Notice of Proposed Rulemaking room 2615, Internal Revenue Building, The collection of information in this

and Notice of Public Hearing 1111 Constitution Avenue, NW., Wash-proposed regulation is contained in the
_ _ ington, DC. preamble under the headingroposed
Credit for Increasing Research Effective Date* The information is re-

FOR FURTHER INFORMATION CON- quired by the IRS to ensure that member

TACT: Concerning the proposed regula—f a controlled group filing claims for re-

tions, Lisa J. Shuman at (202)622-312 und based on a change in method of allc

REG-105606-99 (not a toll-free number); concerning SUbE:ating the research credit to members ¢

AGENCY: Internal Revenue Servicenn m oy oo o9 81%he group do not together claim in exces
0 be praced on e UG aceess ISt e 1 0094 of the credit with respect to prior

(IRS), Treasury. attend the hearing, La Nita Van Dyke af_ "’ years
ACTION: Notice of proposed rulemak-(202)622-7190 (not a toll-free number). ™ .= "0 o0 o) reporting bur-

ing and notice of public hearing. SUPPLEMENTARY INFORMATION:  den: 200 hours.

SUMMARY: This document contains . Estimated average annual burden houl
proposed regulations relating to the Coml?aperwork Reduction Act per respondent: 20 hours.

putation of the credit for increasing re- The collection of information con- EStimated number of respondents: 10.
search activities (the research credit) foLined in this notice of proposed rulemak- Estimated frequency of responses: O
members of a controlled group and the alhg has been submitted to the Office ofccasion.

location of the credit under section 41(fManagement and Budget for review in ac- An agency may not conduct or sponsot
of the Internal Revenue Code. These pPreq, qance with the Paperwork Reductio@nd a person is not required to respond tt
posed regulations are intended to providgct of 1995 (44 U.S.C. 3507(d)). Com-2 collection of information unless it dis-
guidance on the proper method for oMy o nis o the collection of informationPlays @ valid control number assigned by
puting the research credit for members cghould be sent to th@ffice of Manage- the Office of Management and Budget.

a controlled group and the proper method .. - 4 Budget Attn: Desk Officer for  BOOKS or records relating to a collec-
for allocating the group credit to members, Department of the Treasury, Office ofion Of information must be retained as
of the group. These proposed regulationg ¢ ' o400 204 Regulatory 'Affairs. long as their contents may become mate
reflect changes to section 41 made by ﬂ\ﬁlashington DC 20503, with copies tgal in the administration of any internal
Revenue Reconciliation Act of 1989 (the, | =o' By enue Ser\’/iceAttn' IRS revenue law. Generally, tax returns an
1989 Act). This document also prowde%?eports Clearance Officer. OP:ES:FHaX return information are confidential, as
notice of a public hearing on these regu'%ashington, DC 20224 C(’Jmm.ents. Oﬁ’equired by 26 U.S.C. 6103.

tions. the collection of information should be r€Background

DATES: Written or electronic commentsceived by March 6, 2000.

must be received no later than April 5Comments are specifically requested con- The research credit provisions originally
2000. Outlines of topics to be discussederning: appeared in section 44F of the Interna
at the public hearing scheduled for April Whether the proposed collection of inRevenue Code of 1954 (the 1954 Code), ¢
26, 2000 at 10 a.m. must be received bgrmation is necessary for the proper peradded to the 1954 Code by section 221 ¢

Activities

April 5, 2000. formance of the functions of the IRS, inthe Economic Recovery Tax Act of 1981.
ADDRESSES: Send submissions to¢luding whether the information will have Section 471(c) of the Tax Reform Act of
CC:DOM:CORP:R (REG—105606—99) practical Ut”ity; 1984 redesignated section 44F as sectic

room 5226, Internal Revenue Service, 1he accuracy of the estimated burdeB0. Section 231 of the Tax Reform Act of
POB 7604, Ben Franklin Station, Wash&ssociated with the proposed collection af986 (the 1986 Act) redesignated sectio
ington, DC 20044. Submissions may béformation (see below); 30 as section 41 and substantially modifie
hand delivered Monday through Friday How the quality, utility, and clarity of the research credit provisions. The 198
between the hours of 8 a.m. and 5 p.m. té§€ information to be collected may be enAct substantially revised the computatior
CC:DOM:CORP:R (REG-105606-99),hanced; of the research credit.

Courier’s Desk, Internal RevenueService, How the burden of complying with the  On May 17, 1989, the IRS published in
1111 Constitution Avenue NW., Washing-Proposed collection of information maythe Federal Register(54 FR 21203) final
ton, DC. Alternatively, taxpayers maybe minimized, including through the ap+egulations under section 41. The 198
submit comments electronically via theplication of automated collection tech-final regulations generally do not reflect
Internet by selecting the “Tax Regs” ophiques or other forms of information techthe amendments to section 41 made b
tion of the IRS Home Page, or by submitnology; and the 1986 Act, the 1989 Act, and other sub
ting comments directly to the IRS Internet Estimates of capital or start-up costsequent legislative revisions to the re
site at: and costs of operation, maintenance, argkarch credit.
http://iwww.irs.gov/prod/taxregs/regslist.hpurchase of services to provide informa- The amendments proposed by this doc
tml. The public hearing will be held intion. ument contain proposed rules relating t



the computation of the research credit fosearch expenses. The member allocatittased on each member’s “proportionate
members of a controlled group and the als based on the ratio that each memberghare of the qualified research expense
location of the credit under section 41(f)increase in its qualified research expensasd basic research payments giving rise t
These proposed regulations reflecover its base period research expensés credit.”

changes to the research credit rules matiears to the sum of the group’s increases In explaining the 1989 Act revisions to
by the 1989 Act and Small Business Jolm qualified research expenses the research credit, the House Report sim
Protection Act of 1996, which introduced ply states that the rules relating to the ag

the alternative incremental researcfk©St-1989 Rules for Computing the gregation of related persons and change
Research Credit for Members of a

credit. > in ownership are the same as under pre

, Controlled Group and Allocating the sent law with the modification that when
Pre-1990 Rules for Computing the Regular Research Credit among a business changes hands, qualified re
Research Credit for Members of a Members of the Group ’

search expenses and gross receipts for p

In the 1989 Act, Congress revised th&ods prior to the change qf ownership are
computation of the research credit. Corfféa@ted as transferred with the trade ol
Prior to the enactment of the 1989 Actgress retained the incremental structure QHSIN€SS which gave rise to those expen
the research credit was computed by muthe credit but altered the computation tditures and receipts f(?r purposes of re-
tiplying the credit rate by the excess of théocus on whether and the extent to whicROMPUting a taxpayer’s fixed-base per-
taxpayer’s current year qualified research taxpayer increases the proportion of jgéntage. H. Rep. No. 101-247 at 1202
expenses over the average of the taxualified research expenses relative to itsN€ €gislative history to the 1989 Act
payer’s qualified research expenses fagross receipts. does not refer to the elimination of the
the preceding three years. Under section 41, as amended in 19g4/ord “increase” from the allocation rule.
Before amendment by the 1989 Actthe research credit is computed by multi- " the light of the statutory changes en-
section 41(f)(1) provided rules for com-plying the credit rate by the excess of th@cted in 1989, taxpayers have questione
puting the research credit for members dhxpayer’s current year qualified researci!® Proper method for computing the re-
a controlled group (generally a group oxpenses over a “base amount.” The baS§arch credit for members of a controllec
corporations or unincorporated business@snount is defined in section 41(c) as th8oup and the proper method for allocat-
linked by common ownership of moregreater of: (1) fifty percent of the tax-"d the group credit to members of the
than 50 percent). Section 41(f)(1) treatefayer’s credit year qualified research exd"oup under the new rules. _
all members of a controlled group as @enses (the minimum base amount): or, 1N€ Proposed regulations provide that,
single taxpayer for purposes of computing?) the taxpayer’s “fixed-base percent{O" Purposes of computing the group
the credit and allocated the credit to thage” times the taxpayer’s average annu§l€dit; all of the computational rules of
members of the group based on the mergross receipts for the four taxable years€ction 41 are applied on an aggregat
ber's proportionate share of the increasgreceding the taxable year for which th&@Sis- This is consistent with the statutory
in qualified research expenses giving riseredit is being determined. prescription that the controlled group be
to the credit. In general, a taxpayer’s fixed-base pefréated as a single taxpayer and is nece:
The legislative history to the 1981 Actcentage is defined in section 41(c)(3)(AFa7Y 0 preclude taxpayers from creating
indicates that the research credit aggregas the ratio that the taxpayer's aggregafétificial increases in the credit by shifting
tion rules were enacted to ensure that thualified research expenses for its taxabf@2lified research expenses and gross re
research credit would be allowed only foyears beginning after December 31, 198§€1Pts among commonly controlled or
actual increases in research expenditurend before January 1, 1989 bear to its agtnerwise related persons. _
The aggregation rules were intended tgregate gross receipts for the same period.!n Proposing rules for the allocation of
prevent artificial increases in research exsection 41(c)(3)(B) provides rules forthe credit, Treasury and the IRS consid-
penditures by shifting expenditurescomputing the fixed-base percentage fdfred: Put were not persuaded by, certai
among commonly controlled or otherwisestart-up companies. Section 41(c)(3)(CPxPayers z?‘rgument”that the elimination
related persons. H. Rep. No. 97—20Iprovides that the maximum fixed-bas& the word “increase” from the allocation
1981-3 C.B. (Vol. 2) 364 and Sen. Reppercentage is 16%. rule in the statute requires that the credi
97-144, 1981-3 C.B. (Vol. 2) 442. Section 41(f)(1), as amended by th®€ allocated on the basis of the gross
An example that appears in bothl989 Act, continues to provide rules fo@mount of qualified research expenses in
§1.41-8(a)(4) of the 1989 regulations andomputing the research credit for mem¢cUrred by the various members of the con
the legislative history to the 1981 Act il-bers of a controlled group. As under priof©!léd group. Treasury and the IRS be-
lustrates the computation and allocatiotaw, all members of a controlled group aré€Ve that elimination of the word
of the research credit under sectiotreated as a single taxpayer for purposed'Créase” was necessitated by the 198
41(f)(1) before the 1989 Act amendmentsf computing the credit. However, the alStatutory amendments to the computatior
to the research credit computation. In thiacation rule was amended to eliminat@f the research credit, which afford a
example, the allowable group researchny reference to an “increase” in qualifie"dit in certain circumstances even where
credit is allocated among the members exesearch expenses. Under the amenditf @xpayer (or each member of a con
periencing an increase in qualified reallocation rule, the group credit is allo-trolléd group) is decreasing its gross
search expenses over their base period ated among the members of the groupMount of qualified research expenses

Controlled Group and Allocating the
Credit among Members of the Group



(e.g., because the taxpayer’s gross receiptgulations provide that all computation®f the Administrative Procedure Act (5
also are decreasing). However, there is maith respect to the group credit for basitJ.S.C. chapter 5) does not apply tc
indication that the elimination of the wordresearch payments and the alternative ithese regulations. It is hereby certifiec
“increase” was intended to suggest that treremental research group credit are urihat the collection of information con-
credit be allocated without regard to its indertaken on an aggregate basis. Similarligined in these regulations will not have
cremental nature. To the contrary, théhese group credits are allocated to the significant economic impact on a sub:
statutory prescription that the credit be alvarious group members on an incrementatantial number of small entities. This

located according to each member’s prdasis. certification is based on the expectatior
portionate share of the qualified research . that few, if any, small entities will file
expenses “giving rise to” the credit supProposed Effective Date claims for refund attributable to a

ports a rule that allocates the credit to The regulations generally are propose<ahange in method of allocating the re-
those members whose share of currefd o applicable for taxable years endin earch credit among members of its con
year qualified research expenses exceegﬁ or after the date proposed regulatior‘%oued group. Accordingly, a Regula-
their share of the base amount. Thus, tr&qe filed with the Federal Register, but arkory Flexibility Analysis under the
proposed regulation provides that th%lso proposed to be retroactive in Certaiﬁeegulatory Flexibility Act (5 U.S.C.
group research credit is allocated to eag ited circumstances to prevent abusé:_hapter 6) is not required. Pursuant t
member based on the ratio that the meng, prevent taxpayers that are members 3]ection 7805(f) of the Internal Revenue
ber’s increase in its qualified research eX3 controlled group from together cIaimingCOde’ this notice of proposed rulemak:
penses over its base amount bears to tmsexcess of 100% of the credit with relNY will be submitted to the Chief Coun-
sum of each member’s increase in qualis-pect to prior taxable years, the rules fcﬁel for Advocacy of the Small Business
fied research expenses over its basaﬁlocating the group credit would apply toAdministration for comment on its im-
amount. The member’s base amount §ny taxable year beginning after DecerrPact on small business.

computed by multiplying the group fixed- ; ; . . .

o, percentage by he merber avergn - Lov 7 WP 3 8 ESUL f o an e Hearng

annual gross receipts for the four preceqﬁembers of a controlled

. roup as a whole i
ing tax years. group Before these proposed regulations ar

o claimed more than 100% of the allowable,dopted as final regulations, considera
In order to prevent manipulation of thegroyp credit. In the case of a group whosgon will be given to any written com-
amount of credit allocated to a consolimempers have different taxable years anglents (preferably a signed original anc
dated group of corporations t_hat IS §hose members used inconsistent metlight (8) copies) or electronic comment:
member of a controlled group with othefgs of allocation, the members of theyre submitted timely to the IRS. Treasun
taxpayers, Treasury and the IRS consiggroyp as a whole shall be deemed to haid the IRS request comments on th
ered a Spe(?lal rule for allocatlng the reCIaimed more than 100% of the a”OW&b'Q;|arity of the proposed regu|ati0n5 anc
search cred.|t that would treat all.memberéroup credit. how they may be made easier to undei
of a consolidated group as a single tax- Ng claim for refund (1) attributable to astand. All comments will be available for

payer for purposes of allocating the reéghange in method of allocation; (2) perpublic inspection and copying.

search credit among members of the copajning to a taxable year ending before A public hearing has been schedule
trolled group. Treasury gnd the IRSecember 30, 1999; and (3) filed aftefor April 26, 2000 at 10 a.m. in room
request comments on special rules for ahecember 30, 1999, will be allowed UN2615, Internal Revenue Bl.JiId.ing 1111
locating the research credit among MeNfess the taxpayer submits a Stateme'@ons’titution Avenue. NW Washi;ngton
bers of a controlied group that contains fentifying all members of the controlledpc. pue to building security procedures

consolidated group of corporations. group for the taxable year at issue. Thﬁisitors must enter at the #(Street en-

Allocation of the Credit for Basic statement must contain a declaratiogance, located between Constitution an
Research Payments and the Alternative S'gned by the taxpay?r under penalties @ennsylvania Avenues, NW. In addition,
Incremental Research Credit perjury that states: “To the best of myy)| yisitors must present photo identifica-

knowledge and belief, taking into accounfion to enter the building. Because of ac
The proposed regulations also addreg¥ior claims, this amended claim and anyess restrictions, visitors will not be ad-
the computation and allocation of thd€lated adjustments, no more than thgitted beyond the immediate entrance
group credit for basic research payment§t@l amount of the group credit will be al-rea more than 15 minutes before th.
(certain amounts paid to qualified organilocated to the members of the controlleearing starts. For information abou
zations for basic research) and for the a8roup. having your name placed on the building
ternative incremental research credit (ag access list to attend the hearing, see tt
elective alternative method of computing “FOR FURTHER INFORMATION
the research credit, under which taxpayers |t has been determined that this notic€ONTACT"” section of this preamble.
are assigned a lower three-tiered fixedf proposed rulemaking is not a signifi- The rules of 26 CFR 601.601(a)(3)
base percentage, and the credit rate is f€ant regulatory action as defined in Exapply to the hearing. Persons who wish t
duced). ecutive Order 12866. Therefore, a regupresent oral comments at the hearing mu
As in the case of the regular credit fotatory assessment is not required. It alssubmit written or electronic comments
qualified research expenses, the proposéds been determined that section 553(land an outline of the topics to be dis-

pecial Analyses



cussed and the time to be devoted to eaphyments. preceding tax years.

topic (preferably a signed original and5) Allocation of alternative incremental* * * * *

eight (8) copies by April 5, 2000). A pe-research credit. (4) Allocation of credit for basic re-
riod of 10 minutes will be allotted to each(g) Examples. search payments The credit (if any) at-

person making comments. ~ (b) For taxable years beginning beforgributable to basic research payments al
An agenda Sh.OW'”g the scheduling ofanuary 1, 1990. lowed to a member is determined on the
the speakers will be prepared after the » « « =« basis of the ratio that its excess (if any) of

deadline for receiving outlines has p,; 3 |n §1.41-8, paragraphs (a)(1pasic research payments over its qualifiec
passed. Copies of the agenda will bgy) 4y (b, and (c)(1) are revised anarganization base period amount bears t
available free of charge at the hearing. p4ragraphs (a)(5) and (a)(6) are added the aggregate excess of basic researc
read as follows: payments over the qualified organization
§1.41-8 Aggregation of expenditures. base period amount of all members in the
The principal author of these proposed (a) Controlled group of corporations; group. For purposes of the preceding sen
regulations is Lisa J. Shuman of the Oftrades or businesses under common cofgnce, a member computes its qualifiec
fice of the Assistant Chief Counseltrol—(1) In general In determining the organization base period amount using
(Passthroughs and Special Industrieshmount of the credit for increasing resimilar principles to those used in para-
However, personnel from other offices okearch activities allowed with respect to &raph (a)(1) to determine the member’s
the IRS and the Treasury Department patrade or business that at the end of its taase amount.
ticipated in their development. able year is a member of a controlled (5) Allocation of alternative incremen-
FoRox xx group of corporations or a member of &al research creditlf the credit is com-
group of trades or businesses under corputed under the alternative incremental
mon control, all members of the group areesearch credit rules, the credit (if any) al-
treated as a single taxpayer. Thus, fdowed to the member is determined on the
26 CFR part 1 is pro_purpose_s of determining the gmount_olf)asi_s_of the ratio that its excess (if any) (_)f
the credit, all of the rules in section 41, inqualified research expenses over 1% of it
cluding, for example, the rules in sectioraverage annual gross receipts for the fou
PART 1—INCOME TAXES 41(c)(2) (pertaining to the minimum baseaaxable years preceding the taxable yea
o amount), section 41(c)(3)(B) (pertainingfor which the credit is being determined
Paragraph 1. The authority citation fog the fixed-base percentage for start-upears to the aggregate excess of qualifie
part 1 continues to read in part as followssompanies), and section 41(c)(3)(C) (peresearch expenses over 1% of the averag
Authority: 26 U.S.C. 7805 * * * taining to maximum base amount) are amnnual gross receipts of all members of
Par. 2. In §1.41-0, the table of contentgjied only to the aggregate computationhe group for the four taxable years pre-
is amended by revising the entries fopf the base amount. The credit (if any) aleeding the taxable year for which the
§1.41-8(a), (a)(1), (a)(4), and (b) angowed to any member is determined omredit is being determined.
addlng entries for §141_8(a)(5) anC{he basis of the ratio that its increase (lf (6) Examp|esThe fo”owing examp|es
(a)(6) to read as follows: any) in its qualified research expensegjystrate the provisions of this paragraph
§1.41-0 Table of contents. over its base amount bears to the aggrey):
e i ) gate increases in qualified research eX- gxample 1(j) Facts A controlled group of three
§1.41-8 Aggregation of expenditures. penses over the base amount of all menserporations (all of which are calendar-year taxpay-
(a) Controlled group of corporations; tradepers of the group. For purposes of thers) had qualified research expenses for the cred

or businesses under common control. preceding sentence, a member computé"s”“ 1999, qualified research exp_enses for the pe_rio«
1984 through 1988, gross receipts for the period

Drafting Information

Proposed Amendments to the
Regulations

Accordingly,
posed to be amended as follows:

£1)*In§eyeial' i'FS base amount by multiplying the grou&984 through 1988, and average annual gross re
fixed-base percentage by the member ipts for the four years preceding the credit year a:

(4) Allocation of credit for basic researchaverage annual gross receipts for the fottilows:

|| A B C Total

Credit Year Qualified $200x $20x $110x $330x

Research Expenses

1984-1988 Qualified $40x $10x $100x $150x

Research Expenses

||1984-1988 Gross Receipts $1,000x $350x $150x $1500fk
verage Annual Gross $1,200x $200x $300x $1700

Receipts for 4 years

preceding Credit Year




(i) Computation of the group credit(A) The base percentage is the ratio that the group’s aggr#32x.
group research credit is computed as if the three cayate qualified research expenses for the taxable (iii) Allocation of the group creditThe group re-
porations are one taxpayer. The research credit years beginning after December 31, 1983, and bsearch credit of $32x is allocated to the members c
equal to 20 percent of the excess of the group’s afpre January 1, 1989 bear to its aggregate gross te group based on the ratio that the member’s ir
gregate credit year qualified research expenses oweipts for the same period. Therefore, the groupsrease in its qualified research expenses over tt
the group’s base amount. fixed-base percentage is 150x/1500x or 10% and theember’s base amount bears to the sum of the mer

(B) The group’s base amount equals the greatgroup’s base amount is $170x, the greater of 50% bkr increases in qualified research expenses ov
of fifty percent of the group’s credit year qualified$330 or 10% of $1,700x. their base amounts. The member’s base amount
research expenses (the minimum base amount); or, (C) The group’s research credit is equal to 20 pecomputed by multiplying the group fixed-base per-
the group’s fixed-base percentage times the grouptent of the excess of the group’s aggregate credientage of 10% by the member’s average annu
average annual gross receipts for the four taxableear qualified research expenses over the groupdgoss receipts for the four preceding tax years. Th
years preceding the credit year. The group’s fixedbase amount. That is 20% of ($330x - $170x) 0$32x credit is allocated as follows:

Member Credit Year Member Increase Ratio Credit
Quialified Base
Research Amount
Expenses
A $200x $120x $80x 80/160 $16x
B $20x $20x 0
C $110x $30x $80x 80/160 $16x

Example 2 (i) Facts The facts are the same adowing table shows the group’s qualified researcleceipts for the period 1984 through 1988, and aver
in Example lexcept that A had no qualified re- expenses for the credit year, qualified research erge annual gross receipts for the four years prece
search expenses during the credit year. The fopenses for the period 1984 through 1988, gross riig the credit year:

|| A B C Total

Credit Year Qualified 0 $20x $110x $130x

Research Expenses

1984-1988 Qualified $40x $10x $100x $150x

Research Expenses

||1984-1988 Gross Receipts $1,000x $350x $150x $1501]x
verage Annual Gross $1,200x $200x $300x $1700

Receipts for 4 years

preceding Credit Year

(i) Computation of the group creditUnder mental credit under section 41(c)(4), the group ithe members of the group based on the ratio th
these facts, the controlled group’s credit year quakllowed a credit equal to .0165($25.5x - $17x) #he member’s qualified research expenses over or
ified research expenses are less than the group®22($34x - $25.5x) + .0275($130x - $34x) orpercent of the member’s average annual gross r
base amount of $170x, and no credit is allowed t§2.96725x. ceipts for the four preceding years bears to th
the group unless the group elects to use the alter- (iii) Allocation of the group credit Assuming sum of the member increases in qualified researc
native incremental research credit under sectiothat the group elects to use the alternative incr@xpenses over one percent of their average annu
41(c)(4). mental research credit under section 41(c)(4), thgross receipts for the four preceding years. Th

If the group elects to use the alternative incregroup research credit of $2.96725x is allocated t$2.96725x credit is allocated as follows:

Member Credit 1 % of Member Increase Ratio Credi
Year Average
Qualified Annual Gross
Research Receipts for
Expenses 4 Preceding
Tax Years
A $0 $12x 0 0
B $20x $2x $18x 18/125 $.427284X
C $110x $3x $107x 107/125 $2.539966K




Example 3(i) Facts A controlled group of three year 1999, qualified research expenses for the periagipts for the four years preceding the credit year a
corporations (all of which are calendar-year taxpayt984 through 1988, gross receipts for the periotbllows:
ers) had qualified research expenses for the credi®84 through 1988, and average annual gross re-

|| A B ct Total
Credit Year Qualified $200x $20x $50x $270x
Research Expenses

1984-1988 Qualified $55x $15x 0 $70x
Research Expenses

|1984—1988 Gross Receipts $1000x $400x 0 $1400
verage Annual Gross $1200x $200x 0 $1400x
Receipts for 4 years

preceding Credit Year

1C began business in 1999. years preceding the credit year. The group’s fixed- (iii) Allocation of the group creditThe group re-
base percentage is the ratio that the group’s aggreearch credit of $27x is allocated to the members o
(if) Computation of the group credit(A) The  gate qualified research expenses for the taxabtbe group based on the ratio that the member’s in
group research credit is computed as if the three CQfaars beginning after December 31, 1983, and berease in its qualified research expenses over th
porations are one taxpayer. The research credit f§re january 1, 1989 bear to its aggregate gross member’s base amount bears to the sum of the men
equal to 20 percent of the excess of the group’s aggipts for the same period. Therefore, the grouplser increases in qualified research expenses ove
gregate credit year qualified research expenses ougfed-base percentage is 70x/1400x or 5% and thbeir base amounts. The member’s base amount i
the group’s base amount. group’s base amount is $135x, the greater of 50% ebmputed by multiplying the group fixed-base per-
(B) The group's base amount equals the great@70x or 5% of $1,400x. centage of 5% by the member's average annua
of: fifty percent of the group’s credit year qualified () The group’s research credit is equal to 20 pegross receipts for the four preceding tax years. The
research expenses (the minimum base amount), @gn¢ of the excess of the group’s aggregate credit yeb27x credit is allocated as follows:
the group’s fixed-base percentage times the groupfyajified research expenses over the group’s base
average annual gross receipts for the four taxablgnount. That is 20% of ($270x - $135x) or $27x.

Member CreditYear Member Increase Ratio Credit
Quialified Base
Research Amount
Expenses
$200x $60x $140x 14/20 $18.9x
B $20x $10x $10x 1/20 $1.35x
C $50x 0 $50x 5/20 $6.75x

Example 4(i) Facts. The facts are the same as incredit year 1999, qualified research expenses for theceipts for the four years preceding the credit yeal

Example 3xcept that C began business in 1989. Aperiod 1984 through 1988, gross receipts for the pas follows:

B, and C had qualified research expenses for theod 1984 through 1988, and average annual gross

A B C Total

Credit Year Qualified $200x $20x $50x $270x
Research Expenses

1984-1988 Qualified $55x $15x 0 $70x
Research Expenses

1984-1988 Gross Receipts $1,000x $400x 0 $1,400
Average Annual Gross $1,200x $200x $1,000x $2,400
Receipts for 4 years

preceding Credit Year




(i) Computation of the group credit(A) The base percentage is the ratio that the group’s aggre- (iii) Allocation of the group creditThe group re-
group research credit is computed as if the three cagate qualified research expenses for the taxabgearch credit of $27x is allocated to the members c
porations are one taxpayer. The research credit ygears beginning after December 31, 1983, and béie group based on the ratio that the member’s ir
equal to 20 percent of the excess of the group’s afpre January 1, 1989 bear to its aggregate gross mrease in its qualified research expenses over tt
gregate credit year qualified research expenses oweipts for the same period. Therefore, the groupember’s base amount bears to the sum of the mer
the group’s base amount. fixed-base percentage is 70x/1400x or 5% and tHeer increases in qualified research expenses ov

(B) The group’s base amount equals the greatgroup’s base amount is $135x, the greater of 50% dlieir base amounts. The member’'s base amount
of: fifty percent of the group’s credit year qualified$270x or 5% of $2,400x. computed by multiplying the group fixed-base per-
research expenses (the minimum base amount), or, (C) The group’s research credit is equal to 20 pecentage of 5% by the member’s average annu:
the group’s fixed-base percentage times the grouptent of the excess of the group’s aggregate credit yegioss receipts for the four preceding tax years. Th
average annual gross receipts for the four taxabtpualified research expenses over the group’s ba$27x credit is allocated as follows:
years preceding the credit year. The group’s fixecamount. That is 20% of ($270x- $135x) or $27x.

Member CreditYear Member Change Ratio Credit
Qualified Base
Research Amount
Expenses
$200x $60x $140x 14/15 $25.2x
B $20x $10x $10x 1/15 $1.8x
$50x 50x 0 0 0

(b) For taxable years beginning before
January 1, 1990For taxable years begin-
ning before January 1, 1990, see § 1.41-8
in effect prior to December 30, 1999 as
contained in 26 CFR part 1 revised April
1, 1999.

(c) Tax accounting periods use€1)

In general The credit allowable to a
member of a controlled group of corpora-
tions or of a group of trades or businesses
under common control is that member’s
share of the aggregate credit computed as
of the end of such member’s taxable year.
In computing the aggregate credit in the
case of a group whose members have dif-
ferent taxable years, a member shall gen-
erally treat the taxable year of another
member that ends with or within the
credit year of the computing member as
the credit year of that other member. In
computing the aggregate base amount, the
gross receipts taken into account with re-
spect to another member shall include that
other member’s gross receipts for the four
taxable years of that other member pre-
ceding the credit year of that other mem-
ber.

* * % * *

John M. Dalrymple,
Acting Deputy Commissioner
of Internal Revenue.

(Filed by the Office of the Federal Register on De-
cember 30, 1999, 2:06 p.m., and published in the
issue of the Federal Register for January 4, 2000, 65
F.R. 258)



