
2000.  Thus, many computer systems may
fail to operate, or may operate improperly,
if the software is not converted or re-
placed to recognize four-digit years (i.e.,
made “year 2000 compliant”).  In order to
ensure that their computer systems are
year 2000 compliant, taxpayers may pay
or incur costs to manually convert their
existing software, to develop new soft-
ware to replace their existing software, to
purchase or lease new software to replace
their existing software, or to develop or
purchase software tools to assist them in
converting their existing software to be
year 2000 compliant (“year 2000 costs”). 

SECTION 3. TREATMENT OF YEAR
2000 COSTS

Rev. Proc. 69–21, 1969–2 C.B. 303,
provides guidelines to be used in connec-
tion with the examination of federal in-
come tax returns involving the costs paid
or incurred to develop, purchase, or lease
computer software.  Year 2000 costs fall
within the purview of Rev. Proc. 69–21.
Accordingly, the Internal Revenue Ser-
vice will not disturb a taxpayer’s treat-
ment of its year 2000 costs if the taxpayer
treats these costs in accordance with sec-
tion 3 of Rev. Proc. 69–21 (in the case of
developed software, including converted
software), section 4 of Rev. Proc. 69–21
(in the case of purchased software), or
section 5 of Rev. Proc. 69–21 (in the case
of leased software).

SECTION 4. RESEARCH CREDIT

Section 41 of the Internal Revenue
Code provides a credit against tax for in-
creasing research activities.  To be eligi-
ble for the research credit, expenditures
must be for activities satisfying the re-
quirements of § 41 including the defini-
tion of “qualified research” in § 41(d).
Except in extraordinary circumstances,
year 2000 costs will not satisfy the defini-
tion of “qualified research” in § 41(d).
For example, year 2000 costs generally
do not involve research undertaken for the
purpose of discovering information that is
technological in nature where substan-
tially all of the research activities consti-
tute elements of a process of experimenta-
tion.  Thus, a taxpayer that pays or incurs
year 2000 costs may not claim the re-
search credit except in those extraordi-
nary circumstances in which those costs
satisfy the definition of “qualified re-

26 CFR 601.105:  Examination of returns 
and claims for refund, credit, or abatement; 
determination of correct tax liability.
(Also Part I, § 911, 1.911–1)

Rev. Proc. 97–51

SECTION 1. PURPOSE

01. This revenue procedure provides
information to any individual who failed
to meet the eligibility requirements of 
§ 911(d)(1) of the Internal Revenue Code
because adverse conditions in a foreign
country precluded the individual from
meeting those requirements for taxable
year 1996.

02. The Internal Revenue Service previ-
ously has listed countries for which the eli-
gibility requirements of § 911(d)(1) of the
Code are waived under § 911(d)(4) because
of adverse conditions in those countries
during the time periods stated.  See Rev.
Proc. 96–33, 1996–1 C.B. 720, Rev. Proc.
95–45, 1995–2 C.B. 421, Rev. Proc. 94–31,
1994–1 C.B. 625, and Rev. Proc. 94–15,

1994–1 C.B. 575.  This revenue procedure
relists countries where the adverse condi-
tions are still in effect.  The Central African
Republic is added to the list for 1996.  Rev.
Proc. 96–33, Rev. Proc. 95–45, Rev. Proc.
94–31, and Rev. Proc. 94–15 remain in full
force and effect; the older periods listed
therein are omitted from this revenue pro-
cedure solely for brevity.  

SEC. 2. BACKGROUND

01. Section 911(a) of the Code allows a
“qualified individual,” as defined in 
§ 911(d)(1), to exclude foreign earned in-
come and housing cost amounts from
gross income.  Section 911(c)(3) allows a
qualified individual to deduct housing
cost amounts from gross income.

02. Section 911(d)(1) of the Code de-
fines the term “qualified individual” as an
individual whose tax home is in a foreign
country and who is (A) a citizen of the
United States and establishes to the satis-
faction of the Secretary of the Treasury
that the individual has been a bona fide
resident of a foreign country or countries
for an uninterrupted period that includes
an entire taxable year, or (B) a citizen or
resident of the United States who, during
any period of 12 consecutive months, is
present in a foreign country or countries
during at least 330 full days.

03.  Section 911(d)(4) of the Code pro-
vides an exception to the eligibility re-
quirements of § 911(d)(1).  An individual
will be treated as a qualified individual
with respect to a period in which the indi-
vidual was a bona fide resident of, or was
present in, a foreign country if the indi-
vidual left the country during a period for
which the Secretary of the Treasury, after
consultation with the Secretary of State,
determines that individuals were required
to leave because of war, civil unrest, or
similar adverse conditions that precluded
the normal conduct of business.  An indi-
vidual must establish that but for those
conditions the individual could reason-
ably have been expected to meet the eligi-
bility requirements.  

04.  For purposes of § 911(d)(4) of the
Code, the Secretary of the Treasury in
consultation with the Secretary of State,
has determined that war, civil unrest, or
similar adverse conditions that precluded
the normal conduct of business existed in
the following countries during the speci-
fied periods:
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.05  Accordingly, for purposes of § 911
of the Code, an individual who left one of
the foregoing countries during the speci-
fied period shall be treated as a qualified
individual with respect to the period dur-
ing which that individual was a bona fide
resident of, or present in, that foreign
country if the individual establishes a
reasonable expectation of meeting the re-
quirements of § 911(d) but for those con-
ditions.

.06 To qualify for relief under § 911(d)-
(4), an individual must have established
residency or have been physically present
in the foreign country on or prior to the
date that the Secretary of the Treasury de-
termines that individuals were required to
leave the foreign country.  Individuals
who establish residency or are first physi-

cally present in the foreign country after
the date that the Secretary prescribes, but
during the period for which the Secretary
determines that individuals were required
to leave the foreign country, shall not be
treated as qualified individuals under 
§ 911(d)(4) pursuant to § 911(d)(4)(C).
For example, individuals who establish
residency or are first physically present in
Iran after September 1, 1978, are not eli-
gible to qualify for the exemption pre-
scribed in § 911(d)(4).  The same holds
true with respect to individuals who move
to Afghanistan after April 23, 1979, or
Lebanon after August 31, 1979.

SEC. 3. INQUIRIES

A taxpayer who needs assistance on
how to claim this exclusion, or on how to

file an amended return, should contact a
local IRS Office or, for a taxpayer resid-
ing or traveling outside the United States,
the nearest overseas IRS office.

SEC. 4. EFFECT ON OTHER 
DOCUMENTS

Rev. Proc. 92-63, 1992-2 C.B. 421 is
obsoleted.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Leslie B. van der Wal of the
Office of Associate Chief Counsel (Inter-
national).  For further information regard-
ing this revenue procedure contact Ms.
van der Wal on (202) 622-3840 (not a
toll-free call).

Date of Departure

Country On or After On or Before

Afghanistan April 23, 1979 (still in effect)
Bosnia and Herzegovina April 7, 1992 (still in effect)
Central African Republic May 21, 1996 September 12, 1996
Croatia April 7, 1992 (still in effect) 
Iran September 1, 1978 (still in effect)
Lebanon August 31, 1979 (still in effect)
The Former Yugoslav Republic 
of Macedonia June 13, 1992 (still in effect)

Montenegro1 June 13, 1992 (still in effect)
Serbia1 June 13, 1992 (still in effect)
Somalia December 21, 1990 (still in effect)

1Montenegro and Serbia, formerly part of the Socialist Federal Republic of Yugoslavia, have asserted the formation of a joint independent state, but this entity has not
been formally recognized as a state by the United States. 
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