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(iii) Delayed application of research
findings abroad. For purposes of
establishing the delayed application of
research findings abroad, the taxpayer
shall compare the commercial
introduction of its own particular
products and processes (not limited by
those listed in the Standard Industrial
Classification Manual or the Numerical
List of Manufactured Products) in the
United States and foreign markets, made
by itself, by uncontrolled parties (as
defined under paragraph (c)(2)(i) of this
section) of products involving intangible
property that was licensed or sold by
the taxpayer, and by those controlled
corporations (as defined under
paragraph (c)(3)(i) of this section) that
can reasonably be expected to benefit,
directly or indirectly, from the
taxpayer’s research expense. For
purposes of evaluating the delay in the
application of research findings in
foreign markets, the taxpayer shall use
a safe haven discount rate of 10 percent
per year of delay unless he is able to
establish to the satisfaction of the
Commissioner, by reference to the cost
of money and the number of years
during which economic benefit can be
directly attributable to the results of the
taxpayer’s research, that another
discount rate is more appropriate.

(c) Sales method—(1) In general. The
amount equal to the remaining portion
of such deduction for research and
experimentation, not apportioned under
paragraph (a)(4) or (b)(1)(i) of this
section, shall be apportioned between
the statutory grouping (or among the
statutory groupings) within the class of
gross income and the residual grouping
within such class in the same
proportions that the amount of sales
from the product category (or categories)
that resulted in such gross income
within the statutory grouping (or
statutory groupings) and in the residual
grouping bear, respectively, to the total
amount of sales from the product
category (or categories).

(i) Apportionment in excess of gross
income. Amounts apportioned under
this section may exceed the amount of
gross income related to the product
category within the statutory grouping.
In such case, the excess shall be applied
against other gross income within the
statutory grouping. See § 1.861–8(d)(1)
for instances where the apportionment
leads to an excess of deductions over
gross income within the statutory
grouping.

(ii) Leased property. For purposes of
this paragraph (c), amounts received
from the lease of equipment during a

taxable year shall be regarded as sales
receipts for such taxable year.

(2) Sales of uncontrolled parties. For
purposes of the apportionment under
paragraph (c)(1) of this section, the sales
from the product category (or categories)
by each party uncontrolled by the
taxpayer, of particular products
involving intangible property that was
licensed or sold by the taxpayer to such
uncontrolled party shall be taken fully
into account both for determining the
taxpayer’s apportionment and for
determining the apportionment of any
other member of a controlled group of
corporations to which the taxpayer
belongs if the uncontrolled party can
reasonably be expected to benefit
directly or indirectly (through any
member of the controlled group of
corporations to which the taxpayer
belongs) from the research expense
connected with the product category (or
categories) of such other member. An
uncontrolled party can reasonably be
expected to benefit from the research
expense of a member of a controlled
group of corporations to which the
taxpayer belongs if such member can
reasonably be expected to license, sell,
or transfer intangible property to that
uncontrolled party or transfer secret
processes to that uncontrolled party,
directly or indirectly through a member
of the controlled group of corporations
to which the taxpayer belongs. Past
experience with research and
experimentation shall be considered in
determining reasonable expectations.

(i) Definition of uncontrolled party.
For purposes of this paragraph (c)(2) the
term uncontrolled party means a party
that is not a person with a relationship
to the taxpayer specified in section
267(b), or is not a member of a
controlled group of corporations to
which the taxpayer belongs (within the
meaning of section 993(a)(3) or
927(d)(4)).

(ii) Licensed products. In the case of
licensed products, if the amount of sales
of such products is unknown (for
example, where the licensed product is
a component of a large machine), a
reasonable estimate based on the
principles of section 482 should be
made.

(iii) Sales of intangible property. In
the case of sales of intangible property,
regardless of whether the consideration
received in exchange for the intangible
is a fixed amount or is contingent on the
productivity, use, or disposition of the
intangible, if the amount of sales of
products utilizing the intangible
property is unknown, a reasonable
estimate of sales shall be made
annually. If necessary, appropriate

economic analyses shall be used to
estimate sales.

(3) Sales of controlled parties. For
purposes of the apportionment under
paragraph (c)(1) of this section, the sales
from the product category (or categories)
of the taxpayer shall be taken fully into
account and the sales from the product
category (or categories) of a corporation
controlled by the taxpayer shall be taken
into account to the extent provided in
this paragraph (c)(3) for determining the
taxpayer’s apportionment, if such
corporation can reasonably be expected
to benefit directly or indirectly (through
another member of the controlled group
of corporations to which the taxpayer
belongs) from the taxpayer’s research
expense connected with the product
category (or categories). A corporation
controlled by the taxpayer can
reasonably be expected to benefit from
the taxpayer’s research expense if the
taxpayer can be expected to license, sell,
or transfer intangible property to that
corporation or transfer secret processes
to that corporation, either directly or
indirectly through a member of the
controlled group of corporations to
which the taxpayer belongs. Past
experience with research and
experimentation shall be considered in
determining reasonable expectations.

(i) Definition of a corporation
controlled by the taxpayer. For purposes
of this paragraph (c)(3), the term a
corporation controlled by the taxpayer
means any corporation that has a
relationship to the taxpayer specified in
section 267(b) or is a member of a
controlled group of corporations to
which the taxpayer belongs (within the
meaning of section 993(a)(3) or
927(d)(4).

(ii) Sales to be taken into account.
The sales from the product category (or
categories) of a corporation controlled
by the taxpayer taken into account shall
be equal to the amount of sales that bear
the same proportion to the total sales of
the controlled corporation as the total
value of all classes of the stock of such
corporation owned directly or indirectly
by the taxpayer, within the meaning of
section 1563, bears to the total value of
all classes of stock of such corporation.

(iii) Sales not to be taken into account
more than once. Sales from the product
category (or categories) between or
among such controlled corporations or
the taxpayer shall not be taken into
account more than once; in such a
situation, the amount sold by the selling
corporation to the buying corporation
shall be subtracted from the sales of the
buying corporation.

(iv) Effect of cost-sharing
arrangements. If the corporation
controlled by the taxpayer has entered


