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DEPAZTMENT.OF THE TREASURY
lntermal Revenue Service
26 CFR Parts 1.and 602

(rD.8282) - - - emerem s
RIN-1545-A023 - :
Election of Redused %se.arch Credlt;
Jnccme Taxes ;
AGENCY: In'l.ernll Ravenue Se-wce. -
Treasury.

ACTION: Final regulaﬁom

SUMKARY: This document contaifis final
income tax reguletions relaling to the
manner-of making an-election under .. :
section. 280C[c]{31 of thelnternal .77 T -
Revenue Code, 20 amended by uctmn . s
7814(€}{(2)(A] of the Revenue S
Reconciliation Act.of 1069, This electian - ...
enables.a taxpayer to claim a reducad |
income tax credit for increasing ..
research activities and thersby evoida’ -
reduction of the section 174 dadunmn
Jor resexrch and experimental - -
expenditures. These regulations pravide
guidance to persons making the elecion. a
EFFECTIVE DATE: These regpulationsare .. — L
eifective for taxable years be,gmmns .

'." |l“ b

after December.31, 1963, > _ i :7=ris
mwm-mmmmcom:;. L
David'S. Hudson, m.aeaqan{nota -z
toll-free cail).” . b
SUPPLIMENTARY INFORMATION: ?{?

- Peparwork Raduction Act - - ;%

This regulation is being issued without A
prior notice and public procedore - - - e
pursuant tpthe Administrative od
Procedurs Act {5 LUS.C 553). Forﬂns*; )
reason. the collection of inimrmation == | ot
contained in this regulstion has been
reviewed and, pending receint of puhh-: .
comments, approved by the Office-of -
Management and Badget {QME) under =
control number 1545-1155. - - ¢ 01l .-_' -

Comments vancerning the uuﬂ..:nnn J .
of informsation and the accnrncy of
estimated average ammual bnrd.-_n.:nl:l T
auggestions far reducing shis burden. . -
thould be directad ta the Office of - o
Masagement and Budget, Atteptiors - )
Desk Oificer for the Department of the -
Treasury, Office of Information and
Regulatory Affairs, Washington, DC
20503, with copies lo the lntemsl
Revenue Service, Altm: [RS Reporia -
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Clearance Dificer TFP. Washington, DC
20224,

The collection of information in this
regulation is in § 1.260C~4 This
taformation (s tequired by the Iaternal
Revenue Service to compute the federal
incoms tax Liability of taxpayers, The .
likety respondenta/recordieepets ara
business and other for-profit taxpayery.

These »stimates are an approximation
of the gverage ime expected to be
necessary for a collection of
information. They are based on such
informeXan as is available to the
Internal Revenue Service. Individual
respondents/recordkeepers may tequire
greater or less tirne, depending on their
particular circumstances.

The estimated total annual reporting
and/or recordkeeping burden is 85
houra.

The estimated average annual burden
per responc aat/recordkeeper (s .3 hours
{0 complete the election.

The estimated number of .
respondents/recordkeepers making the
election described in this regulation is -
220. . - .
The estimated annual frequency of
responses (for reporting requirements
orly) iz one. '

Backzround

In the Technical and Miscellaneous
Revenue Act of 1983 [the 1958 Act)},
Congress extended the termination date
of section 41 of the Cede, relating to the
Income tax credjt for increasing © -
research activities, At the same time,’
Congress added & new paragraph (c} to
section 280C, effective for taxable years
beginning after December 31, 1988, . -
Peragraphs (1) and (2] of new section -
280C(c) require taxpayers lo reduce the
amount of gualified research expenses
othervsise sHowable as 5 deduction
under section 174 by an amount equal to
& certain percentage of the credit
determined under section 41[a}. For
taxable years beginning in 1939, this
“deduction disallowance” equaia 50
percent of (Se credit determined under
section 41(3). For taxable years
beginning after December 31, 1589,
section 7110 {¢) af the Revenus
Reconciliation Act of 1989 {the 1989 Act)
increases the deduction disallowance to
100 percent of the credit determined
under section 41(a). .

The 1938 Act also added a new
section 41(h) to the Code, which
permutted a taxpeyer to avoid the
tection 174 deduction disallowance for a
taxable yesr by electing to forego
entirely the taxpayer's section 41{a}
credit for the year. Section 7814(e) of the
1989 Act modified Lhis election by

retroactively repealing section 41(h),
and adding new section 280C{c){3}. New-
section 280C(c)(3) reduces an etecting
taxpayer's section 41(n} credit only by
an amount equatl to the taxes saved from
gvolding the deduction disallowsance,
Specificaily, under new section
280C(c)(3)(C). a taxpayer ls permitted to
avoid the deduction dizallowance
provisiona of section 280C{z) {1) and (2}
by electing 1o reduce its section 41(a)
credit by the arnount of tax saved
{essuming the highest corporate tax
rate) by not making a reduction Ln the
amount allowable as a deduction under
section 174, (See necticn 280{c}{3) as
amended by sections 7814(e} and
7110{c}(1] of the 1983 Act.)
Subparagraph {B) of section 280C[c){2)
provides the method for computing the
reduced credit for taxpayers making this
eiection. The taxpsyer munt first
compute its section 41{a) credit without
regard to section 280C(c}(3), end then
multiply this amount (or 50 percent af
this amount for taxable years beginning
before January 1, 1980) by the maximum
rate of tax in pection 11{b)(1} of the
Code. The product of this multipiication
is then subtracted from the Full amount
aof the section 41{a) credit. The
remainder is the amount of credit

<. allowed.

Section 280C(c)(1}(C] provides that the

election shall be made not later than the

time for filing the federal tax return
(including extensions] for the taxable
year in which the election is made. The
election shall be made on such return,
and shall be made In such manner as the
Secretary of the Treasury may prescribe.
The election for a taxable year, once
made, shall be irrevocable. In the case
of a taxable year for which the time for
filing the return of tax (including
extensions) is on or before the dats
which is 75 days after the enactment of
the 1989 Act [tbat dats is March 4, 1990),
section 7813(e)(2)(D} of the 1989 Act
providas that the election for that
taxable year may bz made 5t any time
before the date which is 75 days after
the date of enactment of the 1989 Act, in
the manner prescribed by the Secretary
of the Treesury. This document contains
regulations prescribing the maaner for
making the election.

Explanation of Provisions

Regulations § 1.280C—4 provides that
the electicn under section 280C(c)(3)
shall be made by claiming the reduced
research credit under secton 41(a)}
determined by the method provided in
secuon 280C{c)(3){B) on an original
return, filed at any time on or bejore the
due date (including extensions) {or filing
the income tax retucn for such year,

—

Except as provided below, for
taxatle year described tn section
7814(#)(2){B) of the 1989 Act [thetis, a
taxable year beginning after December
31, 1968 for which the uma {or filing the
return {including extensiona} {s o2 or
before March 4, 1990), the election shall
be made by claiming the reduced credit
on an eriginal or amended retwen filed
on or before March 3, 1950,

A taxpayer will be treated as having
made the election under section
280C{c}3} U (1) prior ta December 19,
1929 [the enactment date of the 198
Act) the taxpayer made an election for a
taxable year described (n wection
7314(e)(2)(D) of the 1983 Act under
former section 41(h) (by not claiming
any section 41(a) credit), and (2) the
taxpayer has not filed an amended
return on or b:fore Match 3, 1990
claiming the : :ll cradit aliowable under
section 41(a). In effect, taxpayers that
elected under former section¥i(h} to
farego all of the credit in favor of & Fuil
deduc-on will be trested as having
elected 1o forego & part of the credit
under section 280C[c){3). If a taxpayer
who mads the section 41(h) election
does not wish to be treated as having

- made an eiection under section

280C(¢c)(3), the texpeyer must file an
amended return for such taxable yearon
or before March 3, 1990, claiming the fall
section 41(a) credit. I[f a taxpayer is
treated an having made the section
280C(c){3] election in the taxable year
described above, the provisions of
section 280C[c) {1) and (2) shall not
apply in such taxable year.

In order to obtain the benefit of the
reduced section 41(a) credit, a taxpayer
wha is treated as having made the
section 280C[¢){3} election must claim
the reduced section 41{a) redit
determined by the method provided in
section z80C(c)(31(B) (as oppused to
claiming na credit under former section
41{h)) on an amended retumn filed at any
time before the expiration of the period -
prescribed in section 8511 of the Code
for filing & claim for credit or refund of
the tax imposed by chapter 1 of the
Code,

Special Analyses

It has been determined Lhet these
rules are not major rules as defined in
Executive Order 12291. Therelore, &
Regulalory Umpect Analysisis not -
required. 1t has also been determined
that section 553{b} of the Administrative
Procedure Act (5 U.5.C. chapter 5] and
the Regulstory Flexibility Act (§ U.S.C.
chapter 8) do not apoly to these
reguiations. and. therefore. a final
Regulatory Flaability Analysia is not
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pegwred. Pursuant to sectica 7805(f] of
the Internal Revenus Code. thess
regulations seve been submitted lo the
Administratar of the Small Busizess
Administration for commeant oa their
{mpact an small businese.
Drafting Information

The principal author of thess
regulationa is David 5. Hudsoa of the
Office of Assistant Chiel Counsel
{Passthroughs and Special Industrien).
t{owever, personnel from other offices
of the Interaal Hevernue Sarvice and the

Treayary Depertment partizipated in
theis development. ’
Lizt of Subjects
28 CFR Part 1.81-1—1.281-4

Income taxes, Taxable income,
" aductions, Exemptions.
23 CFR Partoaz

Reporting and recordkeeping
raquirements.
Adoption of Amendments o tho
Regulations

Accordingly, 28 CFR part 1 and part
502 are mmended es follows:

PART +—{AMEKDED]

. Paragraph 1. The sutherity {or part 1

is amemded by adding the Tollowicg

citation: o ' .
Authority: 280 LLS.C 7305 * * * Section -

_ 1.200C4 also issned under 28 US.C. 200CTc] -
and 103 Stat 2413, * * * - PR

Par. 2. A pew § 1,2800—4 is added
immediately after § 1.280C~3 to rzad as
follows: ~ - : ) o
. §1250C~4 Credft tor ncreasing ressarch
actvites, - 77 S

(8] [n general, The election uader
sechon 280C[cjt3) ta have the provisions.
of sactian 280C{c] (1} end {2) cot apply
shall be mado by claiming the reduced

credit under section 41{a} catermined by

the method provided in section
280C[c)(3}(B) on aa original retum for
the taxabie year, filed at any time on or
before the due date [pcluding
extensions) for filing the income tax
return {or such yeer. An election, ance
made for any taxabie year, shall be
irrevocable for that taxsble year.

(b} Transition rufe—{1} In general. In
the case of a taxable year beginming
after December 31, 1988, for which the
due date {including extensiona) for filing
the rerurn is on or-pefore March 4, 1990,
the election under section 280C(c)(3)
shall be made by claiming the reduced
credit under section 41(a} determined by
the method provided in section
289C(c)(3)(B} on an original or amended

retum for such taxable year filed caor
before March 3. 1660,

(2} Taxpayers who made ar electinon
under former section 41(B). L a
taxpayer—

{i} Prior 10 Decamber 18, 1989, made
an slection for & taxable year described
in paragraph [b}{1) of this section under
section 41(b} {as it existed before it was
repealed by section 7814(e) of the
Revenue Reconciliation Act of 1589) by
not claiming any credit allowable unde
section 41(a), and -

[i) Has pot Aled an emendsd returmn
on or before March 3, 1990 claiming the
full credit allowabls under section-41{a).
the taxpayer will be reated ay having
made an siection under section
220C(c}(2}% Therefore, the proviaiona of
section 230C(e) (1} and {2) shall ogt .
apply io such taxable year. However, in-
order to obtaia the beneft of the :
reduced credit under section 41(a) . 7
determined by the methed pravided s,
gaction 220C[(c}{2)(B). such a taxpayer
must claim the reduced credit on an
amended return filed befors the,
expiration of the period prescribed in
section 6511 for Gling a cisim for credit -
or refund of the tax imposed by clapter -
1 of the Code.. ey e e

(c} Effective data. The provisions of
this section are effective for taxable™ -
years beginning after December 31, 198

PART 602—{AMENDED]

Par. 3. The suthority for part 802
continues to read a» follaws:

Autbordt 8US.C 7885, .,

$602101 [Amended] - i

Paz. 4 Section 602.101{c} is amended
by inserting in the appropriate place in
the table “§ 1.280C4 . . . 15451155,

This Tressury decision merely |
prescribes the manner of making the =~
election under section 2807(¢} 3] For
this reason, it is found unnecessary 3
issue this Treasury decision with notice
and public procedure under subsection
(b) of section 553 of title 5 of the Linitad
States Code or subject i the effectiver
date limilation of subsectian {d) of that
aection.

Approved:

Dated: January 18, 1990,
Fred T. Goldbery, e
Commissioner of Interne! Revenve

Kenooeth W, Gideorn,

Assistont Secretary of the Treasury.

[FR Doc 90-1520 Filed 1-23-80; 2:45 am]
BILLUMG OO0 4430-41-4
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