia carrying on C'a trade or businssa
tn addition. C pays F. an ovtsice eccourtant
£100x o keep C's beoks and records
pertaining (o the reseasch project. The
activily carmied on by the sccountant does

not constitute guakified research e denned in
secuiof 41{db. The services periormed by the
accountant. if performed by an employee of
C. would nut contbiule Gualilied pervices ds
defined @ section 41(b)(2){B)}. Thus, under
parapraph (e}(1) of this secuon. no portion of

- |he 5100x conslilules a contrect research

expense. <
§1.41-3 Baee period research expense,
1) Number of years in base period.
The term “base period™ generally means
the 3 taxable vears immedialely
preceding the year for which a credit is -
beinp determined {"determination
-year). However. if the first taxable year
of the taxpayer ending after June 30,
1981, ends in 1961 or 1982, then wilh
respect to that taxable year the term
“base period"” means the immediately
preceding taxable year. If the second
taxublr vear of the taxpayer ending

-after June 30. 1981, ends in 1982 or 1983,

{hen with respect to that laxable year
the term “base period” means the 2
immediately preceding taxable years.

[b) New taxpayers. If, with respect 1o
any determinalion year, the taxpayer
has nol been in existence fot the number
of preceding taxabie years-thal are
included under paragraph {a) of this
saction in the-base period for that year,
then {or purposes of paragraph {e}1) of
this section {relating to the

.determination of average qualified

research expenses during the base
period), the taxpayer shall be treated
as—

(1) Having been in existence for that-.

" . qumber of sdditional 12-month taxable

years that is necessary to complete the
base period specified in paragraph (a) of
this section. and - )

(2} Having bad qualified research
expenses of zero in each of {kose
additional veers.

{c) Definition of base period resecrch
expenses. For any determinalion year,
the term "base period research
expenses” Cieans Lhe greater of—

(1) The average gualified research
expenses for taxable years during thz
base perind, or

(2} Fifty percent of the guzliited
research expenses for the determinalion
year,

{d} Special niles for short toxabie
veers—{1} Short detarmination year H°
\he detesmnination year for which a
research cregit is being taken is a shast
taxable year, the smount taken ilo
account under naragraph (ci(1) of this
section chall be modified by multiplving
\nat emount by the number of manits in
the shost taxable vear 8nd dividing the
rasalt by 12

{?) Short Lase period year. For
pusposes of paragraph {e)ii) of this
section, if a year in the Dase ocriod is @
shorl taxable vear, the qualified

- any partially included months. The

rracarch expenses paic w2iocurred in
the short taxable vear are deemed 16 be
equal to the quahfied research expenues
actually paid a7 incwimed in that year
multiplied by 12 and civided by the
number of months in that year.

{3) Years overiapping the effective
detes of section 41 {section 3 F =i}
Determination yeors. \[ a determination
year includes months before July 15861,
\he determination year is deemed Lo be
¢ short laxable year including only the
months after June 1881, Accordingly,
paragraph (d)(1) of this seciion i3
spplied for purposes of determining the
pase period expenses for such year. See
section 221{d){2) of the Eronoinic
Recavery Tax Act of 1951.

{ii} Base pericd years. No adjustment
is required in tbe cose of a base period
year merely because it overiaps june 30,
1631

[4) Number of months in o short
taxoble year. The number of months in a
short taxable year is equal to the
number of whole calendar months
caonluined in the yesr plus frections for
fraction for a partially included month is
equal 1o the number of days in the
month that are included in the short!
raxable year divided by the total

_rumber of days in that month. Thus, if a

short taxable year begins on January 1.
1982, and ends on June 9, 1962, it
consists of 5 end 9/30 menths.

(=) Examples. The follcwing examples

- illustrate the application of this section.

. Exampie (). X Cotp- an acerunl-nethod
taxpayer using (he calendar year agits .
waxable year, is organized and begias ..

- carTying oa & trade or businzss dusing 1573

snd gubsequently incurs gualified research
expenses os foliows:

1979 £10x
1960 . 150x
1/1/B1-8/30/81 [
7/1iB1~12/21/81 110n
19E2 250x
1983 450x

(i] Determination year !951. For
determination year 1961, the base period
consists of the immediately preceding taxable
year, calendar yenr 1980, Because the
determinalion year includes months belore
|uly 1831, paragraph (d}(3)(i} requires that Lhe
delermination year be treaied an & chort
taxabic yeer. Thus. jor purposes of parsgraph
{c}{1]. es modified by paragraph [d}1), ‘he
averege qualified research expenses [or
taxzbie vears during the base period are §75x
{$130x, the sverags qualiiied rexearch
expenses for the base period. multolied by 8.
the number of meaths in the determunatien
year after june 30,1581, and dividC by 12).
Because (his amount 1€ greater 1bak tne
amount ¢elesmined undec paragraph ()2}
|50 percent of the delerminglion veat's
qualibied research expense of 5110x, or §335x).
the Amount of base pesiod research expenees
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1s $05% The credit {or deleminsizon year
<up1 1s equil t 23 peccent of the eacess of
vi- s [Ibe qualilied tesearch expenditures
kPR Gl Lie GEIEDIRElIow Y EET
inciuding only expenditures secrued on or
atver [bly 1, 1981, through the end of the .
determinution your} over $75x [the base

ripd resesrch expenses),

(i} Daterminotion yeor 1842 For
delermination yeur 1582, the base period
" cunsiss of the 2 immedistely preceding
{axeble yeass, 1857 and 1881, The amoun)
determined under paragraph (c)(1} of this
section [the wverspe qualified research
expenses for Luxable years during the base
peciod] is $175x [i§150x + 590 + $110x}/2).
This amount is greater then the amount
determined under paragraph [c)(2) {50 percent
of S250%, or $125x]. Accordingly. the amoun
of base period reseeech expenses is $175x.
The credit for deicrmination year 1962 s
equal o 25 percent ol the excess of $250x (ihe
qualified resenrch expenses incurred duting
the delecmunation year) over $175x [the bane
period resesrch expenaes).

(iii] Determinotion year 1983, For
delermination yesr 1983, the bexe period
consisis of lhe 3 immedialely preceding
1axable years 1980, 1981 and 1982, The
amnount delermined under paragraph (cK1j of
this section |the sverage qualified research
expenses for taxable years during the base
period} is $200x {[§150x + 5200x +5250x}/3).
The amound determined under paragraph
{c)2] is S225x (50 percent of the $450x of
gualified research expenses in 1963). .
Accordingly, the amount of base period
resesrch sxpenses is 5225x. The credit for
determinstion year 1963 i equal to 25 percent
of the excess of 5450 (the qualified research
expenses incurred during the determination
yenat) over 5225x (the base period research -
expenses). .
.. Exompie (2). ¥, an accrual-basis i
corporation using the calendar year as iis
taxable yesr comes into existence and begins
camrying on a irade or busineas on July 1.
1583, ¥ incurs qualilied research expenses as
lallows: -

7{1/85—12/231/83 $80x
1965 200x
21985 200x

{i] Geterminotion year 1983. For
delecminiation year 1983, Lhe base period
coasisls of the 3 immediately preceding
taxabie years: 1960, 1961 and 1982 Although
¥ was not in extslence dyring 1580, 1881 and
1982, Y is treated under perspraph (b] of this
secLiph a3 having been 1n exislence during
tiiose years with qualified research expenses
el z2ro. Thus. the amount determined under
pazagraph {2)i1) of this seclion {the sverage
quslified research expenses for taxable years
dunng the base period) is $0x
([50% + 50x + $0x]/3]. The amoun! determined
yader paragraph (c}i2] of this section is F0x
[50 prrcent of $80x). Accordingly. the amaunt
of base pesiod cesearch expenses is S40x. The
crodit for determinelion vear 1903 is equal to
25 percent of the #xcess of 530x [1he qualified
reseafth expenses incurred duaing the
determinaton vear] over Sa0x (the base
penod research expencesh

{ii) Determination yvear 1883, For
dclerminalion vear 1984, the bause period
consists of the 3 immediately preceding

Iaxable veors. 1981, 1952, end 1983, Under
parsgrapk (b} of tnis secuion. Y 15 Ueatrd 8s
having beee in 2yustence dunng years 1981
URG 3905 wivh quaiiiied research papenses vi
zero. Beguuse july 1 through December 31,
1683 is » short tenable vear. paragraph (d]i2)
al this section requires that the gualified
research expenses [or thst vear be adjusied
to $160x {or purposes of delermining the
averuge qualified rescarch expenses during
the base period. The $160x resulis [rom the
actua) qualified research expanses for thet
year (860x) multiplied by 12 and divided by &
(the number of months in the short taxable
year). Accordingly, the amoum determined
under paragraph (cj(i} of this szclion [the
average qualified research expenses for
texable vears during the base period] is
$53%x {[S0x + 50x +$160x]/3). The amount
delermined under peragreph {c)[2) of this
sectian is $100x [$0 percenl of $200x). The
amount of buse period rescrrch expenses is
$100x. The credit [oc determinntlion yenr 1904
is equal to 25 percent of the excess of $200x
[the qualified research expenses incurred
during the determination year] over §100x
[the buse period rescarch expenses).

{iii} Determination year 1905. For
determination year 1985, lhe base period
consists of the 3 immadistely preceding
\axuble years: 1962, 1583, and 1984. Pursuanl
10 parsgraph (b) of \his section, Y iy trested
os having been in existence during 1982 with
qualified research expenses of zero. Because
July 1 through December 31. 1982, is a short
taxabie year, paragraph [d)2) of Lhis section
tequires that the qualified research expense
for that year b adjusted to $160x for
purposes of delermining the average qualifted
research expenses for taxable years during
the base period This $160x is the aclual
qualified research expense for thal year

- [$80x} multiplied by 12 snd divided by & [the

number of months in the short taxable year).
Accordingly, the amount determined under
paragraph (cj(1) of this section (the avernpe
gualified resenrch expenses for taxable years
during the baze period) is §120x

" {[S0x + 5160x + 5200x)/3). The smount

determined under paragraph (¢} 7] of thia
section is S100x [30 pereent of $-00x). The
amount of base period resesrch expenses is
$1200 The credit for determination yeur 1985
is equil 1o 25 percent of the excess al $200x
{the gualified research expenses incurred
during the delermination year} over 5120x
[the base period resestch expenaes).

§ 1.41~4 Qualified research for taxable
years beginning alter December 31, 1985,
[Aeserved]

§ 1.41-5 Quallfied reaearch lor taxable
years beginning sefore January 1, 1986, .
{a) General rule. Except as otherwise
provided in section 30{d) {2s that section
read befare zmendment by the Tax
Reform Acl of 1938} and in this seciion,
the term “qualified research” means
research. expenditures for which would
be research end expesimental
expendilures within the meaning of
sectivn 174, Expencitures that are
ineliaible for the section 174 deduction
eleciians are not expendiures far

qualilied reseurch. For éxampie,
expenditures for the scquisition of land
or denreciable property used in
research, snd minera! exploraiion costs
described in section 174(d], are not
expenditures for qualified research.

{b) Activities aulside the United
States—{1] In-louse research. In-house
research conducted cutside the United
States (a5 defined in section 7701[a)(9))
canno! constitute qualified research.
Thus. wages paid to an employee
scientist for services perlermed in a
laboratory in the United States and in 2
test stalion in Antarctice must be
appartioned between lhe services
performed within the United Siales and
the services performed outside the
United Staies, and only the wages
apportioned to the services conducted
within the United States are gualified
rescarch expenses unless the 80 percent
rule of § 1.41-2{d)i2} applics.

(2} Contract research. I contrict
research is performed partly within the
Uniled States and parlly without. only
65 percen) of the portior: of the cantract
amouni that is attributable 10 the
research performed within the United
Siates can gualily s contract research
expense {even if BO percent or more of
the contract amount was [or research
performed in the United States).

{c) Sociol sciences or humanities.
Qualified research does not include -
research in the sacial sciences or
humanities. For pusrposes of seclion
30[d){2) {as that section read before
amendment by the Tax Reform Act of.
1906) and of this section, the phrase
“rescarch in the social sciences or - .
humanities” encompasses all areas of
research other than research in a fieid of
laboratory science (such as physics or
biochemistry), engineering or
1echnology. Examples of research in the
social sciences or humanities include
the develoomant of a new life insurance
coniracl, a8 nuw econamic medei or
theary, a new accounling procedure or a
new cookbook.

(d) Research funded by any grant,
contract. or atherwise—(1) {n general,
Reseatch does not conslitule gualified
research to the exten it is funded by
any grant, contract, or atherwise by
another person (including any
governmenial entity). All agreements
(nol only research conlracts) enlered
into Letween the taxpayer performing

the rescarch and other persons shall be
cansidered in cetermiming the extent lo
vehich the research is funded. Amounis
payahls under any agreement thal are
contingent on the suzcess of the
research and thus considered 1o be paid
fur the product or result of the recearch
[sve § 1.41-2(e){2)) ere not treated o5



e Froe. ui Kegisier ¢ rue

[ S i

A e A —— -

Junding. For special ruies regarding
funding between commonly controlled
businesses, see § 1.41-8(e).

|2) Fesearch 1 which teapayer
retoins no rights. 1§ a taapayer

performing resezrch [or anolher pesson
retaing no substantial rights in research
under the agreement providing for the
research, the research is treated as fully
funded jor purpases of section
41(d)(4)(H), and no expenses paid or
incurred by the taxpaver in performing
the tesearch are qualified research
pxpenses. For example, il the taxpayer
performs research under ap agreement
thal confers on ancther person the
exclusive righ! to exploit the results of
the research, the taxpayer is not
performing qualified rescarch because
the research is treated as fully funded
under this paragraph (d){2). Incidental
benefils to the taxpayer {rom
performance of the research ({or
example, increased experience in a field
of research} dov not constitute
substantis) rights in the research. 1l a
taxpayer perforining research for
another person retains no substantial
rights in the research and if the
payments to the researcher are
contingent upon the success of the
research, neither the performer nor the
person paying for the research is
entitled 1o treat any portion of the
expenditures as qualified research
expenditures. . -

(3) Reseorch in which the taxpayer
retoins substontial rights—{i} In general.
If a taxpayer performing research for
ancther person retains substantial rights
in \he research under the agreement
providing for the research, the resegrch
is funded to the extent of the payments

.{and fair markel value of any property)

to which the taxpayer becomes entitled
by performing the research. A laxpeyer
dues not relain substantial rights in the
rescarch if the taxpayer must pay for the
rigst to use the resulls of the research.
Escepl as otherwise provided in
paragrapn (3}{3}(ii) of this section, the
taxpaver shall reduce the amouni paid
arinzurred by the taxpayer for the
research that would. but for section
1(d}{4)(H}. constitute gualified research
expenses of the taxpayer by the amount
of funding determined under the
preceding sentence. . .

{ii) Pro rata allocation. If the taxpayer
can establish 1o the satisfaction of the
district-direclor—~- -~ - S

{A) The 10:al amount of research
expenses.

(B} Thal the 1o1a) amount af research

- expenses exceed the funding. and

(C) That the otherwise quzlilied
research expenses [thalis, the expenses
which would be gualified research
expenses if there were no funcing]

exceed 65 percent of the funding. then
the taxpaver may ellocate the funding
pro rala to nongqualified and otherwise
gualified re.-erch expeases, ratner than
aliocating it 100 percent to otherwise
qualified research expenses {2s
provided in paragraph [d}(3}() of this

"section). ln po evenl, however, shall less

ihan 65 percent of the funding be
epplied agains! the otherwise qualifiec
reseafch expenses. ' )

(iii) Project-ky-project determination.
The provisions of this paragraph {d)[3)
shall be applied aeparately to each
research project undertaken by the
taxpayet.

{4} Independent research and
development under the Fedsral
Acguisition Regufations System and
similar provisions. The Federal
Acquisition Regulations System and
sirailar rules and regulations relating to
coniracts [fixed price, cost plus, etc.]
with government entities provide for
allocation of certain “independent
research and development corts” and
“bid and proposal costs” of a contractor
to contracts entered into with that
contraclor. In general, any “independent
research and development costs” and
“bid and proposal costs” paid to a
taxpayer by reason of such a coniract
shall not be treated as funding the
underlying research sctivities except to

. the extent the “independeni research

and development costs” and "bid and
praposal costs™ are properly severable
from the contract See § 1.451-3(s); see
also section 804(3)(2} of the Tax Relorm
Acl of 1985 -

- {5] Funding determinable only in
subsequent taxable year. 1f at \he time
the taxpayer files ils return for a taxable
year, it is impossible to detennine lo
what extent particular rescarch
performed by the texpayer during that
year may be funded. then the taxpayer
shall treat the research as completely
funded for purposes of compleung that
return. When the amount of funding is
finaliy determined. the taxpaver should
amend the relurn zngd any nierim
returns to reflec: the proper amount of
funding.

(6} Examples. The [ollowing examples
iliustrate the applicatian of the
principles contained in this paragraph.

Example {11 A enlers inia & contiact with
B Corporalion. s cash-mcihod taxpayet uling
the calendar vear as ils larable year. under
which 8 s to perform research thal would.
bul for section ¢1(2H3i[H). be gqueliicd
research of B. The sgreement calls fas A fo
pay B 5120x, regardless of the gulcome of the
research. in 1682 A meaes full payment of
$120x unaer the contract, B perfonus ail the
research. and B pavy all the expensey
connecied with Lhe research, as follows:

In-house ressatih expensed ... $100%
Quiside research
lAmount 8 peid to third porties
for reseascn, b3 persent cf

which {E26x) is treated es a

comract reecarch expense of By, 40x
Overhend and other eXpenses ... 10x
Total 150

If B has o righta 1o the research, B is fully
funded. Allernatively, assume thal B rethine
the right ta use the results of the rescarch in
carrying on B's business. Of B's otherwiae
qualilied research expenses of $128x + S},
$120x is treated a5 funded by A. Thus 36
{S120x — $120x} is reated as & qualified
research expense of B. However, if B
eslablishes the facts required under
puragraph {d}{3) of thia section, B can
sliocate the funding pro reta 10 nonqualified
and otherwise gualified resenrch expenses.
Thus F100.8x {$120x (5126x/5130x]) would be
ellocated 1o otherwise qualified research
expenses. U's qualified reaesrch expenscs
would be §25.2x [$128x — $100.8x}. For
purposes of the following examples (2. (3)
and [4) skaume thal B retnins substantial
rights to use the resulls of 1he research in
carrying on B's business.

Example {2). The facis:are the same as in
exampie {1) {assuming tha) B retains the tight
to use the resulls of the research in carrying
on B's business) except thal, slilhough A
makes full paymen! of $120x during 1982 B
does not perform the research or pay the
sasociated expenses until 1983, The
computations are unchenged. However. B's
qualified research sxpenses delermined in
exampie (1) are qualified rescarch experses
during 1943, : .

Example [3). The facts are the same 25 in
example [1) [rssuming that B retains the right
10 use the results of the resezrch in carrying
on B's business) exsept that, although B
performs the researck aad pays the
associated expenses during 1962, A does nol
pay the 5120x until 1333. The compu'ationy
sre unchanged and the smount determined in
example [1) is 8 qualified reszarch expense of
B during 18982

Example f4). The (acls are the s2me #a in
cxample (1) {assuming thal B retains (ke right
ic use the revelis of Lhe research in cartng
on B's business) excepl thal, instead of
czrecing to pay B S13(e A agrees 10 pay
$100x regardieas of the cutcome and an
sdditional $20x aniy if B's research produces
s useful product. B's research produtes 3
useful product and A pays B $120x during
1982, The SXx payment that is conditional on

the success of the ressarch is not trealed a3
Furding. Assuming thet B establishes 10 the
satisfaction of the disirict direcior the actual
rosearch expenses. B can aliocete the funding
\o nongualified and ntherwise auahified
research expenses. Thus S84x [S100x 11253/
$150x)} wouid be aliocated 10 biherwize
qualified resesrch expanses. B's quatified
research expenses would be $$2x [5126x —
SEex).

Examgle (5). C enters inla & contract with
D. a cash-method \axpayes using the celendar
year a3 ils taxable year, uades which D i o
perorm research ie which boln C and D wiil
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aave aubsianbsl mghic Cagrees 1o re mburse
1 for B2 perzent of I's expenses lur ne
research U peiorme pert ohihe resenrch in
1uns and thy rest 1n 1864 AL toe e LD
files its retum [or 1862, O fs unable to
deterenine the extent to which ihe research iy
funced vnder the provisions of this
patagraph. inder these circumstances. D
mav not treat sy of the expenses paid by O
fot this resensch Guring 1962 a3 qualilied
reseatch expenses on ils 1932 retum. When
the project is complele and D can detcrming
1ke extent of funding, O should file un
prmended relurn for 1382 10 lake intg accoun!
sny qualified research expense far 1902,

£1.51-6 Baslc research for taxable years
peginning atler December 31, 1985,

{Reserved)

§1.61-7 Basic research for tax able yesrs
beginning betore January 1, 1966.

|a) In generol. The amount expended
for basic research within the mearing of
seclion 30[e] (before amendced by the
Tax Reform Act of 1986) equals the sum
of money plus Lhe taxpayer’s basis in
1angible property (oiher than land)
zapsierred for use in the performance of
basic research. T -

{b) Trade or business requirement.
Any amount treeted as 8 contract
research expense under section 30(e}
[beiore amendment by the Tax Keform
Act of 1986} shall be deemed to have
been paid or incurred in carrying on 2
trade or business. if the corporation that
paid or incwrred the expenses is actually
engaged in carTying on some trade.or
business,

(c] Prepaid amounts—{1} In genesal. I

any basic research expense paid or
incurred during any laxable yearis
sttribulzble lo research \o be condicted
aiter the close of such laxable year, the
expense 5o attributable shal) be treated
for purposes of sextion 30{b){1)(B}
{beore amendment by the Tax Reform
Act of 1585) as paid or incurred during
the period in which the basic research is
conducted. )

(2} Tronsfers of proper:v. In the case
of znelers of praperty 1o be used in the
periormance of basic research, the -
research in which that property is to be
used shall pe considered io be
conducied ralably over a period
begiarning on the dey the property is first
so used and caniinuing for the number
of vears provided with respect 1o
prosarty of that class under section -
168c)2) {before amendment by the Tax
Refarm Act of 1836). For examyle. if an
item of preperty which is 3-vear
preperty unde: section 168(c] is
tragsfered 19 3 vniversity for basic
reszarch on january 12 1983. ond is first
so used by e umverzity on March 1,
1823, then the research in which that
praperty is used is censidered 1o be

condncied rvably from March 1. 1880
through February 28. 1988,

Id} Writlen resenrch acreement— 1)
in ganerol. A wrilten research
apreement must be entered into priar to
the performance of the basic research. -

(2} Agreement between a corporation
and o qualified organization ofter June
30, 1983—1i} In general. A wrilten
research agrecment between a
caorporation and 8 qualified orpanization
(including @ gualified fund) entered inta
after June 30, 1983, shall provide thal the
organization shall inform the
corporation within 60 days after the
close of each taxable year of the
corporation what amount of funds
provided by the corporation putsuant 1o
the agreement was expended on basic
rescorch during the taxable yesr of the
corperation. In determining amounts
expended on basic research, the
qualified organization shall take into
account the exclusions specified in
seclion 30{e}[3) {before amendment by
the Tax Reform Act of 1986) and in
paragraph (e} of this section.

(ii) Transfers of property. In the case
of transfers of property (0 be used in
basic research, the agreement shall
provide that substaniially all use of the
property is io be for basic research. as
defined in section 30{e)(3} {before .
emendment by the Tax Reform Act of
1986). .

(3} Agreement be:weén o qualified

fund and a qualified educational

organizalion after june 30, 1983. A
written research agreement betweena . - -

- gualified fund and a qualified

educational organization [see seciion
3a{e)(4)({B}iti} (before amendment by the
Tax Reform Act of 1886)) entered inio”
after June 30, 1963. shall provide that the
qualified educational organization shall
furnish sufficient information Lo the
qualified fund to enable the qualified
fund to comply with the written research
apreements it has entered into with
grantor corperations, including the
reguirement set forih in paragraph (di(2}
of this sectian, .

{e) Exciusions—|1)} Aesearch
conducied cutsige the United S:ates. i 8
\axpayer pays or incurs an amount for
basit research to be performed partly
within 1he Uniled Siates and partly

. without. only &5 percent of the portion ol .
. the amount aétribulable 10 research - -

pedermed within the United States can
be trezied as a contract research
cxpernse {cven if B0 percent af more of .

the contract amount was for basic .

research pesformed in the Uniled
States).

(2) Research in ihe social scienues o8-
humonities. Basit research dogs oot -~
include research in the sociul smEnces

—

ot humanibies, withan the meanie of
£ 1 41-5ich

19 Pracedare far pikine an eleslon
o bz treaied ©s o guahfed fund. in
orger 1o moke an elechion to be \realed
a6 a quakihed fund within the meamng
of section 39{e}{4)(B)liii) (before
amendmen! by the Tax Reform Act of
196! or a3 an organizalion described in
seclion $3[r}{6){D). the oreanizétion
shall file with the lniernal Revenue
Service centet with which it [iles its
snnual return a slatement thal—

{1) Sets oul the name, address. and
taxpayer identification number of the
electing organization (the "taxpayver’}
and of the organizelion that established
and maintains the elecling organizalion
{the “controlling crganization™),

(2] tdentilies the election vs an
cleclion under section 41(e}{6)(D} of the
Cade,

13) Affirms that the controlling
arganization and the \axpaver are
seclion 531(c]{ 3} organizations,

{4) Provides that the iaxpayer elects Lo
be trealed as & private foundation for all
Code purposes other than section 4934,

(5) Aflirms that the taxpayer satislies
the requirement of section
£1{e)(6HDI(ii). and

(€) Specifies the date on which the
elaction is 1o become effective.

If an election ta be trealed as a qualified
tund is ied before February 1. 1982, the
election may be made effective as af
any dute after June 30, 1981, and before
January 1,1988. If an election is {led on
or after February 1. 1982, the election
may be made effective as of any daie on
or after the dule on which the eiection is
filed. - -

§1.41-8 -Aggmgzﬁcn of expenditures.

{a} Controlied group of corparations;
trodes or businesses undar commnn
coniral—{1} In general la determining |
the amouni of research eredit adowad
wilh respect tu a trade or business that
at the pnd o7 its taxable yearis a
member af & cantroiicd group oi
corparations or 8 membuer oi 8 aroup of
Irades or Businesses under comman
cortral, all members of the group are
treated ss a single \axpaver and the
credit [ any) ailowed to the member is
detecmined on the basis of its
proportionate share {if any) of the
increase in qualified research expnnsas
of the agpregaled prowp. :

12} Definition of irnde ar business. For
pupases of this secticn. 3 trede or
business is-A sole propisielorship. a
partnorship. a trust, an cstate. or a
rurporation Ihat is carrying on a iradc or
Lusiness [wilhin the measnung af secuon
162]. For purposes of Lhis reclion. any
carporztion thi tis a member of a
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commoniy cunttuiies group shah be
¢ecmed to e carrving on @ trade or
tusiness if wuny other member of (nat
[l i5 Ludfying OB 2AY Mrade o1
business.

(3) Determination of common cortrol.
For rules for determining whether trades
or businesses are under common
control, see paragraphs (b}~{g] of § 1.52-
1 except that the words “singly or” in
§ 1.52-1(d)(1)(i) shall be treated as
deleted.

(4) Examples. The following exampies
ustrate provisions of this paragraph.

Exomple (1)- (i} Focts. A controlied group
ol Four corparations [all of which sre
ealondar-year taxpayers) had qualified
resesrch expenses (“research axpenses”)
during the base period and tuxable yesr as
{oliows:

Base paiiod | Tazabre
Corpargbon (average) yant Change
P S 2] 540 5201
1w 15 H
a0 m 40
15 25 10

[ii} Tolol credit. Because the research
expenses of the four corporutions are wreated
as il made by onc 1axpayer. the total amount
of incremeatal expenses eligible for the credit
is §33 (S55 increase atiributable 10 B, C., and
D less 520 decrease altribulable 10 A). The

1otal amount of credit allowable to members

of the group is 20% of the incremental kmount
or 57.00. o .

{iii) Alfocotion of credit. No amourit of
credil is 2llocated 1o A since A'a rescarch
expenses did not increase in the taxable yesr.
The $7.00 credit is sliocated to B, C. and O,
the members of Lhe group that increased their
research expenses. This sllocation is made
on 1he basis of the ratia of each corporation’s
increase in ils research expenses (o the sum
of increases in those expenses. Inasmuch aa
I=e total increase made by those members of
the grovp whose research expenses rose [B.
C. and 31 was 553, B's share of the 52.00
credit is 5/55: C's share is 40/55%: and D's
share is 10/53. .

Excmaie (2). The facts are the same 25 in
example (i) except that A had zero research
cxpenses in 1he taxabie year. Thus, the
controlied group had a decrease rather than
a0 increase in agoregale research expenscs.
Arcordingly. no smount of credit is allowuble
10 any member of the group even though B. C,
and D aciuelly increased iney research
pxpenses in comparisan wilh Lheir awa base
pecod expenses.

(b} Minimum base period research
expenses. For purposes uf this section.
the rule in section 41lc){3) (perlaining to
minimum base periad resezrch
expenses) shall be applied only to the
«paregate amount of bzse period
riseacch expenses. Sae the treatment of
corporalion C in exampie (1) of
paragraph {a){a} ol this section.

l¢) Tex gcoouniing periods used—i{l)
in general. The credit sliowslle u a
memher of 8 contrulled group of
curpurauuns or ol a group of trades or
businesses under common control is that
metnber's share of the uggregule credil
computed as of the end of such
member's taxable vear. In computing the
sggregate credil in the cese of a group
whase members have different taxable

. years, a member shall generally treal the

laxable year of another member that
ends with or wilhin the determination

“year of the compuling member as the

determination yesar of thel other
member. The base period research
expenses lchen inlo account with
respect to a determination vear of
another member shall be the base
period research expenses determined for
that year under § 1.41-3. except thal

§ 1.41-2(c)(2) shali be applied anly at the
aggrecate level.

(2) Special rule where timing of
research is manipulated. If the timing of
research by members using different tax
accounting periods is manipulated to
generate s credit in excess of the
amount that would be allowsable if all
members of the group used the same tax
accounting period, the district director
may tequire each member of the group
to calculate the credil in the current

“taxable year and all future years as il all

members of the group had the same
taxable year and base period as the
computing member. - -

(d} Membership during toxable year
in more than one group. A trade or
business may be a member of only one
group for a taxable year. If, without
application of this paragraph, a business
would be a member of more than one
group at the end of its taxable year, the
business shall be treated as a member of
the group in which it was included for
its preceding texable year. if the
business was not inciuded for its
preceding taxable year in uny group in

which it could be inzluded as of the end -

of its 1axable vear. tire business shall
designate in its timeiy filed {includiog
extensians) return the group in which it
is being inciuded. If the return for a
taxable year i5 due belure July 1. 1983,
the business may designale ils group
membetship through an amended retum
for that year [iled on or before June 30.
1833. If the business does not so
designate, then the disirict director with
audit jurisdictian of the return will
determine the group in which the
business is (o be included.

ie) Intro-group trensactions—i1) In
gereral. Because all members of a group
under common conlrol are trealed as a
single taypaver for purposcs of

determimng Lhe reseur b credit.

translers Leiween members o) the gro:
are penerally disrege-ded

12} In-hoase resea ch eaeeases. W one
micmber of 8 group perfurnis yo. Llied
research on behall of anather member.
the member performung the research
shall include In ils qualified resesrch
expenses any in-house research
expenses for that work and shall not
treat any ampun! received or accrued as
funding the research. Conversely, the
member for whom the rescarch s
performed shall nol treal any part of any
armoun! paid or incurred as B contracl
research expense. For purposes of
determining whether the in-house
rescarch for that wark is qualified
research, the member performing the
research shall be treated ns carrying on
any trade or business carried an by the
member on whose behall the research is
performed.

(3) Contract research expenses. U a
member of 2 group pays or incurs
contract research expenses 1o a person
outside the group in catrying on the
member's trade or business, thal
member shall include those expenses as
qualified research expenses. However. if
the expenses are not paid or incurred in

carrying on any trade or business of thal -

member, those expenses may be taken
into account as caniract research

* expenses by another member of the -

group provided that the other member—

(i} Reimburses the member paying or
incurring the expenses, and

(it} Carries on a trade or business to
which the research relates.

(4} Leose Payments. The amount paid
princurred to another member of the

. group for the lease of personal prapertly

owned by a member of the group is nol
\zken into accout {or purposes of
section 41. Arnounts paid or incurred 1o
another member of the group for the
lease of personal preperty owned by a
person outside the group shail be taken
into account as in-house research
expenses for purposces of section 41 only
io the extent of the lesser of—

(i} The amount paid or incurred to the
other member. or T

(ii) The amount of the lease expenses
paid to the person outside the group.

(5) Payment for supplies. Amtiounts
paid or incurred 1o another member of
the graup for supplies shall be \aken inu
4ccount as in-house research expenses
for purposes of section 41 unly 1o the
extent of the lesser ol—-

{i} The amuun! paid o incurred 1o the
other member. or

{ii} The amourt of the other member’s
husis in the supphes.
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[a) Aliocetions—(1) Curporelon
el iA6 S0 B alroie GilTL o Lanaisl
s—i) Pass-through. for ieacbie yeurs
beginming ofter December 31, 2032, i,
the case ofon S corporation. In the case

~ of an § corporation {as defined in
section 136t the amount of research
credit computed for the corpor tion
shall be aliocated to the shareholders
according 1o 1he provisions of section
1366 and section 1377. )

(i) Pass-through, for taxabie years
beginnirg before Janud’y 1, 1983, in the
cose of a subchapter S corparniion. In
ipe casa of an electing smalt husiness
corporation (es Jefined in section 1371
% thal section read before the
zmendments made by the Subchapter S
Revision Act of 1932), the amount of the
rescarch credit compuled for the
corporation fur any taxable year shall
he apporticned pro rata amcng the

gssons who are gharenolders oi the
corporation on the lest day of the
carporalion’s taxable yvear.

(2) Pass-throvgh in the cose of an
estote or trust In the case of en estate
ar trust, the amouni of the research
credit computed for the eslaie or wust
for any taxable year shall be
apportioned among the estale or trusl
and the beneficiaries on (he basis of the
income of the estale ot trust allocable o
each.

{3) Pass-through in the case af o
partnership—li} In generol. In the case
of a parinership, the research credil
computed for the partnership for any -

. taxable year shall be apportioned
among the persons wha are parners
during the texable yearin accordance
with section 704 and the regulations
thercunder. See, for example, § 1.704=
1[b){4](ii). Because the reseerch credit is
an expenditure-based credit, the credit
is to be aljocated among the parters in
the same proportion as seclian 174
expenditures are ailocated for the vear.

{ii) Certain expanditures by joint
ventur=s. Research expensss 10 which
g 1.41-Tia)(s)0} epplies shail be
appartioned among tke persons who are
parners during the taxable yearin
sccordance with the provisions of that
section. For purpases of section 41, these
expenses shall be treated as paid of
{nawred directly by the partaers rather
than by the parinership. Thus. the
partnership shalt ¢isregard thess
expenses in computing the credit io be
anportoned under paraaraph {a)(33{i) of
this sectian, and in making the
computations under gection 41 ezch
partner shall aggregate it distributive
shars of these exp2znses with ather
research expenses of the partner, The
limitation on the zmount af the credit se*

out in sechion 41{g) pnd in paragraph (€
of this section shail put apply because
o medit in LamRLITe b i pAT
not the partnership.

(4) Yecr in whith token info accourt.
An smount apporlioned 10 8 peison
under this paragraph shall be \zken int0
eccount by the persan in the taxzkie
vear of such persoa which or within
\which the taxable year ol lhe
corporation, estate, trust, or paripership
(=& the case may be) ends.

(5} Credit uliowed subject to
limitotion. The credit allowable to any
person to whom any amount has been
appurlioned under paragraph (a){1). (2)
or {3)(i) of this seclion i3 subject to
spction 41fg) and socijons 38 and 39 of
\he Code, if applicable.

(b} Adjustments for certain
GCguisitions and dispositions—Mzening
of terms. For the me aning of
"acquisition,” "separate unil,” and
“major portion.” see paragreph {b) of
§1.52-2 An “gequisition” includes an
incorporation or 8 ligquidation.

{z) Speciol rule for pass-through of
credit. The special rule conlained in
section 41(g) for the pass-through of the
credit in the case of an individual who
awns an interest in an unincorparaie
trade or business, is 8 partaer ina
par-nership. is a beneficiary of an estale
or trust, oris & shareholderinan 5
corporation shall be applied in
accordance with the principles se! forth
in §1.53. ' ’

(d) Carrybock and corryover of
unosed credits. The taxpayer 10 whom
the credit is passed through under
parzgraph {c) of this section shall not be
prevented from appiying the unused. -
porlicn in 2 carryback or carryover year
merely because the entity that eamed

\he credit changes its form of conducting
- business. . :

Lawrence B. Gibbs.
Commissioreraf fa terncl Revenue.

Approved: April 8 1989.
Jobn G. Wilkins,
Acting Assistant Secretary of the Treasiry-
[FR Doc. 8310867 Filed 5-16-£%; 3:43am)
PILLING CODE AEI0-01-4
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which the hmustion provided under paralglrph [1XA) fer
Nack tabtble yesr racends LW s of—

{i} e eredit sllon sble under LA sor ion lor wack Waabile
yuar, andd

Hii) the amounts shich, by reason of this puragraph, am
pdded 10 Lhe amour) allowable lor such weable year and
whuch ary sutribyviable in ezable yean preceding L unused
oredil pear.

i} Carunin Regulaind Companies.—~No credit atinbyta-
bt 9 CompeatsLoh Wken inte sccount for the Miemaking
purpoers invohvet shall be slowwd under Lbit srcivan 0w
LT VT ifem

(A} U zpuyer's cou of srvice for ratemaking purpones
o i fegulsied books of scrounts 1 reduced by reasn of
By portsas of sach cradit whick rewlu from Use Laaser of
rmpleyer meunieg o b 16 a7 trrdis eosployer wch
amm-lﬂmthmmmnudm

A

[BY Uhe base s which Ut ipayer’s e of ium e
ratemaking purpoary s eppbed is reduced by resson of any
poruion of suck eredin which resulys from & vrensfer decribed
o subpuragraph (A} Lo such cmpioyee stork ownersup plaa;
oar

(Camy porvwon of (he amount of such credit winch el
from o tramsler describad o subpragraph (A} 19 wch
cmplovee sach vemership pun 8 tresied [or Mvemaking
purpowrs W Apy way siher vhan st though i kad beew
cominbuled By LA LAX A yEF L Chim man shareholders,

Under reguiacions prescriband by (e Sercresary [sc], robes
similer o the rules of peragrapha (4) and (75 of srcien S8t0)
shall apply for purposes of Lt preceding MenLence.

Trw above amundment sppliss 10 tax yesrs beginring
aftr Dwormsber 31. 1961, and 9 carvybecks fromp esch
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PL %200, § XD

Acv Ser. 491ieN2) smerded lermer Cade 5
SCc X AN} by solung s “wrioe $0BA" "
1 Lirw shereod “areLm W09 - 0 nmning

e aborvs amwodment is slfwsvy Jaavary 1, 1904,
PL WA 0N :

At Sac. 49Ue X 31 umended former Code See #4Gic v by
snking oul “wchan 4091107 and inserting 0 hew sherrof
“urct AON1),

The shove utendioent is effective January 2, LB84

————

Aot Sec. LR} provides:

(b3 Spwcial Rule [or Smciien 14 —The emendme e
mhllMunpﬂynmudummT‘t:.phv:
MOch MeTerihp plas = ’

{1 wach plan was Dvarsbly sppreved o S
1983, by empieyms, uad i

{2 na laver thar Junusry 11, 1904, U emoioyer of such

4 w130 pe ouned by such plan.

Laat 4

PL ey | 10NEXIE

Amended Code Sec. 44G4x 3 by uriking eat "No credu~
and inserung 1w lew theree! “Na credit sitribauable 1
SOMPEAMALON LLden iale becoum (o L Fetemslang pa-
penes involved”, and by sdding the arnience 50 Lhe end
thervol. Effective a3 if such smendment bad dwen iscluoed
e proviwen of P.1. 97.34 10 whieh o relates.

PL YW 1K :
Added Cotie Sec. 4G 10 read as sbeny, applicabie 18

agiregsie camptnaiian (wihin e mwaning of Code Sec.
S1ReuIn. padd o actroed siver Decembnr 31, 1982, 1a

ba ' waaable years ending sfter such Sare.
[Sec. 43)
BEC.41.CREDIT FORINCREASING RESEARCH ACTIVITIES.
{Sec. ﬂ(l)]

{8V GENERAL RULE —For purposes of section 38, \he research credit determined under \his xeciion
for the taxabie yexr shall be an amount £qual 10 e sum of=—

{1) 20 percent of Lhe encess {if any) of—

{A)the qualified research eapenses lor 1he 1azable year, over
(B} the base penad research expenses, and

f

e S —

-

{2} 20 percen of 1he basic resesrch payments determined under subsection ved ] XA ).

{Sec. 41(M)}

(b} QUALIFIED RESEARCH EXPENSES —For purpoes of (his swctiotre

{11 QUALIFIED RESEARCH EXPENSES —The Llerm “qualilied research expenses™ means the
sum of the jollowing smounts which xre paid or incurred by the Lazpayer duning the taxable vear in

CarTying on any Lrade o bunine of Lhe LAXpS yer—
(A} in-house research cxpenses, and
(B} contract research expenaes,
12 1N HOUSE RESEARCH EXPENSES ~
LAY IN CENERAL —The 1erm “in-house research expensey” meany—
(it any wuges pard or incurred 10 an employee for qualified services periormed by juch
{i) any sroount paad o incurted far supplies used in the eonduct of qualified research,
and
(uii) under regulations prescribed by the Secrewsry, sy amount pad o incurred (o
another person [or the right 10 use computen i Lhe canduct of qualified research.

€1988, Commerce Clearing House, Inec.
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Clause tiii) shall no!‘:ppiy 10 any smount (o the extent that the taxpaver {(or any peron with whorm

the taxpayer Must sggregate expenditures under subsection X 1)) receives or accrues any amount

from any other person for Lhe right to use substantially «dentical personal property.
{BYQUALIFIED SEXVICES —The term: “qualilied services™ means smrvices consisting of—

{i) engaping in qualified rescarch, or
€ii) engaging in the direct superision o direct support of research activities which
constitute Gualified research,
If substanually all of the services performed by an individual for the tazpayer during the
taxable yenr consists of services mesung 1he requiremenus of clause (i) or (i), the term
"qualified services™ means all of Lhe services perlormed by such individusl lor Lhe wrpayer
dwnng the tazable year.
{C) SUPPLIES.~The 1e1m "supplies”™ means any tangible property other tham—
{i} land or improvements to land, snd
{11} properiy of & character subject to Lhe sllowance for depreciation.

(DI WAGES —
(i) IN CGENERAL —The term “wages'” has the meaning given such term by section

340
(i) SELF-EMPLOYED INDIVIDUALS AND OWNER-EMPLOYEES.~In the case of wn

employee (wilhin Lhe meaning of secuon JQUcX 1)) the term “wages™ includes Lhe esmed
incame (a3 defined in section 40N 2 of such emplovee,

{iii) EXCLUSION FOR WAGES TO WHICH TARGETED JOAS CREDIT AFPLIES —The
term “wages” shail not include any smount Laken into aceount 1n determining the wrgeted
joby crediy under section S1(ah

131 CONTRACT RESEARCH EXPENSES.—
{A) IN GENERAL —The rerm “contract research cipenses™ means 63 percent of any
amount paid o incurred by Lhe 1axpayer 1o Ay person (ocher Lhan sn emplovee of Lhe taxpayer)

for qualified research.

(B) PREPALD AMOUNTS.~[{ any contract research expensss paid or incurred during any
tazable year are aitribuiable to qualified research te be conduciad aiter the close of such 1azable
vear, such amount shall be treaied 23 pand of wncurred during the penod durning which the

quabified research is conduciad.

[Sec_ 41(c)}
{¢} BASE PERIOD RESEARCH EXPENSES —For purposes of this seciion—
{11 IN GENERAL. —The 1erm “base persod research capenses” means the aversge of the
qualified research expenses [or each year un the base periad.
{2) BASE PERIOD . —
LAY IN CENERAL —For purposes ol 1hs sutwection, the term “haae periad™ mesas the 3
Larable years immediately preceding the tazable yesr (or which the detecmunation 13 being
made chereinalier in this subsection relerred 10 as Lhe “deiermuination year™).
(B} TRANSITIONAL RULES.—~Subparagraph (A) shall be applieg—
(i} by subsututing “fima 1arable year™ for “Y tasable yean™ in the tase of the first
determina tion year ending alter June 33, 1981 and
{i) by substnuting “2™ for "37 in the case of the weond derermination year ending

alter June 30, 198},

{3} MINIMUM RASE PERIOD RESEARCH EXPENSES ~[n ne event shall the base pencd
rescarch expenses be less than 30 percent of the qualified research expanses for the determmnauca
year.

[See 41{d)]
(d) QUALIFIED RESEARCH DEFINED —For purpous of this sectiotr=—

(1} 1IN GENERAL —Tbe 12rm "qualilied teseatch™ means rowenrcie—

{A) waLh respect 1o which expenditures may be treated s pxpenses under wcum 174,

Sec. 41(d)

Y
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{B) which is underaken for the purpose of discovering infarmalion—
(i} whick is 1echnological in nature, and

(ii) the application of which is intended to be useful in Lhe development of & new or
improved business companent of the Wzpayer, and

{C} substantially all of the sctivitis of which constitute elemens of & procew of
experimentation [or & purpeae described in paragraph (3).

Such 1erm does pot include any sctivity described in paragraph (4}
{2) TESTS TO BE APPLIED SEPARATELY TO EACH BUSINESS COMPONENT —For Purpoase of
this subseciion=—
{A) IN GENERAL —Parsgraph (1) shall be spplied separately with mspect to exch i
business component of the Lazpayer.

{B) BUSINESS COMPONENT DEFINED.—The term “"business component” means any l
praduct, process, tomputer soliware, lechmque, Jormuls, or invention which is 1o be—

(i} held for sake, jease, or licerue, or
(i} used by the Lzpayer in s (rade or business of Lhe taspayey.

{C) SPECIAL RULE FOR PRODUCTION PROCESSES.—Any planc process, machinery, or .
technique for commercial production of s business component skall be treated a3 & separate -
business component {and not a1 part of the busineas component being praduced),

{3) PURPOSES FOR WHICH RESEARCH MAY QUALIFY FOR UREDIT.—For purposes of
paragraph {100 )=—

1A} IN GENERAL ~—Research shall be wreated a3 conducted for o purpose described in this
paragraph il it relates Lo—

{i) a new or improved function,
{ii) periormance, or
tiin) relisbality or quality.
(B CERTAIN PURPOSES NOT QUALIFIED —Research shall in na event be tresced o3

conducied for & purpose described 10 thi paragraph il it relstes Lo siyle, tasie, commetic, or
seasanal design faclors.

(4) ACTIVITIES FOR WHICH CREDIT NOT ALLOWED —The term “qualified research™ shall
not include sny of the Ioliowing.

{AYRISEARCH AFTIR COMMERCLAL PRODUCTION —Any research conducied afier the
beginning of commercia] producuion of Lhe business companent.

iB} ADAFYATION OF EXISTING BUSINESS COMPONENTS.—~Any research relsted 1o the
sdapuation of an exuting business component 10 & particular cusiomer’s requirement or need,

(C) DUPLICATION OF EXISTING BUSINESS COMPONENT —Any research related to the
reproduction of &R existIRg bunncss component {in wholt of in part) from » phvucal
examination of Lhe businews component itxell or from pians, blueprinu, dewailed specifics Lions,
o publicly svailable wnformanion with respeet 10 such bunness component.

(D} SURVEYS, STUDILES, ETC. —ANy—
() efficiency survey,
(i} setivary relasing 10 mansgement functian o technique,
{hii) marker research, tesung, or development (including sdvenising o promotians),
{1v) rounine dawa collection. o
{v) routine or ordinary tesung o inspectian for quality cantrol.

{EY COMPUTER SOFTW ARE.—Eacept 1o the extent provided in regulationt. any research
with respect te computer soliware which is developed by (or for the benelit of) tbe taxpayer
primarity (or internat use by (he wazpsyver, sther than lor use io—

{i) 19 actvity which constiytes qualified resewrch {determined with regard o this

subparagraph). o

i) & production process with respect (o which The reguirements of paragraph (1) are
mey,

Sec. ‘l(d) € 1988, Commeree Clearing Houss, Inc.
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(F) FOREIGN RESEARCH ~Any researth conducted outside the United Suaces.
(G} SOCIAL SCIENCES, ETC —Any research in the sacial sciences., arts, or humaniuey.

(M) FUNDED RESEARCH.~—Any resesrch 10 the extent funded by any grant. contract, or
otherwise by anolher person {or governmental entity).

[Sec. 41(s)]
{¢) CREDIT ALLOWAILE WITH RESPECT TO CEXTAIN PAYMENTS TO QUALIFIED
ORCARIZATIONS FOR BASIC RESEARCH.—For purposes of this secLion=—
{1} IN GENERAL ~—In 1he case of any Laxpayer who makes basic research paymenss for any
taxable year—

{A) Lhe smount of basic research puyments taken into account under subsection (a)X2) shall

be equal Lo the exceyy of—
(i} such basic research payments, over
(i) the qualified organization base period amount, and

(B) that portion of Juck basic research pavmenis which does not exceed the qualified
preanization base perind smount shall be treated 83 contract research expenses lor purposes of
subseclion LaX]).

{2) BASIC RESEARCH PAYMENTS DEFINED.—For purposes of this subseciion—

(A} IN CENERAL —The 1erm “basic research payment™ means, with respect 10 any
wurable year, any amount paid in cash during such laxable yexr by n corporation to any
qualified organization (or basic research bul only if—

(i} such payment is pursuant 9 & writien agreement beiween such corporation and
such qualified organization. and
(ii} such basic research is 1o be performed by such qualified organization.

(B} EXCEPTION TO REQUIREMENT THAT RESEARCH BE PERFORMED 8Y THE
ORGANIZATION.—In the case of 3 qualified orgamzation described in subparagraph iChor (D)
of paragraph 18), clause €ii) of subparagraph 1A} shall not apply,

(3 QUALIFIED ORGANIZATION BASE PERIOD AMOUNT —For purposes of 1his subsection,
the term "qualified organization base period amount™ means an smount squal 1o the sum af=—

{A) the minimum basic research amount, pius

(B) the maintenance-of-£fTort amount,

(4] MINIMUM BASIC RESEARCH AMOQUNT —For pyurposes of this submsectionr—
1AYIN CENERAL —The term "minimum banc research amount™ means an amount equal
10 Lhe greates of =
{1} ) percent of the wverage of the tum of amounts paid or incurmed during the base
period for—
(1) any in-house research eapenses, and
{II) any contract research expenses. of
(it} the amounts Lrested as contract research expenses during the base pericd by resson
of this subsection (as in elfect duning Lhe base penod).

(B) FLOOR AMOUNT —Except in the case of 5 tazpayer which was in exiswence during &
raxable yenr (pther than & shoet tazable yearsin the base period, the munimum basic research
smount for any base period shaill not be Jexs Lhan 30 percent of the basc rescarch paymenta for
the wazable year for which a dewlerminscion is being made under Lhis subsecrion.

{5) MAINTENANCE-OF-EFFORT AMOUNT.—For purposes of this subsexiion—
{A) [N GENERAL —The 1erm “maintenance-of -« [for, amount™” means, with respect 10 any
tazable yeas, kh emount equal Lo the eaceas (if any) of~=
{i} an amount rqual 1o—
(1} 1he sverage of the nondesignsied univeruty contribulions paid by the
tazpayer duting the bawe penod, multiphed by _
{11} the comt-of -Living adjustment {or the caiendar yearia which such wasable yenr

begina, over
Intereal Revenue Code Sec. 41(s)
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(ii) the amount of nondesigoaled university contributions paid by the wrps yer dunng (7 DEFINIT
such taxable year. (A) BASI
{B) NONDESIGNATED UNTVEASITY CONTRIBUTIONS —For purposes of Lhis paragraph, Lhe advancer
Lhe term "pondesigrated university contribution™ meais any amount peid by & Lxpayer wany such term sh.
gualified organization described in parsgraph {6XA)— Wt
L
{i) for which n deduction was allowable under sclion 170, and (i
{1} which was not Laken Lo sccounl— (B) Bas
(I} in computing Lhe amount of Lhe credit under 1bis secUion (a3 ip effect durmg Lhe 1arabie -
the base penad) duning any taxable year in Lhe base persod, or December 1
{II) as » basic research payment [or purposes of Lhis sectian. Cy Ex
{C) COST-OFLIVING ADJUSTHMENT DLFINED — determinihg
{i) IN CENERAL.—The cost-of-living adjusiment for sny calendar year is the et smount of U
Living adjustment for such calendar year determined under mcueon 1(1X3). Q)
{ii) SPECIAL RULE WHERE BASE PEMOD ENDS IN A CALENDAR YEAR OUTHER ti
THAN 19683 OR 1584 =11 the base period of any tazpayer daes not end in |98 or 1984, subseat
section 1CININB} shall, for purposes of this parsgraph, be applied by substituting: the DYTS
calendar year in which such base period ends for 1967, 1o this wbs
{6) QUALIFIED ORGANIZATION.—For purpeses of Lhis wheertion, the werm “qualified - o0 & trade
organization” means any of the following ofgan:zauon; e provisic
(A) EDUCATIONAL INSTITUTIONS.—Any sducations! organization which— i |
(i) is np anstiLLtion of higher eduaation (withia the meaniag of sction 130K N), and include—
(i) is dexcribed in section 170(bX1XAXii). f
(B) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS.—ARy Organizalion ol i
described in subparagraph {A) which— i
(i1 is described in section 5011¢X 3} and s exempt {rom taz under mection 501(s),
{ii11s orgamted and ated primarily 10 conduct scienlific research, :
u_ l- @n oper =141 ily 10 condy iehlL rch, ang ({3 SPECTIAL R
(i} 13 nOL & privale foundation. 1Y AGGR
(C) SCLENTIFIC TAX-EXEMPT OACANIZATIONS —Any orfanization which— A
(i) 13 described 1n— . under thi
(1) seeuion 5011cn3) {other than a privaie foundalion), or
(IL) section 301 XB). (TYT-%
(i) is exempa {rom tax under seciian 501{a},
{ili) 13 organized and operared pnimanly 1o promoce scientific research by quabifed | prot
orguatiaLons dexcribed insubparsgraph LA) puruan 18 written research agreements, and (B
{iv} currenily expends— the smon
{1 smutwiantially all of 1u funds, or con:
(I subsantally all of 1he bawc research pmyments received bry it, ’
for granis 1o, o contracty for bamc research »lh, an orgenualan doucribed in pro
' whbpmragraph (A} The reg
(D) CERTAIN GRANT ORCANIZATIONS —Aay orfsnizaiion not described in prineIpl
subparsgraph (B) or (C) which— 21 ALL
(i) s described 1n sectiom S01L¢X D) and s exempt from g under section 501(a) (oher B
Lhan 3 privair foundaim), l by “::(_
(i) s extabhshed and mainwsined by an organizstion euablished before July 10, 1581, sh
which meets Lhe requirements of clause (1), ) crrd:l "
(il is orgamzed and opersied eaclusvely [or tbe purpose of making graou W 1) AD
orgamzations deserbed 1A subparagraph (A) puriusnt 1o sniich research agreemeny o Se t31AD)
purfxaes of bawg roesrth, and reary—
(w1 makes an theclion, revocsble only mih Lhe cansem of the Secrewary, Lo be vreated d“‘
a3 8 provate (oundason for purprses of thu Litke (oLher LBan seclian 4940 relaving 1o e f‘,"“:"
tas bawed on iny eslment income) P
Lewrnal Rever

Sec. 41(e) € 1388, Commerce Clearing House, lac.
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(71 DEFINITIONS AND SPECIAL RULES.—For purposes of this tubsection—
{A} BASIC RESEARCH —The 1erm “basic research” means any origingl investigation for
Lhe advancement of scientilic knowledge not having b specific commercial shjective, except that
such Lerm shall not includea—
{i} basic research conducied outside of 1he Umired States, and
{ii) basic resenrch in Lhe socia) sciences, nees, or humanities
{B) BASE PERIQD . —~The term “hase period” means the J-tazable.year pericd ending with
the waable year immediately preceding Lhe Ist tazable year of the Laxpayer beginning after

December 11, 1983,

{C) EXCLUSION FROM INCREMENTAL CREDIT CALCULATION —For purposes of
determining the amount of credit wliowable under subsettion {aX1) [or sny waxable year, the
amounl of Lhe basic research payments taken into xccount under subsection {8 )Y Zh=—

(i} shall not be treated ns qualified research expenses under subsection (s X) XA}, and
{i1) shall not be included in the compuration of bast period research expenses under

subsection (a )X 1% B).

1D TRADE OR BUSINESS QUALIFICATION ~—For purposes of applying subsection tbX1}
1o this subsection, any basic resezrch pavments shall be treated a3 wn amount paid in catrying
on & Lrade oc business of 1the taxpaver in the tazable vear in which it iz paid {withouy regard th
the provisions of subsection thIXB.

1E) CERTAIN CORPORATIONS NOT ELIGIBLE.—The term “corporation” shall not
include~—

tiyan § corporation,
1) & personal hotding company (a3 deflined in section 5423, or
tiii} 8 service organization (as defined in section 41K mX3)).

[Sec. 4101

([ SPECIAL RULES —For purposes of 1his seclion—

{1} AGCREGATION OF EXPENDITURES. —
{A) CONTROLLED GROUP OF CONPORATIONS —In derermining the ammount of the credit

under Lhis MC1ION—
(it all members of 1the same controlled group of corporations shall be treated as s single

wxpaver. and
{ii} the credit {(if any) sllowable by this section to each such rmember shall be it
proportienate share of the increase in qualified research expenses giving nise to the credit.
1B ComMON CONTROL.—Under regulivions prescribed by the Secrewary, in determining
the amount of Lhe credit under this seCtiBn—
{i} all trades of businesses (whether or not incorporated) which sre under common
control shall be treated a3 a nngle Lazpayer, and
(i) the crediy (if any) allowsbie by this section to exch such person shall be its
propertionate share of the increase in qualified research expeates Qiving rise 10 Lhe credit.
The regulations prescnbed under Lhs subparagraph shall be based on principies sumilar to Lhe
principles which spply in the case of subparsgraph {A).
(1) ALLOCATIONS. = :
{4) PASS-THRU IN THE CASE OF ESTATES AND TRUSTS —Under repuiations prescnbed
by the Secrewary, Yules similar 1o the rules of subsecuion (d) of section 52 shall apply.
(B) ALLOCATION IN THE CASE OF FARTNERSHIPS —In the case of paninenships, the
credit shall be sllocsied among partners under regulations prescribed by Lhe Secrewary.

{3} ADJUSTRENTS FOR CERTAIN ACQUISITIONS, ETC.-=Under regulations prescribed by Lhe

(A) ACOQUISETIONS —1f, after June 30. (9890, & tazpayer l“cﬁu;fu- u;—a'ujar partion of a
trade or butiness of another penon (herewnaller in 1k parsgraph referred to as the
“predecessor™) or the majoe poruoo of & aeperate urit of & Lrade or business of & predeceisor,

Sec. AL(f)

lotwernal Revenus Code
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wben, for purpases of 2 pphyng this seciion for any wisble year ending sdter such acguusition, the . such
amaunt of qualified resesrch capenses peid or incurred by Lhe Laxpayer dunng periods before num
such acquinition shall be incressed by w much of such expenses paid or weurred by the
predecessor wath respect to the acquired Lrade or business as it aliribulable 1o the porion of PL 3t
such trate o business or separale uniy acquired by Lhe Laapsyer. At Be
(B) DISPOSTTIONS. —If, sfuer June 30, 1980~ e Enst
{i) & wazpayer disposes of the major portion of any trade o businew or the majpr u:-p::
portion of s separste unil of a Lrade or business i & trunaacuon 10 which subpsragraph (A) PL s
spplies, and Ary b
(i) the Wapayer fumished the acquiring person such information &1 is pecenary for g
the spplication of subperagraph (A), "'“":;_'f‘
Lhen, for purposes of a pplving this section for sy Lasable year ending after such disposition, Lhe Uur irrm
amount of qualified research e1penaes paud o ivcurred by Lhe Lutpayer during penads be fore | e e
such disposition whall be decreased by w0 much of such expenses as is sitributable Lo the poruon ' Lhat pauch
of such rade or business or separsie unil disprued of by Lbe Larpayer, ) :;: ::
{C) INCREASE [N BASE PERIOD.--I[ during sny of the 3 wxabie years following the \ sod

zable year in whith a disposinion Lo which subparagraph (E) appliess occurs, Lhe dispoung 1) g

tazpayet (or & person with whom whe wapayer is required 10 aggregate expenditures under pemran
paragraph (1)) reimburses the scquiring [enoe (or & person required to Mo aggregate ""_;:“.-
expenditures with such person) for research an behall of the wzpsyer, Lhen the amount o > ahar Do
qualified research expenses of the tazpayer for the bese period for such Laaable year shall be PL ¥
increased by the hesser of— s Act
(i} the smount of the decrease under subparagraph (B) which is allocable 10 such base reeugr
BERAT
period, of ' G
(i1} Lhe proguct of 1he number of years in the hase periad, multiplied by the amount of ‘ apaAn
the rexmbursement described in Lhis subpa ragraph. . wame
(4) SHORT TAXABLE YEARS —In the casm of any shont tazsbie yesr, qualified research .:\ v
expenses shall be annualized in such circumsiances and under such methads as Lhe Secretary may (2
prescribe by regulation. T
{5) CONTROLLED CRAOUP OF CORPORATIONS —The 1erm “controlled group of corporstions™ ;':':
has the same meanng given 10 such Lerm by wevion 156Na), ercept st Act S
{A) “more than 50 percent” shall be substinuted for “aL besst 80 peroent”™ each place o (3 &
appears in section 1564 aNT and Neven.
£al ]
{B) Lhe determination shall be made writhoul regard 1o subsections (o X4} and (e XIXC) of ;:“\-..
WL 0D 156!. Pl oy
A
[s& ‘lwl et
{g) SPECTIAL RULE FOR Pass- THRU OF CRLDIT —In the case of an individual who— '"::':‘
{1) owns ah inlerest v Ad unincorporsied Lrade o busness, E:::
(2) is & purtner n & pannenhip, Y
(3) ia » bencliciary of an estace ar vuse ar oy
' (%) i3 a sharcholder 1n an S cCorporation, " e
the ammount determinad under subwction (s) for any Lxable year thall non exceed an amount (scparately :::,'
computed mith respect 10 such person’s isrerest 1 such trade o Bunines or entity ) equsl 1o Lhe s mount of i
Laa attribuable 10 Ut poruon of o porson’s tasable income which 1 allarable or spporlionable to the Suas
penon’s wierest in uxh irade or buunes o entity :
e
L4
[Sec ¢ i)} weo
(M) TEAMINATION — m;
(11 IN GENERAL —This section shall nax apply 10 sny amount peid o incurred sfier December :
3, 1968 uhe
(2) COMPUTATION OF BASE PERIOD EXPENSES —In the case of any wisble year which "
beqins before January 1, 1989 and ends slier Decernbuer 11, 1988, any amount for any baw period l
with respeel 10 M h Lazable year shall be the amounl which bear the wme rslio Lo sach amaoum for
In

Sec. 41(g) ' € 1986, Commerc Clearing Hous, Inc.
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such base period &3 (be number of days in such taxable vesr before January 1, 1989, bears 1o the towl

number of days in such taxable yesr.
Americeots

PL 9514, | DIL(aXTR

Act Bee. 231(aX1) ndded Code Ser. 3Oth), now
redesgnuiad 1a Cade Sec. 41, Lo read a3 sbove.

The aberon amendment appliss o WX years snding
aior Decrmber 11, 1948,
PL w514 § DI0NE

At Sec 22HN) amended Code Ser. Yd), naw
redeugralod b3 Code Swec. 41, 18 resd a3 shove. Prer
smendmeat, Codle Sec. J0ud) rend as {ollows:

(HQUALITIED RESEARCH ~Fur purposes of chis wcrion
the 1o “Qualified research™ has the same meaning as ibe
1erm rescarch ar experiment sl has ynder sciom L4, except
that wck tarm shall At Ui

13} qualified resesrch conducied outsic 1w Unived Sustes,

(2] qualified rescqrch us Lhe sacisl sciEnees wr humanies.

(3 qualified research 1o Use extent Tunded By any gramt,
CORLERET, OF oA Mers it by AL PRMO6 \OF ARy FOVEMMTR
sl enticyk

The above umnendmmt spplis 12 tas yeramn beginning
alur Decemnber 11, 1983, .

PL 9434 § 2N (eX1X

At Sec. 131{cX1} amended Cotle Sec 3ar aow
redesrated a3 Coge See 4. 1o resd s abane. Frior 18
amenament . Codr See. 30081 read av followy:

ta) GENERAL RULT =~=Thare shall be allewed a3 0 credst
againal Lhe 183 amposed By this thapaer for 1he La1able vesr
s amount equal 1o 25 percent of the excess 1 sny) shem

11} Ihe Quatifiedd rewsreh ezpenses lor thr 15sable year.
over

{27 the bbae pericad rescs foh efpunaey.

The sbowy amendment spplism 1o x Frars begianing
afewr Dwewmnber 11 1903, Howweer, for 3 ipecial rule. s
Act Sec 121(gX3). balow.

Ast Sec. I31{gX7) provides

13t BASIC RESCARCH —Seciion éliav 2t of che Imernsl
Revenve Coce i [SH4 15) sddnd by thu weyuom), snd che
smendments made by subsection e aZ), shall apply is Lazp-
bie vears beginning afcer Decemntaer 31, 1984
P.L w318, ) 23UeXTX

Art Sex. Z3{eX2) amendid Cade Sec. Mae), now
recesiphated as Cade Sec. 41, te read a sbeve. Prer 0
pmendment. Code Sec Xred rend a1 Jollown:

1o} CALOIT AVAILABLE WITH RESPECT TO CERTAIY
Basic RESEARCH sy COLLEGCES, UNIVERSITIEL, AND
CERTAIN RESLAATI ORCANITATIONS ==

1) v ceNIRAL —58 prreemy of any ameunt paod o
incucrrd by.a corpow s Lion (83 Wl term n oelined 18 MTLeR
L7E x40 DU o9 an> qualiund arpeiuidtion e biuer reearch
to be prriormed by nah orgamizsimn dull be irested A
toniract rewarth erprnam. Thet proveding meuace shall
wWwolty miy if the amount i pud & wwred pursiant s
wrlien Feurareh aprvemant brtvess et coparnien snl e
qualiirg argariialvam.

{21 QUALIFIED ORCANTZATION —Fw purpees of Une
pubmtcuon. the Lo gualifed SPERALLE e e

(A} iny edwchional orpeaization shich o descnied W
wetron 17D NI RAXwl and shich o an astitutumn of bagher
sduckuon 1 s celined in wection 1304 M,

) uhy mber arpancis i it

117 » dercriboed 1 sacisn S01ica}) and eempn (rom Las
undier s ion S01ia),

tii u organuted and operaied pnmanty 1 Condurt srwre-
Lifae rewenreh, and

{idi} w ot g provels [ourds ek,

lateyoal Reveous Code

(37 BasC RESTABCN. —The term "Dasit musrch”™ mesna
wy sngnal investigaidm 1o the sdvancemen of wwauin
Lnipw ied e rou having & apecilic comowrewl obaCiuve, aorpe
Liat sch verm shall oax vnclude—

”(‘M Basis Feearcd conducied woisde U Uniied Scaim,
&

1D} bamc rewearch i Use social aeiencs o bumanitm,

14) SPECIAL RULES FOR GRARTE TO CIATAIM
FUN D

{A) [N CENEXAL —For purposcs of 1Bu pubmecion, o
qualified Tund sl be trestnd s & Qualilied arganos L
and the reguirements of persgriph {17 thar e begac
research be performed by ce qualiiied arganicston shall mm
spply.

(3 QUALIFIED FUND —Fw purpaan of mbparsgraph
(AL the wrm Cgualied Tundf™ secans ARy orEAnLLECME
iy

1) is Searnbed in wotion 501 end and exemp [rowm tan
under wrion FOlat and 4 nat & prrvate leandayon,

iy w evablished end mumsned by AR arganitation
estabhshed before July 10, 1981, whech meviy 1be Prquire-
menih ol Clnuse ey,

tiiah o orgamieed and opereeed eacluninyly lor purposes of
makinL ETENLE PUTILART Lb writien Fewearch agreemenie 1
orgamzatans dewcribed ot paragraph 12 pAY It purpowes of
bakt resenceh. and

tivr makias 38 Elecion uncler (s paragraph,

iCr EFFECT OF ELECTION =

sit IN GENERAL —Anay organuavon which makes am
clevrion under this paregraph shail by 1resind as & prvuie
Toundarvm Jor purpsmes of (v i be (ot her LABR atction #9540,
relaLing L0 paCuaF tan Bawd 0N IVETITEDTL LACOME L

i1 ELECTION REVOCABLE ONLY WITH CONSENT —AR
sleciiom under this peragraph, ewe mads, ey be revolad
onky with Uhe conmnt o (he Secrviary.

P.L w514, § 210X

Ary Sec INLAX TS iranfered Code Sec M 1o wbmnt D
ol pany IV of subchapier A of chaprer |, wened i sl
wetion M0, and redeugnaind i as wtuan §1,
P.L 9514, § DA X IXENE

Ace Sec. IUAXINCHU) amended Coce Sec. ¢lig). w
redevignaied by Agt See 23E. o ud m ateve, Prwr
smandment, Code Sec ATg) rend s Tellewy:

130 LINTTATION BASED ON AMOUNT OF Taxt—

U} LLABILITY FOR TAM =

LA IN CENERAL —Earept a1 prnided ua subpmragrapht
(L L crodot allow md By bt a0 fer 4Ry 1480M yERP
shull e exzvwdt Vhe LAspmyers s fulbeluy lor Ll W sabie
et 1as delined 18 werisin 2y, reduced By Lhe i of U
et aliownble under wubpan A and wetwa 2, 2. o
.
Y SPFLOTAL AVLE FOR PAISTMAOUG K OF CREDAT —ia
the cunr of an IR VU] Wi

£3) Ownd AR TRLETTRL 1R AR Wi A erpor s il £ race o B e,

[ h v & PAPLNT v & P AR,

b ot b by of s esthie o M, o

LvE i X MAAIENOIAET (b a8 5 corparmiam,
Vit crecht alowed by subreciaon Lt i wvy takable vent shall
2o eazeed e besier ol Ly amemain OF TR WAy bt
afrvpl (A) [or Lhe Lacabde wesr of LA afMounl 1meparsLely
computrd wilh FEEECT (F MKk DETRIR | ABAETER LA M APRdR
o Baavers o #1908 ) 5 aual 0 b alvount o L stUnbutlabin
10 Lhal powtpen of & porruen s | aiable ifroane which woalbooable
o apporionabis e (e prrmm’l GLETER W Bk Lrude o

bumcnams & WmLILY.
Sec. 41(h)

ol -

.-‘-_-d".".'

v -
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