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B’s sister do not constitute employment
under section 3121(b).

(b) Expenses qualifying as medical ex-
penses. An expense which may con-
stitute an amount otherwise deductible
under section 213, relating to medical,
etc., expenses, may also constitute an
expense with respect to which a credit
is allowable under section 44A. In such
a case, that part of the amount with
respect to which a credit is allowed
under section 44A will not be consid-
ered as an expense for purposes of de-
termining the amount deductible under
section 213. On the other hand, where
an amount is treated as a medical ex-
pense under section 213 for purposes of
determining the amount deductible
under that section, it may not be treat-
ed as an employment-related expense
for purposes of section 44A. The appli-
cation of this paragraph may be illus-
trated by the following examples:

Example 1. In 1982, a calendar year taxpayer
incurs and pays $5,000 of employment-related
expenses during the taxable year for the care
of his child when the child is physically in-
capable of self-care. These expenses are in-
curred for services performed in the tax-
payer’s household and are of a nature which
qualify as medical expenses under section
213. The taxpayer’s adjusted gross income for
the taxable year is $100,000. Of the total ex-
penses, the taxpayer may take $2,400 into ac-
count under section 44A; the balance of the
expenses, or $2,600, may be treated as med-
ical expenses to which section 213 applies.
However, this amount does not exceed 3 per-
cent of the taxpayer’s adjusted gross income
for the taxable year and is thus not allow-
able as a deduction under section 213.

Example 2. Assume the same facts as in Ex-
ample 1. It is not proper for the taxpayer first
to determine his deductible medical expenses
of $2,000 ($5,000—[$100,000×3 percent]) under
section 213 and then claim the $3,000 balance
as employment-related expenses for purposes
of section 44A. This is because the $3,000 bal-
ance has been treated as a medical expense
in computing the amount deductible under
section 213.

Example 3. In 1982, a calendar year taxpayer
incurs and pays $12,000 of employment-re-
lated expenses during the taxable year for
the care of his child. These expenses are in-
curred for services performed in the tax-
payer’s household, and they also qualify as
medical expenses under section 213. The tax-
payer’s adjusted gross income for the taxable
year is $18,000. The taxpayer takes $2,400 of
such expenses into account under section
44A. The balance, or $9,600, he treats as med-

ical expenses for purposes of section 213. The
allowable deduction under section 213 for the
expenses is limited to the excess of the bal-
ance of $9,600 over $540 (3 percent of the tax-
payer’s adjusted gross income of $18,000), or
$9,060.

(Secs. 44A(g) and 7805 of the Internal Rev-
enue Code of 1954 (90 Stat. 1565, 26 U.S.C.
44A(g); 68A Stat. 917, 26 U.S.C. 7805))

[T.D. 7643, 44 FR 50335, Aug. 28, 1979, as
amended by T.D. 7951, 49 FR 18092, Apr. 27,
1984]

§ 1.44B–1 Credit for employment of
certain new employees.

(a) In general—(1) Targeted jobs credit.
Under section 44B a taxpayer may elect
to claim a credit for wages (as defined
in section 51(c) paid or incurred to
members of a targeted group (as de-
fined in section 51(d)). Generally, to
qualify for the credit, the wages must
be paid or incurred to members of a
targeted group first hired after Sep-
tember 26, 1978. However, wages paid of
incurred to a vocational rehabilitation
referral (as defined in section 51(d)(2))
hired before September 27, 1978, may
qualify for the credit if a credit under
section 44B (as in effect prior to enact-
ment of the Revenue Act of 1978) was
claimed for the individual by the tax-
payer for a taxable year beginning be-
fore January 1, 1979. The amount of the
credit shall be determined under sec-
tion 51. Section 280C(b) (relating to the
requirement that the deduction for
wages be reduced by the amount of the
credit) and the regulations thereunder
will not apply to taxpayers who do not
elect to claim the credit.

(2) New jobs credit. Under section 44B
(as in effect prior to enactment of the
Revenue Act of 1978) a taxpayer may
elect to claim as a credit the amount
determined under sections 51, 52, and 53
(as in effect prior to enactment of the
Revenue Act of 1978). Section 280C(b)
(relating to the requirement that the
deduction for wages be reduced by the
amount of the credit) and the regula-
tions thereunder will not apply to tax-
payers who do not elect to claim the
credit.

(b) Time and manner of making elec-
tion. The election to claim the targeted
jobs credit and the new jobs credit is
made by claiming the credit on an
original return, or on an amended re-
turn, at any time before the expiration
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of the 3-year period beginning on the
last date prescribed by law for filing
the return for the taxable year (deter-
mined without regard to extensions).
The election may be revoked within
the above-described 3-year period by
filing an amended return on which the
credit is not claimed.

(c) Election by partnership, electing
small business corporation, and members
of a controlled group. In the case of a
partnership, the election shall be made
by the partnership. In the case of an
electing small business corporation (as
defined in section 1371(a)), the election
shall be made by the corporation. In
the case of a controlled group of cor-
porations (within the meaning of sec-
tion 52(a) and the regulations issued
thereunder) not filing a consolidlated
return under section 1501, the election
shall be made by each member of the
group. In the case of an affiliated group
filing a consolidated return under sec-
tion 1501, the election shall be made by
the group.

(Secs. 44B, 381, and 7805 of the Internal Rev-
enue Code of 1954 (92 Stat. 2834, 26 U.S.C. 44B;
91 Stat. 148, 26 U.S.C. 381(c)(26); 68A Stat. 917,
26 U.S.C. 7805)

[T.D. 7921, 48 FR 52904, Nov. 23, 1983]

RESEARCH CREDIT—FOR TAXABLE YEARS
BEGINNING BEFORE JANUARY 1, 1990

§ 1.41–0A Table of contents.
This section lists the paragraphs con-

tained in §§ 1.41–0A, 1.41–3A, 1.41–4A and
1.41–5A.
§ 1.41–0A Table of contents.
§ 1.41–3A Base period research expense.

(a) Number of years in base period.
(b) New taxpayers.
(c) Definition of base period research ex-

penses.
(d) Special rules for short taxable years.
(1) Short determination year.
(2) Short base period year.
(3) Years overlapping the effective dates of

section 41 (section 44F).
(i) Determination years.
(ii) Base period years.
(4) Number of months in a short taxable

year.
(e) Examples.

§ 1.41–4A Qualified research for taxable years
beginning before January 1, 1986.

(a) General rule.
(b) Activities outside the United States.
(1) In-house research.
(2) Contract research.

(c) Social sciences or humanities.
(d) Research funded by any grant, con-

tract, or otherwise.
(1) In general.
(2) Research in which taxpayer retains no

rights.
(3) Research in which the taxpayer retains

substantial rights.
(i) In general.
(ii) Pro rata allocation.
(iii) Project-by-project determination.
(4) Independent research and development

under the Federal Acquisition Regula-
tions System and similar provisions.

(5) Funding determinable only in subse-
quent taxable year.

(6) Examples.
§ 1.41–5A Basic research for taxable years be-

ginning before January 1, 1987.
(a) In general.
(b) Trade or business requirement.
(c) Prepaid amounts.
(1) In general.
(2) Transfers of property.
(d) Written research agreement.
(1) In general.
(2) Agreement between a corporation and a

qualified organization after June 30, 1983.
(i) In general.
(ii) Transfers of property.
(3) Agreement between a qualified fund and

a qualified educational organization
after June 30, 1983.

(e) Exclusions.
(1) Research conducted outside the United

States.
(2) Research in the social sciences or hu-

manities.
(f) Procedure for making an election to be

treated as a qualified fund.

[T.D. 8930, 66 FR 295, Jan. 3, 2001]

§ 1.41–3A Base period research ex-
pense.

(a) Number of years in base period. The
term ‘‘base period’’ generally means
the 3 taxable years immediately pre-
ceding the year for which a credit is
being determined (‘‘determination
year’’). However, if the first taxable
year of the taxpayer ending after June
30, 1981, ends in 1981 or 1982, then with
respect to that taxable year the term
‘‘base period’’ means the immediately
preceding taxable year. If the second
taxable year of the taxpayer ending
after June 30, 1981, ends in 1982 or 1983,
then with respect to that taxable year
the term ‘‘base period’’ means the 2 im-
mediately preceding taxable years.

(b) New taxpayers. If, with respect to
any determination year, the taxpayer
has not been in existence for the num-
ber of preceding taxable years that are
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