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BSECTION 1. PURPOSE
1se

al SThe purpose of this revenue proce

dure is to set forth conditions unde
“Avhich a research agreement does r
IIyresult in private business use und
§ 141(b) of the Internal Revenue Coc
~of 1986. This revenue procedure als
applies to determinations of whether
n'research agreement causes the test
d§ 145(a)(2)(B) of the 1986 Code to b
1_met for qualified 501(c)(3) bonds.

:]edSECTION 2. BACKGROUND

.01 Private Business Use

t (1) Under § 103(a) of the 198t
Code, gross income does not inclu
ofinterest on any state or local bon
lyUnder 8§ 103(b)(1) of the 1986 Code
idiowever, § 103(a) of the 1986 Cod
itddloes not apply to a private activit
mbond, unless it is a qualified bond unds
§ 141(e) of the 1986 Code. Sectic
rsl41(a)(1) of the 1986 Code define
- “private activity bond” as any bond
nissued as part of an issue that mee
sboth the private business use and t
private security or payment tests. Und



8§ 141(b)() of the 198 Code an issue
generaly mees the private busines use
teg if more than 10 percen of the

proceed of the isste are to be usal for

any- private- busiress- use.- Under

§ 141(b)(6)(A of the 198 Code pri-

vate busines use mears dired or indi-

red use in atrade or busines carried on

by ary persa othe than a governmen-
ta unit. Sectiom 145(3 of the 1986
Coce alxo applies the private business
ue tes of § 141(b)() of the 1986
Code with certan modifications.

(2) Correspondig provisiors of
the Internd Revene Code of 1954 set
forth the requiremerg for the exclusion
from gross income of the intere$ on
stak or locd bonds For purposs of this
revene procedure ary referene to a
198 Code provision includes a refer-
ene to the correspondig provision if
ary, unde the 1954 Code.

.02 Section 1.141-3(b)(6)(i of the
Income Tax Regulatios provides in
general tha an agreemenby a nongov-
ernmenth persm to sponso research
performal by a governmenth person
may resut in private busines use of the
propery usal for the researchbasel on
all of the facts and circumstances.

.03 Section 1.141-3(b)(6)(i provides
in generd tha a researh agreement
with respet to financed propery results
in private busines use of tha property
if the sponso is treatal as the lesse or
owneg of financeal propery for federal
income tax purposes.

.04 Section 1.145-2(x provides gen-
erally that 88 1.141-0 throuch 1.141-15
apply to § 145(39 of the 198 Code.

.05 Sedion 1.145-%b)(1) provides
that in applying 88 1.141-0 through
1.141-5 to § 145(9 of the 1986 Code,
reference to governmenth persors in-
clude sectim 501(c)(3 organizations
with respet to their activities that do
not constitue unrelatel trades or busi-
nesse unde § 513(3 of the 1986
Code.

SECTION 3. DEFINITIONS

.01 Bastc reseach, for purposs of
§ 141 of the 1986 Code mears any
origind investigation for the advance-
mert of scientific knowledg not having
a specifct commercid objective For
example produd testirg supportirg the
trade or busines of a specifc nongov-
ernmenté persan is not treatel as basic
research.

.02 Qualified use mears ary state or
locd governmenth unit as definad in
8 1.103-4~ or- any- instrumentaliy

thereof The term als includes asection
501(c)(3 organizatim if the financed
propery is not usel in an unrelated
trade or busines unde § 513(3 of the
198 Code The tem does nat include
the United States or ary ageng or
instrumentaliy thereof.

.03 Sponso mears ary person other
than a qualified use, tha suppors or
sponsos researb unde a contract.

SECTION 4. SCOPE

This revene procedue applies when,
unde a researh agreementa sponsor
uses propery financal with proceegd of
an isste of stae or locd bonds subject
to § 141 or § 145(a)(2)(B of the 1986
Code.

SECTION 5. OPERATING
GUIDELINE S FOR RESEARCH
AGREEMENTS

.01 In general If a researb agree-
mert is describd in eithe sectim 5.02
or 5.03 of this revenwe procedure the
researh agreemenitseff does not result
in private busines use.

.02 Corporate-sponsed reseach. A
researh agreemen relating to property
usal for bast researh supporte or
sponsord by a sponso is describé in
this section 5.02 if any licens or other
use of resultirg technoloy by the spon-
sa is permitted only on the sarre terms
as the recipient would permt tha use
by any unrelated non-sponsorig party
(tha is, the sponso mug pay a competi-
tive price for its use) with the price
paid for tha use determind at the time
the licens or othe resulting technology
is availabk for use Although the recipi-
ent neal not permi persos othe than
the sponso to use ary license or other
resultirg technolog, the price paid by
the sponso mud be no less than the
price tha would be paid by any non-
sponsorig party for those same rights.

.03 Cooperatie reseach agreements
A researb agreemenrelating to prop-
erty usel pursuah to a joint industry-
governmentha cooperatie researh ar-
rangemenh is describé in this section
5.08 if—

(1) Multiple, unrelated sponsos
agree to fund governmentajl performed
bast research;

(2) The researh to be performed
ard the manne in which it is to be
performel (for example selectio of the
personnk to perfom the research is
determine by the qualified user;
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(3) Title to ary paten or other
produd incidentalyy resultig from the
bast researh lies exclusively with the
qualified user and

(4) Sponsos are entitled to no
more than a nonexclusive royalty-free
license to use the produd of ary of that
research.

SECTION 6. EFFECTIVE DATE

This revene procedue is effective
for ary researb agreemenentere into
on or after May 16, 1997 In addition,
an issue may appl this revenwe proce-
dure to ary researh agreemenentered
into prior to May 16, 1997.

DRAFTING INFORMATION

The principd autha of this revenue
procedue is Loretta J. Finga of the
Office of Assistan Chigf Counsé (Fi-
nancid Institutionrs and Products) For
further information regardirg this rev-
ente procedue contad Loretta J. Finger
on (202 622-39® (nat a toll-free call).




