§1.183-3

that there is some reasonable basis for his
experimental activities. C’s experimental
work does not involve substantial personal
or recreational aspects and is conducted in
an effort to find practical applications for
his work. Under these circumstances, C may
be found to be engaged in the experimental
activities for profit.

[T.D. 7198, 37 FR 13683, July 13, 1972]

§1.183-3 Election to postpone deter-
mination with respect to the pre-
sumption described in section
183(d). [Reserved]

§1.183-4 Taxable years affected.

The provisions of section 183 and the
regulations thereunder shall apply only
with respect to taxable years beginning
after December 31, 1969. For provisions
applicable to prior taxable years, see
section 270 and §1.270-1.

[T.D. 7198, 37 FR 13685, July 13, 1972]

§1.186-1 Recoveries of damages for
antitrust violations, etc.

(a) Allowance of deduction. Under sec-
tion 186, when a compensatory amount
which is included in gross income is re-
ceived or accrued during a taxable year
for a compensable injury, a deduction
is allowed in an amount equal to the
lesser of (1) such compensatory
amount, or (2) the unrecovered losses
sustained as a result of such compen-
sable injury.

(b) Compensable injury—(1) In general.
For purposes of this section, the term
compensable injury means any of the in-
juries described in subparagraph (2),
(3), or (4) of this paragraph.

(2) Patent infringement. An injury sus-
tained as a result of an infringement of
a patent issued by the United States
(whether or not issued to the taxpayer
or another person or persons) con-
stitutes a compensable injury. The
term patent issued by the United States
means any patent issued or granted by
the United States under the authority
of the Commissioner of Patents pursu-
ant to 35 U.S.C. 153.

(3) Breach of contract or of fiduciary
duty or relationship. An injury sus-
tained as a result of a breach of con-
tract (including an injury sustained by
a third party beneficiary) or a breach
of fiduciary duty or relationship con-
stitutes a compensable injury.

26 CFR Ch. | (4-1-04 Edition)

(4) Injury suffered under certain anti-
trust law violations. An injury sustained
in business, or to property, by reason of
any conduct forbidden in the antitrust
laws for which a civil action may be
brought under section 4 of the Act of
October 15, 1914 (15 U.S.C. 15), com-
monly known as the Clayton Act, con-
stitutes a compensable injury.

(c) Compensatory amount—(1) In gen-
eral. For purposes of this section, the
term, compensatory amount means any
amount received or accrued during the
taxable year as damages as a result of
an award in, or in settlement of, a civil
action for recovery for a compensable
injury, reduced by any amounts paid or
incurred in the taxable year in secur-
ing such award or settlement. The
term compensatory amount includes
only amounts compensating for actual
economic injury. Thus, additional
amounts representing punitive, exem-
plary, or treble damages are not in-
cluded within the term. Where, for ex-
ample, a taxpayer recovers treble dam-
ages under section 4 of the Clayton
Act, only one-third of the recovery rep-
resenting economic injury constitutes
a compensatory amount. In the ab-
sence of any indication to the con-
trary, amounts received in settlement
of an action shall be deemed to be a re-
covery for an actual economic injury
except to the extent such settlement
amounts exceed actual damages
claimed by the taxpayer in such action.

(2) Interest on a compensatory amount.
Interest attributable to a compen-
satory amount shall not be included
within the term compensatory amount.

(3) Settlement of a civil action for dam-
ages—(i) Necessity for an action. The
term compensatory amount does not in-
clude an amount received or accrued in
settlement of a claim for a compen-
sable injury if the amount is received
or accrued prior to institution of an ac-
tion. An action shall be considered as
instituted upon completion of service
of process, in accordance with the laws
and rules of the court in which the ac-
tion has been commenced or to which
the action has been removed, upon all
defendants who pay or incur an obliga-
tion to pay a compensatory amount.

(ii) Specifications of the parties. If an
action for a compensable injury is set-
tled, the specifications of the parties
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