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26 CFR Parts 1 and 602
[T.D. 3448)
RIN 1545-AP64

Enhanced Ol Recovery Credit;
Cotrectiqn _
_AGENCY: Intarnsl Revenve Service,
Treasury. .

acnon: Correction to finel regulations.

suMMARY: This document contains
_ corrections to the fina] lations [T.I.
| B448), which were published Monday,
November 23, 1992 (57 FR 54919). The
amendments to final regulations provide
the public with guidance in determining
the costs that are subject to the credit,
the circumstances under which the
credit is available, and the procedures
whereby 8 project’is certified as 8
qualified enhanced oil recovery project.
EFFECTIVE DATE: November 23, 1992.

FOR FURTHER INFORMATION CONTACT:
Brenda M. Stewart, 202-622-3120 (not
a toll-free call)

SUPPLEMENTARY INFORMATION:
Background

The final regulations that sre the
subject-of these corrections relate to
section 43 of the Inlerna! Revenue Code.

Need for Correction .
As published, the final regulstions
contain errors which may provetobe

- misleading and are In need of ..
clarification. ) - et

Corvection of Publicatiom * ~ ny
| Accordingly, the publication of these- -
* finsl regulations (T.D. 8448), which wes _.

the subject of FR Doc. 92-27741, is
corrected aa follows:
Paragraph 1. On 54921, column

_' 3, in the preambla under the heeding -

- "V. Qualified Tertiary Recovery

i Method", first full paragraph, last to

~lines, the lenguags “guidelines for
obtaining advance determinations.” {s
corrected to read “guidelines for
obtsining privete letter rolings. ™.’

Pai. 2. On page 54922, column 2, in
the presmble under the heeding “VIL
Quolified Costs—Taongible Property—~
Ploced in Service”, first full paragraph,
line 5, the lan “These comments -
contend that the' is corrected to read
*These cammentatary coniend that the”.

Par, 3. On page 54924, column 3, in

. §1.43-1{aK2), Exomple 2, fourth line
from the bottom of the paragrapb, the
language “project. D may not claim &

- credit for the cost™ Is corrected 1o read

__. “project, D may not claim » aedit for

the costs”. - e .

Par. 4. On page 34924, column 3, in
§1.43-1(g); Example 1, line 9, the -
janguage “development costs under
soction 263(c). The" s corrected to resd
"developmeni costs. The™. '

Par. 5. Qo page 54930, column Z,
§1.43—4(e}{3), Example 2, line 8, the
Janguage "purchases s pitrogen plant io
supply the” is corrected ta read

.-lt-i
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rpurchase & nitrogen plant to supply.
the'. .

Cynibis E. Grigsby, -
Alterncte Federal Register Liaison Officer,.
Assistant Chief Counsel {Corporute). -
[ER Doc. 93-3187 Filed 2-10-93; 8:45 em]”
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s ospamam' OF THE mEAsunv-m B

o, i f._

Intemal Revenue S-ervlce

.28 CFH Parta 1 and 602

| [T ml T
_._nm 1545-»54

; Treasury Celrg v R
ACTION: I-‘inal regu]aboxu. R

--SUMMARY: This document provides final
regulations relating to the*enhanced ofl -
recovery credit for certain costs that-ace
paid or incurred in connection with a -

- gqualified enhanced oil recovery project.
Changes to the applicable law were” -
msade by the Omnibus Budget :
Reconciliation Act of 1990. These finn.l

. | regulations provide the public with °

- guidance in determining the costs that
are subject to the credit, the -

 circumstances under which the credit i i,

. availsble, and the procedurey whereby &

_project is certified as & qualified
enhanced oil recovery project. . .
EFFECTIVE DATE. Novémber 23, 1992, -~

FOR FURTHER INFORMATION con-rar:r- .
Brenda M. Stewart of the Office of -

- - Assistant Chief Counsel ['Paaslhmughn

) ' and Special Induatries), 202-822-3120
o R ‘ (nolltollfreenumber] Do R
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SUFPLEMENTARY INFORMATION. P

Paperwork Reduction Act

- -. The collection of information -
-:contained inthis finel regulation has -
A been reviewed by the Office of =~ 1 7,
=, Managementand Budget in accordance
i ~—w1th the Paperwork Reduction"Act'of |
71980 (44 U.S.C: 3504(h)) under controi +-
5, number-1545-1292. The eanmatcd T
“Ygnndal burden per respondent ot

i hours depending on ‘individusl. - e
-circumstances, with an eshmated
o average ‘of 78 hours. -7 - g
- Thesewestimates are an appromma tion
of the average time expected tobe -
" - necessary 1o collect required -

" information. They are based on suc:h RN

. information as isavailable 1o the - -
! _InternalRevenue Service. Individual
-respondents-or recordkeepers may .
- require more Yime orlesylime, - \'-"-FL._ :
dependmg on their parucular o

c.u'cumslances N e

‘Comments wncemg the :accurar:y’of
thzs burden estimateand suggestionsfor..
Sl redumng this burden should be directed - -

IRS Reports Clearance OfﬁcerT.FP
-Washington, DC 20224, and 10 ﬂze'Dfﬁce
of Management and Budget: Attention?:
Desk Officer for the Department.of the:
Treasury. Office of Information and -
Reguialor_y Affaars Washmgton, DC

s FeT

T - On December 50,1991, proposed
- mg-ulatmns concerning-the costs ehg;ble
-.forthe-enhanced oil recovery credit
pmv]ded in section 43 of the Internal ™
"Revenue Code and the circumstances..
».under which the credit is svailable were .
Tees pubhsheﬂm the Federal Regisier {56 FR-
". 67256 {December 30, 1991)). These
. amendments were proposed to confonn
- the regulations 1o section 11511 of the. -
‘Omnibus Reconcilialion Act of ‘1990 =l
: Public Law 101-508. . f L RERee B
- Rules concerning pmcedum! for. - :

_centification of & project as aqnah.ﬁcd: -

enhanced silrecovery project were-
publisbed as temporary regulations [5&
FR 67176 [December 30, 1901)% - .

A-public bearing was-heid on a&prﬂ?. I

1992, After considerisig all comments:s.

regardinsihepmpoaedr’e‘guhﬁm;mc;;.

propased regulations are adopted &y -
revised byﬂna]‘reasury decision. ..

Explananon of Promswm
L Operatmg M;nemf ln:erest Ownersmp
- Requirement . Liparaes

The proposed regnlatms p:vvide that
- only taxpayers with operating Tuneral
-interests may cleim the section 43 credit.
- Commentators suggest that the :
cperaling mineral interesl pwnership .-
requirement should be eliminaled from -

_-:;recardkeeper varies from 70 honn m 78 '

“uto-the-Internal. Revenue Service. Attn. 2n

'-f ~interest ownership requirement.’ Pirst, .-

the final reguiations. Commentators .
argue that this provision creates

aubstantial differences in the amount

and the timing of the credit’ depending -

" ‘example, if 8 taxpayer constructsa .
-- pipeline lo transport a lertiary injectant -
1o the project site, the-taxpayer would -

receive a front-end credit forthe ... .. =

" a taxpayer contractsto purchase the -
.. constructs a pipeline, the laxpayer . ...

- would only receive the credit forthe . ...
. cost of the tertiary injectant- when it is |

"injected. Commentators indicaté thatthe -

‘differential in the timing and the amount
. of the credit, depending upon how the

vprojectis financéd, may- aetenmne ,

wl_;eiher a project is pursued

operating mineral interest:ownership. .

alternative miniroum tax liability, and _-

* thus.are unable 10 uae the credit, st a
¢ompetitive disadvantage because they
..cannof sell or.otherwise.transfer. the .

. credit to axhu-d _party. Linderthis hneo!
reasomng. texpayers with nliemahve
minimum fax liability would Jack ,* :

-incentive to 1mplemen(regh;npeavod

regoverypm}ecu. ST

*+ Conumentators w.ggesi hnro -

_slternatives to the operating mineral .

_commentators suggest that the final -

7 regulatione provide for a credit-sharing .
. arrangement wherebry a taxpayer that -

_does not own an operating minersl .
- interest-would be allowed to clsim the
- credit if the taxpayer securesa .
certification from the operating mineral
" interest ownery that they will not claim - -
- the credit for the same tang;ble pmpedy

-, -costs,

- Second, commentator: suggest P

credit-sharing arremgement wheteby the .
" amount of the crédit allowable to the -
owners of operating mineral Interests .

. would be reduced by the’smouat a]'ihc

credit claimed by a taxpayer who pays’
or ingouars costs in connection withthe
project, but does not own an opmbns
- mineral interest. This would be

. operating minera) interests to forge -
claiming the credit with Tespecti to” ©
> certain costs up 1o the amount claimed

- by the taxpayer that does not own an

- pperating mipera] interest.
- The medit-sharing arrangements -

. .upon how a project is financed. For - .. .

: N, Commentators further argue l.!:ral.thv

- -would not gualify unless it affecty a-
; preku:ﬂy unaffected reservoir.,

difficull sllocation to aeparete the
capitalized coats of the tangible property
from the market priceof the tertinry
injectanma, Allowing credit-sharing.
arrangements whereby the credit -
allowable to owners of operating . .
minera! interests is reduced by the -
amaunt.of the credit claimed by a -
laxpayer.who does nol.own an..

-’ construction cost; On the other hand if. ;. operating mineral interest would ;e&{xsm
: ... ~ detailed information-sharing between "
~tertiary injectant from a supplier, who ' )

~ companies ‘with the need to consta.ntly

'updaie the data.to reflect new

- «expenditures. Because of these

-administrative difficulties with the -

proposed dllemnatives, the final .
regulations retain the requirement that a
taxpayer tlaiming the credit must own -

an opemung mmera] mieres{.

' H .S'rgmﬁcaanxpansmn—-»Unaﬁeczed -
A Acreoge orﬂeservmr RN
requirement places taxpayers who have -

The proposed reguhhons prmrade that
a project begun before January 1, 1991, is

- considered significantly expanded if i

* affects substantially unaffected acreegc
- ot a previously uneffecled reservoir.

" Thus, under the proposed regulabom, a"
~*Zlateral expansion would qualify for.the,
e credit; however, a verbca]‘expanmonﬂ

-I
iy

1!.

Commentaton suggest that in *heu uf

: the reqmre.menl ihay » significant . -

expansion must affect substentially " .
-unaffected acreage or 2 previoualy

- unaffected reservoir, a project should be

considered significantly expanded if it

- affects previously nnaHected reservoir

volume. Commentators indicate that the
term “reservoir volume" more
realistically reflects the three-
dimensional concept petrolevm
engineers use in measuring reserves and
the ultimate recovery of oilin place. .

.The fina) regulations reflect the

" comments and provide that a project is
- - tignificantly expanded aftér December

31, 2990, il it affecis reservoir volome -
- thai was subsiantially wmaffected by =
. project begnn before January 1,1991.

L Smmﬂcanl Expansmn——Mom Than

accomplished by requiring the owners nf 36 Month Termination. -

- The proposed resu]abona prmnde that

- a project is considered significantly.

expanded if each tertiary recovery .

- method implemented in o project prior

te January 1.71991, terminated more than
36 months before an enhanced oll

suggeﬂed by the commentaiors were not recovery project commenced after

.adopted in the final regulationa because
'of adminisirative difficulties. Allowing
credit-sharing:if the taxpayer secures &

certification from the opereting mineral -

interest owners that they will not claim
the credit for the seme langibie property
coata would require s potentially

December 71, 1990. This provision was
intended to allow taxpayers to claim the
credit for & project on property on which
8 prior project was terminated. while
denying the opportunity to terminate
«nd then restsrt an ongoing project for
iax reasons.

R v— .
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Commentalors suggest that in lieu of  expanded only by reveaue ruling. The

e requirement that a project be proposed regulations specify that
pninaled for mote than 36 months, & - polymer augmenled waterflooding dees
xpayer should merely be required to - not include the injection of polymers for
;monstrate that the previous project-~ - ‘the purpose of modifying the injection

as in fact terminated-or that the - »=~ . profile of the wellbore {wellbore
»cond project is a pew and distinet.....; injection profile modification} rather
roject that is being implemented to. * - - than modifying the water-oil mobility
wcover a more than insignificant .-~ 7 0~ ratio. -+ " : Co

mount of crude oil. 5. -, S s e _Commentators suggest that the final
The final regulations are more Tlexible .regulations should'add four additional
1 regard to the 36-month termination .-~ methods to the jist of qualified methods -

ide. Although'the 36-month rule is = - described in the regulations: {1) - - -
enerally retained, a project thatis- . - - Mlcmblgl-enhan;:ed ofl recovery; (2} .. -
srminated for less than 36 months may -~ Mechanically and chemically enbanced - :
ualify for the credit if the taxpayer ; ~-waterflooding: {3) Vaporizetion of oik .+
' .:and-{4) Electromagnetic beating. . i

blain® permission from the Internal
‘evenue Service: - <o il A i ‘.'v-Commematiors argue tha! these methods
ST Demnt s ot 0T pre in co ial use an '
V. Significont Ex ansmq——Chang& Ig ;feef“ur{:‘:ege‘faf dﬁ&f of : ,-e,gm_ .
dethod and More Intensive AppligalioR. . rocovery method contsined in the . . -
faMethod "o il T proposed regulations. . 77 . U7
The prooosed tegulations provide that - In addition, some commentaters |
«ither.s change in lertiary recovery . suggestikbat the final regulations should
sethod not a more intensive application make clear that the costs of wellbore
f a method qualifies as a'significant.. . -injection profile modification may be
xpansion. These rules were proposed . qualified costs if the wellbore injection-,
o ephance the administrability of the :..--modification is done in conjunction with
ignificant expangion provisions. - a-gualifed method. These commentators’
Commentators suggest that rather 27" suggest as well that profile modification
hap disqualifying a change.in method oz, techniques that aifect the relative. . -
1 more;intensive application'aa a’ permeability of various layers of the < ¥
iignificant expansion, the final:_- reservoir (permeability modification), - -
egulatibns should provide s facts and ~:5-whetber used alone or in conjunction -
ircamstances test 1o determine whether ~-with'a 'q‘ualiﬁed-me thod, come within -**

1 project has been significantly ™. " = 7i'* the definition of polymer sugmented . -
:xpanded by a thange in method org  waterflooding™ .- - <~ - s
nore.intensive application of a'method. .. Commentators also suggest that, in

Jome commentators suggest that @+, .- light of timelinesa considerations, it ..~
-hange in‘metbod should qualify asa ... would be more appropriale to qualify -

significant expansion if if mobilizes ...~ "new methods by private letter ruling
previously immobile oil. - -.. rather thap by revenue ruling. .
The final regulations reflect some of ~  None of the methods suggested by the

the commentalors suggestions. Under. . commentators have been added to the -
the finel tegulations, & taxpayer may - - ‘list of qualified methads because, T
qualify a-change in method asa - _ .= . -although these methods may be applied.’
significant expansion by obtaining @ .” - in specialized circumstances, there is
private letter ruling. Whether a chaugs: . insufficient evidence regarding their
in method qualifies as 2 significant ™ . " general effectiveness, However, a .
expansion will be determined based gn . project tsing one of these methods as™ .
all the facts and circumstances. Among™- partofa qualified method (e.g. the
the factars that will be conaidered are - .. injection of microbes into a reservoir ta .-
whether the change in method is'im - ¢ ¢ prodice surfactants in a microemulsion.
sccordance with sound engineering: ~~  flooding project) mey qualify for the
prisciples and whether the new:method - cedit. .- - ) L
will result in a more than insignificent _-~ ~ The final regulations reflect the ~
incresse in the amount of crude cl that™: ‘commentators’ suggestion that 8 preject
would be recovered under the ~='}>- %" uaing wellbore injectionprofile:- -
previously applied method The final 2 - modificstion or permesbility ..
regulations provide, however, thata < modification in conjunction witk a -
more intensive application of a metbod ™ qualified method mey qualify for the .
is pot corsidered to be & significant - credit. However, wellbore injection
expansion: S - proi_iﬂii mﬁuﬁon :fd permeability
g . s ; - profile modificetion alone are not - .
V. Qualified Tertiary Recovery Method f'eninry recovery methods. Therefore,
The proposed regulations designate- *  the final regulations make clear that
ten methcds as gualified tertiary _ injection profile modification and
recovery methods and provide thet the - permeability modification do not come
list of qualifying methods may be "- - within the definition of polymer

.. "and Allocation - -

-, tangible property-that is used for.8 >

.." Commentators guestion whetherthe

sugmenied waterflooding for purposes
of section 43.

The final regulations are more flexible .
regarding how new methods sre B

:qualified. The final regulations retain

the rule that new methoda maybe . . -
qualified by revenue ruling. In addition,_-. - -
however, a taxpayer may requesta - .-
privete letter ruling that a method, other -~ ™~
than one of the listed methodsora . .

. method qualified by revenue ruling, is a,’

qualified tertiary recovery method, The -

Internal Fevenue Service intends to -

issue a-revenue procedure prescribing -
guidelines for obteining advance
determinations. .+ ;. o

VL 'Quolified Costs-%ﬁ‘lmcrry L ':éaje"' .

. -~

The proposed reéﬂpﬁona p_rovid‘e;f_ ;

 thet, a3 a general rule; an amount may -
“"“be included in the credil base only if it is
“paid or incurred with respect to an asset -

that is used for the primary purpose of
implementing a qualified enhanced oil:
recovery project. The proposed .- - |
regulations require allocation of thex - .
costs of tangible property thatis used =" .~
for more than one qualified project.and-
qualified project end for other activities. -

-3

. prixisry purpose rule is necessary in: -7 - 5

" light of the proposed regulations’ S e
_requirement that the cost of integral-

. tangible property be sllocated between

qualifying and nonqualifying uses. - -

Commentators state thatthe practical

- gfiect of the rule in the proposed

regulations would be to deny the credit
with respect to assets servingboth e -
- qualifying and nonqualifying project (i.e. . .

- g pre-existing project). Commentators

argue that the primary purpose rule may -
be at odds with the reslities of the oil ="

“industry. For example, the primary =

purpose rule does not take into account

* .. the fact that in isolated locations where

geographic and climatic conditions -
-imposé high costa in the construction -
and transportation of facilities to the -
project aite, operators attempl to

- combine multiple functions in a single

{acility to minimize capital and -

- opersling expenditures, Also an

operator must drill a well that willbe
-psed in an enkanced oil recovery project -
when a drilling rig is available. withont
regard to whether enhanced 6il recovery
facilities are actually functioning or the
injectant supply hes arrived.
Commentators 8iso express Concern
that the primary purpose rule would
eliminate the cosis of cogeneration-- -
facilities from the credit base. They . -
argue that although a cogenerstion -
facility produces electricity, the primary
purpose of a cogeneration facility

- |
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iocated on or near oil producing
properties is to produce sleam for the
enhanced oil recovery project.

The final regulations modify the**
- primary purpose rule contained in t.he
- proposed regulations in response to-
-comments, Under the final regulahons.
‘cost must be paid or incurred with
- respect 10 an asset used for the pnmary
" purpose of implementing one.or more’

-enhanced oil recovery projects, al Ieast -

one of which must be a qualified = s
. enhanced oil recovery project. [’

‘{: .. -Accordingly.-the rule does not deny the )
.~credit with respect to assets used - -

. primarily for tertiary recovery, but does
deny the credit with respect to assets |

", used primarily fer secondary of primary

. recovery
. The final regulations retain the_

. ailocahonTeqmremenl with two
modifications. First, allocation is not -
required with respect to an assel wuh a
de minimis nonquahfymg use. Second
the allocation rule is applied with-
respect to the determination of all
- creditable costs under section 43. The:
. allocation requirement is retdined.
because the credit was intended to-
“apply 1)n1y tp costs related to lertiary

" .. recovery: H.R: Rep. No.: 964, 1015t Cong‘.

T other activities unrelated'to tertiary °,
1. TECOVErY Bre excluded from the cred.n

2d Sess.;1124 (1990).. The nliocation-.
N requzrement insures that costs related to
pnmary or, secondary recovery or to.-

base oL

* The ﬁnalregulanons recognlz.e Lbat

- some primary pmduchon may resunlt

when a well is drilled in connection with
a qualified enhanced oil recovery
* project. Accordingly, the costs of drilling
a well that is used for the primary ~ -~
purposé of implementing & quelified..
_project are qualified costs.. . . “,

- - notwithstanding that some primery or

secondary recovery results, provided -
that the primary or secondary recovery

- is consistent with the qualified projec‘l
plan. -

. The final regu.anom 'do not contam )

provisions specifically relatingto " -
cogeneration facilities. Depending upon
the facts and circumstances however,
portiona of a cogeneratiop facility may -
quality for the credit under the primary *
purpose and allocation rules of the final
tegulations. A taxpayer wishing 1o claim
the credit for costs nsscciated with a
cogeneration facility may request a
private letter ruling regarding whether
the costs are gualified costs.

VIL Quolified Costs—Tangible .

Property—Flaced in Service .
The proposed regulations provide that

the cost of tangible property that is an

integral part of 8 qualified erhanced oil
recovery project is not included in the

43{c)(1)(A)(ii), which pmv:des that

_should be allowed when costs are’ pald
_or incurred and should not be deferred .

-requirément that denreciation or

" ‘taken into account in determining the

T -tangibie property is an integral part of a
" qualified erhanced oil recovery project

‘tertiary recovery method and is-
" . method. The proposed.regulations limit-:

* the credit to:property actuallyuséd in-
the recovery of crude oil. Therefore,” ~

credit base until the property is placed 1X. Pre-injection Costs
in service in connection with the project.

This provision is based on section . . . The proposed regulations provide that

costs may be taken into account in -
determining the amount of the credit . -
only after first injection occurs. 17 first.
injection occurs on or before the date ™
the taxpayer files a return for the year
- the credit is sllowable for the costs, the ~
taxpeyer may claim the credit for the "
costs on the return. However, if first
injection occurs after the return is | Ied.
'_ _. the taxpayer'may-claim the credit on an’
* amended return for the year the'creditis
o aﬂowabie for the costs. If first m;echon
- occurs more than 36 months after the .
- close of the texable year in which the -

depreciation or amortization in lieu of
-deprecistion must be allowable with *

" respect to tangible property.

. Commentaters argue that the credlt

“until the property is placed in service.
These comments contend that the .~

amortization be allcwable with reupect
to the property is merely part of the -
definition of tangible property and nol a

timing requirement. - costs are paid or incurred, the costs may
* The final regulations adopt the .

analysis suggeg:tled in the ccﬂnments and 3:’: E;Lzﬂc;:;:;o ?cizg?t in determining
provide that tangible property costs are ™ y laxab'e year.

.- -~ Commentators argue that. defemng
credit in the taxable year in which the the credit until first injection has™ """
coit; al;‘e p:ld u:'.nc M ari occurred penalizes both large-sca]e .

- projects that require lengthy - -7 7 -

T VIIL Qua];f;ed Costs—T ang:b!e . construction periods and operatnons

. opportunities. Commentators est
The proposed mgulations pro\nde ‘h“ " that the 36-month limitation o:uglgalmins
bthe m fm::l pr&tl:}echon costs should

. ee ted or that the pre-injection. -
if the property is used directly i na. - "window™ should be widened, from@
7 . monthste 48 months 10 take inte- -7
account operahonal end lechmml e
parameters. . T, wita,
- Inresponse to the comments, the ﬁnai
reguiatnons are more flexible in regard

Pr.:peny—-fntegmf Part _ . <. with limited transportation ="

essential to the completeness of tbe

property that is used to store or process,

_ the produced ‘oil {e.g. storage tanks, gas  to costs peid or incurred prior to first

injection. As in the proposed -
regulations, if first injection occurs onor
before the date a taxpayer files a federal
income tax return for the taxable yeear in
which the costs are paid or-incurred [the
initial return), the costs may be taken. .

processing plants, and refmenes) is not
eligible for the credit.”

Commentaters suggest the deﬁmbon
of “integral part” should focus on”™ -
whether property is used directly in ot ia
essential to the completeness of the - -

" project rather than the method.: " inte-account on that return:-and i first

Commentaters also suggest that the final injection.occurs later, the costs may be.
regulations contain examples that: (1} taken into account on an amended ~ -

- Treat the cost.of leasing tangible . . return, The final reg\ﬂabons ‘add that if _
- property as qualified cost; (2) specify - first injection occurs or is expecied to..
that oil storage tanks are an integral - = .occur after the initial return is filed . -

part of & project; snd (3) distinguishr - (including st a time that is more than 3§
between gas processing equipment and” - montha after the close of the taxable

i equ:pment that is used | in the recyclmg year in which the costs are paid or.

- of tertiary injectants. -~ -- mcurred], the taxpayet may include the

+The final regulstions genera]ly adopt costs in the credit base on a return filed-
the suggestions made in the comments, .. before first injection if a pmrste ]etler
and accordingly, provide that the . . ruling is obtained. . ) .
integral part test is determined with * X. Certification

respect to the project, not the methed. - -
However, the final regulations adopt the Section 1.43-3T of the temporary

position of the proposed regulations by regulations releting to the certification

excluding the costs of storage tanks of enhanced cil recovery projects is
from the credit base, There mustbe & adopted in these final regulations.

cutoff point for the credit somewhere However, the contents cf e mgmﬁc:ant
between production and distribution of  expansion certification are changed to -
the oil, and slorage facilities are a reflect the significant expansion
reasonable place to drew the fine. provisions in the final regulations.
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{1} ln general.
{2} Inflation nd;unment
- (3) Examples...; ..
{d} Reduction of auoaaled deductions. _, .
. (1) In genersl. .

Special Analyses

These rules are not major rules as
defined in Executive Order 12291.:
Therefore. s Regulatory lmpact Analysis
is not required.. Although this Treasury -
decision was preceded by 8 notice of =} o
proposed rulemeking that solicited . .
public comments, the notice was not &
required by § U.S.C. 553 since the™
regulations proposed in that notice and

“company.” L
* {e) Basia ad}ustment. S

(1) Pertners’ interests in a partmetship. " &

adopted by this Treasury decision are ) [8] Exampl"
interpretative. Therefare, a final .. .. . § 1.43-2. mmc onhancod ou rmvm
Regulstory, Flexibility Analysis js- not CPIOJOCLIoR T, ek LT e W AT

required.by the Reguiatmy Flex.lblllly ;.
Act {5 USs.C chapler 6) -

{a]} Quelified enfhanced oft reccvery pmjecl.
- {b] More than insignilicant increase. .

I " (¢} First mfecﬂon nf liqmdn gasu. or othcr

Draftmg lnforrnahon LT natter.

The prmmpal suthor.of these il L (1) lnseneul.
regulations is Brenda M. Stewart of lhe - . (2) Example. - . .
Office of Assiatant Chief Counsél - Lo Ad) S‘fmﬁ“m{"?‘m""“ °"°’-’P“°n-
(Passthroughs and Special Indus Lnes] N fg S'L g:?::mﬂy imaflect ed -
Internal Revenue Service. However,” | *volume. Teaerve

personr:el from othey offices of the, ‘(3) Terminated projects. .. - * S
intermal Revenue Service end Treasury .
Department participated in developm,g (5} Examples. -~

_ (e} Qualified tertiary rmvery melhods

ihe regulations, both on matters of .0 A
substance and style. 5 * M Ingeneral” .. mw A
' .7 4{z) Tertiary recovery. mtbodl that quﬂhfy - [a) Claiming'the cmd.lt———{l] In
List of SuB]ecu“ - )] Recwerymethodl lhal do.zot qual!!y, Z. general:The enhanced oil recovery =
26 CFR1.28:0 zbroug!zim—4~ Ao s, () Exempless RS el A g“-‘d“ (the "credit”) ie'a °°mf’°“°’“°f <
Credlts Drisgs; Income taxes, ) § 143-3- c-uﬂﬂctﬂon- L : e section 38 general business credit. A 3
~taxpayer thet owns an operating mineral %
Reporting and recordkeeping . 18] Petrolenn engineér's ““‘ﬁ““"" 9% 7. “intorent (as defined in § 1.64-2(b]) i &
ents. 0 T 3 - - project - ) moa ..
reqmrem R L L B S TR (4] In general | R . property mey claim the credit for -
26 CFR Port ez o ) - (2} Timing of :emﬁcaljo‘n- o o em ?ua.:;fied E‘" :ianczd oil re)m"'ilry costs
R (3) Content of certification, ™~ = 7" as described in § 1.434) paidor ~
reR;;;g;h;;g{:ndmordkeepmg T [b} Operalors continued c.erﬂﬁamon ofa L incurred by the taxpayer.in connection -
q _ project. " . o 77 .. with a qualified enhanced oil reccvery
Adoption of Amendmenu to Reguhtloml- (;} 'lln'i Scm’?fl- ibcat Do propect {as described in § 1.43-2) -
Accordingly; title 26 chapter 1. parls 1 {3} Pt o;‘f,mﬁc:,t?:'n o " undertaken with respect to the property
and 802, of the Code of Federal - - ... {&).Noticw of pro;er.iurmmatmn. S A taxpayer thatdoes not ownan - -
Regu!anom is- amended as foﬂowr _j':;-.- . {1)ingeseral . e * operating minera] interest in a property
o (2} Timing of notice: = ~ - may not claim the crédit. To the extent a-
PART 1——INCOME TAX. TAXABLE (3} Content of notice. credit included in the current year .
YEARS BEGINKING AFTEH ,--{. (d) Failure to aubmu oernﬁc.nm : business credit under section 38{b] is | -
DECEMBER 31,1958 = - =1+ . T - (e} Effective dste. - . unused under section 38, the credit ia:

Paragraph. 1.The. authonty for part 1
is amended by -nddmg %he follomng W
citalion: s~ - :

An!.bontrm US.C.7806 Sectlorn“""
1 43-0 through 1.43-7 alac issved undu
section 24 U.S.C 43, - -

.':;-..

{1) In pnm.l.
lz} Costs paid or incwred ro: an auet

Par. 2. Sectioris 1.43-1 and 1.43-2 sre- . O0¢ Mo?f?; :‘;?;“:g;,’;:;“"?" -
redesignated as §§ 32T and 1:32-2 and" . ) Cogin defined. - * - - A
new ’§ 43-0 Ihmugh 1.43-2 m lddtd tﬂ {1} W*m h}ﬁ:ﬂlﬂ
read as set farth below: "7 70 . [2} Intangible drilling and due!opmenl o

costa.- -
5 1.43-0 'TIN. of contents. - (3) Tangibh m l:o.ll.

This section lists the captions . {4) Examplex.

contained in §§-1.43-0 through 1.43-7. lc} Primary purpose-. *

[1).In general
_{2) Terttary injectant costs. .

1. 431" Thc stthanced oll mcovery '
“(3) Intangibie drilling snd dmlopmcnt

credit—general nies. P
{8] Claiming the credil costs.

[1] In genersl. , _ (4} Tangible property costé

{2] Exz miples. .- R (5) Offshore drililng platiorma.
{b) Amount of the credit. ~ {8) Examplex

[d) Costs paid or incurred prior lo ﬁnt

{c} Phase-gut of the credit as qude oil prim
injection.

increase.

. [f‘) Passthrough entlty. bum.-. ad}uaunent. i

[2] Cerfain deductsom by en mtcgrale& 011

T (2) Shnreholden Jtcck inan S cnrporahon. .

» e v (1) 10 general, -

- (4) Change in teﬂ;u‘y m:overy melhod. -

§143-4 ammmmarmmi'

. widch is used to implement more than |

{1) [n genernl. :
[2] Firat injection after fl]mg nf relun for
« taxable year cosis are allowsble. = -
: [3] First injection more than 38 months -
.- after close of 1axab!e year cosis are pald
.t or incurred.. -
' ._,[4) Injettions in vo]nmes fesa then the. - |
- volumes spec:f'ed in lhe pro}ecl plun.
% ... {8) Examples. ' T
(%) Other rules. " .
[1) Anti-ebuse rule -t
. [2) Costs pald or mcurred 1 ncqulre a
".. projecti .
{3] Eumples.

-y Fx :_\..’.

e

R .--‘i—

. §1.43-5 - Al-sink nmnauon_ [F!mmd]

-'-gus-s B.cmnoutotucﬁonca.
. (a) Election to hwe the cmedit not npply

l.’l_-

2-(2) Time for mnkmg lhe elecuon.

[3} Manner of making the election
- '{b} Election by partnerah:p- andS -

_ ~corparations. PR

o

5143-? Emctm dﬂeofreguiaﬂons.
" § 1.43-1 mmdosmoomy

“carfied back or forward under the _
- section 39 business c:rgdlt carrybad: a.nd
- carryforward rules” =7
-[2} Examples. Thé fnllomns examples ,
lustrate the principles of thia paragmpb
(a).
Example 1. Credit for vperating. mmemi

. ‘interest owper. lnnm.h.thevmroinn
. _opersting minarsl inleresi.in » property.-
* begins a qualified enhanced oil ror.onry
project using cyclic steam. B, wha owna no .
interest in the property, purchsses and places
in.service a steam generator. B sells A sieam,
which A uses as a tertiary injeciant .
deacribed In section 153, Because A owns an
operatinng miners] interest in the property
witk respect 1o which the projectis
vnderiaken, A may clsim g credit for the cont
of the steam. Although B owns the steam
. ‘generator used to produce steam for the
project, B may nol claim & credit for B's costs
because B does not own an opersting mmeui -
interest in the property.



5';492;' IFederal'Rég’ister ] Vol. 57 No. 226 [ Monday, November 23, 1992 / Rules and Regulations

Example 2. Crec'it for operating mmera!
interest owner. C and D are partners in CD. a
partnership 1.1 owns 8n operating minersl 29(d}{(Z}C} is $30 and the inflation sdjustment
interest in.a property, In 1992, CD beginy & factor for 1992 ia 1 E's credit for 1992 =
quelified enhanced oil recovery project using .. determined without regerd to the phase-out
cyclic steam. D purchases & sleam generator.”  for crude oil price increases is $13 ($100 x
and selis steam to CD. Because CD owna en ~ "{5%]. In determining E's credit, the credit is®
operating minersl interest in the propesty. " teduced by 85 (515 X (530 —'[$28 X% 1))/8).

- with respeet to which the projectia . . Accordingly, E's credit for 1992 is $10 [$15 ~
underteken, CO may claim a credit forthe . 'gg):-" . .50 M :

enhanced cil recovery costs. The relerence
price for 1991 delermined under section

cost of the steam. Although D owns the steam - gyt 2" foionon adjustiient 181983 F.
the owner of en operating minersl ipterest in _

generator used to produce steam for the i 3.7
" project, D may not cleiora credit for the cost
" of the steam generator becavse I paid these.
" cosys in 8 capacity other than thatofan™ .
--operst-g n:g;;n::{?! inlerest OWREF: .. s is1.0. F's credit for 1993 determined without
" -fb) Amount of the credit A taxpayer's - regard 1o the phase-oul for rude oil prica
credit is an amount equal \o 15 percent .- increases is $15 (5100 X 15%). In determining
of the taxpayer’s qualified enhanced oil 'F's credit. $30.80 {1.10 X $28] is substituted
recovery costs for the taxable year, =~ for 528, and the credit is rgd::tcef by $8 ($15
reduced by the phase-out amount, if any, ;(r(fg;a—_ ?70332218}- ;\ar;cqrdms y. Fo credit |
. determined under paregraph (c) of this - ™ g7 (15 -8
rgection. - =~ - = o oo = =" (d) Reduction of associated - ' -
" (¢) Phase-out of the credit os crude oil ' ‘deductions—(1) in general. Any - - -
- prices increese—{1} In general. The - deduction allowsble under chapter 1 for
-« amount of the crédit {determined - an expenditure taken into account in

" & property, incurs $100 of qualified enhanced
oil recovery costs. The 1992 reference price is
$34, and the 1993 inflation adjustment [actor

Pl

- zerol.. - . L

without regird to this paragraph (¢)) for’

any taxable year is reduced by an ©~ - -

- amount-which bears.the same.ratio to_: -

the amount of the credit (determined’. -

computing the amount of the credit
- determined under peragtaph (b} of this
section is redu~ed by the amount of the

. credit attributable to the' expenditure.”

. property under paragraph (e) of this

section. the expenditure 15 ireated a3 an
expenditure described in section .
1367(e)(2}(D)-[concerning decreases to-
basis of S corporation stock). Thus, the
bases of the shareholders’ S corporation
stock are decreased [but not below .

{g} Exomples- The foIlr:;wing examples

-illustrate the principles of peragraphs . °

[d) through [f) of this section. - - "¢~
Example 1. Deductions reduced for credit
smounl. In 1992, G, the owner of en operating .
mineral interest in o property, incurs $100 of
intsngible drilling eand development costs in

~couneclion with a gualified enhanced oil -

recovery project undertaken with respect ta
the property. G elects under seclion 263(c) to
dedurt these intangible drifling and
deveiopment coate under section 263(c). The
amount of the credit determined uader. -

' paragraph (b} of this rection attributable to :

the §100 of intangible
developmen! cosls is $15 (5100 X 15%). "~ .
Therelore, G's otherwise allowable deduction
of $100 for the intzngible drilling and”. - *..0 .
development costs is reduced by 518 7

illing and -+ _ .~ -

-Actordingly. in 1992. G may deduct under -

“section 263{c}-only $85 {$100 — $15) for these -
costs. " . . - -~ M

--+(2) Certain deductions byan -7 -'. - . - Examplé 2. Integrated ofl company”

- ‘without regard to this paragrapb ()} -- -
@S .

-...{i) The am

. pricé detésmined under section - ;v

29{d}{2)(C) for:the.calendar year —iv.n--
immediately preceding the calendar.

- yearyn which the taxable year begins

ount by whxcht.hereference : drijlin
. .. - development costs that'anintegrated oil

_.291(b}, the amount aliowable asa. ..
- deduction wider section 283(c) is the

exceeds $28 (as adjusted undet . - <L~ .. deduction allowable after paregraph - -
paragraph {c)(2} of this section); bears to _{d)(1) of this section is applied. See
(i) $6. - B i o2, §1.43-4(b)(2) (extent to which . ..

(2) Inflotion adjustment-—{i) fn. - 7 . .integrated oil company intangible

general. For any taxable year beginning  drilling end development costs are
in-a calendat year after 1991, an amount  qualified enhanced oil recovery costs).
equal to $28 multipliéd.by the inflation’s  (e) Basss adjustment For purposes of
adjustment factor is substituted for the... -sublitle A. the increase in the basis of
$28 amount under paragraph (c)(1){i) of - - property which would (but for this
this section. -5 ., L .. . il paragraph (e}) result froman . - . .

. (i1} Inflation adjustmerit factor. For . . expenditure with respect to the property
purposes of this paragraph (c).the . . is reduced by the amount of the credit =
inflation adjustment factor for any
calendar year is'a raction, the 1~

-4

: t < /& < mection attributeble to the expenditure:’ =
numeratorof which is the GNP implicit™- . ~(f] Passthrough entity bdsis . =
price deflator for the preceding calendas’ adjusiment—{1) Partners' interesis'in o
year and the denominator of which is*"> partnership. To the extent a partnership

- the GNP implicit price deflator for 199 - expenditure is not deductible under )
The “GNP implicit price deflator” is the'- -paragraph {d){1) oLthis section or does -
first revision of the implicit price - -~
deflator for the gross national product™="
as computed snd published by the ="
Secretary of Commerce. As early as_ = .
practicable, the inflation adjustment °
factor for each calendar year will be partnership interests). Thus, the
published by the [nternal Revenue adjusted bases of the partners’ inleresia
Service in the Internal Revenue Bulletin,  in the partnership are decreased (but not

.(3y Exomples. The following examples  below zero). o
illustrate the principlesof this paragraph {2} Shareho/ders’ stock inon S
(€). ~rc-- . - R cozpomtfon.TothilextenlanS
~Exttible 1. Reference price exceeds $28. In  Corporation expenditure is not- ,
1992.—th¢ uwnéfr of an gperulins mineral deductible under pa_ragrnph (d){1) Of_ thl-’_
interest in a property incurs $100 of qualified” section or does not increase the basis of

described in section 705{a){2)(B}
(conceming decresses Yo basis of

“Integrated oil compony. For purposes of
determining the intangible drilling-and -..

company must capitalize under section -

determined under paragraph (b} of this ". -

=% . not increase the basis of property under .
- paragraph {e) of this section; the . .- "~ -..

diture is trented as an expenditure .
- par of a quahified enhanced oil recovery ~ .
" project undertaken with respect to the

dedoctior reduced. The facts are the same as.
in Exampie 1-except that G is an integrated®

oil company. As in' Exomple 1, the amount olf -

the credit determined under parugraph (b} of®

I this section atiributable to the $100 of ~=:1-.°
irtangible drilling snd development costs is

$315, and G's allowable deduction under .
section 263(c) is $35. Because Gisan ¢
integrated oil company, G musl capitalize
25.50 {$85 X 30%) under section 291[b].
Therefore, in 1992. G may deduct under
section 263(c) only $59.50 (585 — $25.50] for
these intangible drilling and development -
costa. . .
Example 3.-Basis of property reduced. In |
1992, H. the owner of an operating mineral - -
interest in a property, pays 5100 o purchase

tangible property that is an integral partofa
."quelified enhanced oil recovery project . -

undertaken with respect to the property The
amount of the credit détermined under .= -
paragraph {b) of this section nitributable to
the $100 is $15 (5100 X 15%). Therefore, for -
purposes of subtitle A. H's basis in the . -
tangible property (s $33 ($10¢ — $15). -

. Exampia 4. Basis of interest in passthrough
eniity reduced. In 1992, 1 iz p $50% parinet in
1]. a paripership thal cwns an operating .-
mineral interest in 8 property. I) pays $200 1o
purchase tangible property that is an ictegral.

property. The amount of the credit
determined under paragraph (b] of this .
section attobutable 1o the $200 is $30 [$200 X
15%). Therefore, for purposes of sublitle A

. I's basis in the tangible property is $170 *~

{8200 ~ 530). Undet parsgraph (f} of this
section, the amount of the purchsse price that
does not inceass the basis of the property
(530} is weated sy an expenditure described
in section 705{a)(2)(B). Therefore, I's baniv'in
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parinership inlereat :s reduced by $15 (I's Example. injections to pretreat the terhary recovery method has
cable share of the section 7G5(a){2){B) reservoir. In 1%9i A. the owner of an terminated. Among the factors
enditure ($30 x 50%)L. . .. - ¢ operating mineral interest in a property. considered is the project plan, the unit
: _— _ began injecting waler into the reservoir for - 5)an of develo mgnt!or oI:her similar - -
13<2 - Guslified enhanced ofl recovery the purpose of elevating reservoir pressure to ei0p * ) )
. i DT vt obtain miscibility pressure 10 prepare for the plan. A tertiary recovery method is not

S T R I - Sjection of miscible gas in connection with . . necessarily terminated merely because
3.) Q,‘_:'; f{".edl??bg"ﬁd 0”'..’;‘.‘?{5"3_’1_: .. an enhanced oil recovery project. In1992, A - - injection of the tertiary injectant has
ject. A "qualilied ennanceg totlhlht -y ».. obtains miacibility pressure in the reservoir ceased. For purposes of this paragraph
over;fl prfolll::tfollf ::ii Pl‘?]f}? ~onat -.':-md begins Injecting miscible gylmlo_Lhe_ . [8){1), & project is implemenied when .
el of he ol - e The o o macile s TS o tht il b taken o secount
1).The project involves thao BT injection of liguids, gases, or other matter - ?;lemnms the cr_zd:l with respect to -
siication {in accordance with aound , =it the reservoir for purpases of detenmining '€ project are pEIC o6 incurred. '
ineering principles) of one br'mléf:eﬁ{'l _whether the firat injection-of liquids, gases, or (4) Change in tertiary recovery
ili.ﬁed ?grgm r[;cov'erjf ethads [asz"- : other matter occurs after December 31,1990,  method. If the application of & tertiary.
ifid erlisry recoser) methods (8- () G icons éxpeiion exception=: ecoveR Mol B Ll
tion) that is reasonably expected o~ (1) In general, 1f a project for which the’ res;?ecl ;o anhg‘:hsigcer O‘  [ECovery ;
alt o more then an insignificant: first injection of liquids, gases, or other E;"J:'; ::3:8 lor o tt:eru;:alf?é:t;mrge 4

nes in the § ot 1 vhat © matter (within th ani fpa * ' : |
rease.in the amount of crude ofl that [ e meaning of peragraph \ r January 1, 1891, has not been

i mately' will be recovered: . - 1. . {c){1) of this section) occurred before : : : L

lé?l;ey;;ijCt e Jocated withii the T " Janvary 1. 1991, is significantly - . terminated for more than 38 months, &

ited States (within the meaning of . expanded after December 31, 1990, the . taxpayer may request a private letter
ithin the meamng O1.. - oxpansion is treated as a separate’” " ruling from the Internal Revenue Service

stion 638{1)% .. .. R ; : Pk e -whether th lication of a diff L

T . project for which the first injectionof © % ether the application ol a dulerenl - - -

Oaah're‘l:?n?s;:x}:;c&c;n gti;il:r;:ltn{t;i.gafes. Tiquids. geses, or other matier oceurs. ., lertiary recovery method or methods *
i P it .7+ - after December 31,1990, . o after December 31, 1990, that does not

scribéd in parsgrapi () of this - .= "~ "1y oyherantially unaffected reservoir-.- affect reservoir volume substantially .~

unaffected by the previous tertiary = -

:ti?%)-’ ogoun gﬁ__i,!_l‘ pecen_;bel;a‘l "199&"_-?-_ volume. A project is considered . "-+.-" ) d 1
: : recovery method or methods, is-treated

""" significantly expanded if the injection of "

4) The project is certified uBdeT. .- : . J;quids, gases; or other.matter after’ " 8% a significarit expansion. All the facts -
B3, 05t s oseooniiel o7 -December 31,1990, is ressonably’, - and circomatances determine whether & ;-
1b) Moré than'insighificant increase. -~ expected to result int more than an = < change in tertiary recovery method-is "-."
r purposes of paregraph (a)f1}of this - “jsignificantincrease in the smoiinit'of | “treated as a significant expansion. ~ 7. :
stion,:all the facts and circumstances: -” eryde oil that ultimately willbe ™"~ . " Among the factors considered ere - s
termine whether.the epplication of 8- * recovered from reservoir vojume that ~  whether the change in tertiary recovery.”
tiary recovery method can reasonsbly-- yay substantially unaffected by the ~ . . methodisin accordance with sound-- .
-expected 1o resulf inmore than a0 " “njection of liquids, gases, orother =~  eéngineering principles and whether the -
significant icrease in the amount of  matter before Jenuary 3,199, . change in method will result in more

sde oil that ultimately will b-. s {3) Terminated projects. Exceptas =~ -thanan insignificant increase in the
sovered. Certsin information - . - otherwise provided in this paragraph"‘ amount of crude oil that would be .
bmitted as part of a project -+~ (d)(3}. & project is considered ) recovered using the previous methed. A

rtification is relevant to this.” . .. . . aignificanily expanded if each qualified mOre intensive application of & tertiary
termination. See § 1.43-3(a){3)({{D)." - - tertiary recovery method implemented = TECOVeTY method efter December 31,

no event is.the application of 8 - -~ in the project prior to January 1, 1991, 1990, i3 not treated as a significant
covery method that merely accelerates - terminated more than 36 months before  expansion. - . L

e recovery of crude oil considered 80:  jmplementing an enbanced oil recovery {5) Examples. The following exarples

splication of one or more gualified - - project that commences after December .illustrate the principles of this paregraph
rtiary recovery methods that can - - 31,1990, Notwithatanding the provisions {d). . o
asonably be expected to result in more o the preceding sestence, if & project Ex pbz Substantially fected - "
an an insignificant increase in the, implemented prior to January 1,1991,is mar‘:gu volume. In lmut{!u:gsa. B, the-.
nount of crudecil that ultimately will - terminsted for less than 38 months. awner of an operating minersl intereat ina
rrecovered. « - .~ [<.r . ._ - befors implementing an enhanced oil property, began injecting steam inio the

{c) First injection of liguids, gases, OF - recovery project thal commences after =~ reservoirin connection with s cyclic steam
her matter—{1) In generol. The “Brst *- December 31, 1990. & taxpayer mey enhanced oil recovery project. The project .
jection of liquids, gases, or.other.-.-;  request permission to treat the project afiected cnly a portion of the reservoir -~
stter” generally occurs on the date & . -that commences after Decerber 31, © - volume. In 1992, B begins cyclic steem . . .
rtiary injectant is first injected into the " 1900, as a significant expansion. E ‘injections w;? reapect o r;?d”eﬁ%wx ‘.
servoir, The "first injection of liquidss' - Permission will ot be granted if the. - thr:t:;:: mcyd.\cu:’::]l]::i:.]cd. Becm.{u the .
1ses, or other matter” doesnot ... Internal Revenue Service determines xr:-;]ecnon of ateam into the reservoir in 1992
clude—" - . that a project wae terminated {o make . aflects reservolr volume that was

(i) The injection into the reservoir of  an otherwise nonquslifying project. substantiaily unaffected by the previous
cyclic steam injection. the cyclic sleam

3y liquids, gases, or other matter for eligible for the credit. For purposes of cyclic stes .

e purpose of pretreating or preflushing section 43, a gualified tertiary recoyery ‘”f"}‘:"c“"f‘ mﬁf'mt:‘;:f i;i'e:;‘?“o fallif; sida,
i J : s pro or on ui

e reservoir to enbence the efficiency.  method terminates at the point in time 2L "0; o iher matter hor December

{ the tertiary recovery method: or when the method no longer results in . 31, 1090

(i) Test or experimenla] injections. more than an insignificant increase in - Exampie 2. Tertiary recovery method *-
(2) Example. The following example the amount of crude oil that ultimately . eminoted more than 38 manthe. In 1982, C.
lustrates the principles of this will be recovered. All the facts and the owner of an operating mineral interest in

aragraph (c]. - - . circumstances determine whether a a property, implemented a lertlary recovery
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[b} Costs defined-—{1) Quadified -
tertiary injectont expenses. Fot
purposes ol this section, vqualified: -
tertiary injectan? expenses” means.any -

costs thet are-paid or incurred imslr: > - ofl Tecovery project. = -

that the quaiified enhanced oil Tecovery
costs are padd or inaurred with respect
10 an asset which is vaed for the primary
purpose of implementing an enhenced

A

connection with:a qualified enbanced oil i~ Exomple 1. Qualified costs—in general {§)

recovery project and that are deduclible ..

undet section 183 for e laxable yoar... = opemating

See section 103 aud-§ 1.293-1. Qualifisd .
tertiary lnjectant expenses are taken ...

_into sccount in determining the credit
with respect.to the taxahle year in
which the tertiary injectant expenses--:=
ere deductible under section193. . -

-~ (2) Intangible driling and -+~ * - - .
development cosis. For purposes of this - -
section, “intangible driflingend” -, -
developmesnt costs” meens any- .~ . ..

" intangible drilling and development - -
costs thet are paidorincqumred in - -

recovery project and for which the
taxpeyer may make an electionmmder

" .section 263kc) for the \axable year, . =
Intangible drilling and development. -~ °
-costs are teken into accountin. - - -,

| determbring the credit-with respectto. ©

- the taxsble year in which the-texpeyer..-
. may dedurt the intangible driting-and ..
development costs nnder section 263{c). .’
- For puzposes of this pazagraph (b}(2). the
 amouni of the intangthle drilling and . .-
*.development costs for which an .. i5 i
integrated ajl company may. make 2 i .-
election mnder section 263{c) s .. . -
determined withou! regard to section.. ...

(3) Tangible costs—Ji)In ..
general. Fot purposes of this section, -~ -
“tzngible property costs” means an. -
amount paid or incumed duriog 8-, .- ...
taxable year for tangible property that is

. an integral part of 2 gualified enbanced
oil recovery projectand thatis ... . .
depreciable of amortizable under™ .. © -
chaptef 1 An amount paid or iIncurred .
for tangible property is takeninto ~.
account3n determining the credit with
respect to the'laxable year in which the
cost is paid or incurred. . ] .

-[ii} Jatzgrol part. For purposes of this
paragraph (b), tangible property b an- -
integral part of a gualified enhanced oil.-
recovery project if the propertyis used

- directly in the project and is essential tor;
the wmpleteness of the project. AR the:
fects and ciremmstances determines. -
whether tangible property is oeed
directly in & qualified enhanced oi
recovery project and i essential to the -
completeness of the project. Generally, ~
property used to.8¢cquire or produce the
tertiary injectant ot property syed to
transpodt the tertiary injectant o 2 i
project site is property that is an'integral
part of the project. .- . |

{4).Exampies. The following exarmples .
iliustrate the principles of this paragraph
(b]. Assume for each of these examples.

} .. equipmentin the a-rﬁul_siles m.cljm:un_ cosle
conmection with a guelified enfranced ol for clearing and dralning ihe ground in

1:: 1992, X.  corperstivn, acquires an

* undertakes & cyche peam vnhanced oil -« 7
recovery project with respect to the property..
X pays e Tet to acquire » permit to dril and * -
hires a contractar to drill six wells As part ol
the project implementation, X constructs.a. .
building !0 serve 81 an office.on the property -

" and purchases equipment, including -

" downhole equipment{a g, cusing. tobing.
packers, and sucke: rods]. pumping units. &
sitam generstor, and equipreent 1o remove -

-gas and weter from the oll afteritis. . .. . .
produced. X constn: ots rosds to tramport the -

preparation for the drilling of the wells. X * ~
purchases cxrs and tucks to provide
transpartation for moniloring the wellaites In.
addition: X contracts with Y for the delivery
of waler to produce steam 10 be injecled in- -
connection with the cyclic steam project. and

_ (ii) The Jeasehold acquisition costs are nat -
.qualified enhanced il racovery coste. .
However, tha coets of the permil to drill are .
intangible drilling and development conla that
.are qualified bosis. The cosls associated with
hiring the contracior te drill. constmcfing -
-rosds; and cearing and drainimg the ground -
.are intangible drilling end developmrent costs.

- - that are-qualified enhanced oil recovery

costa:"The downhols equipment the pumping -
units, the alewn generator; and the squipment

10 remore fe gas and water from the oil after
it ia produced are nsed direcily i the project .

- and ure essential to the compieteness of tha

project Therefore. this pquipment is an

‘: integral pari of the project and the costs of

the equipment are qualified enhanced ol
‘recovery costs. Although the bullding that X
constructs sy an offics wnd the carsand -

. ‘trucks X porchases 1o poryvide tr

tranaporiation-
for monitaring the wellsites are used directly -

in';hﬁpmhﬂ-lhaymmneuenua,lmxha v

mpl tha
bullding-and the cars and trucks are ndtaa”
integralpart of the project and their costa sre -
‘The cewt-of tha »aier X purchases from Yis @
tertiary injactant expense that is & qualified
enbanced oil recovery cost. The stocage tanka
X acxquires io stors the we bt erw eyquited 1o-
provide & prowimais scurce of walar for the
production of steam. Thepehore, the watsr . -
slorege lapk are an iategral pani of the

project and the costs of the waler starage
tanks are guadified enhanced ol recovery
conin ,

Exomple 2. DAvent sloroge tomhs. In 1992 .
A, the owner of an operating mineal interest, -
undertakes  qualifeed endmnced oif recovery
project with respoct te the property: A .
acquires diluent io be ueed in connection.
with the poject. A stores the diluent in &
storage tank that A scquires for tha! purposa..
The storage tank provides & proximete scurce
of dileent 1o be used & the rertary recovery -

- method. Therefote, the sicsage tank is saed .

inloeral interest in s property and . -~

—

directly in the project and ix essential to the
completeness of the project. Accordmgiy. the .
storage tank is an integral pan of the project
and the costof Ure slarage ank is & gumlified
enhanced oil recovery cost. .

Exomple 3 Oif staruge ionks, In 1'99-:&.1.:. L

" corpotation and the ewnet of an opersling..

mineralinteresl In a property, underiakesa
quaiified enhenced oil recovery project with
- respect to the property. Z acquires slorage-
tanks that Z will use solely 1o store the crude -
oil that i» produced from the enhanced off -
- TecOVELY projecl The starage tonks am-not .
fised directly in the project and are nat. ..
. sgyential 10 the completeness of the project, .
- Therefure, the storage teaks are rotan | '
integra part of ihe enhanced il recovery
project and the costs xf the storage tanky are -

- not gualified enhanced oil »covery costs’

Example 4. Oil refinery. S, the ownet of an
opersting mineral interest in a property, ~-. - -

- undertakey o quelified entaoced oil recovery -

project with respect to the property. Located
on B's property is an ofl refirery where B will
refine the crude pil produced from the project. .
. The refinery iz ot nyed directly iz the project
end is not wxsential 1 the completemers of
the projecL Therefore, the refinery isnotan ~
project. [ T T i
- Example 5. Gas processing planl- C; the "%

" owner ol am operating mineral interest ina 3" -
‘property, undedakes a qualified enhanced o -+ .

* recovery project with reypect 1o the

. A gas processing phant where C will e
_gas-produced in the project is located:.on CaF
property. The gas processing plant is not used’
directly in the project and i oot evsential 1o .
the completeness of tha project Therefore,
the gaa processing plant i pol an integral
part of the exhanced oil recovery project.

Example & Gas processing eguipment. The

[acis are the same asin Example 5 excepl
that C uses & portion of the gas processing”

* plant to separate and scycle the tertizry

injectarit The gz processing equipment nsed
te separuie and recyde the tertiary trjectamt” -
is uxed directly in the project and is essential

to the completeness of the project. Therekow, - -

the gas processing equipment used tg
szpamate apd recycls the tertiary imjeciant is
an integrsl pact of the enhanced oil recovery-
project and the costs of this equipment are
qualified enhanced o] recovery cowta. -
Exomple 7. Stoom generpior costs ~ -
cllocoted In 1968 D, the vwnerofan - 7~
operating mineral interest in & property, -
underiook & steam drive project with rmapect
lo the property. In 1902, D) decides to
underinis & steam detve project with respect
10 reservolr yoinme that wes substentiatly, -
. utaffected by fhre 1988 profect. The 1982 .~
- project is & significant expansion thatisa
guslified enhanced of teeevery project. D
purchaees o Tew steam generutor with
rufficient capecity to provide steam for both
the 1988 project ard the 1992 project The |
steamn generator iy maed directly in the 1992
projeci and by exsential to tve completenens
of the 1992 preject. Accordingly, the steam
genernlar is anintegral pant of the 1002
project. Because the steam generator is also
used to provide steam for the 1968 project. I3
musl sfocate the cost of the stzam penermior
to the 1988 project and the 1992 project. Only

purchases storage tanks-to store the water.s . integral part of the :rdmncedoal.recoury i

ol
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the porhion of the cost of the sleam generator
that s ellocable lo the 1992 project 13 8
qualilied enhanced oil recovery cost.
Example 8. Carbon dioxide pipeline. In
1902, E. the.owner of an operating minersl

primary purpose test of this paragraph

{c).

(3) Jrtangible drilling and
development costs. Intangible drilling
end developmernt.costs paid or ihcurred

interest in o property. undertekes an .. iy respect to & well that is usedin

immiscible carbon dicxide displecement
project with respect 10 the property. E- -
conatructs & pipeline 1o convey carboa -
digi¥le to the project site. E contracts with E,
a producer.ol carbon dioxide, to purchase - .
carban dioxide 10 be intected inlo injection -
wells in E's enhanced oil recovery project. |
The cast of the carbon dioxide is a tertiary .-
injectant expense that is a qualified .

enhzneed oil recovery cost The pipeline is -

used by E to transport the tertiary injectact, -,
that is, the carbon dioxide to the project.site.
Therefore, the pipelive is ar integral part of
the project” Accardingly. the costof the - -
pipeline is.a.qualilied enhanced oil recovery
cost .. . .
Example 9. Waler source wells. In 1992, G
the owner of an ppesating mineral interest in
a property. underiakes s polymer sugmented
waterl.~od project with respect to the
properiy. G drills water wells to provide
water for injection in connection with lhe
project. The costs of drilling the water wells
are intangible drilling end d velcpment cosis.
that are paid or incurred in connection with ™

" . .-connection with the recovery of oilby
. primaryor secondary methods are not -

gualified enhanced oil recovery costs,
- Except-ss provided in thia paragraph - -
. {¢)(3), & well osed for primary or. .
secondary recovery is not used for the -
. primary purpose of impiementing an
-. enhanced oil recovery project. A well -~
drilled for the primary purpese of |

. implementing an enhanced oil recovery

project’is not considered to be used Ior
primary or secandary recovery, -

notwithstanding thatsome primary or .

secendary production may resull when.

" the well is drifled, provided that suth- -

_ primary or secondary productionis ..
consistent with the unit plan of

development or-other similar plan. All .-
. the facts and circumstances determine -
. whether primary or secondary recovery

is consistent with.the unit plan-of - .

. development or other similar plan. .7

{4} Tongible property costs. Tangible "

- used in-the primary and secondary

Example 2 Offshore drilling platform. K.

. the owner of an operating mineral interes! i

an oflahore ol field located witkin the Unlted
Siates, constructs an offshore drilling. -
platforma that is denigned to eccommodate the
primary, secondary, and tertiary development
of the field Subsequent o pritnary and
eecondary development of the Reld, K
commences an enhanced oil recovery proje~
that invoives the application of a-qualified

. tertiary recovery method. As part of the-

enhenced nil Tecovery project, K drills

-injection wells from the offshore drilling.

platiorm K used in the primery and .
secondary development of the feldand - .
inatalls an additional separalor on the .
platform. C : - B
Because the offshore drilling platfor: was

developmentof the {ie]ld and wans not used for

‘the primary porpose of implementing lertiary

development.of the field, costa incurred by K
in connection with the acquisition, -
construclion, transporialion, erection.or -
installation of the offshore drilling platform
are not qualified enhanced oil recovery costs.
However, the costs K incurs for the - Lo
additional aeparator are gualified eshanced
oil recovery costs becanse the yoparator is

used.for the primary purpose of implementing”

- tertiary development of the field. 1n wddition,

the project. Therefore, the ..as1s of drilling the ? ‘B .
water wells are qualified enhanced ofl . . -property costs must be paid or incurred. K incurs m connection with drilling the -
recovery costs. . .27 77+ . with'respect o property which is used Injection wells are gualified enhenced off

Exomple 10. Leosed equipment. 1n 1992, B, - for the primary purpose of implementing .recovery costs with respect to which Kmay . "
the owner of an operating mineral interestin  ap ephanced ail recavery project. .. . -F

the intangible drilling and development.costs - -

.cisim the enhanced oif recovery aedit. . | %

a property.undertakes a sleam drive project - -

with respect 1o 1he property. H contracts with
I.a drilier; 1o.drill injection wells in '
connection with the project. H also leases a -
steam generator to provide steam for
injection in.connection with the projecl The
drlling costs are intangible drilling and
development costa thal are paidin

connection with the project and are gualified -

enhaaced oil tecovery costs. The steam
generator is used 1o produce the tertiary
injeciant. The steam generator is used, .
directly in the project and is essential to the’
compielenesa of the project: therefore. il is ap
integral part of the project. The costs of
leasing the sieam generator are tengible ~- =
property costs that.are qualified enhanced oil
recovery tosts. ) -

(c} Primary purpose—{1) /n general..,
For purposes of this section, a costis s
gualified enbanced oil recovery cost
only if the ¢ost is paid or incurred with

respect to an asset which is used for the.

. tangible propesty is used parily in a
qualified enhanced oil recovery project
and partly in another activity, the. .
property must be primarily used to- " -
implement the qualified enhanced oil” .
recovely project. : .

(5) Offshore drilling platforms.
Amounts paid or incurred in connection
with the acquisition. conatruction,
transportation, erection, or installation.
of an offshore drilling platform '
{regardiess of whether the amounts are -
intangible drilling and development
costs) that is used in connection with
the recovery of vil by primary or . -
secandary methods are not qualified .
enhanced cil recovery rosta. An offshore

-drilling platform used for primary or
.secondary recovery is not used for the

primary purpose of implementing an
enhanced oi) recovery project [
. {8)'Examples. The following examples

prunary purpose of implementing one or: - {lystrate the principles of this paregraph

more enhanced oil recovery projects, st...
least one of which is a quaiified - L

enhanced oi! recavery. project All the - -
facts and circumstances determine
whether an aaset is used for the primary
purpese of implementing an enbanced
oil recovery project. For purposes of this
naragraph (¢). ao enhanced oil recovery
project is & project that satisfies the
requirernents of paragraphs {a) (1) and
12) of section 1.43-2 .

(2) Tertiary injectant coste. Tertiary
myectant costs-generally satisly the

{c} . -

Exeammple 1 Intangible drilling and
development costs. In 1992, | incurs T
intangible drilling end development costs in
driiling & wall. ] intends to use the well 29 an

. injection well in connection with an

exhanced oil recovery project in 1994, but in
the meantime will use tha well iy connection
with 2 secundary recovery projecl. | may hot
take the iniangible drilling and development
cuzte into account in delermining the cradit -
becsnse the primary purpose of » well used:-
for secondary tecovery is oot lo fmpiement a
gualified enhanced il recovery project

-{d) Cosis paid or incurred prior to first
injection—{1} In general. Qualified
enhanced oil recqvery-costs may be paid
or incurred ptior to the date of the first
injection of liquids, gases, or ofher
matter [within the meaning of §.1.43—
2(c)). If the first injection of liguids,
gases, orother matter occurs on or

.before the date the taxpayer files the

laxpayer's federsl income tax return for:
the taxable year with respect 1o which
the coats are sllownble, the costs may
be taken into sccount on that retorn. If
the first injection of liguids, gases, or
other matter is expected 1o occur after |
the date the taxpayer files that return, .
costs may be taken inte sccount on that .
retura if the Internal Revenoe Service -

.issues B private-letter ruling io the
- laxpayer that so permits. '

(2) First infection after filing of return |
for taxable year casts are allfowable. ...
Except as provided in paragraph (d}{3)-

"of this section, if the first injection of ;

liguida, gases. or other matter occurs or
js expected 1o occur afier the dale the .
taxpayer files the taxpayer's federal
income tax return {or the taxable year
-with respect to which the costs are
allowable, the costs may be taken into
sccount on an amended return {or in the
case of a Coordinated Pxamination
Program taxpayer.-on a written
stalement treated aa a qualified return)

. after the eatier of—



.- Example 1. First infection before return. - =
- filed. In 199Z L. » cajendar year taxpayer, -
" undertakes = gualified enhanced oil recovery -

' * - project ona property in which L owns an’,.,.
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{i] The date the first injection of
liguids, gases, ot other matier occurs; or
(ii] The date the Internal Revenue
Service issues & private letler ruling that
. provides that the taxpayer may take
costs into account pror to the first
injection of liguids, gases, or other ',
" matter. .. . . - : S

", [3) First J'n}'ec‘tjﬁﬁ more than'36

* months ofter close of taxable year co_sﬂ:' )
are poid or incurred. If the first injection

- of liquids,'gases, or other matter occurs "
more than 36 menths after the close of

.. the taxable year in which costs.are paid-
_" “rorincurred, the taxpayer may !ake the ™ -

costsinto account in determining the © °

- credit only if the Internal Revenue: 7/

Service issues a private Jetter ruling to
the taxpayer that s¢ provides. .
. (4) Injections in volumes less than the

- in a property on which N undertakes an

immiscible carbon dioxide displacement

. project. In 1994, N incurs 25,000 in connection

with the construclion of & pipeline to
rransport carbon dioxide to the project slte.
The first injection of liquids, gases, or other

- .matter is expected 1o occur sfter the pipelhne

* is completed in 1998. Beceuse the first

’

" injection of liquids, gases, or olher matter -
occurs more than 36 months efter the close of

the 1axable year in which the $5,0001s " =" ~
incurred. N may take the £5.000 into sccount
in determining the credit only if N receives a
private letter ruling from the Internal - -
Revenue Service they provides that N may . ..
take the $5,000 :1to account prior to first
injection. T ‘ : )

- -{e) Other -rufes-—.'—-{‘lll Anu-abuserule. .

. Costs paid or incurred with respect lo an

-volumes specified in the project plan.” - -
For purposes of this paragraph {d), ™"~ "

injections in volumes significantly less
than the volumes specified in the project
plan, the unit plan of development, or.
another similar plan de not constitute

. the first injection of liquids, gases, or.,  ° ?
-+ - project A purchaser’of an existing-
qualified enhenced ofl recovery project -

other matter. . -+ .~ o -

~. (5) Examples. The following - ... -
_examples illusirste the provisions of
- paragraph [d) of this section.” T

operalting mineral idterest. L incurs $1,000 of -
intangible drilling and development costs. -
which L may elect to deduct under section -
263{c) for 1992. The First injection of liquids, ”
gases, or other matter {within the meaning of-
& 1.43-2(c)) occurs in March 1963, L files n
1992 federal income 1ax return in Apal 1993
Because the first injection occurs before the-
filing of L's 1592 federal income tax retum. L -

may take the §1,000 of intangible drilling and -

development costs inlo sccountin g

delermining the credit for 1992 on thal return. -
 Example 2 First inpection after retun [iled,

In 1993, M, a calendar yesr taxpayet, L

undertakes a qualified enhanced oil recovery .,

project on a property in which M owns an ~ *°
: gperating mineral inlerest M incurs $2.000 of

" intangibie drilling and development costs, = 7.
- which M elects t0 deduct under section 26Xc)

for 1993 The first injection of Liquids, gases,.
or other maiter is expecied to occur {n 1994
M filex 2 1993 federal incoms tax refurn im -
Apri] 1994. Becsuse the fust Injection of ~  °

liquids, gases, or other malter vocurs after the

date on which M's 1993 [edera) income lax” -
return is Gled in April 1094 M may lake the -
52,000 of intangible driling snd development
coats inte account on an amended return for -
1997 after the earlier of the drie the first.
injection of liquids, geses, or other matter.
occurs, of the date the Internal Revecue. .
Service issucs a privaie Jetter ruling that
provides that M may tuke the $2.000 inle’
sccount prior 10 firsl injection.

Example 3. First injecton more than 38
months ofter taxable yeor N, a calendar year
taxpayer owns en operaling mineral interest

. asset that-is acquired, used, or

transferred in a manner designed to* ~
duplicate or otherwise unreasonably
incresse the emount of the credit are not
qualified enhanced oil recovery costs,
regardless of whether the costs weuld -
otherwise be creditable for a single

" 1axpayer or more than ope taxpayer. -

- acquire an existing qualified enhanced .

(2) Costs paid or incurred to acquire @

may claim'the credit for any section 43 -
costs-in-excess of the acquisition cost.' "~
However, costs paid or incurred to :

oil recovery project (or an interest in an

existing qualified enhanced ol recovery -

project] are not eligible for the credit’
(3] Examples. The following examples
illustrate the principles of paragraph e}
of this section. ) - - .
- Example 1. Duplicating or unreasonably
increasing the credit O owns an operating

- minera] interest in a property with respect o’

which a qualified enbanced oil recovery
project is implemented. O acquires pumping
units, rods, casing. and separators for use in
connection with the project from an unreisted

", equipment dealer in an arm’s jength -

" .transaction, The equipment Is used for the
primary purpose of implementing the profect” -

" Some of the equipment acquired by O s used

equipment. The costs paid by O for the used .
equipment pre qualifisd enhanced oil
recovery costa. O does not need to determine
whether the equipment has been previously
used In un enhanced oil recovery project.
Exampie 2 Duplicating or unrecsoncbly
increasing the credit P and Q are co-owners
of an oil property with respect o which a
qualifled enhanced vil recovery project is
implemented. In 1992, P and Q joindy
purchases a nitrogen plant to supply the

lertiary injectant used in the project Pand

claim the credit for their respective costa for
the plant. o 1994, X, a corporation unrelated
to P or Q, puschases the nitrogen plant and
enters inle an agreement 1o sell nitrogen to P
and . Because this transection duplicates or
otherwise unreasonsbly incresses the credit.
the credit is not allowable for the amounts
incurred by P and Q for the nitrogen
purchased from X.

o respect to the cost of both pumps.” 7

© Excmple 3. Dupheating or unreasenably
mcreasing the credit. The facis arc the same
s in Example 2. In addition. in 1995, P and Q
reacquire the nitrogen pizat from X This
constitutes thé acquisition of property in 8
manner designed 1o duplicate or ntherwise
unreasonably increase the amount of the
credit. Therefore, the credit ias not allowable
for amounts incutred by P and Q for th
nitrogen plant purchased from X. 9&‘

Example 4. Dupihicatiog or unreasonably
increasing the credit R owns an operating-
mineral interest In & properly with respect to
which a qualified enhaticed oil recovery
project is implemented. R scquires s pump
that is instalied at the site of the project.

" After the pumnp has been placed in service for

& months, R transfers the pump to &
secondary recovery project and acquires »
replacement purnp for the lertiary project.
The original pump is suited to the needs of
the secondary recovery project and could -
have been instailed there initially. The pumps
heve been scquired in 2 manner designed 1o
duplicate or otherwise unreasonably increase
the amoant of the credit. Depending on the
facts, the cost of pne pump or the other may

- be a qualified enhanced oil recovery cost;

bowever, R may not claim the credit with

R

- Exomple 5. Acquinng 0 project. In 1993, 5 -

purchases all of T's interest in & qualified

enhanced oil recovery project; including all of

T interest in tangible property that is am -
integral part of the project and all of T'5 % _
operating minera) interest. 1a 1994, S incors
coats for additional tangible property thatis
an integral part of the project and which is -
used for the primary purpose of implementing

* the project. S also incurs costs for tertiary

injectants that are injected in connection
with the project. In determining the credit fo
1994, 5 may take into account costs § ‘
incurred for tangible property and tertiary
injectants. However. S may nol fake intg
sccount any amount that S peid for Ts

-interest in the project in determining 5's

credit for any taxable year.
§ 1.43-5 Al-risk imitation. [Reserved]

§1.43-8 Election ocut of section 43,

{a) Election to have (he credit not
apply—{1) In general A taxpayer may

_elect to have section 43 not apply for”

any taxable year. The taxpayer msy

. revoke an election to have section 43 not

apply for any taxable year. An election
to have section 43 not apply (or 8
revocation of an election to have section
43 not apply) for any 1axable yearis -
effective only for the taxable year to
which the election relates. - -

(2) Time for moking the electron. A
laxpayet may make an election uoder
peragraph (a) of this section to have
section 43 not apply {or revoke an
election to have section 43 not apply) for
any taxable year et any time before the
expiration of the 3-year period beginning
on the last date prescribed by law
(determined without regard lo

. extensions) Ior filing the retumn for the

adhd
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jaxable vear. The time for meking the
" election {or revoking the electionj is = **7
prescribed by section 43fe)(2) and may .

- (3) Mannerof making the election. An |
“election {of revocation) undetparagraph .
{a)(1) of this section is:made by.z=5 el
attaching » statement 1o the 1axpayers:
federal income tax retwrnoran . U
.amended retirn {or, in the case of B
Coordinated Fxamination Program . -
laxpeyer,-.on & written stalement treated -
e a qualified amended retarn)for the. - -
taxable yeas.forwhichthe election [or -

- revocation) applies. The daxpayer must - .
. indicate whether the-taxpayer is-electing
to not have section43.apply oris * = -
revoking soch an election and designate
-the-project or projectsto which the -~ -~
election [orrevocation) applies. For.any’

taxable year. thedast election {or.-
revoration) mede by & taxpayer within -
the period prescribed in paragsaph (a)(2)
of this section determines whether... -
. section 43 applies for that taxable year,
" {b) Election by pertnerships and'S -
corporotions. Forpartnershipsand' 5
- corporations,-an ¢lection io have-section
43 not apply [or a revocationof an - ¥
. election te have section 43 not apply) for-
any taxable yearis made, in-accordance
- with the requirements of paregraph {a}
of this section, by the parinership or S
corporation with respect to:the gualified
_enlianced oil técovery costs paid or
incurred by the pertnershipor & hg
corporation for the taxable year to
" which the election relates.. :
§ 1.42-7 . Effective date of regulations.

The provisions of §§ 143-1,143-2 ©
and 1.43~4 dbrough 1.43-7 are-effective -
with respect 10 costs paid or incurred
after December 31, 1891, in conrectiop
with a qualified enhanced oil recovery
project. The provisions of 4 143<3 ure - -
effective for texable years begioming”
after December 31,1090.For coests paid. -

.ot incurred after December 31, 1990, and:
before lapuary 11992, in ronnection.
with a qualified enhanced oil recovery -

- project, taxpayers inust take reasonabl

retorn positions taking iote - .7 7
consideration lhe statute andite=- .- -
legisiative history. - .2 T2 - -
Par. 5. The suthority citation for pert
802 continues to read ga followes:
Authority: 28 US.C. 7805
Par. 6. Section 502.101(c} is amrended
1 by removing the entries in ibe table for
$% 1.43-2. 1.43-3T{a)(3) and 1.43—
3T(b}{3) and adding the following entries
in the table 10 read as follows:
- §502301 OMB control numbers.

|

lc).'.

nolbeexleqded:mden& 1.91001. ... .., ¥

- CFR panor soc'aonm-a dontfied_ %"u?
. + g describved . contrel Mo,
L A - A -
T I S 5' 50;
1322 - 1545-0074

R . v . I\. bl . v - R i ‘-
1.43-3(8)43) L AT o4 1292

RS ——— issTe

Camasiissionerof internal Revepue =" -

- Aipproved: Ocigber
FredT. Goldberg” "

Assistant Secretaty of the Treesury. "
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