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amount attributable to research per-
formed within the United States can be
treated as a contract research expense
(even if 80 percent or more of the con-
tract amount was for basic research
performed in the United States).

(2) Research in the social sciences or
humanities. Basic research does not in-
clude research in the social sciences or
humanities, within the meaning of
§1.41-4A(c).

(f) Procedure for making an election to
be treated as a qualified fund. In order to
make an election to be treated as a
qualified fund within the meaning of
section 30(e)(4)(B)(iii) (before amend-
ment by the Tax Reform Act of 1986) or
as an organization described in section
41(e)(6)(D), the organization shall file
with the Internal Revenue Service cen-
ter with which it files its annual return
a statement that—

(1) Sets out the name, address, and
taxpayer identification number of the
electing organization (the “taxpayer”)
and of the organization that estab-
lished and maintains the electing orga-
nization (the “controlling organiza-
tion”),

(2) Identifies the election as an elec-
tion under section 41(e)(6)(D) of the
Code,

(3) Affirms that the controlling orga-
nization and the taxpayer are section
501(c)(3) organizations,

(4) Provides that the taxpayer elects
to be treated as a private foundation
for all Code purposes other than sec-
tion 4940,

(5) Affirms that the taxpayer satis-
fies the requirement of section
41(e)(6)(D)(iii), and

(6) Specifies the date on which the
election is to become effective.

If an election to be treated as a quali-
fied fund is filed before February 1,
1982, the election may be made effec-
tive as of any date after June 30, 1981,
and before January 1, 1986. If an elec-
tion is filed on or after February 1,
1982, the election may be made effec-
tive as of any date on or after the date
on which the election is filed.

[T.D. 8251, 54 FR 21204, May 17, 1989. Redesig-

nated and amended by T.D. 8930, 66 FR 295,
Jan. 3, 2001]
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§1.41-6 Aggregation of expenditures.

(a) Controlled group of corporations;
trades or businesses under common con-
trol—(1) In general. In determining the
amount of research credit allowed with
respect to a trade or business that at
the end of its taxable year is a member
of a controlled group of corporations or
a member of a group of trades or busi-
nesses under common control, all
members of the group are treated as a
single taxpayer and the credit (if any)
allowed to the member is determined
on the basis of its proportionate share
(if any) of the increase in qualified re-
search expenses of the aggregated
group.

(2) Definition of trade or business. For
purposes of this section, a trade or
business is a sole proprietorship, a
partnership, a trust, an estate, or a
corporation that is carrying on a trade
or business (within the meaning of sec-
tion 162). For purposes of this section,
any corporation that is a member of a
commonly controlled group shall be
deemed to be carrying on a trade or
business if any other member of that
group is carrying on any trade or busi-
ness.

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

(4) Examples. The following examples
illustrate provisions of this paragraph.

Example 1. (i) Facts. A controlled group of
four corporations (all of which are calendar-
year taxpayers) had qualified research ex-
penses (“research expenses”) during the base
period and taxable year as follows:

Corporation B(aasvzrp;%réc;d Ta;/);zlﬁle Change
$60 $40 ($20)

10 15 5

30 70 40

15 25 10

(ii) Total credit. Because the research ex-
penses of the four corporations are treated as
if made by one taxpayer, the total amount of
incremental expenses eligible for the credit
is $35 ($55 increase attributable to B, C, and
D less $20 decrease attributable to A). The
total amount of credit allowable to members
of the group is 20% of the incremental
amount or $7.00.
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(iii) Allocation of credit. No amount of cred-
it is allocated to A since A’s research ex-
penses did not increase in the taxable year.
The $7.00 credit is allocated to B, C, and D,
the members of the group that increased
their research expenses. This allocation is
made on the basis of the ratio of each cor-
poration’s increase in its research expenses
to the sum of increases in those expenses. In-
asmuch as the total increase made by those
members of the group whose research ex-
penses rose (B, C, and D) was $55, B’s share of
the $7.00 credit is 5/55; C’s share is 40/55; and
D’s share is 10/55.

Example 2. The facts are the same as in ex-
ample (1) except that A had zero research ex-
penses in the taxable year. Thus, the con-
trolled group had a decrease rather than an
increase in aggregate research expenses. Ac-
cordingly, no amount of credit is allowable
to any member of the group even though B,
C, and D actually increased their research
expenses in comparison with their own base
period expenses.

(b) Minimum base period research ex-
penses. For purposes of this section, the
rule in section 41(c)(3) (pertaining to
minimum base period research ex-
penses) shall be applied only to the ag-
gregate amount of base period research
expenses. See the treatment of corpora-
tion C in example (1) of paragraph
(a)(4) of this section.

(c) Tax accounting periods used—(1) In
general. The credit allowable to a mem-
ber of a controlled group of corpora-
tions or of a group of trades or busi-
nesses under common control is that
member’s share of the aggregate credit
computed as of the end of such mem-
ber’s taxable year. In computing the
aggregate credit in the case of a group
whose members have different taxable
years, a member shall generally treat
the taxable year of another member
that ends with or within the deter-
mination year of the computing mem-
ber as the determination year of that
other member. The base period re-
search expenses taken into account
with respect to a determination year of
another member shall be the base pe-
riod research expenses determined for
that year under §1.41-3A, except that
§1.41-3A(c)(2) shall be applied only at
the aggregate level.

(2) Special rule where timing of research
is manipulated. If the timing of research
by members using different tax ac-
counting periods is manipulated to
generate a credit in excess of the
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amount that would be allowable if all
members of the group used the same
tax accounting period, the district di-
rector may require each member of the
group to calculate the credit in the
current taxable year and all future
years as if all members of the group
had the same taxable year and base pe-
riod as the computing member.

(d) Membership during taxable year in
more than one group. A trade or busi-
ness may be a member of only one
group for a taxable year. If, without
application of this paragraph, a busi-
ness would be a member of more than
one group at the end of its taxable
year, the business shall be treated as a
member of the group in which it was
included for its preceding taxable year.
If the business was not included for its
preceding taxable year in any group in
which it could be included as of the end
of its taxable year, the business shall
designate in its timely filed (including
extensions) return the group in which
it is being included. If the return for a
taxable year is due before July 1, 1983,
the business may designate its group
membership through an amended re-
turn for that year filed on or before
June 30, 1983. If the business does not
so designate, then the district director
with audit jurisdiction of the return
will determine the group in which the
business is to be included.

(e) Intra-group transactions—(1) In
general. Because all members of a group
under common control are treated as a
single taxpayer for purposes of deter-
mining the research credit, transfers
between members of the group are gen-
erally disregarded.

(2) In-house research expenses. If one
member of a group performs qualified
research on behalf of another member,
the member performing the research
shall include in its qualified research
expenses any in-house research ex-
penses for that work and shall not
treat any amount received or accrued
as funding the research. Conversely,
the member for whom the research is
performed shall not treat any part of
any amount paid or incurred as a con-
tract research expense. For purposes of
determining whether the in-house re-
search for that work is qualified re-
search, the member performing the re-
search shall be treated as carrying on
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any trade or business carried on by the
member on whose behalf the research
is performed.

(3) Contract research expenses. If a
member of a group pays or incurs con-
tract research expenses to a person
outside the group in carrying on the
member’s trade or business, that mem-
ber shall include those expenses as
qualified research expenses. However,
if the expenses are not paid or incurred
in carrying on any trade or business of
that member, those expenses may be
taken into account as contract re-
search expenses by another member of
the group provided that the other
member—

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

(i) Carries on a trade or business to
which the research relates.

(4) Lease Payments. The amount paid
or incurred to another member of the
group for the lease of personal property
owned by a member of the group is not
taken into account for purposes of sec-
tion 41. Amounts paid or incurred to
another member of the group for the
lease of personal property owned by a
person outside the group shall be taken
into account as in-house research ex-
penses for purposes of section 41 only
to the extent of the lesser of—

(i) The amount paid or incurred to
the other member, or

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

(5) Payment for supplies. Amounts
paid or incurred to another member of
the group for supplies shall be taken
into account as in-house research ex-
penses for purposes of section 41 only
to the extent of the lesser of—

(i) The amount paid or incurred to
the other member, or

(if) The amount of the other mem-
ber’s basis in the supplies.

[T.D. 8251, 54 FR 21204, May 17, 1989. Redesig-
nated and amended by T.D. 8930, 66 FR 295,
Jan. 3, 2001]

§1.41-7 Special rules.

(a) Allocations—(1) Corporation making
an election under subchapter S—(i) Pass-
through, for taxable years beginning after
December 31, 1982, in the case of an S cor-
poration. In the case of an S corpora-
tion (as defined in section 1361) the
amount of research credit computed for
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the corporation shall be allocated to
the shareholders according to the pro-
visions of section 1366 and section 1377.

(ii) Pass-through, for taxable years be-
ginning before January 1, 1983, in the case
of a subchapter S corporation. In the
case of an electing small business cor-
poration (as defined in section 1371 as
that section read before the amend-
ments made by the subchapter S Revi-
sion Act of 1982), the amount of the re-
search credit computed for the corpora-
tion for any taxable year shall be ap-
portioned pro rata among the persons
who are shareholders of the corpora-
tion on the last day of the corpora-
tion’s taxable year.

(2) Pass-through in the case of an estate
or trust. In the case of an estate or
trust, the amount of the research cred-
it computed for the estate or trust for
any taxable year shall be apportioned
among the estate or trust and the
beneficiaries on the basis of the income
of the estate or trust allocable to each.

(3) Pass-through in the case of a part-
nership—(i) In general. In the case of a
partnership, the research credit com-
puted for the partnership for any tax-
able year shall be apportioned among
the persons who are partners during
the taxable year in accordance with
section 704 and the regulations there-
under. See, for example, §1.704-
1(b)(4)(ii). Because the research credit
is an expenditure-based credit, the
credit is to be allocated among the
partners in the same proportion as sec-
tion 174 expenditures are allocated for
the year.

(i) Certain expenditures by joint ven-
tures. Research expenses to which
§1.41-2(a)(4)(ii) applies shall be appor-
tioned among the persons who are part-
ners during the taxable year in accord-
ance with the provisions of that sec-
tion. For purposes of section 41, these
expenses shall be treated as paid or in-
curred directly by the partners rather
than by the partnership. Thus, the
partnership shall disregard these ex-
penses in computing the credit to be
apportioned under paragraph (a)(3)(i) of
this section, and in making the com-
putations under section 41 each partner
shall aggregate its distributive share of
these expenses with other research ex-
penses of the partner. The limitation
on the amount of the credit set out in
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