
SEC. 41. CREDIT FOR INCREASING RESEARCH ACTIVITIES.

41(a) GENERAL RULE.--

For purposes of section 38 , the research credit determined under this section for the taxable
year shall be an amount equal to the sum of--

41(a)(1) 20 percent of the excess (if any) of--

41(a)(1)(A) the qualified research expenses for the taxable year, over

41(a)(1)(B) the base amount, and

41(a)(2) 20 percent of the basic research payments determined under subsection (e)(1)(A).

41(b) QUALIFIED RESEARCH EXPENSES.--

For purposes of this section--

41(b)(1) QUALIFIED RESEARCH EXPENSES.--The term “qualified research expenses” means
the sum of the following amounts which are paid or incurred by the taxpayer during the
taxable year in carrying on any trade or business of the taxpayer--

41(b)(1)(A) in-house research expenses, and

41(b)(1)(B) contract research expenses.

41(b)(2) IN-HOUSE RESEARCH EXPENSES.--

41(b)(2)(A) IN GENERAL.--The term “in-house research expenses” means--

41(b)(2)(A)(i) any wages paid or incurred to an employee for qualified services
performed by such employee,

41(b)(2)(A)(ii) any amount paid or incurred for supplies used in the conduct of
qualified research, and

41(b)(2)(A)(iii) under regulations prescribed by the Secretary, any amount paid or
incurred to another person for the right to use computers in the conduct of qualified
research.

Clause (iii) shall not apply to any amount to the extent that the taxpayer (or any person with
whom the taxpayer must aggregate expenditures under subsection (f)(1)) receives or accrues
any amount from any other person for the right to use substantially identical personal
property.

41(b)(2)(B) QUALIFIED SERVICES.--The term “qualified services” means services
consisting of--

41(b)(2)(B)(i) engaging in qualified research, or



41(b)(2)(B)(ii) engaging in the direct supervision or direct support of research
activities which constitute qualified research.

If substantially all of the services performed by an individual for the taxpayer during the
taxable year consists of services meeting the requirements of clause (i) or (ii), the term
“qualified services” means all of the services performed by such individual for the
taxpayer during the taxable year.

41(b)(2)(C) SUPPLIES.--The term “supplies” means any tangible property other than--

41(b)(2)(C)(i) land or improvements to land, and

41(b)(2)(C)(ii) property of a character subject to the allowance for depreciation.

41(b)(2)(D) WAGES.--

 41(b)(2)(D)(i) IN GENERAL.--The term “wages” has the meaning given such term by
section 3401(a) .

41(b)(2)(D)(ii) SELF-EMPLOYED INDIVIDUALS AND OWNER-EMPLOYEES.--In the case
of an employee (within the meaning of section 401(c)(1) ), the term “wages” includes
the earned income (as defined in section 401(c)(2) ) of such employee.

41(b)(2)(D)(iii) EXCLUSION FOR WAGES TO WHICH WORK OPPORTUNITY CREDIT
APPLIES.--The term “wages” shall not include any amount taken into account in
determining the work opportunity credit under section 51(a) .

41(b)(3) CONTRACT RESEARCH EXPENSES.--

41(b)(3)(A) IN GENERAL.--The term “contract research expenses” means 65 percent of
any amount paid or incurred by the taxpayer to any person (other than an employee of the
taxpayer) for qualified research.

41(b)(3)(B) PREPAID AMOUNTS.--If any contract research expenses paid or incurred
during any taxable year are attributable to qualified research to be conducted after the
close of such taxable year, such amount shall be treated as paid or incurred during the
period during which the qualified research is conducted.

41(b)(3)(C) AMOUNTS PAID TO CERTAIN RESEARCH CONSORTIA.--

41(b)(3)(C)(i) IN GENERAL.--Subparagraph (A) shall be applied by substituting “75
percent” for “65 percent” with respect to amounts paid or incurred by the taxpayer to a
qualified research consortium for qualified research on behalf of the taxpayer and 1 or
more unrelated taxpayers. For purposes of the preceding sentence, all persons treated as
a single employer under subsection (a) or (b) of section 52  shall be treated as related
taxpayers.

41(b)(3)(C)(ii) QUALIFIED RESEARCH CONSORTIUM.--The term “qualified research
consortium” means any organization which--

41(b)(3)(C)(ii)(I) is described in section 501(c)(3)  or 501(c)(6)  and is exempt
from tax under section 501(a) ,



41(b)(3)(C)(ii)(II) is organized and operated primarily to conduct scientific
research, and

41(b)(3)(C)(ii)(III) is not a private foundation.

41(b)(4) TRADE OR BUSINESS REQUIREMENT DISREGARDED FOR IN-HOUSE RESEARCH
EXPENSES OF CERTAIN STARTUP VENTURES.--In the case of in-house research expenses, a
taxpayer shall be treated as meeting the trade or business requirement of paragraph (1) if, at
the time such in-house research expenses are paid or incurred, the principal purpose of the
taxpayer in making such expenditures is to use the results of the research in the active
conduct of a future trade or business--

41(b)(4)(A) of the taxpayer, or

41(b)(4)(B) of 1 or more other persons who with the taxpayer are treated as a single
taxpayer under subsection (f)(1).

41(c) BASE AMOUNT.--

41(c)(1) IN GENERAL.--The term “base amount” means the product of--

41(c)(1)(A) the fixed-base percentage, and

 41(c)(1)(B) the average annual gross receipts of the taxpayer for the 4 taxable years
preceding the taxable year for which the credit is being determined (hereinafter in this
subsection referred to as the “credit year”).

41(c)(2) MINIMUM BASE AMOUNT.--In no event shall the base amount be less than 50
percent of the qualified research expenses for the credit year.

41(c)(3) FIXED-BASE PERCENTAGE.--

41(c)(3)(A) IN GENERAL.--Except as otherwise provided in this paragraph, the fixed-
base percentage is the percentage which the aggregate qualified research expenses of the
taxpayer for taxable years beginning after December 31, 1983, and before January 1,
1989, is of the aggregate gross receipts of the taxpayer for such taxable years.

41(c)(3)(B) START-UP COMPANIES.--

41(c)(3)(B)(i) TAXPAYERS TO WHICH SUBPARAGRAPH APPLIES.--The fixed-base
percentage shall be determined under this subparagraph if--

41(c)(3)(B)(i)(I) the first taxable year in which a taxpayer had both gross receipts
and qualified research expenses begins after December 31, 1983, or

41(c)(3)(B)(i)(II) there are fewer than 3 taxable years beginning after December
31, 1983, and before January 1, 1989, in which the taxpayer had both gross receipts
and qualified research expenses.

41(c)(3)(B)(ii) FIXED-BASE PERCENTAGE.--In a case to which this subparagraph
applies, the fixed-base percentage is--



41(c)(3)(B)(ii)(I) 3 percent for each of the taxpayer’s 1st 5 taxable years beginning
after December 31, 1993, for which the taxpayer has qualified research expenses,

41(c)(3)(B)(ii)(II) in the case of the taxpayer’s 6th such taxable year, 1/6 of the
percentage which the aggregate qualified research expenses of the taxpayer for the
4th and 5th such taxable years is of the aggregate gross receipts of the taxpayer for
such years,

41(c)(3)(B)(ii)(III) in the case of the taxpayer’s 7th such taxable year, 1/3 of the
percentage which the aggregate qualified research expenses of the taxpayer for the
5th and 6th such taxable years is of the aggregate gross receipts of the taxpayer for
such years,

41(c)(3)(B)(ii)(IV) in the case of the taxpayer’s 8th such taxable year, 1/2 of the
percentage which the aggregate qualified research expenses of the taxpayer for the
5th, 6th, and 7th such taxable years is of the aggregate gross receipts of the taxpayer
for such years,

41(c)(3)(B)(ii)(V) in the case of the taxpayer’s 9th such taxable year, 2/3 of the
percentage which the aggregate qualified research expenses of the taxpayer for the
5th, 6th, 7th, and 8th such taxable years is of the aggregate gross receipts of the
taxpayer for such years,

41(c)(3)(B)(ii)(VI) in the case of the taxpayer’s 10th such taxable year, 5/6 of the
percentage which the aggregate qualified research expenses of the taxpayer for the
5th, 6th, 7th, 8th, and 9th such taxable years is of the aggregate gross receipts of the
taxpayer for such years, and

41(c)(3)(B)(ii)(VII) for taxable years thereafter, the percentage which the
aggregate qualified research expenses for any 5 taxable years selected by the taxpayer
from among the 5th through the 10th such taxable years is of the aggregate gross
receipts of the taxpayer for such selected years.

41(c)(3)(B)(iii) TREATMENT OF DE MINIMIS AMOUNTS OF GROSS RECEIPTS AND
QUALIFIED RESEARCH EXPENSES.--The Secretary may prescribe regulations providing
that de minimis amounts of gross receipts and qualified research expenses shall be
disregarded under clauses (i) and (ii).

41(c)(3)(C) MAXIMUM FIXED-BASE PERCENTAGE.--In no event shall the fixed-base
percentage exceed 16 percent.

41(c)(3)(D) ROUNDING.--The percentages determined under subparagraphs (A) and
(B)(ii) shall be rounded to the nearest 1/100th of 1 percent.

41(c)(4) ELECTION OF ALTERNATIVE INCREMENTAL CREDIT.--

41(c)(4)(A) IN GENERAL.--At the election of the taxpayer, the credit determined under
subsection (a)(1) shall be equal to the sum of--



 41(c)(4)(A)(i) 2.65 percent of so much of the qualified research expenses for the
taxable year as exceeds 1 percent of the average described in subsection (c)(1)(B) but
does not exceed 1.5 percent of such average,

41(c)(4)(A)(ii) 3.2 percent of so much of such expenses as exceeds 1.5 percent of
such average but does not exceed 2 percent of such average, and

41(c)(4)(A)(iii) 3.75 percent of so much of such expenses as exceeds 2 percent of
such average.

41(c)(4)(B) ELECTION.--An election under this paragraph shall apply to the taxable year
for which made and all succeeding taxable years unless revoked with the consent of the
Secretary.

41(c)(5) CONSISTENT TREATMENT OF EXPENSES REQUIRED.--

41(c)(5)(A) IN GENERAL.--Notwithstanding whether the period for filing a claim for
credit or refund has expired for any taxable year taken into account in determining the
fixed-base percentage, the qualified research expenses taken into account in computing
such percentage shall be determined on a basis consistent with the determination of
qualified research expenses for the credit year.

41(c)(5)(B) PREVENTION OF DISTORTIONS.--The Secretary may prescribe regulations to
prevent distortions in calculating a taxpayer’s qualified research expenses or gross receipts
caused by a change in accounting methods used by such taxpayer between the current year
and a year taken into account in computing such taxpayer’s fixed-base percentage.

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

41(d) QUALIFIED RESEARCH DEFINED.--

For purposes of this section--

41(d)(1) IN GENERAL.--The term “qualified research” means research--

41(d)(1)(A) with respect to which expenditures may be treated as expenses under
section 174 ,

41(d)(1)(B) which is undertaken for the purpose of discovering information--

41(d)(1)(B)(i) which is technological in nature, and

41(d)(1)(B)(ii) the application of which is intended to be useful in the development of
a new or improved business component of the taxpayer, and

41(d)(1)(C) substantially all of the activities of which constitute elements of a process
of experimentation for a purpose described in paragraph (3).



Such term does not include any activity described in paragraph (4).

41(d)(2) TESTS TO BE APPLIED SEPARATELY TO EACH BUSINESS COMPONENT.--For purposes
of this subsection--

41(d)(2)(A) IN GENERAL.--Paragraph (1) shall be applied separately with respect to each
business component of the taxpayer.

41(d)(2)(B) BUSINESS COMPONENT DEFINED.--The term “business component” means
any product, process, computer software, technique, formula, or invention which is to be--

41(d)(2)(B)(i) held for sale, lease, or license, or

41(d)(2)(B)(ii) used by the taxpayer in a trade or business of the taxpayer.

 41(d)(2)(C) SPECIAL RULE FOR PRODUCTION PROCESSES.--Any plant process,
machinery, or technique for commercial production of a business component shall be
treated as a separate business component (and not as part of the business component being
produced).

41(d)(3) PURPOSES FOR WHICH RESEARCH MAY QUALIFY FOR CREDIT.--For purposes of
paragraph (1)(C)--

41(d)(3)(A) IN GENERAL.--Research shall be treated as conducted for a purpose
described in this paragraph if it relates to--

41(d)(3)(A)(i) a new or improved function,

41(d)(3)(A)(ii) performance, or

41(d)(3)(A)(iii) reliability or quality.

41(d)(3)(B) CERTAIN PURPOSES NOT QUALIFIED.--Research shall in no event be treated
as conducted for a purpose described in this paragraph if it relates to style, taste, cosmetic,
or seasonal design factors.

41(d)(4) ACTIVITIES FOR WHICH CREDIT NOT ALLOWED.--The term “qualified research”
shall not include any of the following:

41(d)(4)(A) RESEARCH AFTER COMMERCIAL PRODUCTION.--Any research conducted
after the beginning of commercial production of the business component.

41(d)(4)(B) ADAPTATION OF EXISTING BUSINESS COMPONENTS.--Any research related to
the adaptation of an existing business component to a particular customer’s requirement or
need.

41(d)(4)(C) DUPLICATION OF EXISTING BUSINESS COMPONENT.--Any research related to
the reproduction of an existing business component (in whole or in part) from a physical
examination of the business component itself or from plans, blueprints, detailed
specifications, or publicly available information with respect to such business component.

41(d)(4)(D) SURVEYS, STUDIES, ETC.--Any--



41(d)(4)(D)(i) efficiency survey,

41(d)(4)(D)(ii) activity relating to management function or technique,

41(d)(4)(D)(iii) market research, testing, or development (including advertising or
promotions),

41(d)(4)(D)(iv) routine data collection, or

41(d)(4)(D)(v) routine or ordinary testing or inspection for quality control.

41(d)(4)(E) COMPUTER SOFTWARE.--Except to the extent provided in regulations, any
research with respect to computer software which is developed by (or for the benefit of)
the taxpayer primarily for internal use by the taxpayer, other than for use in--

41(d)(4)(E)(i) an activity which constitutes qualified research (determined with
regard to this subparagraph), or

41(d)(4)(E)(ii) a production process with respect to which the requirements of
paragraph (1) are met.

41(d)(4)(F) FOREIGN RESEARCH.--Any research conducted outside the United States, the
Commonwealth of Puerto Rico, or any possession of the United States.

41(d)(4)(G) SOCIAL SCIENCES, ETC.--Any research in the social sciences, arts, or
humanities.

41(d)(4)(H) FUNDED RESEARCH.--Any research to the extent funded by any grant,
contract, or otherwise by another person (or governmental entity).

41(e) CREDIT ALLOWABLE WITH RESPECT TO CERTAIN PAYMENTS TO QUALIFIED
ORGANIZATIONS FOR BASIC RESEARCH.--

For purposes of this section--

41(e)(1) IN GENERAL.--In the case of any taxpayer who makes basic research payments for
any taxable year--

 41(e)(1)(A) the amount of basic research payments taken into account under subsection
(a)(2) shall be equal to the excess of--

 41(e)(1)(A)(i) such basic research payments, over

41(e)(1)(A)(ii) the qualified organization base period amount, and

41(e)(1)(B) that portion of such basic research payments which does not exceed the
qualified organization base period amount shall be treated as contract research expenses
for purposes of subsection (a)(1).

41(e)(2) BASIC RESEARCH PAYMENTS DEFINED.--For purposes of this subsection--



41(e)(2)(A) IN GENERAL.--The term “basic research payment” means, with respect to
any taxable year, any amount paid in cash during such taxable year by a corporation to any
qualified organization for basic research but only if--

41(e)(2)(A)(i) such payment is pursuant to a written agreement between such
corporation and such qualified organization, and

41(e)(2)(A)(ii) such basic research is to be performed by such qualified organization.

41(e)(2)(B) EXCEPTION TO REQUIREMENT THAT RESEARCH BE PERFORMED BY THE
ORGANIZATION.--In the case of a qualified organization described in subparagraph (C) or
(D) of paragraph (6), clause (ii) of subparagraph (A) shall not apply.

41(e)(3) QUALIFIED ORGANIZATION BASE PERIOD AMOUNT.--For purposes of this
subsection, the term “qualified organization base period amount” means an amount equal to
the sum of--

41(e)(3)(A) the minimum basic research amount, plus

41(e)(3)(B) the maintenance-of-effort amount.

41(e)(4) MINIMUM BASIC RESEARCH AMOUNT.--For purposes of this subsection--

41(e)(4)(A) IN GENERAL.--The term “minimum basic research amount” means an
amount equal to the greater of--

41(e)(4)(A)(i) 1 percent of the average of the sum of amounts paid or incurred during
the base period for--

41(e)(4)(A)(i)(I) any in-house research expenses, and

41(e)(4)(A)(i)(II) any contract research expenses, or

41(e)(4)(A)(ii) the amounts treated as contract research expenses during the base
period by reason of this subsection (as in effect during the base period).

41(e)(4)(B) FLOOR AMOUNT.--Except in the case of a taxpayer which was in existence
during a taxable year (other than a short taxable year) in the base period, the minimum
basic research amount for any base period shall not be less than 50 percent of the basic
research payments for the taxable year for which a determination is being made under this
subsection.

41(e)(5) MAINTENANCE-OF-EFFORT AMOUNT.--For purposes of this subsection--

41(e)(5)(A) IN GENERAL.--The term “maintenance-of-effort amount” means, with
respect to any taxable year, an amount equal to the excess (if any) of--

41(e)(5)(A)(i) an amount equal to--

41(e)(5)(A)(i)(I) the average of the nondesignated university contributions paid by
the taxpayer during the base period, multiplied by



41(e)(5)(A)(i)(II) the cost-of-living adjustment for the calendar year in which such
taxable year begins, over

41(e)(5)(A)(ii) the amount of nondesignated university contributions paid by the
taxpayer during such taxable year.

41(e)(5)(B) NONDESIGNATED UNIVERSITY CONTRIBUTIONS.--For purposes of this
paragraph, the term “nondesignated university contribution” means any amount paid by a
taxpayer to any qualified organization described in paragraph (6)(A)--

41(e)(5)(B)(i) for which a deduction was allowable under section 170 , and

41(e)(5)(B)(ii) which was not taken into account--

41(e)(5)(B)(ii)(I) in computing the amount of the credit under this section (as in
effect during the base period) during any taxable year in the base period, or

41(e)(5)(B)(ii)(II) as a basic research payment for purposes of this section.

 41(e)(5)(C) COST-OF-LIVING ADJUSTMENT DEFINED.--

41(e)(5)(C)(i) IN GENERAL.--The cost-of-living adjustment for any calendar year is
the cost-of-living adjustment for such calendar year determined under section 1(f)(3) ,
by substituting “calendar year 1987” for “calendar year 1992” in subparagraph (B)
thereof [of Code Sec. 1(f)(3) ].

41(e)(5)(C)(ii) SPECIAL RULE WHERE BASE PERIOD ENDS IN A CALENDAR YEAR OTHER
THAN 1983 OR 1984.--If the base period of any taxpayer does not end in 1983 or 1984,
section 1(f)(3)(B)  shall, for purposes of this paragraph, be applied by substituting the
calendar year in which such base period ends for 1992. Such substitution shall be in lieu
of the substitution under clause (i).

41(e)(6) QUALIFIED ORGANIZATION.--For purposes of this subsection, the term “qualified
organization” means any of the following organizations:

41(e)(6)(A) EDUCATIONAL INSTITUTIONS.--Any educational organization which--

41(e)(6)(A)(i) is an institution of higher education (within the meaning of section
3304(f) ), and

41(e)(6)(A)(ii) is described in section 170(b)(1)(A)(ii) .

41(e)(6)(B) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS.--Any organization not
described in subparagraph (A) which--

41(e)(6)(B)(i) is described in section 501(c)(3)  and is exempt from tax under section
501(a) ,

41(e)(6)(B)(ii) is organized and operated primarily to conduct scientific research, and

41(e)(6)(B)(iii) is not a private foundation.



41(e)(6)(C) SCIENTIFIC TAX-EXEMPT ORGANIZATIONS.--Any organization which--

41(e)(6)(C)(i) is described in--

41(e)(6)(C)(i)(I) section 501(c)(3)  (other than a private foundation), or

41(e)(6)(C)(i)(II) section 501(c)(6) ,

41(e)(6)(C)(ii) is exempt from tax under section 501(a) ,

41(e)(6)(C)(iii) is organized and operated primarily to promote scientific research by
qualified organizations described in subparagraph (A) pursuant to written research
agreements, and

41(e)(6)(C)(iv) currently expends--

41(e)(6)(C)(iv)(I) substantially all of its funds, or

41(e)(6)(C)(iv)(II) substantially all of the basic research payments received by it,

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

41(e)(6)(D) CERTAIN GRANT ORGANIZATIONS.--Any organization not described in
subparagraph (B) or (C) which--

41(e)(6)(D)(i) is described in section 501(c)(3)  and is exempt from tax under section
501(a)  (other than a private foundation),

41(e)(6)(D)(ii) is established and maintained by an organization established before
July 10, 1981, which meets the requirements of clause (i),

41(e)(6)(D)(iii) is organized and operated exclusively for the purpose of making
grants to organizations described in subparagraph (A) pursuant to written research
agreements for purposes of basic research, and

41(e)(6)(D)(iv) makes an election, revocable only with the consent of the Secretary,
to be treated as a private foundation for purposes of this title (other than section 4940 ,
relating to excise tax based on investment income).

41(e)(7) DEFINITIONS AND SPECIAL RULES.--For purposes of this subsection--

41(e)(7)(A) BASIC RESEARCH.--The term “basic research” means any original
investigation for the advancement of scientific knowledge not having a specific
commercial objective, except that such term shall not include--

41(e)(7)(A)(i) basic research conducted outside of the United States, and

41(e)(7)(A)(ii) basic research in the social sciences, arts, or humanities.



 41(e)(7)(B) BASE PERIOD.--The term “base period” means the 3-taxable-year period
ending with the taxable year immediately preceding the 1st taxable year of the taxpayer
beginning after December 31, 1983.

41(e)(7)(C) EXCLUSION FROM INCREMENTAL CREDIT CALCULATION.--For purposes of
determining the amount of credit allowable under subsection (a)(1) for any taxable year,
the amount of the basic research payments taken into account under subsection (a)(2)--

41(e)(7)(C)(i) shall not be treated as qualified research expenses under subsection
(a)(1)(A), and

41(e)(7)(C)(ii) shall not be included in the computation of base amount under
subsection (a)(1)(B).

41(e)(7)(D) TRADE OR BUSINESS QUALIFICATION.--For purposes of applying subsection
(b)(1) to this subsection, any basic research payments shall be treated as an amount paid in
carrying on a trade or business of the taxpayer in the taxable year in which it is paid
(without regard to the provisions of subsection (b)(3)(B)).

41(e)(7)(E) CERTAIN CORPORATIONS NOT ELIGIBLE.--The term “corporation” shall not
include--

41(e)(7)(E)(i) an S corporation,

41(e)(7)(E)(ii) a personal holding company (as defined in section 542 ), or

41(e)(7)(E)(iii) a service organization (as defined in section 414(m)(3) ).

41(f) SPECIAL RULES.--

For purposes of this section--

41(f)(1) AGGREGATION OF EXPENDITURES.--

41(f)(1)(A) CONTROLLED GROUP OF CORPORATIONS.--In determining the amount of the
credit under this section--

41(f)(1)(A)(i) all members of the same controlled group of corporations shall be
treated as a single taxpayer, and

41(f)(1)(A)(ii) the credit (if any) allowable by this section to each such member shall
be its proportionate shares of the qualified research expenses and basic research
payments giving rise to the credit.

41(f)(1)(B) COMMON CONTROL.--Under regulations prescribed by the Secretary, in
determining the amount of the credit under this section--

41(f)(1)(B)(i) all trades or businesses (whether or not incorporated) which are under
common control shall be treated as a single taxpayer, and



41(f)(1)(B)(ii) the credit (if any) allowable by this section to each such person shall
be its proportionate shares of the qualified research expenses and basic research
payments giving rise to the credit.

The regulations prescribed under this subparagraph shall be based on principles similar to
the principles which apply in the case of subparagraph (A).

41(f)(2) ALLOCATIONS.--

41(f)(2)(A) PASS-THRU IN THE CASE OF ESTATES AND TRUSTS.--Under regulations
prescribed by the Secretary, rules similar to the rules of subsection (d) of section 52  shall
apply.

41(f)(2)(B) ALLOCATION IN THE CASE OF PARTNERSHIPS.--In the case of partnerships, the
credit shall be allocated among partners under regulations prescribed by the Secretary.

41(f)(3) ADJUSTMENTS FOR CERTAIN ACQUISITIONS, ETC.--Under regulations prescribed by
the Secretary--

 41(f)(3)(A) ACQUISITIONS.--If, after December 31, 1983, a taxpayer acquires the major
portion of a trade or business of another person (hereinafter in this paragraph referred to as
the “predecessor”) or the major portion of a separate unit of a trade or business of a
predecessor, then, for purposes of applying this section for any taxable year ending after
such acquisition, the amount of qualified research expenses paid or incurred by the
taxpayer during periods before such acquisition shall be increased by so much of such
expenses paid or incurred by the predecessor with respect to the acquired trade or business
as is attributable to the portion of such trade or business or separate unit acquired by the
taxpayer, and the gross receipts of the taxpayer for such periods shall be increased by so
much of the gross receipts of such predecessor with respect to the acquired trade or
business as is attributable to such portion.

41(f)(3)(B) DISPOSITIONS.--If, after December 31, 1983--

41(f)(3)(B)(i) a taxpayer disposes of the major portion of any trade or business or the
major portion of a separate unit of a trade or business in a transaction to which
subparagraph (A) applies, and

41(f)(3)(B)(ii) the taxpayer furnished the acquiring person such information as is
necessary for the application of subparagraph (A),

then, for purposes of applying this section for any taxable year ending after such
disposition, the amount of qualified research expenses paid or incurred by the taxpayer
during periods before such disposition shall be decreased by so much of such expenses as
is attributable to the portion of such trade or business or separate unit disposed of by the
taxpayer, and the gross receipts of the taxpayer for such periods shall be decreased by so
much of the gross receipts as is attributable to such portion.

41(f)(3)(C) CERTAIN REIMBURSEMENTS TAKEN INTO ACCOUNT IN DETERMINING FIXED-
BASE PERCENTAGE.--If during any of the 3 taxable years following the taxable year in
which a disposition to which subparagraph (B) applies occurs, the disposing taxpayer (or a
person with whom the taxpayer is required to aggregate expenditures under paragraph (1))
reimburses the acquiring person (or a person required to so aggregate expenditures with



such person) for research on behalf of the taxpayer, then the amount of qualified research
expenses of the taxpayer for the taxable years taken into account in computing the fixed-
base percentage shall be increased by the lesser of--

41(f)(3)(C)(i) the amount of the decrease under subparagraph (B) which is allocable
to taxable years so taken into account, or

41(f)(3)(C)(ii) the product of the number of taxable years so taken into account,
multiplied by the amount of the reimbursement described in this subparagraph.

41(f)(4) SHORT TAXABLE YEARS.--In the case of any short taxable year, qualified research
expenses and gross receipts shall be annualized in such circumstances and under such
methods as the Secretary may prescribe by regulation.

41(f)(5) CONTROLLED GROUP OF CORPORATIONS.--The term “controlled group of
corporations” has the same meaning given to such term by section 1563(a) , except that--

41(f)(5)(A) “more than 50 percent” shall be substituted for “at least 80 percent” each
place it appears in section 1563(a)(1) , and

41(f)(5)(B) the determination shall be made without regard to subsections (a)(4) and
(e)(3)(C) of section 1563 .

41(g) SPECIAL RULE FOR PASS-THRU OF CREDIT.--

In the case of an individual who--

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

41(g)(2) is a partner in a partnership,

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

41(g)(4) is a shareholder in an S corporation,

the amount determined under subsection (a) for any taxable year shall not exceed an amount
(separately computed with respect to such person’s interest in such trade or business or entity)
equal to the amount of tax attributable to that portion of a person’s taxable income which is
allocable or apportionable to the person’s interest in such trade or business or entity. If the
amount determined under subsection (a) for any taxable year exceeds the limitation of the
preceding sentence, such amount may be carried to other taxable years under the rules of
section 39 ; except that the limitation of the preceding sentence shall be taken into account in
lieu of the limitation of section 38(c)  in applying section 39 .

41(h) TERMINATION.--

41(h)(1) IN GENERAL.--This section shall not apply to any amount paid or incurred--

41(h)(1)(A) after June 30, 1995, and before July 1, 1996, or

41(h)(1)(B) after June 30, 2004.



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


