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Chapter 1 - Introduction and Summary

This report is the eighth in an annual series on the opera-
tion and effect of the domestic international sales corporation
(DISC) legislation. A DISC is a special corporation that allows
the deferral of income tax on a portion of export profits. The
report covers the seventh full year of DISC operations, referred
to as DISC year 1979. It presents statistical estimates derived
from a sample of tax returns, Form 1120-DISC, filed for
account}ng periods ending between July 1, 1978 and June 30,
1979. 1

The scope of DISC activity measured both by export receipts
and net income continued to expand in DISC year 1979. The number
of active DISCs increased from 6,665 to 7,208, reversing the
decline in the previous year. DISC manufactured exports as a
share of total U.S. manufactured exports rose from 60.7 percent
in DISC year 1978 to 65.7 percent in DISC year 1979. 2/

Chapter 2 discusses the 1971 DISC legislation and the
modifications to the original legislation in the Tax Reduction
Act of 1975 and the Tax Reform Act of 1976.

l/ Because the majority of DISCs have tax years ending in
December 1978 or January 1979, roughly 82.7 percent of the
exports reported in DISC year 1979 occurred in calendar year
1978. Consequently, activities in 1978 are major
determinants of the results reported for DISC year 1979.

2/ Statistics on DISC exports of nonmanufactured products,
specifically agricultural products, exceed actual U.S.
exports from all sources by a substantial margin because of
sales between unrelated DISC. That is to say, one DISC may
sell to another DISC--as 1long as the property sold is
ultimately for direct use, consumption, or sale outside the
United States, its sale is a qualified export receipt.
Therefore, comparisons between DISC exports and total U.S.
exports of agricultural products do not lead to any meaning-
ful comparisons. Inter-DISC sales may also add some error to
the statistics on manufactured exports, but the error is not
believed to be large.
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Chapter 3 discusses the impact of the DISC legislation on
U.S. exports. Previous DISC reports have presented a specific,
although qualified, estimate of the impact of the DISC legisla-
tion on U.S. exports by comparing the growth of DISC and non-DISC
exports. A similar estimate will not be made in the current
report because the limitations of the earlier methodology have
become more apparent. The shortcomings of the methodology were
alluded to in last year's report and are explained in Appendix B
of this report.

Instead of a single estimate of the extent to which DISC
increased exports in DISC year 1979 over what they would other-
wise have been, Chapter 3 offers a range of between $4.5 billion
and $7.0 billion. This range is based on a consideration of the
conditions of demand and supply in various product categories.
DISC tax savings increase the profitability of exports, and
therefore stimulate an additional supply of exports. The extent
to which export supply is stimulated depends on the responsive-
ness of supply to the change in the profitability of capital used
for export production.

U.S. exports are classified into four basic categories with
differing supply and demand behavior. 1In most cases the supply
of output to foreign markets is extremely responsive since it
represents the diversion of output from domestic consumption,
which can be instantaneous. If the return from diverting output
is positive, the destination of the product will change until the
return from selling in either market is identical. In the case
of many goods, total output is also highly responsive to
increased profitability because they are produced with standard
technologies. Labor and capital can therefore be readily adapted
to expanding production. The responsiveness of demand varies
among product categories depending on the differentation of
products in world trade. Some products, including agricultural
goods, are highly standardized, and foreign demand is therefore

highly elastic. In other cases there may be somewhat more
differentation because of the necessity to tailor goods to
particular markets. While it is reasonable to assume these

systematic differences in supply and demand elasticities, it is
difficult to be precise about the exact elasticity values in each
category. It is, therefore, necessary in some cases to use a
range of demand or supply elasticities, which results in the $4.5
to $7.0 billion range indicated.

The $4.5 to $7.0 billion range for the effect of DISC on
exports does not take into account the second round effect
through flexible exchange rates. The change in tax on export
profits causes a shift in the U.S. supply of exports, which
results in more exports. The increase in exports will lead to an
appreciation of the dollar which will stimulate an increase in
U.S. imports. In the long run, there will be somewhat more
exports and also an increase in imports.
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Furthermore, the increase in exports draws capital into
industries producing exports. This may simply be a shift from
elsewhere in the corporate sector, e.g., from import competing
industries; it may be new savings stimulated by the cut in taxes;
or it may be capital attracted from the noncorporate sector or
from abroad. The lower taxation of exporting firms reduces their
overall cost of capital.

As shown in Chapter 4, the revenue cost of DISC in DISC year
1979 was $994 million, assuming no behavorial change due to DISC.
This amounted to a 36 percent increase over DISC year 1978, some-
what less than had been projected in previous reports. There had
been a 35 percent decline in revenue costs from DISC year 1976 to
DISC year 1977 because of the incremental and other provisions of
the Tax Reform Act of 1976. 3/ There was a further, but small,
decline in DISC year 1978 as all DISCs became subject to the in-
cremental provision compared to somewhat more than 70 percent in
the previous year. The large increase in DISC year 1979 in part
reflects the 23 percent increase in DISC income. It is also due
to the increase in the DISC deferral rate since the base years
used to apply the incremental rules did not change between 1978
and 1979. 1In making the no behavorial change revenue estimates,
no account is taken of the fact that, in the absence of DISC,
total exports and profit margins might be different and total
corporate profits might therefore be different without DISC.

Summary income and balance sheet statistics derived from DISC
returns are presented in Chapter 5. The consolidated profit
margin earned on DISC exports of manufactured goods increased
from 13.1 percent in DISC year 1978 to 14.1 percent in DISC year
1979. 4/ Tax deferred income was 18.3 percent of the consoli-
dated income from manufactured exports by DISCs. Net income
reported by all DISCs was $6.4 billion. Transportation
equipment, non-electrical machinery, and chemicals =-- in that
order -- accounted for the largest dollar amounts of DISC income.

3/ The Act, which is discussed more fully in Chapter 2,
restricted DISC benefits to increased, rather than total,
export sales.

4/ As noted in footnote 2, statistics for DISC exports of
nonmanufactured products, specifically agricultural products,
are overstated relative to actual exports because of inter-
DISC sales. Thus, the ratio between DISC net income and
gross receipts for agricultural products does not represent
the true rate of return on DISC exports of these products.
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Chapter 2 - History and Provisions of DISC Statute
Provisions of the Original DISC Legislation

Title V of the Revenue Act of 1971 provided for the creation
of Domestic International Sales Corporations (DISCs). Its
objective was to stimulate an increase in exports by lowering the
effective rate of taxation of export income. The legislation
provided a tax deferral for part of the export income channeled
through a DISC. A DISC is exempt from federal income tax, but
its shareholders are taxable on dividends distributed or deemed
distributed by a DISC. Until 1976, the shareholders of a DISC
were generally deemed to receive an annual dividend equal to one
half of the DISC's taxable income, even if the DISC distributed
less. This deemed distribution was fully taxable to the share-
holders. Federal income tax could be deferred on the remaining
half of the DISC's taxable income, until the income was actually
distributed to the DISC shareholders, a shareholder disposed of
the DISC stock, the DISC was liquidated, the corporation ceased
to qualify as a DISC, or the DISC election was terminated or
revoked by the shareholder(s).

To qualify for tax exemption, a DISC must have been incor-
porated under the laws of any state or the District of Columbia,
have only one class of stock, have issued outstanding capital
stock with a par or stated value of at least $2,500, have elected
to be treated as a DISC, and have satisfied the "gross receipts”
and "gross assets" tests.

The gross receipts test required that at least 95 percent of
the corporation's gross receipts consist of "qualified export
receipts." In general, qualified export receipts were to be
derived from the sale or lease for use outside the United States
of "export property," or from the furnishing of services related
and subsidiary to the sale or lease of export property. Also
included were dividends on stock of a "related foreign export
corporation®™ and interest on any obligation which was a
"qualified export asset." "Export property" was defined as
property manufactured, produced, grown or extracted in the United
States. Exports subsidized by the U.S. Government or exports
intended for use in the United States did not qualify as export
property. A DISC could not engage in producing, growing, or
manufacturing export property.

The gross assets test required that at least 95 percent of
the corporation's assets be qualified export assets. In general,
qualified export assets were inventories of export property,
necessary operational equipment and supplies, trade receivables
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from export sales (including commissions receivable), producer's
loans, working capital, investments in related foreign export
corporations, obligations issued, guaranteed, or insured by the
Export-Import Bank or the Foreign Credit Insurance Association,
and obligations of domestic corporations organized solely to
finance export sales under guaranty agreements with the
Export-Import Bank.

The law also provided that even if a DISC failed to meet
either the gross receipts or gross assets test, it could continue
to qualify as a DISC by making a pro-rata distribution to its
shareholders equal to the portion of the income attributable to
the ineligible receipts or equal to the fair market value of the
unqualified assets, depending on the nature of the disqualifica-
tion. However, if a DISC were disqualified, or otherwise
terminated its status as a DISC, the deferred tax became payable
over a period of time equal to the number of years the DISC had
been in existence, up to a maximum of 10 years.

A DISC wusually acquires export property from its parent
corporation or an affiliated corporation ("related supplier") and
then sells the property abroad; however, it can act simply as a
commission agent. In many cases, a DISC is a "paper" corporation
without any employees or real operations. The method used for
allocating income between a DISC and its related suppliers there-
fore is an important part of the DISC statute. The allocation is
achieved through special intercompany pricing rules which permit
the DISC to realize taxable income in an amount which does not
exceed the greater of:

(a) 4 percent of the qualified export receipts
attributable to the sale of export property plus 10
percent of related "export promotion expenses",
defined as ordinary and necessary expenses incurred
to obtain qualified export receipts (referred to as
the 4 percent method);

(b) 50 percent of the combined taxable income
of the DISC and its related supplier attributable
to qualified export receipts plus 10 percent of
related "export promotion expenses" (referred to as
the 50-50 method); or

(c) taxable income based upon the price
actually charged the DISC by its related supplier
if that price is justifiable on an arm's-length
basis (referred to as the arm's-length method).
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Neither the 4 percent method nor the 50-50 method can be
applied in such a way as to cause a loss to the related supplier
while the DISC is earning a net profit. These special rules
allow exporters to allocate more income to a DISC, and thus to
defer a larger portion of their total tax burden, than they would
be able to under the normal arm's-length rule.

Statutory Amendments

The Tax Reduction Act of 1975 denied DISC benefits to profits
arising from exports of products in short domestic supply, as
determined by the Commerce Department under the Export Adminis-
tration Act of 1969 or by Executive Order of the President. The
Act also removed DISC benefits from exports of natural resource
products, such as o0il, gas, and minerals, subject to a depletion
allowance. The Tax Reform Act of 1976, however, restored DISC
benefits to these natural resource products for sales made
pursuant to fixed contracts entered into before March 19, 1975,
and consummated prior to March 19, 1980. It also excluded
renewable resources, such as timber, from the natural resource
products ineligible for DISC benefits.

The incremental provision in the Tax Reform Act of 1976
reduced DISC benefits for eligible export products by about 40
percent for taxable years beginning after December 31, 1975. 1/
Under these provisions, applicable to accounting periods
beginning after December 31, 1975, DISC benefits (deferral of tax
on one half of profits) are limited to income attributable to
export gross receipts in excess of 67 percent of average export
gross receipts in a 4-year base period.

1/ The amount of the reduction is estimated by comparing the
ratios, for periods before and after the 1976 Act was
effective, of DISCs' tax-deferred income to net income,.
Statistics in the 1977 and 1978 Reports indicate that this
ratio was .49 in the last full year before the Act came into
effect, and .29 in the first full year to which the Act
applied (the last part of DISC year 1977 and the first part
of DISC year 1978). The ratio of tax-deferred income to net
income increased to 32.4 percent in DISC year 1979 because
the base period remained unchanged. The ratio will increase
further in 1980 and 1981, as the number of years between the
end of the base period and the current taxable year rises
from two to four.
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For taxable years beginning in 1976 through 1979, the base
period years are 1972 through 1975. Starting with taxable years
beginning in 1980, the base period will be advanced each year.
For example, the base period will be 1973 through 1976 for tax-
able years beginning in 1980, and 1974 through 1977 for taxable
years beginning in 198l1. 2/ DISCs with incomes of $100,000 or
less are exempted from the incremental rule. This exemption is
phased out over the $100,000 to $150,000 income range.

In applying the incremental rule, a DISC's export gross
receipts are treated as equal to zero for those base period years
in which the DISC did not exist. 1In order to prevent a control-
ling shareholder from gaining an advantage by shifting exports
from one DISC to another, the sales of all DISCs that are part of
a controlled group are combined in calculating base-period
exports. Appropriate allowance is made for base-period sales of
products no longer fully eligible for DISC benefits, such as
natural resource products.

The 1976 Act made additional amendments to the DISC
legislation. The most important of these was to reduce the DISC
deferral on sales of military goods to one half the amount which
would otherwise be allowed. The 1976 Act also lengthened the
period for recapture of the deferred tax, in the event of dis-
gualification or termination of DISC status, to twice the number
of years of the DISC's existence, up to a maximum period of 10
years.

2/ For an analysis of the effect of the incremental provision on
the incentive to expand exports, see the 1976 Report, pages
15-16 and 53-58, These pages demonstrate that, for the same
increase in tax revenue, an across-the-board reduction in the
DISC deferral rate might have had a slightly more favorable
impact on the incentive to expand exports than the more
complicated 1976 provision does.
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Chapter 3 - The Effect of DISC on the Level and Structure
of U.S. Trade

In a departure from previous reports, this report offers a
range of estimates of the impact of-DISC on exports based on
assumed responses to increased supplies made possible by-DISC.
Previous reports compared the growth in DISC and non-DISC exports
and presented a specific estimate of the impact of DISC on
exports. This DISC/non-DISC comparison is not used in this
year's report because of limitations explained in Appendix B.

Any attempt to estimate the precise impact of DISC on exports
is complicated by the many factors which contributed to the $100
billion growth in exports between 1971 and 1978. These include:

L The substantial domestic and worldwide inflation during
the period. For example, the $100 billion increase in the
value of U.S. exports from 1971 to 1978 represents an
increase in the real (deflated) volume of exports of 62
percent combined with a 104 percent increase in prices,

2. The rapid expansion of overall world trade. While U.S.
exports increased substantially, the U.S. share of free world
exports declined from 19.7 percent in 1971 to 17.0 percent in
1978. 1/ 1In part this was due to the rapid growth of pro-
ductive capacity in almost all major countries. The ratio of
exports to GNP also increased in many countries: from 4.1
percent in 1971 to 6.6 percent in 1978 in the U.S., from 18.0
percent to 22.3 percent in Germany, and from 16.1 percent to
23.2 percent in the United Kingdom. 2/

1/ All aggregate trade data are taken from the quarterly publi-
cation by the U.S. Department of Commerce, International
Economic Indicators.

2/ The conspicuous exception is Japan in which exports as a
percentage of GNP were basically unchanged from 1971 to 1978.
This indicates the importance of the expansion in overall
productive capacity in explaining Japanese export perfor-
mance. The difference between the falling U.S. share of
world trade and the simultaneous increase in U.S. exports as
a percentage of domestic GNP is an example of the difficulty
in evaluating U.S. export performance.
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< 7 The devaluation of the dollar relative to major
foreign currencies. The value of the dollar fell by 14.5
percent on a trade weighted basis from December 1971 to
December 1978, making U.S. exports more attractive to foreign
purchasers. The devaluation of the dollar since 1971 did not
simply compensate for higher inflation in the U.S. compared
to our trading partners over the period. In fact, between
March 1973 and December 1978, the real effective value of the
dollar, i.e., adjusted for inflation in each country,
declined somewhat more than the nominal value. 3/

DISC increases the profitability of exporting and therefore
stimulates an increase in export supply by U.S. producers. Labor
and capital are drawn into the export sector. The extent to
which a reduction in costs or an increase in price induces the
expanded production of exports is indicated by the price
elasticity of supply. The stimulating effect of DISC on exports
therefore depends on supply and demand responses, combined with
the shift in export supply brought about by DISC.

The impact of DISC on exports is estimated by £first
classifying the specific products listed in Table 3-1 into four
categories with differing supply and demand behavior. The
responsiveness of export supply is generally assumed to be very
high. One reason is that output can easily be diverted from
domestic consumption, which for most goods is much larger than
export demand. If the return from diverting output is positive,
the destination of sales will change until the return from
selling in either market is identical. Furthermore, many goods
are produced with standard, widely diffused technologies so that
labor and capital can easily be shifted from other uses in order
to expand output. Demand 1is also highly responsive where
standardized commodities are sold in many markets, as in the case
of farm products. The responsiveness of demand is somewhat lower
in cases in which products are more differentiated, or have to be
adapted to particular markets.

3/ See World Financial Markets, published monthly by Morgan
Guaranty Trust. March 1973 is the base for their real
exchange rate calculations.
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The four categories into which products are classified are:

1. Nonmanufactured products (mainly agricultural com-
modities). These are products whose demand is very
highly responsive to price changes because identical
products are supplied and demanded by many countries.
For example, grains are sold in standard grades in many
markets. The elasticity of supply is not as high as in
manufacturing, however, because of the constraints
imposed by the available agricultural land or mineral
resources. Furthermore, a significant share of U.S.
output is already exported so that a large percentage
increase in exports requires a significant increase in
domestic production.

2. Basic manufacturing industries not requiring
advanced technology. These products include textiles,
rubber, fabricated metal products, and transportation
equipment other than aircraft. Since these products use
relatively standard technologies, capital and labor can
easily be adapted to expanded production. Supply is
therefore very elastic. Furthermore, the elasticity of
demand is also high because products tend to be
relatively standardized in most world markets.

3. High technology manufactured products. Examples
include chemicals, aircraft, electrical machinery and
equipment, and office machinery. It is assumed that
demand is somewhat less elastic than category 2. The
high technological level reduces the number of countries
that may be alternative sources of supply. Products are
also more likely to be differentiated, which would also
reduce the elasticity of demand.

4. Resource-related manufacturing products. These in-
clude paper, lumber, and nonferrous metals. Production
of these products is constrained by the availability of
some natural resource in the U.S. Products tend to be
standardized. This category is therefore close in
character to nonmanufactured products in having very
elastic demand, but lower supply elasticities than other
manufactured products.

The particular products in each category are listed in
Appendix C. Appendix C also gives the elasticities of demand and
supply assumed in each category.
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Figure 1 illustrates the analysis of the change in exports
that would occur if DISC were eliminated. The example depicted is
for an export such as an agricultural good with a wvery high
demand elasticity. DD and SS are the current demand and supply
schedules respectively. The current level of exports is OX and
the price is XA. The elimination of DISC decreases export
supply, i.e., shifts the supply of export schedule upwards to
S'S' because it reduces the after-tax profit from producing any
level of exports. If a price of XA were required, with DISC, to
induce producers to produce 0X of exports, then without DISC, a
price of XB would be needed. But since that price cannot be
obtained with the demand represented by DD, OX of exports will
not be supplied.

The magnitude of BA, the vertical shift in the supply
schedule, depends on the DISC tax saving per dollar of capital
devoted to producing exports. Exporters would be willing to
continue to supply OX if they could earn the same after-tax
profit per unit of such capital. The DISC tax saving per unit of
capital is approximated by the reduction in tax on the pre-tax
return per unit of capital used. This reduction depends on the
percentage of profits that can be deferred and the marginal
corporate tax rate (48 percent for DISC year 1979).

As a result of the shift in supply resulting from the
elimination of DISC, exports fall to OY. More generally, the
magnitude of the changes in the quantity of exports depends on
the slopes of the demand and supply schedules in each category.

The analysis of the reduction in the value of exports if DISC
were eliminated is summarized in Table 3-2. The overall
reduction in the value of exports is in the range of $4.5 to $7.0
billion. The relatively modest reduction of exports of nonmanu-
factured products reflects the small DISC-induced shift in
supply. Exports of both basic and high technology manufactured
products decline substantially. Although demand in high tech-
nology products is assumed to be somewhat less price sensitive
than basic manufactured products, the decline in exports is
substantial because the DISC induced shift in supply is large.
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Table 3-1

Gross Receipts, Net Income and Tax Deferred Income by Major Product Class 1/ - DISC year 1979

(Dollar Amounts in Millions)

s

Tax-deferred

Deferred Tax as

Major Product Class : Number of : Gross : Net Income : a Percent of
: Returns : Receipts : Income :Gross Receipts 3/

Total 7,208 99,604 6,402.1 2,071.3 1.0
Nonmanufactured products 934 26,038 478.9 170.6 0.3
Agricultural products 299 24,616 341.6 119.4 0.2
Grains 1u0 22,516 278.5 97.3 0.2
Other agricultural products 192 2,100 62.7 22.3 0.5
Mineral products 114 333 10.7 a0 G5
Other 521 1,089 126.0 47.5 2.1
Manufactured products 2/ 6,274 73,566 5,923.1 1,900.7 12
Ordnance and accessor ies 46 247 28.7 6.3 1.2
Food and kindred products 270 2,592 183.9 65.1 1.2
Meat products 73 633 34.0 12,2 0.9
Canned fruits, vegetables, seafood o4 514 48.9 20.2 1.9
Grain mill products 42 647 46.8 15.0 1.1
Tobacco manufactures 10 715 71.0 26.0 ¢ )
Textile mill products 243 991 57.4 16.4 0.9
Apparel, etc. 137 245 11.0 4.5 0.9
Lumber, etc., except furniture 190 1,947 11,5 22.5 0.6
Saw and planing mill products, logging 34 948 Pl ) 6.0 0.3
Millwork, veneer, etc. 54 198 10.2 3.4 0.8
Furniture and fixtures 39 28 x| 15 2.6
Paper and allied products 162 1,525 102.3 25.2 0.8
Printing, publishing, etc. 84 285 P 9.9 L7
Chemicals and allied products 507 9,491 910.2 288.4 1.5
Inorganic, organic chemicals 78 4,339 476.1 152.0 1397
Plastics materials, etc., including fibers 81 2,019 181.5 60.7 1.4
Drugs 44 506 87.2 25.5 2.4
Agricultural 74 1,262 51.6 13.1 0.5
Rubber and miscellaneous plastic products 141 640 41.9 13.8 1.0
Leather and leather products 110 1,358 13.4 i 0.2



Table 3-1 Continued

: Deferred Tax as

Major Product Class : Number of : Gross : Net Income : Tax-deferred : a Percent of
: Returns : Receipts : 3 Income :Gross Receipts 3/
Stone, clay, glass and concrete products 71 665 62.7 1.7 1.6
Primary metal industries 175 1,366 76.4 22.6 0.8
Iron and steel industries 16 118 9.2 2.8 =13 |
Fabricated metal products 6U5 2,774 223.9 78.9 1.4
Structural metal products 93 363 33.3 11.9 1.6
Cutlery, etc. 90 164 14.5 5.9 1.7
Heating and plumbing 59 99 5.3 2.0 1.0
Machinery, except electrical 1,225 15,688 13273 424.3 1.3
Engines and turbines 34 3,062 260.3 77.6 X2
Farm machinery and equipment 62 921 40.5 14.5 0.8
Construction, mining, etc. 183 5,116 392.8 124.3 13
Metal working 88 380 34.3 0.7 b !
Special industry 363 1,890 166.0 56.2 1.4
Office, etc. 72 1,989 233.6 83.2 2.0
Electrical Machinery and Equipment 1,006 8,885 801.4 278.9 1.5
Transmission and distribution equipment 27 1,023 125.8 38.4 1.8
Household appliances 35 898 64.8 21.4 nll il
Communications eguipment 104 821 81.1 27.6 1.6
Electronic components, etc. 407 3,482 309.6 109.9 e
Transportation equipment 441 18,716 1,345.4 366.9 1.0
Motor vehicles and equipment 221 11,102 671.0 207.31 0.9
Aircraft and parts 164 7,396 657.4 174.5 1.1
Prof. and scientific instruments, etc. 371 3,851 460.9 157.0 2.0
Research instruments 72 760 7351 26.0 1.6
Physical measuring instruments 131 725 73.2 26.6 1.8
Surgical, medical, dental, etc. 117 536 52.7 19.9 1.8
Photographic equipment 25 1,718 253.4 8l.6 2.3
All other manufactures 441 1,555 118.1 43.9 1.4

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Classification is based on the product or product class accounting for the largest portion of gross receipts.

2/ Statistics on DISC sales of agricultural products exceed U.S. exports from all sources by a substantial margin
because of inter-DISC sales. Therefore, the ratio of net income to gross receipts understates the profit margin on
exports of these products.

3/ Tax deferred income X 0.48/Gross receipts.
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Table 3-2

Estimated Reduction in Exports
if DISC Were Eliminated - DISC Year 1979

DISC Saving Per : Percent Reduction : Decrease in 2
Dollar of Sales :in Value of Exports: Dollar value of :
(in cents) g (range) : Exports (billions):

Product Category

1. Nonmanufactured

Products .3 .9 - 1.5 ol = 4
2. Basic
Manufactures 1.0 7.7 - 10.0 2.2 - 2.9

3. High Technology
Manufactures 1.5 4.9 - 5.0 1.8 - 3.3

4. Resource Related
Manufactures .9 4,3 - 4.7 .3 - .4

TOTAL 1.0 4.5 - 7.0 4.5 - 7.0

Office of the Secretary of the Treasury
Office of Tax Analysis
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As noted earlier, the $4.5 to $7.0 billion increase in
exports because of DISC is the direct effect before any induced
change in the exchange rate. The initial increase in the dollar
value of exports when DISC was enacted resulted in an appreci-
ation of the dollar, increasing imports. 4/

In addition to its impact on the level and composition of
U.S. exports, DISC has other related effects which should be
noted. One is the consequence of the increase in the value of
the dollar following the DISC-induced expansion of exports. The
higher value of the dollar decreases the real cost of imports to
all consumers of imported goods and services. In other words,
they benefit because they obtain the same amount of imports at a
lower price in dollars. 5/

The principal effect of DISC is that the expansion in export
opportunities draws capital into the export sector. This capital
may come from several sources. It may be attracted from else-
where in the corporate sector producing import competing-goods,
for example, or it may be attracted from the noncorporate sector.
The new capital may also derive from new saving stimulated by the
lower taxes on exports, or from foreign capital also attracted by
the higher after tax returns.

4/ There is some possibility that DISC exports displace non-DISC
exports, but this effect is not likely to be significant.
The circumstances in which exporters cannot use a DISC are
very specific, as noted in Chapter 2. A DISC would not be
used if the firm is making an overall loss. Mineral products
benefiting from a percentage depletion allowance are
excluded, as are those not intended for use outside the U.S.
The latter would include goods exported for assembly and then
reimported. DISC and non-DISC exports are therefore unlikely
to be very close substitutes.

5/ The reduction in the price of imports may be more or less
than the initial reduction in export prices. The apprecia-
tion of the dollar would be larger than the drop in export
prices if, for example, the demand for products receiving the
largest DISC incentive was mecre price sensitive than exports
in general.
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Chapter 4 - Effect of DISC on Tax Revenues

The revenue cost of DISC in DISC year 1979 was §$994.2
million. The revenue cost is estimated by applying the then
applicable corporate tax rate of 48 percent to the portion of
DISC income on which tax is deferred. 1/ The tax-deferred income
of a DISC is equal to its taxable income less its deemed
distributions. Under the original DISC 1legislation, the
principal deemed distribution was 50 percent of adjusted taxable
income. oF Thus, the ratio of deemed distributions to DISC
taxable income was 51 percent in DISC year 1976.

For accounting periods beginning after December 31, 1975,
DISCs are subject to the incremental provision introduced by the
Tax Reform Act of 1976. For these periods, DISC shareholders are
deemed to receive, in place of 50 percent of DISC adjusted
taxable income, all adjusted taxable income attributable to base
period exports (defined as 67 percent of the average of the
export gross receipts of the DISC during calendar years 1972
through 1975), plus 50 percent of the excess of total adjusted
taxable income over the amount- attributable to base period
exports. 3/ As a result of the incremental provision, as well as
other kinds of deemed distributions provided by the Tax Reform
Act of 1976, the ratio of deemed distributions to DISC taxable
income was nearly 70 percent for DISC year 1977 and 71 percent
for DISC year 1978. 4/ The deemed distribution rate decreased to
67.6 percent in DISC year 1979 because the base period remained
unchanged from 1978.

1l/ The 48 percent tax rate is appropriate for DISC year 1979
because the lower 46 percent rate only applies to taxable
years beginning after December 31, 1978.

2/ Other deemed distributions were interest derived from
producer's loans made by a DISC, certain kinds of capital
gains recognized by a DISC, and the amount of foreign
investment attributable to producer's loans for the taxable
year.

3/ This base period applies to taxable years beginning in 1976
through 1979. Starting with taxable years beginning in 1980,
the base period is advanced each year.

4/ Additional deemed distributions which apply to accounting
periods beginning after December 31, 1975, are 50 percent of
taxable income attributable to sales of military property,
income attributable to international boycott activity, and
the amount of illegal bribes.
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The foregoing revenue estimates assume that the labor and
capital producing DISC exports would have the same level of
income in the absence of DISC, with the .only change being that
the full corporate rate would apply to profits. This might be
true, for example, if exports and pre-tax profit margins did not
change or if the capital flowing into exports would have earned
the same income elsewhere, but fully taxable at the regular
corporate rate. 1In reality, economic responses may make the true
revenue cost different from the $994.2 million estimate. In the
absence of DISC, before-tax margins may increase to give
exporters the same after tax return. In fact, this was assumed
in the elasticity estimates in Chapter 3. In that case, the
revenue estimate would be understated. On the other hand, there
may be responses which reduce the revenue cost of DISC. By
reducing the tax on the corporate sector, DISC will increase
saving and attract capital from the noncorporate sector. The
increased capital stock may also lead to higher levels of output,
employment, and tax revenue. In the absence of DISC, exporters
might have found other ways within existing law to "shelter"
export profits. These and other behavorial changes may have an
impact on the revenue cost of DISC, but the magnitude of the
offset cannot be estimated without more precise information on
the adjustments taking place.

The $994 million estimated revenue cost for DISC year 1979 is
based on the assumption that DISC income would be taxable to the
parent at the then effective rate of 48 percent in the year in
which earned. The estimate understates the revenue cost of DISC
in those cases where the existence of a DISC enables taxation of
the deemed distribution to be postponed until the next year.
Such cases occur where the end of the DISC's fiscal year is one
or two months later than the end of the parent corporation's
fiscal year.

Table 4-1 presents the estimated revenue costs of DISC for
calendar and fiscal years 1972 through 1978, as well as projected
revenue costs for 1978 through 1986. 5/ Adjusting DISC income in
DISC year 1979 to a calendar year basis requires apportioning the
income reported on all DISC returns filed for tax years which
overlap calendar year 1978. This results in an estimate of DISC

5/ The $994 million estimate refers to DISC year 1979, and is
therefore to be distinguished from the calendar and fiscal
year estimates in Table 4-1.
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Table 4-1
Revenue Cost Estimates and Projections,

Actual Tax Rates and DISC Provisions 1/
(Millions of Dollars)

$ Calendar Year Tax Liabllity : Fiscal Year
: : Cost Reductions 2/ : Cost Under : Receipts
: Cost Under : Incremental Present : Foregone

Year :0riginal Act : Provision : Other : Law 3/ : (Present Law) 4/
(1} . -8 (2) 3 (3) : (4) (5) : (6)
1972 $ 350 $ 350 $ 100
1973 730 730 460
1974 1,120 1,120 850
1975 1,160 s 10 1,150 1,130
1976 1,160 $ 390 40 730 1,020
1977 1,200 450 50 700 720
1978 1,430 440 50 940 820
1979 1,690 420 60 1,210 1,060
1980 2,050 510 70 1,470 1,340
1981 2,250 590 80 1,580 1,600
1982 2,430 650 100 1,680 1,630
1983 2,610 740 100 1,770 1730
1984 2,820 870 120 1,830 1,810
1985 3,040 1,020 130 1,890 1,870
1986 3,280 1,190 130 1,960 1,930

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ The 1972 through 1978 figures are estimated from DISC returns. All
other figures are projections. All figures are based on the assump-
tion that in the absence of DISC, the earnings would be subject to
tax at the corporate tax rate, which is 48 percent for 1972-78 and 46
percent for 1979 and subsequent years.

2/ Net reduction in revenue costs as a result of changes provided for in
the Tax Reduction Act of 1975 and the Tax Reform Act of 1976 (see
Chapter 2 for details).

3/ Column (2) minus the sum of columns (3) and (4).

4/ Calculated on the basis of normal relationships between calendar year
corporate tax liabilities and fiscal year receipts. Fiscal years
through 1976 end on June 30 of the corresponding calendar year,
thereafter on September 30. The transition quarter in 1976 is not
shown separately. The receipts estimate for that quarter is $110
million. The jump in receipts in fiscal 1981 followed by the small
increase in FY 1982 reflects the speed up in estimated payments by
}g;ge corporations as a result of the Omnibus Reconciliation Act of

e e T Ut W W
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revenue cost for calendar year 1978 of $940 million. As shown in
column 3, the incremental provision reduced the revenue cost of
the original DISC program by 31 percent in calendar year 1978.
Tax savings provided by the other amendments to the original DISC
program (i.e., reduced benefits for military exports and the
exclusion of certain natural resource products from DISC
benefits) reduced the revenue cost of the original legislation by
an additional 3.5 percent in calendar year 1978.

Distribution of DISC Benefits

For corporate owners for which asset size is available, 62.7
percent of the tax-deferred income of the DISCs in DISC year 1979
accrued to the 6.7 percent of the DISCs with parent companies
having assets of at least $500 million (see Table 4-2). The 138
DISCs with gross receipts of $100 million or more accounted for
55.2 percent of all tax-deferred DISC income (see Table 4-3).
The 93 DISCs with net incomes of $10 million or more accounted
for 53.4 percent of all tax-deferred income (see Table 4-4). Ten
DISC parents accounted for 24.5 percent of all tax-deferred
income and 26.7 percent of all net income. 6/

Data on the distribution of tax-deferred income to DISCs
owned directly or indirectly by foreign corporations are
available only for DISC year 1975. They show that $85 million of

DISC dividends -- 4 percent of the total -- were distributed to
U.S. corporations with foreign owners; $2 million of DISC
dividends -- 0.1 percent of the total -- were distributed

directly to foreign corporations.

6/ The fact that the distribution of tax-deferred income was
less concentrated than the distribution of DISC net income
reflects the exemption of small DISCs from the incremental
provision of the 1976 Tax Reform Act.




Table 4-2

Gross Receipts, Net Income and Tax-deferred Income by Asset Size of Corporate Majority Shareholder - DISC Year 1979
(Dollar Amounts in Mill ions)

: Returns : Gross Recelipts : Net Income : Tax-deferred Income

Asset Size of Corporate : : Percent : : Percent : : Percent t : Percent

Major ity Shareholder g Number : of Total : PEGIIERE : of Total : ARonBt : of Total : PERSLRE : of Total
All Returns 7,208 100.0 99,604 100.0 6,402.1 100.0 2,071.3 100.0

No Majority Shareholder or
Assets not Available 2,230 30.9 8,921 9.0u 360.5 5.6 140.7 6.8
Returns with Majority
Corporate Shareholder 4,978 69.1 90,623 91.0 6,041.5 94.4 1,930.6 93.2
Returns with Majority Corporate Shareholder

Total 4,978 100.0 90,623 100.0 6,041.5 100.0 1,930.6 100.0
$1 under $100,000 64 1.3 53 0.1 2.7 x 1.1 0.1
$100,000 under $1,000,000 635 12.8 636 0.7 38.0 0.6 17.0 0.9
$1,000,000 under $5,000,000 1,495 30.0 2,364 2.6 169.6 2.8 70.3 3.6
$5,000,000 under $1u,000,000 6U6 12.2 2,286 2.5 118.2 2.0 48.7 245
$10,000,000 under $50,000,000 1,100 el 14,877 16.4 544.5 9.0 197.0 10.2
$50,000,000 under $100,000,000 269 5.4 3,577 3.9 245.4 4.1 84.2 4.4
$100,000,000 under $250,000,000 291 5.8 5,207 5.7 429.4 g 136.5 7.1
$250,000,000 under $500,000,000 185 3.7 8,764 9.7 503.0 8.3 164.8 8.5
$500,000,000 under $1,000,000,000 122 2.5 9,421 10.4 668.6 11.1 204.9 10.6
$1,000,000,000 or more 211 4,2 43,439 47.9 3,321.8 55.0 1,006.1 52.1

Office of the Secretary of the Treasury
Office of Tax Analysis

* Less than 0.5 percent



Table 4-3

Gross Receipts, Net Income and Tax-deferred Income by Size of Gross Receipts of the DISC - DISC year 1979
(Dollar Bmounts in Millions)

3 Returns :_ Gross Receipts t Net Income :__Tax-deferred Income
Sizes of Gross keceipts 3 : Percent : : Percent : : Percent : : Percent
; HNumber : of Total : AROIRS : of Total : Amaunt of Total : Mount : of Total
All Returns

Total 7,208 100.u 99,604 100.0 6,402.1 100.0 2,071.3 100.0
Zero Receipts 544 Tl - -- 25.9 0.4 TeD 0.4
$1 under $50,000 376 5.2 9 * L * 3.1 0.1
$50,000 under $250,000 866 12.0 126 0.1 130 0.2 6.9 0.3
$250,000 under $1,000,000 1,700 23.6 983 1.0 98.0 11 48.7 2.4
$1,000,000 under $10,000,000 2,740 38.0 9,400 9.4 726.2 11.3 274.6 13.3
$10,000,000 under $100,000,000 644 1137 24,619 24.7 1,805.7 28.2 590.9 28.5
$10u,000,000 under $250,000,000 90 1.2 14,459 14.5 1,016.1 15.9 322.1 15.6
$250,000,000 or more 48 0.7 50,007 50.2 2,715.4 42.4 819.5 39.6

Office of the Secretary of the Treasury
Office of Tax Analysis

* Less than (0.5 percent




Table 4-4

Gross Receipts, Net Income and Tax-deferred Income by Size of Net Income - DISC year 1979
(Dollar Amounts in Millions)

: Returns : Gross Recelipts : Net Income : Tax-deferred Income

Size of Net Income 3 : Percent : : Percent : : Percent : : Percent of

3 Hupber : of Total :Amount : of Total : Amnhng : of Total : BRI, : Net Income
All returns 7,208 100.0 99,604 100.0 6,402.1 100.0 2,071.3 32.3
Less: Deficit returns 748 10.4 565 U.6 -26.9 -0.4 - -
Returns with zero net income 102 1.4 964 1.0 - - - -
Returns with net income 6,358 88.2 96,U74 98.5 6,428.9 100.4 2,071.3 32.3
$1 under $1u0,000 3,241 45.0 3,162 3.2 120.2 15 57.3 47.7
$100,000 under $200,000 972 13.5 2,456 25 139.3 ez 59.4 42.6
$200,000 under $1,000,000 1,383 19.2 12,313 12.4 641.1 1G.0 224.2 35.0
$1,000,000 under $5,000,000 576 8.0 19,194 19.3 1,254.9 19.6 407.2 32.4
$5,000,000 under $10,000,000 96 343 8,366 8.4 682.9 10.7 217.8 31.9
$10,000,000 under $25,000,000 54 0.7 13,718 13.8 3826.8 12.9 265.3 32.1
$25,000,000 under $50,000,000 20 0.3 8,551 8.6 672.2 10.5 206.6 3057
$50,000,00U or more 16 0.2 30,316 30.4 2,091.6 32.7 633.5 30.3

Office of the Secretary of the Treasury
Office of Tax Analysis
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DISC Elections

A total of 13,796 elections was made through February 1981
(see Table 4-5). This represents an increase of 1,604, or 13
percent, over February 1980. The continued increase in DISC
elections supports the assumption that the use of DISC will
increase over time. However, the data on DISC elections are not
adjusted for DISCs that are inactive or that have been liquidated
or have withdrawn their elections. 7/

7/ For example, for accounting periods ending between July 1,
1978 and June 30, 1979, 7,208 DISC returns were filed even
though 10,144 DISC elections had been made as of February 28,
1978. These two figures are chosen for comparison since a
DISC election must be made, at the latest, within 90 days
after the beginning of the DISC's taxable year, and the
largest number of returns are for periods beginning in
December 1977 and January 1978. The difference between these
two figures reflects primarily the number of inactive DISCs,
including newly created DISCs which have not yet begun
operations. The number of DISC returns filed during DISC
year 1979 increased by 543, or 8.1 percent, which is slightly
faster than the growth in elections. This apparent decline
in the percentage of inactive DISCs is consistent with the
growth in profit margins and the decline in the percent of
DISC returns with a deficit in DISC year 1979.
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Table 4-5

DISC Elections

End of Period : Cumulative Total

1972 - March
June
September
December

1973 - March
June
September
December

1974 - March
June
September
December

1975 - March
June
September
December

1976 - March
June
September
December

1977 - February
June
September
December

1978 - February
June
September
December

1979 - February
June
September
December

1980 - February
June
September
December

1981 - February

1,136
2,412
3,049
3,439

3,842
4,164
4,466
4,825

5,184
5,570
6,569
6,738

7,293
7,653
7,956
8,258

8,522
8,805
9,070
9,331

9,447
9,718
9,827
10,024

10,144
10,341
10,552
10,780

10,978
11,285
11,667
11,924

12,192
12,645
13,061
13,489

13,796

Office of the Secretary of the Treasury
Office of Tax Analysis
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Chapter 5 - General Statistical Information

This Report covers the sixth full year of DISC operations.
The tabulations are based on a sample of 2,039 tax returns, Form
1120-DISC, filed by active DISCs for taxable periods ending
between July 1, 1978, and June 30, 1979. This period is defined
as DISC year 1979, although most of the activity it covers
occurred in calendar year 1978. 1/ Table 5-1 presents the total
number of DISC returns filed for DISC years 1975-78, as well as
statistics on DISC receipts, net income, and assets for each of
these years.

DISC Income

In DISC year 1979, net income attributable to DISC manufac-
tured exports amounted to $5.9 billion. This figure is 120
percent greater than the amount reported in the second DISC year,
1974, and is 23 percent greater than net income reported in DISC
year 1978. Because the 23 percent increase in net income
slightly exceeded the 22 percent increase in DISC gross sales of
manufactures, DISCs' average profit margin for all manufactured
product classes rose from 8.0 to 8.1 percent of sales between
DISC years 1978 and 1979. Table 5-2 presents statistics on DISC
receipts, net income, and tax-deferred income by accounting
period in DISC year 1979. The weighted average of tax-deferred
income as a percentage of net income was 32.4 percent.

Table 5-3 presents data on the pricing methods used by DISCs.
It shows that about 34.7 percent of DISC sales were reported as
being subject to the 50-50 pricing method, 32.8 percent to the 4
percent method, and 4.7 percent to the arm's-length pricing
method. The remaining 27.8 percent of DISC sales were subject to
some combination of these three methods or were shown on returns
in which the pricing method could not be determined. This
information can be used to estimate the combined profit margins
of DISCs and their related suppliers. The average value of this
combined margin for all manufactured exports sold through DISCs
was 14.1 percent of gross sales in DISC year 1979. 2/

l/ DISC year 1979 is equivalent to statistical year 1978 as used
by the Internal Revenue Service. See Appendix A for
definitions and a description of the sampling procedure.

2/ For an explanation of the derivation of the combined profit
~ margins, see pages 35-36 of the 1976 Report.
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Table
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Historical Statistics, DISC Years 1976-1979
(Dollar Amounts in Millions)

: 1976 : 1977 : 1978 1980
Number of Returns, Total 6,431 6,911 6,665 7,208
Full Year 5,844 6,421 6,316 6,768
Part Year 833 490 349 440
Gross Receipts, Total $73,220 $82,681 $85,887 99,603
Nommanufactured Products 20,469 1/ 23,997 1/ 25,521 1/ 26,038 1/
Manufactured Products 52,751 58,684 60,366 73,566
Export Receipts, Total 73,220 82,681 85,887 99,604
Canada n.a. 11,382 n.a. 14,360
Latin American Republics n.a. 8,334 n.a. 11,691
Europe n.a. 26,261 n.a. 30,395
Japan n.a. 7,287 n.a. 8,927
U.S. Destinations n.a. 4,691 n.a. 4,701
All Other and Unallocated n.a. 24,726 N.a. 29,530
Net Income 4,764 5,062 5,211 6,402
Nommanufactured Products 442 421 411 480
Manufactured Products 4,322 4,651 4,800 5,923
Tax-deferred Income 24392 1,572 1,519 2,071
Nommanufactured Products 219 145 139 171
Manufactured Products 2,133 1,427 1,380 1,901
Total Assets, End of Year 11,832 14,678 15,955 19,725
Trade Receivables 7,491 8,840 10,162 12,416
Other Assets 4,341 5,838 5,793 7,309
Accumulated Income, End of Year 6,946 8,527 9,560 11,383

Office of the Secretary of the Treasury

Office of Tax Analysis

1/ statistics on DISC sales of nonmanufactured products, specifically agri-
cultural products, exceed U.S. exports fram all sources by a substantial
margin because of inter-DISC sales.
nommanufactured products overstate exports of these products.

n.a. —— not available

Therefore, gross receipts of




Table 5-2

Gross Receipts, Net Income and Tax-deferred Income by Accounting Period - DISC Year 1979
(Dollar Amounts in Millions)

.
-

-

: Tax-deferred

Accounting Period Ending : Number of : Gross Receipts : Net Income : Tax-deferred Income as a Per-

: Returns g 3 Income : cent of Net Income
All Returns 7,208 95,604 6,402.1 207143 32.4
Full Year Returns, All Pericds 6,708 98,420 6,333.5 2,402.9 33,3
July 1979 457 2,346 176.4 61.0 34.2
August 1979 271 946 72.9 24.9 34.2
September 1979 499 3,011 143.0 50.2 35.1
October 1979 420 4,262 321.8 104.8 32.6
November 1979 312 2,204 156.3 49.6 31.7
December 1579 1,527 28,072 1,998.5 636.9 31.9
January 1980 1,153 25,131 2,259.5 694.8 30.6
February 1S80 273 5,180 336.9 114.0 33.8
March 1980 484 6,154 187.5 63.7 34.0
April 1980 365 3,008 211.0 Ttk 36.5
May 1980 331 9,228 186.6 67.7 36.3
June 15980 676 9,056 280.u 98.4 35.1
Part Year Returns, All Periods 440 1,184 68.6 28.4 41.4

Office of the Secretary of the Treasury
Office of Tax Analysis




Table 5-3

Gross Receipts, Net Income and Tax Deferred Income by Pricing Method - DISC Year 1979
(Dollar Amounts in Millions)

: s 3 Net Income )
Pricing Method : Number of : Gross 3 ennk : Percent of : Tax-deferred
3 Returns : Receipts : : Gross Receipts : Income
All products

All returns 7,208 99,604 6,402.1 6.4 2,071.3
Returns reporting pricing method 5,812 93,036 6,162.4 6.6 1,981.6
50~-50 method 2,874 34,546 3,849.1 i 1 s & 1,145.3

4 percent method 1,561 32;7112 787.1 2.4 263.1
Arm's-length method 991 4,734 319.6 6.8 111.5
50-50 and 4 percent 375 19,246 1;51257 7.9 445.1
All other combinations 11 1,843 23.9 2.9 16.4
Pricing method not determinable 1,396 6,518 239.6 3.7 89.7

Nonmanufactured products

All returns 934 26,038 478.9 1.8 170.6
Returns reporting pricing method 568 22,849 440.1 1.9 155.4
50-50 method 193 1,270 101.4 0.8 36.7

4 percent method 163 18,502 259.9 1.4 89.0
Arm's-length method 182 1,069 32.8 3.1 12.4
All combinations 30 2,008 46.1 2:3 17.4
Pricing method not determinable 366 3,188 41.9 1.3 15.2

Manufactured products

All returns 6,274 73,566 5,923.1 8.1 1,900.7
Returns reporting pricing method 5244 70,237 5,722.4 8.1 1,826.2
50-50 method 2,681 33,276 3,387.7 10.2 1,108.7

4 percent method 1,398 14,215 527.2 3.7 174.2
Arm's-length method 809 3,665 286.9 7.8 99.1
All combinations 356 19,080 1,520.6 8.0 444.2
Pricing method not determinable 1,030 3,329 200.8 6.0 74.4

Office of the Secretary of the Treasury
Office of Tax Analysis
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Balance Sheet Statistics

Table 5-4 presents year-end balance sheet statistics. Total
assets of DISCs amounted to $19.7 billion, 2.3 percent higher
than the previous year's figure. Of these assets, 63 percent
consisted of trade receivables (accounts and notes receivable).
The second largest asset item was producer's loans, which were 20
percent higher than in DISC year 1978. The category "other
assets"™ increased by 42 percent between DISC year 1978 and 1979,
after falling 23 percent the previous vyear. The next fastest
growing category was Export-Import Bank obligations which grew 30
percent.

On the 1liabilities and capital side in the lower part of
Table 5-4, the largest item was accumulated DISC income,
amounting to $16.3 billion, 83 percent of the value of
liabilities and stockholders' equity. The amount of accumulated
DISC income was approximately equal to the difference between
total reported DISC earnings of $30.9 billion through DISC year
1979, and total reported actual DISC distributions of $13.4
billion. 3/ Total actual DISC distributions through DISC year
1979 were $5.8 billion less than the amount deemed to have been
distributed--and taxed--to shareholders. Retention of tax-paid
earnings by DISCs presumably reflects the financial incentives
involved, notably the favorable tax treatment of interest earned
on qualified export receivables and other investments.

Income Statement Statistics 4/

Table 5-5 presents combined income statement statistics for
all DISCs. While almost all of the qualified receipts of $34.4
billion consisted of receipts from the sale of export property,
about $1 billion constituted receipts from other sources. The
largest item in this latter category was interest income,
amounting to almost $700 million.

3/ The difference between accumulated DISC income and total
earnings less actual distributions is due to statistical and
reporting errors.

4/ Note that, for income statement purposes, receipts include
only the commissions in the case of goods sold on a
commission basis.
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Table 5-4

Balance Sheet Statistics - DISC year 1979
(Millions of Dollars)

All Products

Total assets 19,725
Qualified assets, total 10,624
Working capital 460
Export-Import Bank obligations 1,200
Trade receivables 12,416
Export property 901
Producer's loans 3,031
Other 1,616
Nonqualified assets 101
Total liabilities and capital 19,725
Liabilities, total 3,201
Accounts payable 1,857
Other current liabilities 853
Mortages, notes, bonds payable in 177
one year Or more

Other liabilities 314
Capital accounts, total 16,524
Capital stock and paid-in surplus 186
Previously taxed income 4,954
Tax-deferred income 11,383

Office of the Secretary of the Treasury
Office of Tax Analysis
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Table 5-5

Income Statement Statistics

: Number : Amount
: of Returns : (Millions)
Total receipts 1/ 6,863 34,445
Qualified export receipts, total 6,853 34,325
Qualified receipts from property sales 6,497 33,300
Other qualified receipts 3,418 1,025
Leasing of export property 72 Ha
Services related to qualified exports 229 118
Engineering and architectural services 118 135
Qualified dividends 41 17
Interest on producer's loans 1353 211
Other interest 2,189 470
Other qualified receipts n.a. 23
Nonqualified receipts, total 2/ 977 132
Total deductions 6,221 28,005
Cost of sales and operations 3,567 26,325
Export promotion expenses 3,568 1,016
Other expenses P 714
Total receipts less total deductions 7,208 6,389
Net income 7,106 6,402
Tax deferred and taxable income 6,330 6,427
Total deemed distributions 6,315 4,360
Attributable to base period export
gross receipts 1,309 1,895
All other deemed distributions n.a. 2,465
Actual distributions 3,644 3,174

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ For income statement purposes receipts include only the commission
earned on commission sales.

2/ Net of adjustments to income.

n.a. -- Not available.
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As would be expected, the largest deduction was the $26.3
billion for cost of goods sold and cost of operations. The only
other significant deduction was for export promotion expenses,
amounting to just over $1 billion or one percent of the value of
total DISC exports.

Audit Results

Substantial adjustments in DISC income were proposed in
calendar year 1980 as a result of audit examinations. In total,
DISC income was reduced by $312.7 million and the income of
parents was increased by the same amount. Tax liabilities
increased by about $70 million. Most of the proposed adjustments
were for the years from 1974 to 1977. More than 70 percent of
the reduction of DISC income was due to intercompany pricing
adjustments. Apparently these were largely the result of the
failure of parents and their DISCs to have explicit written
agreements on their exact pricing rules. The only other
significant reason for proposed adjustments to DISC income was
the disallowance of DISC status because the corporation did not
meet the 95 percent export assets test in section 993 of the
Internal Revenue Code.
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Appendix A -- Definitions and Sampling Procedure

Definitions

Unless otherwise indicated, the following definitions apply
throughout this Report.

l. DISC gross receipts. Gross receipts of a DISC include
the full value of goods and services sold on a commission basis.
This item is reported on Schedule N, Part I, Section A, Column 2
of Form 1120-DISC. 1/

2. DISC net income. Net income of a DISC is gross receipts
less costs and less deductions. It is reported on line 10 of
page 1, Form 1120-DISC. Net income may be positive or negative.
Of 7,208 DISC returns filed for DISC year 1979, only 748 showed
net losses (i.e., negative net income).

3. DISC taxable income. Taxable income of a DISC is net
income less net operating loss deduction and dividends-received
deduction. It is reported on line 12 of page 1, Form 1120-DISC.

4. Tax-deferred income. The tax-deferred income of a DISC
is the part of its taxable income which may be retained tax
deferred by the DISC. It equals its taxable income less deemed
distributions. For taxable years beginning before January 1,
1976, deemed distributions were the sum of (1) interest on
producer's loans, (2) certain capital gains, (3) one half of the
excess of taxable income over the sum of (1) and (2), and (4)
foreign investment attributable to producer's 1loans for the
taxable year. The Tax Reform Act of 1976 added several new types
of deemed distributions and modified (3) above to conform. For
taxable years beginning after December 31, 1975, deemed distribu-

. tions were the sum of (1) adjusted taxable income attributable to

base period export gross receipts; (2) interest on producer's
loans; (3) certain capital gains; (4) one half of taxable income
attributable to military sales; (5) one half of the excess of
taxable income over the sum of (1), (2), (3), and (4); (6) income
attributable to international boycott activity; (7) the amount of
illegal bribes; and (8) foreign investment attributable to pro-
ducer's loans for the taxable year. Total deemed distributions
are reported on Schedule J, Part 1, line 17 of Form 1120-DISC.

1/ All references to Form 1120-DISC are to the 1978 form, which
appears in Appendix D.
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5. DISC year 1979. This is defined to cover accounting
periods ended July 1, 1978, through June 30, 1979. DISC year
1979 corresponds to SOI year 1978 in the Internal Revenue Service
publications on the Statistics of Income.

Sampling Procedure

The statistical estimates presented in this Report are based
on a stratified random sample of DISC returns. All DISCs with
net income of $51 million or more or with parent corporations
having assets of $250 million or more were included in the sample
(sampling rate of 100 percent). DISCs with less than $200,000 of
net income and with parent corporations having assets of less
than $50 million received prior to January 1980 were sampled at a
10 percent rate and those received after December 1979 were
sampled at a 20 percent rate. The remaining DISCs were sampled
at a 40 percent rate. DISCs owned by individuals or partnerships
were sampled only according to the amount of their net income. A
full description of the sampling procedure, together with
additional information from DISC returns for the SOI year 1978,
will appear in the forthcoming publication, Statistics of Income,
Supplemental Report, Domestic International Sales Corporations.
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Table A-1

Summary of Sampling Results

2 : Gross : Net
: Number of : Receipts : Income
s Returns : ($ Millions) : ($§ Millions)
All returns 7,208 99,604 6,402.1
Returns sampled
at 100% 934 83,663 5,591.9
Returns sampled
at less than
100% 6,274 15,941 810.2
Addendum
Unweighted amounts
for returns sampled
at less than 100% 1:;105 4,345 252.9

Office of the Secretary of the Treasury
Office of Tax Analysis
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APPENDIX B

Review of the Limitations of the Methodology Used in
Previous Reports to Estimate the DISC Effect on Exports

The methodology used in previous reports was described in
detail in the 1975 DISC report. The estimated DISC effect was
based on a comparison of the growth in non-DISC and DISC exports.
The comparison required a complex sequence of statistical calcu-
lations. First, the growth rate of DISC exports over the most
recent two years was computed from DISCs in operation for all of
the current year which also reported exports for all of the pre-
vious year. Total current year DISC exports and the estimated
growth rate in DISC exports were used to compute an "estimate" of
total DISC exports in the previous year. Current year DISC
exports were subtracted from current year aggregate exports to
obtain non-DISC exports in the current year. Similarly, the
"estimated" 1level of DISC exports in the previous year was
subtracted from aggregate exports in the previous year to obtain
non-DISC exports in the previous year. The growth in non-DISC
exports was then calculated from these two successive levels of
non-DISC exports.

Over the years, the following difficulties with the
methodology became apparent:

1. The uncertain validity of non-DISC exports as a control
group. Because of DISC's benefits, exporters would only fail to
use a DISC under very special circumstances. One is where the
firm has overall losses. Similarly, a firm which has overall
profits may choose to put profitable exports through a DISC but
leave any unprofitable exports outside. The export product may
also fail the DISC requirement that it be "for direct use, con-
sumption or disposition outside the United States." Electronic
components which are exported for assembly and then reimported
would be an example. It is very unclear whether goods exported
under these very special circumstances should be expected to grow
at the same rate as goods using DISC would have in the absence of
DISC,
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2. The failure to give recognition to the role of new DISCs.
The incremental DISC effects were based on the growth of exports
by DISCs which were in operation for all of the current year and
also reported exports for all of the previous year. Some DISCs
were therefore ignored in the first year of their existence, and
all new exporters starting DISCs could be ignored for up to the
first two years of their existence. The methodology also ignored
DISCs which left the export business. The statistical problem is
the familiar one of estimating rates of growth using a series of
linked samples. The estimate may drift substantially from the
true growth rate because of entry and exit.

3. The use of trade data originating from completely
different data systems to compare the growth in DISC and non-DISC
exports. DISC exports come from tax returns and are based on
accounting entries. Aggregate exports are compiled by the
Commerce Department from customs reports and are based on
physical shipments. A serious effort was made to correct for
timing differences. However, the hazards of using trade data
from different sources are well known. For example, there are
major discrepancies in the exports reported by one country and
the imports reported by the receiving country

4. The sensitivity of the estimates to errors in the trade
data. The methodology tended to accentuate the effect of data
errors. Consider, for example, an error overstating the growth
in DISC exports. Because non-DISC exports are derived by sub-
tracting DISC exports from total exports, this error would lead
to an understatement in the growth of non-DISC exports. The
estimated difference in the growth of DISC and non-DISC exports
would therefore have two errors in the same direction, because of
the overstatement in DISC and the understatement in non-DISC.
This problem was recognized and adjustments were made in certain
cases, but substantial errors may still remain.

Do The erratic pattern of the estimates based on the
methodology. The final overall DISC effect in recent years was
the net result of large positive and negative effects in various
individual products. The pattern did not seem to be the result
of product classification errors. They may have been due to
random fluctuations, but this suggests that the overall estimate
was still highly unreliable.




i

APPENDIX C: Information Used to Estimate DISC Effect

Table C-1

Elasticities of Export Demand and Supply
Assumed in Each Major Category

: : Demand Elasticity
Product Category : Supply Elasticity : (absolute value)

1. Nonmanufactured
Products 1.5-2.5 Infinite

2. Basic Manufactures 20 6-8

3. High Technology
Manufactures 20 3-5

4. Resource Related
Manufactures 4 8-10

Office of the Secretary of the Treasury
Office of Tax Analysis
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Table C-2

Specific Products in Each Major Category

All Nonmanufactured Products
Basic Manufactured Products

Textile mill products

Apparel

Furniture and fixtures

Printing and publishing

Rubber and miscellaneous plastic products
Leather and leather products

Stone, clay, and glass products

Iron and steel industries

Fabricated metal products

Transportation equipment except aircraft

Nonelectrical machinery other than office
Machinery, engines and turbines, and special industry
machinery

Miscellaneous manufactures

High Technology Manufactures

Chemicals and allied products
Electrical machinery and equipment
Aircraft and parts

Professional and scientific instruments
Ordnance

Office machinery

Special industry machinery

Resource Related Manufactures

Food and kindred products
Tobacco manufactures

Paper and allied products
Lumber

Primary nonferrous metals
Petroleum and related products




g] 1 20_msc Domestic International Sales

Department of the Treasury

Corporation Return I ﬂ®78

Internal Revenus Service (PLEASE TYPE OR PRINT)
For calendar year 1978 or other taxable year beginning , 1978, ending , 19
A Dste of DISC election Name CE i
Number and street D Date incorporated
8 ast:l-nm.r:d:' m City or town, State, and ZIP code E fhﬁcm&:lzl:.:.mrmlm :nllsmn
- s

F Did any corporation, individual, partnership, trust or estate at the end of your taxable year own, directly or indirectly, 509 or | Y%

[z

moreof yourvoting stock? « . . « ¢ & + + » s 5 e &2 e ® = s 8 8 s s 4 8 4 oe s e s 0w a

If “Yes,” enter below the owner's name, address, identifying number, percentage of voting stock owned and, if a corporation, / ;,/ﬂ

total assets. (See General Instruction Q) / ;
Percent-
age of Foreign

Identifyl Total assets
Nama oo bk Address yone (carpnf.nl:t'u anly) i !

owned Yes No

G Indicate by placing an “X" in the appropriate box(es) the inter-com pany pricing rule or rules which were applied to 259 or more of total

receipts (line 4, page 1).

[] 50-50 combined taxable income method, [T] 4% gross receipts method, [7] Section 482 method (*arm’s length pricing™)

All Computations Must Reflect Inter-Company Pricing Rules
Under Section 994 If Used (See Schedule P (Form 1120-DISC))

Gross Income

1 Qualified export receipts from the sale of export property (line 1(c) columnE,Schedule B) « + « « « « « =
2 Other qualified export receipts: (line 2()column E,Schedule B) « « o« « « « s s o s « » s s = &=
3 Nongqualified gross receipts: (line3(g) columnE,ScheduleB) « o o« o o = s s ¢« o = s s s s » @
4Totaloflinesl.2,and3.................-.....-...--
§ Subtract: Cost of goods sold (line 7, Schedule A) and/or operations (attachschedulg) s « +« « » » « &« o »

GTolalINCOMB o o o o o ¢ o 4 o o o o s o o o o » v & 6 5 8 8 s % o s 3 s s s

7 Export promotion expenses: (line 1(o), Schedule E) « « « « « ¢ « o » o o« = s o s @« s o s =
COthmmumtdeductedabove:(IIMZ(h),SduduhE) ® & 5 8 ® = ® W S & 5 ® e = °© & ®

9 Total deductions (add lines 7 8nd B) . ¢ ¢« « o o o o o o o 5 s & & o s o o s s o s s _»

Computation of Taxable income

10 Taxable income before net operating loss deduction and dividends-receivéd deduction (subtract line 9 from line 6) .
11 Subtract: (a) Net operating loss deduction (see Instructions—attach schedule) . . . |
(b) Dividends-received deduction (line 2, Schedule I) « « « « « » + =

LTI

32 Taxabla income (subtractiine Il fromline 10} . « < & + o & & % = » 5 8 4 & e = ¢ % & 4 %
13 Refund of U.S. tax on special fuel, nonhighway gas, and lubricating oil (attach Form4136) , . . . . . .

Under penaities of perjury, | declare that | have examined this return, including and to the hest of my hnowledge and belief, it is true, correct,
g and p of preparer (other than taxpayer) is based udlln!ornlmﬂwidmunsmmm
AL 4
E _V Signature of officer Date Title
] ek Pmp-m‘;> Preparer's social security no. | Check if self-

signaturs { em
Hd Preparer's |- — i i ployed B [7]
é Information e _m“""' """ ’ EL No.
Date B




Form 1120-DISC (197®)

Page 2

Cost of Goods Sold (See instructions for Schedule A)
Reflect ACTUAL purchases from a related supplier at the transfer

pany pricing rules of section 994, if used. See Schedule P (Form 1120-DISC).

ice determined under the inter-com-

1 Inventory at the beginning of the year .
2 Purchases . .
B Salaries and wages
4 Other costs (attach schedule) . . .
BTt . « « o o o s 0
6 Less: Inventory at the end of the year . .
'Mofpodlldd—inh!h-‘tndmml.mt
8 (a) Check valuation method(s) used for total closing inventory:
Cost

" s = &8 ® ® »

& s & 8 8 8 @

® & & 8 8 = @
" s s ® = 8 8
* & 8 = ¥ = @
* 8 » 8 8 B @
L TR TR B
® % & 8 8 a »
* s g " @ 8 @
" s s 8 s
" s s 8 8 s @
* » e ® & 8 =
*® 8 o 5 8 @
& 8 e * & = @
L T T T
" s 2 % = = =
s s % B 8 @
® " & ® 8 8 8
« s 8 % & & =

[) Lower of cost or market
[} Other (attach explanation)
(b) Check if this is the first year LIFO lnventory method wasadoptedandused . » « . « 4 + &« « + &
If checked, attach Form 970.
mumurolmmm-mmmmhhubhmr.-mmmm(oramnmofcmtmlmn-

tory computed under LIFO . . .+ « « « + + « &« =« i
mqumeMMﬂUMMMﬂmmr e

I “Yes," attach explanation.

.
-
.
.
.
.

Gross Income (See instructions for Schedule B)

Commission sales
c C

A Type of receipt -

fied export receipts from the sale of export property:
To unrelated purchasers:
(i) Direct foreign sales .

« w8 = = § =

(i) Foreign sales through a related forsign enfity . .

(iii) To persons In the U.S. (other than an un-
related DISC) . . . + « « « o = =»

(iv) To an unrelated DISC . . « « « « =

(b) To related purchasers:
(i) Direct foreign sales . .

(i) Topersonsinthe US.. . . . « . =

(c) Total—Enter amount in column E on line 1, page 1. .

2 Other qualified export receipts:
(a) Leasing or renting of export property . . . .

(b) Services related and subsidiary %o a qualifipd ex-
port sale or lease .

(c) Engineering and architectural services .
(d) Export management services . . . .

o

(e) Qualified dividends (line 10, ScheduleC) . .
(1) Interest on producer'sjfoans. .« « « «

A
/ /

(g) Other interest (attach schedule). . . . .

(h) Capital gain net income (Attach Scheduls D (Form 1120))
(1) Ordinary gain or (loss) from Part II, Form 4797
(attach Form 4797, see Instructions) . . . . |2

() Total—Enter amount in column E on line 2, page 1. .

3 Nonqualified gross receipts:
(a) Ultimate use In US. . .

(b) :mmmmwmous.m(m
Instructions) .

{c) Certain direct or indirect sales or leases for use
by the U.S. Government .,

(d) Sales to other DISCs In the same controlled group . .

FS
R
BS

() Nonqualified dividends (line 11, Schedule C) .

{f) Other (see instructions—attach schedule) . .
(g) Tolal—Enjer amount i column E on line 3, page 1. .

4 Total—Enter amount in column E on line 4, page 1 .




Parm 1120-DISC (1978

IEEEETT Dividends (See instructions for Schedule C)

1 Domestic corporations subject to the 859 deduction . . . . . . o« ®
2 Certain preferred stock of public utilitles . . . . . « + « « + =«
8 Foreign corporations subject to the 859 deduction .
4 Dividends from wholly-owned foreign subsidiaries subject to the 100% dcduntlon (uctlm'l 245(b))
8 Other dividends from foreign corporations . . . . . . . s »
[ ] WMImmmmuwmuMwbunFuﬂuﬁme .
7 Taxable dividends from a DISC or former DISC not included in fine 1 (section 246(d)) . . .
-

lel(mtimlmmulha).... . . T T

= & & & = ® & @ -

- =
. =
.
. w
. .
. .
LY
- »

10 Subtract: Qualified dividends—Enter the quauﬁod dhrldtndl hm lnd on Iin. 2(e), column D, Scbaduh B.

.

11 Nongqualified dividends—Enter here and on line 3(e), column D, Schedule B . . . . . . . . . « . . .

1 Export promotion expenses:
h)mm-o-----a-------n-o-o---o-o--o-o
(b) Advertising . . . * = B B 8 8 8 " " A B ®E B B R e s
(G)mmmmm # ® ® 8 ® ® 8 8 ® * § 8 8 & 8 " B 8 8 s 8 5 " s
(d)SllIlilllM*..-....-.-.....-...---.....--

(@) Rents . . . « « ¢ ¢ ¢ o ¢ & & s & » & % & a & a » » % & % & & & & & & & &
m SalescomMMBBIONS . « « ¢« +» ¢ ¢« o 8 & 8 4 5 & 8 ¢ " B B 8 B A e e e 8 B e & @
(g) Warehousing . . . Sy e ) e e el R e b e e e ke
(h) Freight (mmwm} . . . . N L T R S B
(I)Compenuﬁmofm 4 W @ = ® & & ® ® @ 8 @ & & 5 &8 % & & 5 8 @ 8 8 8 8 @
Om}n(sum}............................
(.) Amoﬂinﬁoﬂ(lthchlch.dulo) ® 8 B & & 8 _H 4 # . - ® = & & ® = & 8 & ®
() Pension, profit-sharing, etc. plans (see instructions) (enter numborofplansl- i) 48 o 8 8" W
(m)Emplwublmﬂtprwraml # e ® & @ ® 8 @ » & @ 8 8 B S & & 8 8 @ 6 8 " 8 W@
(n) Other (list):

(o) Total (add lines 1(a) through 1(n))—Enter hereandonline7,pagel. . . « « « « o s s s s = =

2 Other expenses not deducted above:

(a) Bad debts (Schedule Fifreservemethodisused) « . « « « & o o« « = o s s s s« s = s s = |- RN ¥
[b)Tii!l........---..--.........-a..---n--______________
) interest . . . 4 ¢ s e e e 4 @ s e s 0w . . Bie B W a0 88V eseaber——
(d) Contributions (not over 5% of line 12, page 1 adjusted porlnstructmu—-ama T T ) P

@) Fralght. . <« ¢« ¢« o« s s o o s & s » 8 & 8 5 &€ 8 58 8 8 8 8 8 8 8 8 8 8 8 0 8 [comcomcomcemmemese—
() Freight INSUrBNE® . « « ¢« « o s o & o 2 o ¢« s o o ¢ s o s 8 s 8 o &« 8 8 8 @ |eeec
() Other (attach schedule) . . . < o ¢ ¢ ¢ ¢ ¢ o o 2 s 2 o o s 8 s ¢ 8 ¢ 2 8 0 0 ® |

Total (add lines 2(a) through 2(g))—Enter hereand on line B, page1. . . . . . A g et

TR Bod Debts—eserve Method

LT | v | e | 3 | S | g

TS |

1974

1975

1976

1977

1978

BEETTIT Dividends-received Deduction (See instructions for Schedule )

FE ol o, BEROMIEC . . o v 2 8 s E s s e e s E e N E w0 P
) D208, of ine 2, 8cheduleC . o « ¢ ¢ o & o ¢ o s s .56 v 8 s 8 o » 8 8 5% 8 ° 8 » oo
‘C) S5 ofling3, BoheduleC « « ¢« 4 5 @ & ® % ® 6 @ 6 8 % N 98 s 8 e R e e W = v
fd) 1009 oflined,ScheduleC « ¢« « ¢« = » s # « o« s o« =« o = »a s a s o » s » s ® » ] P

2 Total—See instructions for limitation. Enter here and on fine 11(b), page 1. . . . . . + « + o o & .




Form 1120-DISC (1978) Page 4

Deemed and Actual Distributions to Shareholders for the Taxable Year (See instructions for Schedule J)
PART |.—Deemed Distributions Under Section 995(b)(1)
1 Gross interest derived during the year from producer’s loans (section 995(b){(1)(A)) . . . . . i . + . .
2 Gain recognized on the sale or exchange of property (section 995(b)(1)(B)) (see instructions—attach schedule) . .
3 Gain recognized on the sale or exchange of property (section 995(b)(1)(C)) (see instructions—attach schedule) .
4 509 of taxable income attributable to military property (section 995(b)(1)(D)) (see instructions—attach schedule)
B Totaloflines 1, 2. 3, and 4 . . . . . . . . . . & & & + & « & =
6 Taxable income (line 12, page 1) e T e T
7 Adjusted taxable income (subtract line 5 from line 6) (enter here and on Iine 1 Pam ll) L SRR - I
8 Taxable income attributable to base period export gross receipts (section 995(b)(1)(E)) (from line 22, Part Il) , .
9 Subtract line 8 from line 7 (enter zero if less than zero) .
10 509, of line 9 (section S95(b)(1){F)(i)) 20 Ol Y G :
11 International boycott income (section 995(b)u)(F)(u)) (seo mslmctmns) A b A By
12 Amount of illegal bribes and cther payments (section 995(b)(L)(F)(hi)) (see mitru:linns)
13 Total of lines 5, 8, 10, 11,and 12 ., . . . gl B e TR e e
14 Earnings and profits for year (see inslructmns-——aluch schedule) A S L ST v
15 Enter the smaller of line 13 or line 14 (but not less than zero) P & - A

16 Foreign investment attributable to producer’s loans (section 995(b)(1 )(G)) (see mslructmns—attach schedu!e)
17 Total deemed distributions under section 995(b)(1) (add lines 15 and 16) .

PART Il.—Cc tation of Taxable income Attributable to Base Period Export Gross Recaipls
1 Adjusted taxable income (from line 7, Part l) . . . . . . V-5 5 -
2 Enter the larger of (a) 365 divided by the number of days in your taxuhle year or (b) 1 (one) R e B
3 Annualized adjusted taxable income (line 1 times line 2) . L TR e et ey 1] %

4 Annualized adjusted taxable income of all other DISCs in your cunlmited group (sea instructions for exceptions)
5§ Line 3 plus line 4 (if $100,000 or less see instructions) . il

« & &

s .

6 Taxable years beginning in 1972, 1973, 1974, and 1975 (use @ | ¢ Qualied wxport receipts as
separatey!ine for fach fgll or part year, starting with the en:lrest): ?{?‘E,'i,f,“ . S‘E:’,.:“,,‘u b gy A 1:“‘50 g ol
A, Beginning of year (month, day, yem) B. Exd of yesr (monin, day, year) for certain i tributable to military propeity
___.{'?).,. L | IR = s - s e
et S N NS e SR o I e W T I TP AN e
) L T - " B B oo s
(e)
(f) Totals (add lines (a) through ()) . . .
(g) Base period export Mmelpts (subtract Column 6D, line (l) from Column BC. line (). . . . v + &

7 Enter the smaller of (a) 1,461 divided by the number of days in your base periodor(b) 1 (one) . . . . « +« &

B E B UNGERIET 5 v 5 5 2 5 e 20 s d W e oe o W R e et Tl e e W e W e

9 Adjustmentfactor . . . . . . & . . . - e ol 18675

10 Adjusted base period export gross receipts (line 8 hmes lme 9) IR e Y %

11 Additions to adjusted base period export gross receipts:

(a) Adjusted base period export gross receipts of all other DISCs in your controlled group

(b) Other additions (attach schedule—see instructions) . . . . . . . « +« & « «
(<) Total additions (ine 11(a) plus Bn@ 11D} = &+ & « & = o 5 & & 5 « ¥ ¢ 5 ® % % @ 4w
12 Line 10 plus line 11{(¢) . . . . G v G A s et A .
13 (a) Qualified export receipts as ﬁmnbed in mtmns 993(;)(1)(A), (8). (C) (G) and (H) (Add

the amounts from Schedule B, Columns B and D, lines 1{(c), 2(a), 2(b), 2(c), and 2(d)) . .

(b) 50 percent of qualified export receipts on line 13(a) attributable to military property . . . L

(c) Export gross receipts (subtract line 13(b) fromline@13(@)). . . . + .+ « « + & = o« + & & = o« = |

14 Annualized export gross receipts (line 2 times line 13(c)) . . . . . o e o ow o e e e w e
15 Annualized export gross receipts of all other DISCs in your controlled group B b e e AN e e R
A Line M4 pluslined5. & o o s o s a - Ry o (Ar b T e e S T i

17 Enter the smaller of (a) line 12 divided by line lGor (b)l(one) W e A e e el R B T Rl
ST AT R s e S G S R S S e B SR T S
19 Small DISC phaseout:

(a) Enterthe greater of (a) $150,000 less line 5 (but not more than $50,000) or (b) zero . . .

(b) Line 19(a) times 2(two) . . . . . « o % sl o T E
20 Subtract line 19(b) from line 18 (enter zero if l-ss lhm ztm} y W e e e T TR e Mt
21 Line 1 divided by line5 . . . ey &l

ﬂtmbhllmumbdmtobmwhlmdmuuimmntzmimullum(enmlmundununol,hnn. A

e S — e ———
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PART lI.—Deemed Distributions Under Section 995(b)(2)

1 Annual instaliment of distribution attributable to revocation of election inaprioryear . . . . . « & & & & |

2 Annual instaliment of distribution attributable to a failure to qualify as a DISC in a prlormr e U8 ¢ @ e i4.as
3 Total deemed distributions under section 995(b)(2) (add line 1 and line 2) . . s A e

PART IV.—Actual Distributions

1 Distributions to meet qualification requirements under section 992(c) (attach computation) . . . . .« & & & [
2O0theractusldistributlons . . . o « & « « s s o o s » & 2 5 8 5 85 & ¥ s v o8 &
STotaloflinelandline2 . . . +. « « & ¢ & « 2 s 5 o s s & s s &« s o o o o o o= o),
4 Amount on line 3 treated as distributed out of;
(a) Previously taxed income . . . . . . . . . Bi % WERw e 0w 40 e BY e e
(b) Accumulated DISC income (including DISC income of the currentyear) . . . . .
(c) Othersarnings and profits . . . . . . : « ¢ o o o o o 58 8 38 &8 # # |ceormeccrcecsnsammsse
__(‘) Other . . . i sils o

Shareholder's Statement of DISC Distribution
(Attach a separate Copy A, Schedule K (Form 1120-DISC) for each shareholder receiving a deemed
or actual distribution. Give Copy B to the shareholder. See instructions on the back of Copy C.)
Additional information Required Yes | No
H Did you claim a deduction for expenses connected with:
(1) Entertainment facility (boat, resort, ranch, ete.)? . . . . . & & & o = & = s & o « s » 8 & s =
(2) Living accommodations (except employees on business)? . . . . & & « & ¢ & & « & o8 s & = =
(3) Employees’ families at conventions ormeetings? . . . . . . . . & « + ¢ + « 4w = 2 s o= .
If “Yes," were any of these conventions or meetings outside the United States or its possessions? . . . . . . .
(4) Employee or family vacations notreportedon FormW=27. . . . . . &« & 4 o 4« & o + & = &« . .
1 Enter total amount claimed on Form 1120-DISC for entertainment, entertainment facilities, gifts, travel, and eonwnuona
of the type for which substantiation is required under section 274(d) of the Internal Revenue Code. (See instruction
P s o w s o s PRGN e R R o R R
J Refer to page B of the lntttu:t:ons and stata the principal: '
Business activity p
i A T T e DECIS ST A B sl NS, R
K Were you a U.S. shareholder of any controlled foreign corporation? , . . . « SR R
(See sections 951 and 957.) If "'Yes,"” attach Form 3646 (and Form 2952 where -ppmpriate) for each corporation.
L Did you file all required Forms 1087, 1096, and 10992 . . . . . . . + =« 4 o = = o« « = &« b elis
M (1) Did 95% or more of your gross receipts for the taxable year consist of qualified export receipts (as dtﬁmd In section
DO - . u e ¢ el G S el Ra ] B iRl ek a) a4 ) Wl e ) e
(2) Did the adjusted basis of your qualified export assets (as defined in section 993(b)) at the close of the taxable year
equal or exceed 95%, of the sum of the adjusted basis of all your assets at the close of the taxable year? . . . . .
(3) If the answer to (1) or (2) is “No,” did you make a pro rata distribution of property as defined in section 992(c)? . .
N (1) Did you have more than one class of stock at any time during thetaxableyear? . . . . . . . . + +« « 2 &«
(2) Was the par or stated value of your stock at least $2,500 on each day (for a new corporation, on the last day for making
an election and for each succeeding day) of the taxable year? . . . . . . . ¢ & ¢ « &« & & + & s &
0 Are you a member of a controlled group that includes other DISCS? . . . . . . & &+ &« &+ « = s s s s = =

If “Yes,”

’ chort in Part I, Section B of Schedule N the names, addresses, and employer identification numbers of the DISCs,

2) State the name and employer identification number of the DISC in your controlled group completing Columns 3 and 4
of Part |, Sections A and B of Schedule N. See specific instruction B, Schedule N (Form 1120-DISC).

Employer identification number p................. .
FDdyou kave yourown bank sccountl =, « » o 5 o ‘s o8 & 5 a8 4 e mL e B e ® e & 8 e 6 & .8 =
Q Did you maintain separate booksand records? . . . . . . . . R al e wn e e e sl @l
R Did you, at any time during the taxable year, have an interest in or si(natnn or other authority over a bank, securities, or

other Bnanclsi account iIN A Toign COUNLIYE « & & o 4 = 2 & 2 « 2 & % & % % & & o & & & o &=

If “Yes,"” see instruction R. m
8§ Were you the grantor of, or transferor to, a foreign trust during any taxable year, which foreign trust was in being during

the current taxable year, whether or not you have any beneficial interestinsuchtrust? . . . . . . . « « +« « &

If “Yes,"” you may be required to file Forms 3520, 3520-A. or 926. F




Form 1120-DISC (1978)

TN solonce Shects

pags 6

1 Qualified assets: (e Tetable Sour CRaxtbie yoar.
(a) Working capital (cash and necessary temporary investments) . . . . . . |......
(b) Funds awaiting investment (cash in U.S. banks in excess of working capital
needs to acquire other qualified exportassets) . . . . « « « « « o«
(c) Export-Import Bank obligations i R O w3 E
(d) Trade receivables (accounts and notes recewable) R T B T = =
(i) Subtract allowance for bad debts . . . . . . + .+ & + « o « ( ) { )
i (e) Export property (net) (Im:luding inventory and qualified property held for lease) . |........
(f) Producer's loans . . . . % » “ w e B W e ® m A e
(g) Investment in related foreign export corporations . . . . . v os
(h) Depreciable assets . . . R o a  w e mieBRSIE A
(i) Subtract accumulated deprecmtton R R T U S TR S ( ) ( )
(i) Other (attach schedule) . * s = = s % ® & 8 s ® ® s 8 @
2 Nonqualified assets (net) (list): _____.__ -
3 Total assets . . i R T
4 Accounts payable . . . . . . . .« . . . . . T R T
5 Other current liabilities (attach schedule) . . . . . + « « o« & o « =
g 6 Mortgages, notes, bonds payable in 1 year or more. . . . @ x B e
g 7 Other liabilities (attach schedule) . . . & « & o « &« o = & o = = =
S/Capital StocKk . < & & « 5 e s w e e e 8 s e s w8 woa &
s OPaidinorcapital surplils . . . . . . 4 4 . e s e s 8w o« 8 s
10 Other earnings and profits ., - TR A »Ta s P
§ 11 Previously taxed income (sec, 996(0(2)) B eTa W W W R e e
12 Accumulated DISC income © 2 @ R e mE e R e e ol
13 Less cost of treasury stock . . . alle AN e e o B W s W & ( i { )
14 Total liabilities and stockholders’ equ.ty -

Schedule

/™58 Reconciliation of Income per

Books With

Income per Return

1 Net income per books . . . .
2 Excess of capital losses over capital gains
3 Taxable income not recorded on books this year

(itemize)

- = = =

4 Expenses recorded on books this year not deducted
in this return (itemize)

5 Total of lines 1 through 4

6 Income recorded on books this year not included in
this retum (itemize)

7 Deductions in this return not charged against book
income this year (itemize)

8 Total of lines6and7 . ., . .
9 Income (line 10, page 1) (line 5 less line 8) .

EZTTME BA Analysis of Other Earnings and Profits (Line 10 above)

1 Bllmnthebmmin;dun,w ~y - RS
2 Increases (itemize)

5 Distributions to qualify under sec. 992(c)
6 Other decreases (itemize)

3 Totalof linesland 2 . .
4 Deficit in earnings and profits .

= s &

7 Total of lines 4, 5, ond 6 . .

8 Balance at end of year (line 3less line 7) . . .

Schedule M

B} Analysis of i‘-‘rewously Taxed Income (Line 11 above)

1 Balance at the beginning of the year . . . .
2 Deemed distributions under section 995(b) . . .
3 Other increases (itemize)

_Total of lines 1, 2, and 3.

5 Deficit in earnings and profits . . . .
6 Distributions to qualify under sec. 992(c)
7 Other decreases (itemize)

8 Total of lines 5, 6, and 7 .
9 Balance at end of year (line 4 less line 8) .

Analysis of Accumulated

DISC Income (Line 12 above)

l Balance at the begimning of theyear . . . .
2 Increases (itemize)

3 Totaloflinesland2 . . . . « .
4 Deficit in eamings and profits . . . . .« «

6 Distributions to qualify under sec. 892(c) . . .
7 Distributions upon disqualification (sec. 995(b)(2)) .
8 Other decreases (ilemize)

eeeeeeseeessest s s e

L e

5 Redemptions under section 996(d) . . . . .

9 Total of lines 4 through8 . . . . .
10 Balance at end of year (line 3 less lina 9) .

R Sc'ﬁéd—ule— N

Export Gross Receipts of the DISC and Related U.S. Persons (Attach separate Schedule N (Form 1120-DISC))

Computation of Inter-company Transfer Price or Commission (Attach separate Schedule P (Form 1120-DISC))
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Deperiment of the Ticasury
internal Revenue Service

Instructions for Form 1120-DISC

Domestic International

Sales Corporation Return

(References are to the Internal Revenue Code)

Sec. 992. Requirements of a DISC

(a). General rule.—A DISC is a cor-
poration that is incorporated under
the laws of any State or the District of
Columbia and satisfies the following
conditions for the taxable fw:

(1) 95% or more of its gross re-
ceipts (as defined in section 993(f))
consists of qualified export receipts (as
defined in section 993(a));

(2) the adjusted basis of its quali-
fied export assets (as defined in sec-
tion 993(b)) at the end of the taxable
year equals or exceeds 559 of the sum
of the adjusted basis of a assets at
the end of the taxable year;

(3) it does not have more than
one class of stock and the par or stated
value of its outstanding stock is at least
$2,500 on each day (for a new corpora-
tion, on the last day for making an
election and for each succeeding day)
of the taxable year;

(4) it has made an election to be
treated as a DISC and the election is in
effect for the taxable year;

(5) it has its own bank account
on each day of the taxable year (for
exceptions see section 1.992-1(i) of
the regulations) and maintains separate
books and records; and

" (6) it is not an ineligible corpora-
tion.

(b). Election.—An election by an ex-
isting corporation to be treated as a
DISC for a taxable year must be made
at any time during the 90-day period
immediately preceding the beginning of
the taxable year and by a new corpora-
tion within 90 days after the beginning
of the first taxable year.

In general, the election will be valid
only if all persons who are shareholders
in the corporation on the first day of the
first taxable year for which the election
is effective consent to the election. (See
E?gg 4876, Election to be Treated as a

An election may be terminated by
a revocation of the election for any
taxable year after the first taxable year
for which the election is effective if
made at any time during the first 90
days of the taxable year (or for the
taxable year following the taxable year
in which made, if made after the close
of such 90 days).

The election will be terminated by
the continued failure of the corporation
to be a DISC for each of any 5 consecu-
tive taxable years for which an election
is effective.

(c). Distributions to meet qualifi-
cation requirements.—A corporation

v bl oo Lo
the pts or qu

assets conditions will be deemed to
sat the conditions for the taxable
year if it makes a pro rata distribution of
property after the close of the taxable
year to its shareholders (designated at
the time of the distribution as a distri-
bution to meet qualification require-
ments) with respect to their stock in an
amount which is equal to (1) the por-
tion of its taxable mcome atiributable
to its gross receipts that are not quali-
fied export receipts if it fails the gross
receipts condition, (2) the fair market
value of those assets that are not quali-
fied export assets on the last day of the
taxable year if the qualified export
assets condition Is not met, and (3) the
sum of (1) and (2) If nefther

is met.

See section 992(c){(2) for reasonable
o et cuakfication vegwiverments 2nd
to meet
section 992(c)(3@) for distributions
made within 845 months after the close
of the taxable year,

For computation of distri-
butions to meet qualification require-
ments, see section 1.992-3 of the regu-
lations,

A DISC that makes a deficiency dis-
tribution after the 15th day of the ninth
month following the close of its taxable
year must pay an “interest™ charge for
the amount to qualify as a deficiency
distribution. The “interest” charge is
4149 per each taxable year of the
DISC beginning after the taxable year to
which the deficiency distribution re-
lates until the date of the distribution
times the amount of the deficiency
distribution,

The DISC must pay this “‘interest’
charge within 30 days of the distribu-
tion to the Internal Revenue Service
Center where it filed its Form 1120-
DISC. When submitting payment, the
DISC should give its name, address,
employer identification number, the
taxable year to which the distribution
relates, and state that the amount sub-
mitted is the “interest”’ charge imposed
by regulation section 1.992-3(c)(4).

(d). Ineligible corporations.—The
following corporations are not eligible
for DISC treatment:

(1) a corporation exempt from tax
under section 501,

(2) a personai holding company
as defined in section 542,

(3) afinancial institution to which
section 581 or 593 applies,

(4) aninsurance company subject
to the tax imposed by subchapter L,

(5) a regulated Investment com-
pany as defined in section 851(a), or

{6) an electing small business
corporation as defined in section
1371(b).

{e). Restrictions on DISCs and DISC
corporate stockholders.—For any tax-
able year in which a corporation is a
DISC or in which at any time it owns,
directly or Indlnﬂ, stock in a DISC
or former DISC, such torporation is not
allowed to take the Western Hemlsphere
Trade Corporation deduction (section
922), and is not entitled to the benefits
of section 936.

Sec. 993. Definitions

(2). Qualified export receipts.—
Except as provided by reg:!aﬂons under
section 993(a)(2), qualified export re-
ceipts of a corporation are:

(1) gross receipts from the sale,
exchange, or other disposition of ex-
port property;

(2) gross receipts from the lease
or rental of export property that is
used by the lessee of the property out-
side the U.S,;

(3) gross receipts for services
that are related and subsidiary to an
qualified sale, exchange, lease, ruml‘
or other disposition of export property
by the corporation;

(4) gain from the sale, exchange,
or other disposition of qualified export
assets (other than export property);

(5) dividends (or amounts includ-
ible in gross income under section 951)
with respect to stock of a related for-
eign export corporation;

(6) interest on any obligation
that is a qualified export asset;

@) for
or architectural services for construc-
tion projects located {or proposed for
location) outside the U.S.; and

(8) mross receipts for the perform-
ance of mana, services in further-
ance of the production of other qualified
export receipts of a DISC.,

(b). Qualified export assets.—Quali-
fied export assets of a corporation are:

(1) export property;

(2) assets used primarily in con-
nection with the sale, lease, rental, stor-
age, handling, transportation, packag-
ing, assembly, or servicing of export
property, or the performance of engi-
neering or architectural services as de-
scribog in section 993(a)(1)(G) or man-
agerial services in the fu nce of
the production of qualified export re-
ceipts as described in section 993(a)
(1) (A), (B), (C), and (G);

(3) accounts receivable and evi-
dences of indebtedness that arise by
reason of transactions described in sec-
tion 993(a)(1)(A), (B), (C), (D), (G),
or (H);

(4) money, bank doruﬂs, and
other similar temporary investments
that are reasonably necessary to meet
the working capital requirements of
the corporation;

(5) obligations arising in connec-
tion with a producer's loan;
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6) stock or securities of a re-
lated foreign export corporation;

(7) certain obligations issued,
guaranteed, or insured, in whole or in
part, by the Export-Import Bank of the
U.S. or the Foreign Credit Insurance
Association In those cases where the
obligations are acquired from the bank
or association or from the seller or pur-
chaser of the goods or services from
which the obligations arose;

*(8) certain obligations issued by
a domestic corporation organized solely
for the purpose of financing sales of ex-
port property pursuant to an agreement
with the Export-lmport Bank of the
U.S. under which the corporation makes
o:zort loans guaranteed by the bank;
an

(9) amounts (other than reason.
able working cmﬂn on deposit in the
U.S. that are utilized during the period
provided by regulations to acquire other
qualified export assets.

(c). Export property.—Export prop-
erty is property (except property ex-
cluded under section 993(c)(2) and
property in short supply):

(1) manufactured, produced,
grown, or extracted in the U.S. by a
person other than a DISC;

(2) held primarily for sale, lease,
or rental in the ordinary course of trade
or business, by, or to, a DISC, for direct
use, consumption, or disposition out-
side the U.S.;

(3) whose fair market value is not
more than 509 attributable to articles
imported into the U.S.; and

(4) not sold or leased (i) by a
DISC, or with a DISC as commission
agent, to another DISC that is a mem-
ber of the same controlled group (as
defined in section 993(a)(3)) as the
DISC or (ii) by any person to a Western
Hemisphere trade ion (as de-
fined in section 921) that is a related
person (a member of the same con-
trolled group as defined in section
993(a)(3) or a relationship that would
result in a disallowance of losses under
saction 267 or section 707(b)) imme-
diately before or after a transaction with
respect to the seller, lessor, or com-
mission agent.

(d). Producer's loans.—An obliga-
tion subject to the rules provided in sec-
tion 993(d)(2) and (3) will be treated
as arising out of a producer’s loan if:

(1) the loan, when added to the
unpaid balance of all other producer’'s
loans made by the DISC, does not ex-
ceed the accumulated DISC income at
the beginning of the month in which
the loan was made;

(2) the obligation is evidenced by
a note (or other evidence of indebted-
ness) with a stated maturity date not
more than 5 years from the date of the
loan;

2

(4) it is designated as a pro-
ducer's loan at the time of the loan.
(e). Related foreign export corpora-
tion.—A DISC may acquire and receive
income in the form of dividends and
interest from the following investments
that are related to exports from the U.S.
Foreign international sales corpo-
ration (FISC).—A foreign corporation
'f a related foreign export corporation
if:

(1) stock possessing more than
509, of the total combined woting
power of all classes of stock entitled to
vote Is owned directly by the DISC;

(2) 959% or more of the foreign
corporation's gross receipts for its tax-
able year ending with or within the tax-
able year of the DISC consists of
qualified export receipts described in
section 993(a)(1)(A) through (D) and
interest on any obligation described in
section 993(b)(3) and (4); and

(3) the adjusted basis of the qual-
ified export assets heid by the foreign
corporation at the close of the taxable
year equals or exceeds 95% of the
sum of the adjusted basis of all assets
held by it at the close of the taxable

year,

Real property holding company.—
A foreign corporation is a related for-
eign export corporation if:

(1) stock ing more than
509 of the total combined voting pow-
er of all classes of stock entitled to vote
is owned directly by the DISC, and

its exclusive function is to
hold title to real property for the ex-
clusive use (under a lease or otherwise)
of the DISC because of a requirement
of applicable foreign law that the DISC
cannot hold title.

Associated foreign corporation.—
A foreign corporation is a related for-
eign export corporation if:

(1) less than 10% of the total
combined voting power of all classes of
the foreign corporation’s stock entitled
to vote is owned (within the meanin
of section 1563(d) and (e)) by the DIS!
or by a controlled group of corporations
(within the meaning of section 1563)
of which the DISC is a member, and

(2) the ownership of stock and
securities in the foreign corporation by
the DISC is determined to be reason-
ably in furtherance of a transaction or
transactions giving rise to qualified ex-
port receipts of the DISC.

(f). Gross receipts.—The term gross
receipts means the total receipts from
the sale, lease, or rental of property held
primarily for sale, lease, or rental in
the ordinary course of a trade or busi-
ness and gross income from all other
sources.

In the case of commissions on the
sale, lease, or rental of property, the
amount taken Into account will be the
gross receipts on the sale, lease, or
rental of the property on which the com-
missions arose.

(). United States.—U.S. includes
the Commonwealth of Puerto Rico and
the possessions of the U.S.

Sec. 994. Inter-Company
Pricing Rules

In the case of a sale of export prop-
erty to a DISC by a person described
in section 482, the taxable income of
the DISC and the other person may be
based upon a transfer price which would
allow the DISC to derive taxable income
attributable to the sale (regardiess of
the sales price actually charged) in an
amount which does not exceed the
greatest of:

(1) 49 of the qualified export re-
ceipts on the sale of the property by the
DISC plus 109% of the export promo-
tion expenses of the DISC attributable
to the receipts,

(2) 50% of the combined tax-
able income of the DISC and the per-
son which is attributable to the qualified
export receipts on the pﬂm:rg derived
as the resuit of a sale by ISC plus
109% of the export promotion expenses
of the DISC attributable to the receipts,
or

(3) taxable income based upon
the sale price actually charged (subject
to the rules provided in section 482).

Note: Generally, inter-company pric-
ing rules (1) and (2) above will not per-
mit the related person to price at a
loss. See Schedule P (Form 1120-
DISC).

Export promotion expenses are those
expenses incurred to advance the dis-
tribution or sale of export property for
use, consumption, or distribution out-
side the U.S. but do not include in-
come tax. They include freight ex-
penses to the extent of 509% of the cost
of shipping export pro aboard air-
planes owned and operated by U.S. per-
sons or ships documented under the
laws of the U.S. in those cases where
law or regulations do not require that
the property be shipped aboard such
airplanes or ships.

General Instructions

A. Co tions required to file Form
1120-DISC.—Form 1120-DISC must
be filed by a domestic corporation that
has elected to be treated as a DISC and
has satisfied the requirements under
section 992 for treatment as a DISC for
the taxable year.

A “former DISC" (as defined in sec-
tion 992(a)(3)), in addition to filing any
other return required, must file Form
1120-DISC, and clearly mark that it is
filing as a former DISC. The former
DI need not complete those items
pertaining to the computation of tax-
able income, but must complete Sched-
ules J, K, L, and M (Form 1120-DISC).

B. Where to file.—
i the principal Use the following
offics, or s Internal Revenus Service
] Center sddress
v v
HNew , Mew York

Rockland, Suffolk, and Heltaville, NY 00501
Waestchester
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New York (all other
counties g
05501

Maine, h 3
New Hampshire, Rhode
Island, Yermont

Alabama, Florida, G ia,
Mississigpi, South Carelins
Michigan, Ohio

Arkanses, Kansas
Loulsiana, New tasico,
Oxlahora, Texas

Alaska, Arizona, Colorade,
Idaho, Minnesola, Mentana,
Nebrasks, Nevada, Nerth
Dakota, Oregon, South
Dakota, Utah, Washington,
Wyoming

tilineis, bowa, Misscuri,
Wisconain

Calitornin, Hawsil

Indians, Kentucky, Netth
Carolina, Tennessre,
Virginia, West Virglnia

Delewsre, District of
Columbia, Maryland,
Feansylvenia

The separate income tax returns of a group
of Corporations located in several Servica Cen-
ter regions may be filed with the Service Cen-
ter for the arca in which the principal office of
the managing corporation that kceps all the
books and records is located.

C. When to file.—Form 1120-DISC
must be filed on cr before the 15th
day of the 9th month following the close
of the taxable year.

No extension of time 1o file will be
granted.

D. Pericd to be covered by the 1978
return.—The 1978 return is to be filed
for calendar year 1578 and fiscal years
beginning in 1978 and ending in 1979.
If the return is for a fiscal year, fill in
the taxable year space on the form.

Final return.—If the corporation
ceases to exist, write “FINAL RETURN"
at the top of the form.

E. Change in accounting period.—
To change an accounting period, see
section 1.442-1 of the regulations and
Form 1128, Application for Change in
Accounting Period.

F. Accounting methods.—A DISC
may, generally, choose any method of
accounting permissible under section
446(c) and the regulations thereunder.
However, if a DISC is a member of a
controlled group (as defined in section
993(a)(3)), the DISC may not choose a
method of accounting that, when ap-
plied to transactions between the DISC
and other members of the controlled
group, will result in a material distortion
of the income of the DISC or any other
member of the controlled group. A ma-
terial distortion would occur, for exam-
ple, if a DISC chooses to use the cash
method of accounting where the DISC
acts as a commission agent in a sub-
stantial volume of sales of property by
a related corporation that uses the ac-
crual method of accounting and cus-
tomarily pays commissions to the DISC
more than 2 months after the sales.

Unless the taw specifically permits,
you not change the method of
accounting used to report income in
prior years (for income as a whole or
for any material item) without first
obtaining consent on Form 3115, Ap-
plication for Change in Accounting
Method.
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45939

Cincinnati, OH

Austin, TX 73301

Ocden, UT 54201

64999
938%9

Kansas City, MO

Fresno, CA

Memphis, TN 37501

Philadelphis, PA 19255

Rounding off to whole-dollar
amounts.—Money items may be shown
as whole-dollar amounts by dropping
any amount less than 50 cents and in-
creasing any amount from 50 cents
through 99 cents to the next higher
dollar.

G. Stock ownership in foreign cor-
porations.—If you owned 5% or more
in value of the outstanding stock of a
foreign personal holding company, at-
tach the statement required by section
551(c).

If you control a foreign corporation
or were a 109, or more shareholder of
a controlled foreign corporation, ;ou
m‘.:y be required to file Forms 2952
and 3646.

H. Financial statements.—The bal-
ance sheets must agree with your books
and records. Any differences must be
reconciled.

|. Attachments.—If more space is
needed on forms or schedules, attach
spparate sheets. Attach schedules in al-

betical order and forms in numerical
order to the back of Form 1120-DISC.
Be sure to put the taxpayer's name and
employer identification number on these
separate sheets.

J. Amended return.—Correct any
error in a previously filed return by
filing an amended Form 1120-DISC.

K. Signature.—The return must be
signed and dated by the president, vice
president, treasurer, assistant treas-
urer, chief accounting officer, or by any
other corporate officer (such as tax of-
ficer) authorized to sign.

A receiver, trustee, or assi%nee must
sign any return that he is required to file
on behalf of a corporation,

If your corporate officer filled in Form
1120-DIiSC, the space under the signa-
ture of officer should remain blank. If
someone prepares Form 1120-DISC
and does not charge the corporation,
that person should not sign the return.
Certain others who prepare Form 1120—
DISC should not sign. For example, a
regular full time employee of the cor-
poration such as clerk, secretary, etc.,
does not have to sign. (This list is not
all inclusive.)

Generally, anyone who is paid to pre-
pare Form 1120-DISC must sign the re-
turn and fill in the other blanks in the
Paid Preparer’'s Information area of the
return.

Whien more than one person prepares
Form 1120-DISC, the preparer with
primary responsibility for the overall
accuracy of the return must sign as the
preparer.

If the preparer is seff-employed (i.e.,
is not employed by any person or busi-
ness entity to prepare the return), he or
she should check the "'SE™ box.

If you have questions about whether
a preparer is required to sign Form
1120-DISC, please contact an IRS
office.

The person required to sign the re-
turn MUST:

—Sign it, by hand, in the space pro-
vided for the preparer's signature
(signature stamps or labels are
not acceptable);

—Give a copy of Form 1120-DISC
to the taxpayer in additicn to the
copy filed with IRS.

Publication 1054 is a guide listing
some of the preparer's responsibilities
and penalties for which he or she may
be liable. The publication also contains
the regulation citations which govern
their work, Tax return preparers should
be familiar with their responsibilities.
This publication is available at IRS
offices.

L. Total assets.—If there are no as-
sets at the end of the taxable year,
enter the total assets at the beginning
of the taxable year,

M. Penalty for failure to file returns
and provide information.—A penalty is
imposed by section 6686 (in addition
to the penalty imposed by section 7203)
on any person requi to supply in-
formation or file a return who fails
to supply information or file a return
at the time prescribed or who files a
return that does not show the informa-
tion required.

Unless it is shown that the failure is
due to reasonable cause, the penalty is
(1) $100 for each failure to supply in-
formation (the total amount imposed for
all failures during any calendar year will
not exceed $25,000) or (2) $1,000 for
each failure to file a return.

N. Taxation of a DISC.—A DISC
is not subject to ang tax imposed by
sections 1 through 1564 except for the
tax imposed by sections 1491 through
1494 on certain transfers to avoid tax.

A DISC is not subject to the corpo-
rate income tax, the minimum tax on
tax preferences, or the accumulated
earnings tax.

A DISC is subject to the provisions
of sections 1441 through 1461 relating
to withholding of tax on nonresident
aliens and foreign corporations.

0. investment credit and work incen-
tive (WIN) credit.—The investment
credit and the work incentive (WIN)
credit do not apply to a DISC and they
do not &a:ss through to any shareholder
in a DISC,

P. Nonresident alien individuals and
foreign corporations, trusts, and es-
tates.—Treat all gains on the disposi-
tion of stock in a DISC or former DISC
and all distributions out of accumulated
DISC income, including deemed distri-
butions, as effectively connected with
the conduct of a trade or business con-
ducted through a permanent establish-
ment within the U.S.

0. Stock ownership.—For rules of
stock attribution, see section 267(c). 1f
the owner of the voting stock of the
DISC was an alien individual or a foreign
entity (corporation, partnership, trust,
or estate), so indicate by placing an X
in the ““Yes" box in the “Foreign Own-
er' column and enter the name of the
owner's country in parentheses in the
address column. “‘Owner’s country'' for
individuals is their country of residence;
for other foreign entities, it is the coun-
try in which organized or otherwise cre-
ated, or in which administered.
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R. Foreign financial accounts and
foreign trusts.—If at any time during
the taxable year, you had an interest in
or signature or other authority over a
bank account, securities account, or
other financial account in a foreign
country, check the Yes box for question
R. However, you should check the No
box if the combined assets in the ac-
count(s) were $1,000 or less during the
entire year, or were with a U.S. military
banking facility operated by a U.S. fi-
nancial institution,

If you own more than S50 percent of
the stock in any corporation that owns
one or more foreign bank accounts, you
must check the Yes box for gquestion R.
Get Forms 90-22.1 to see if you are
considered to have an interest in, or
signature or other authority over a
bank, security, or other financial ac-
count in a foreign country.

If checked Yes for question R,
file Form 90-22.1. You can get this
form from many IRS offices. File the
completed form by June 30, 1979, with
the Department of the Treasury, P.O.
Box 28309, Central Station, Washing-
ton, DC 20005. Do not file it with the
IRS, it is not a tax return.

If you were a grantor of, or transferor
to a foreign trust, which was in being
during the tax year, check the Yes box
for question S.

S. Travel and entertainment (section
274(d).—(See Form 1120-DISC ques-
tion |, page 5.) The amount required to
be entered is the total amount expended
during the year for entertainment, en-
tertainment facilities, gifts, travel, and
conventions for which substantiation
would be required under section
274(d).

Expenditures paid or incurred in
years prior to taxable years beginning
in 1978 but not deducted in those years
are nol required to be included in the
total (i.e., expenditures reflected in be-
ginning inventories, capitalized expend-
itures subject to depreciation, etc.).
However, expenditures paid or incurred
in tax years beginning in 1978 that are
included in the cost of inventory, mer-
chandise purchased for resale, or capi-
talized in asset accounts, etc., should
be reported in the total as if they were
fully deducted on the return even
though all or a portion of such expendi-
tures are included in ending inventory,
asset accounts, etc.

Do not include amounts treated as
wr;pensation and reported on Forms

See regulations section 1.274-5 for
definitions and rules governing the

pes of expenses for which substantia-
tion is required and therefore report-
able in question |.

See Form 1120-FY (1978-79) for
rules regarding the deduction of travel
and entertainment expenses for fiscal
year DISCs.

Specific Inshuctions

(Numbered to correspond with the line
numbers on page 1 of the return.)

5. Cost of goods sold.—Enter the
amount shown on line 7, Schedule A.
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Cost of operations (where inventories
are not an income-determining fac-
tor).—If the amount entered on line 5
includes an amount applicable to cost
of operations, attach a schedule show-
ing (1) salaries and wages and (2) other
costs in detail.

Computation of Taxable Income

11(a). Net loss deduc-
tion.—The ‘'net operating loss deduc-
tion" is the sum of the nst operating
loss carryovers and carrybacks to the
taxable year. (Section 172(a).)

A net operating loss may be carried
back to each of the 3 years preceding
the year of each loss and carried over
to each of the 7 years following the year
of such loss; or, an election may be
made whereby a net operating loss
may be carried over to each of the 7
y=ars following the year of such loss.
After applying the net operating loss to
the initial year, the portion of the loss
that may be carried to each of the re.
maining taxable years is the excess, if
any, of the loss over the sum of the
taxable income for each of the prior tax-
able years to which the loss may be
carried. (Section 172(b).)

The term “'net operating loss'' means
the excess of allowable deductions over
gross income, computed with the fol-
lowing modifications under section
172(d):

(1) No net operating loss deduction

is allowed.

(2) The dividends-received deduc-
tion in line 1 of Schedule | is
computed without regard to the
859 limitation provided in sec-
tion 246(b). See section
1.172-2 of the regulations.

A deficit in earnings and profits is
chargeable in the following order:

(1) first, to other earnings and
profits, to the extent thereof;

(2) sacond, to accumulated DISC in-
come, to the extent thereof; and

(3) finally, to previously taxed in-
coma,

except that a deficit in eamings and
profits will not be applied against accu-
mulated DISC income which has been
determined Is to be deemed distributed
to the shareholders (pursuant to sec-
tion 995(b)(2)(A)) as a result of a
revocation of election or other
disqualification.

In determining the taxable income
that must be subtracted from a net op-
erating loss to determine the portion of
the loss that will still be available to
carry to a subsequent year, the net
operating loss deduction is determined
without regard to the net operating loss
for the loss year or any taxable year
thereafter, and, under certain circum-
stances, without regard to any portion
of a net operating attributable to
a foreign expropriation loss.

12. Taxable income.—If either the
gross receipts method or combined tax-
able income method is chosen for com-

puting the taxable income of the DISC
attributable to a transaction or;roup of
transactions consisting of ucts or
product lines, attach a le P (Form
1120-DISC) showing, in detail, the
computation of the DISC's taxable in-
come attributable to each such trans-
action or group of transactions,

Schedule A.—Cost of goods sold

if inter-company pricing rules are
used, reflect in Schedule A actual pur-
chases from a related supplier at the
transfer price determined under the in-
ter-company pricing rules of section
994, See Scheduls P (Form 1120-
DISC).

Where the DISC acts as a commis-
sion agent on a sale for any , do
not enter any amount in Schedule A for
such sale. See Schedule P (Form 1120-
DISC).

The method of valuing inventorizs
may not be changed without permis-
sion. Application for permission to
change must be made on Form 3115.
Check method(s) used for valuing clos-
ing inventories on line 8(a).

If this is the first year the “‘Last-in
First-out” (LIFO) inventory method pro-
vided in section 472 was adopted and
used, attach Form 970 or a statement
with the information required by Form
970 to Form 1120-DISC and check the
LIFO box in line 8(b). Enter the amount
or percent (estimates may be used) of
total closing inventories covered under
section 472 in line 8(c).

Schedule B.—Gross Income

(Numbered to correspund with the line
numbers in Schedule B.)

domestic obligation,
enter the interest on an at-

qualified
tached schedule for line 2(g) and the
nonqualified interest on an attached
schedule for line 3(f).

Special rule when the DISC acts as a
commission agent.—For commissions
g A by s
or mishing 5
umn B the gross receipts on the sale,
lease, or rental of , or the fur-

umn E is the sum of commissions re-
ported in Column C and receipts from
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non-commission sales, leases, or rentals
anda:'oﬂmnodphnputdlledo
:;mmtwlmz(h)md
of gains from sale of qualified

(%&ross profit, ( percentage of gross
pi to gross sales, (e) amount col-
lected, and (f) gross profit on the
amount coflected.

1. Qualified export recel
sale of export pi are re-
ceipts from the sale of property, such
as inventory, produced in the U.S. for
direct use, consumption, or disposition
outside the U.S.

For a sale to meet the export require-
ment, it must meet (1) 2 destination
test and (2) a requirement that the sale
not be for ultimate use in the U.S.

The destination test will be con-
sidered satisfied if the property is de-
livered (regardless of the F.0.B. point
or the place at which title passes or risk
of loss shifts from the seller or lessor):

(a) Within the U.S. to a carrier or
freight forwarder for ultimate delivery
outside the U.S. to a purchaser or
lessee (or to a subsequent purchaser or
sublessee);

(b) Within the U.S. to a purchaser or
lessee, if the property is ultimately de-
livered outside the U.S. (including de-
livery to a carrier or freight forwarder
for delivery outside the U.S.) by the
purchaser or lessee (or a subsequent
purchaser or sublessee) within one year
after the sale or lease;

(c) Within or outside the U.S. to a
purchaser or lessee that, at the time of
the sale or lease, is a DISC and Is not
a member of the same controlled group
(as defined in section 993(a)(3)) as the
seller or lessor;

(d) From the U.S. to the purchaser
or lessee (or a subsequent purchaser or
sublessee) at a point outside the U.S.
by means of the seller's or lessor’'s own
ship, aircraft, or other delivery vehicle;

(e) Outside the U.S. to a purchaser
or lessee from a warehouse, a storage
facility, or assembly site located out-
side the U.S., if the property was pre-
viously shipped by the seller or lessor
from the U.S.; or

(f) Outside the U.S. to a purchaser
or lessee if the property was previously
shipped by the seller or lessor from the
U.S. and if the property is located out-
side the U.S. pursuant to a prior lease
by the selier or lessor, and either (a) the
prior lease terminated at the expiration
of its term (or by the acticn of the prior
lessee acting aione), (b) the sale oc-
curred or the term of the subsequent
lease began after the time at which the
term of the prior lease would have ex-
pired, or (3) the lessee under the sub-
sequent leasa is not a related person
(a member of the same controlled group
as defined in section 993(a)(3) or a
relationship that would result in a dis-
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from the

by
ing alone or together with tha luuo)

The second part of the export re-
quirement for sales is that the sale must
not be for ultimate use in the U.S. This
test is applied at the time of the sale.
If the property is to be used predom-
inantly outside the U.S., the sale is not
for ultimate use in the U.S.

Property sold to an unrelated person
is considered sold for ultimate use in
the U.S. if it is sold pursuant to an
agreement or understanding that it will
be used in the U.S. or if a reasonable
person would have believed that it will
be used in the U.S.

For example, if property is sold to a
foreign wholesaler and it is known in
trade circles that the wholesaler, to a
substantial extent, supplies the U.S.
retail market, the sale would not be a
qualified export sale,

Special rules apply in the case of
certain exported components incorpo-
ratsed into products imported into the
U.s.

in general, related are
that are mem-

of same controlled group
(as defined in section 993(a)(3)) as the
DISC. Unrelated purchasers are all
other purchasers.

1{a).—Enter the DISC's qualified ex-
port receipts (other than those entered
on lina 1(b}) from sales of export prop-
erty to foreign unrelated purchasers for
delivery outside the U.S.

1(b).—Enter the DISC's qualified ex-
port receipts from sales of export prop-
erty for delivery outside the U.S. to (i)
a related foreign entity for resale (di-
rectly or indirectly) to a foreign unre-
lated purchaser, or (ii) an unrelated
purchaser where a related foreign en-
tity acts as commission agent. A related
foreign entity is a foreign corporation
that is a member of the same controlled
group (as defined in section 993(a)(3))
as the DISC.

2(a). Leasing of export property.—
Enter the gross amount roceived from
the leasing (including subleasing) of
export property to unrelated persons for
use outside the U.S.

V/hether the leased property satis-
fies the usage test is to be dstermined
on a year-by-year basis.

The receipts from a lease of export
property may qualify in some ysars and
nct in other years depending upon the
place where the lessee uses the prop-
erty in the years involved.

Deduct expenses such as repairs, in-
terest, taxes, and depreciation on the
proper lines for such deductians.

2(b). Services related and subsidiary
to a qualified export sale or lcase.—A
service is related to a sale or lease if it
is of a kind customarily and usually fur-
nished with that type of transaction in a
trade or business in which the transac-
tion arose and if the agreement to fur-

nish the services Is connected with ths
sale or lease, A service is subsidlary if
it is of less Importance and value as
compared to the sale orluu

2
s m’u from onginoorlnz

or architectural nrviou on foreign con-
struction projects which are either lo-
cated abroad or proposed for Ior.atlon
abroad are qualified receipts.
clude feasibility studies, design m
gineering, and general supervision of
construction but do not include services
connected with exploration for minerals.

2(d). Export management services,
—Include receipts for export manage-
ronlasrg services provided to unrelated

S.

2(f). Interest on producer's loans,—
A producer’'s loan must be evidenced
by a note or other evidence of indebted-
ness, be designated as a producer’'s
lcan, have a stated maturity not to ex-
ceed 5 years, and be attributable to the
borrower's assets used in exporting
and research and development.

2(g). Other interest.—Entar interest
on any qualified export asset other than
interest on producer’s loans.

Include, for example, inteiest on
accounts receivable arising out of sales
in which the DISC acted as a princi
or agent and interest on certain
gations issued, guaranteed, or insured
by the Export-mport Bank or the For-
eign Credit Insurance Association.

2(h). Capital gain net income.—
Every sale or exchange of a capital asset
must be reported in detail on a sepa-
rate Schedule D (Form 1120) even
though no gain or loss is indicated.

In addition to completing Schedule
D (Form 1120), attach a separate
schedule computing the gain from the
sale of qualified export assets.

2(i). Ordinary gain or (loss),—Enter
the total ordinary gain or loss irom
line 11, Part Il, Form 4797.

In addition to completing Form 4797,
attach a separate schedule computing
the gain from the sale of qualified ex-
port assets,

3(b). Exports subsidized by the
U.S. Government.—Enter receipts from
the sale of products subsidized under
a program of the U.S. Government, or
any instrumentality thereof, that have
been designated as excluded receipts.

3(c). Certain direct or indirect sales
or leases for use by the U.S.
Government.—Enter receipts from di-
rect or indirect sales or leases of prop-
erty or services for use by the U.S.
Government, or any instrumentality
thereof, where the use of U.S. products
or services is required by statute or
regulations.,

3(d). Sales to another DISC in the
same controled group.—Enter receipts
from a DISC that is a member of the
same controlled group of corporations.




See section 993(a)(3) for the definition
of controlled group.

3(f). Other.—Include in an at-
uchadacmuh mwnqualliﬂed;;s;
receipts repo on lines 3(a
through 3(e). Do not offset an item
of income against a similar item of
expense.

Schedule C.—Dividends

(Numbered to correspond with the
line numbers Jp Schedule C.)

1. Enter dividends received from do-
mestic tions subject to income
tax and the B59% deduction under sec-
tion 243(a)(1).

Include on this line taxable distribu-
tions received from a DISC or former

DISC that are designated as being eligi-
ble for the B85% dividends.received
deduction.

For dividends received from a regu-
lated investment company, see section
854 for the amount subject to the 85%,
deduction.

So-called dividends or earnings re-
ceived from mutual savings banks, etc.,
are really interest and should not be
treated as dividends.

2. Enter dividends received on the
preferred stock of a public utility that
is subject to income tax and is allowed
the deduction provided in section 247
for dividends paid.

3. Enter dividends received from
foreign corporations that qualify for the
859% )doduction provided in section
245(a).

4. Enter dividends received from
wholly-owned foreign subsidiaries that
are eligible for the 1009 deduction
provided in section 245(b).

5. Enter foreign dividends (includ-
ing minimum distributions under sub-
part F) that are not reportable on lines
3 and 4. Exciude distributions of
amounts constructively taxed in the
current year or in prior years under
subpart F.

6. Include income constructively re-
ceived from controlled foreign corpora-
tions under subpart F. This amount
should equal the total of amounts re-
ported in Schedule A, line 5 of Form(s)
3646.

7. Enter taxable distributions from a
DISC or former DISC that are desig-
nated as not being eligible for the 859%
dividends-received deduction. (See sec-
tions 246(d), 995(b), and 996(a)(3).)

8. Include dividends (other than cap-
ital gain dividends) received from reg-
ulated investment companies that are
not subject to the 859 deduction; divi-
dends from tax-exempt organizations;
dividends (other than capital gain divi-
dends) received from a real estate in-
vestment trust which, for the taxable
year of the trust in which the dividends
are paid, qualifies under sections 856
through 858; dividends not eligible for

a dividends-received deduction because
oﬂheholdiupoﬁoddmomorm
obligation to make

ments with respect to simi shc ll'ld
any other taxable dividend income

properly reported above.

10. Enter dividends (and income
constructively received from controlled
foreign corporations under subpart F)
from a qualified foreign investment of
a DISC in a related foreign export cor-
poration which constitute quakified
dividends. Generally, the investment
will be in stock or securities of a foreign
selling subsidiary of the DISC which
qualifies as a foreign international sales
corporation (FISC).

Schedule E.—Deductions

(Numbered to corres with the line
numbers in Schedule E.
promotion expenses in

Enter export
Iimmlsc‘&pon promo::n expenses are
a s ordiury ex-
pensse incurred fo_ cbtain

any of an expense) not incurred to
obtain qualified export should
be entered in line 2.

preciation. Enter on this line the depre-
ciation not claimed in Schedule A and
elsewhere on the return.

1(h). Freight.—Enter one-half of the
freight expenses (not including insur-
ance) for shipping export rty
aboard U.S. flag vessels and U.S. owned
and operated aircraft (unless required
by law).

1(i). Compensation of officers.—
Attach a schedule showing the name,
social security number, amount of com-
pensation, and expense account allow-
ance for your 6 highest paid officers.

To determine the highest paid offi-
cers, add all allowances, including ex-
pense account allowances, to each of-
ficer's compensation. Expense account
allowance means (1) amounts, other
than compensation, received as ad-
vances or reimbursements and (2)
amounts paid by or for the corporation
for expenses incurred by or on behalf
of an officer. The expense account al-
lowance does not have to be shown for
any officer for whom the combined
compensation and expense account al-
lowance is iess than $30,000.

For this purpose, an officer is a per-
son, such as regular officer, chairman
of the board, etc., who is elected or ap-
pointed to office or who Is designated
as an officer in the corporation's charter
or bylaws.

1(j). Repairs.—Enter the cost of in-
cidental repairs, such as labor and
supplies, that do not add to the value
or appreciably prolong the life of the
property. Include on this line the total
amount of repairs figured under the
Class Life Asset Depreciation Range
(CLADR) System.

1(k). Amortication.—If a deduction
mnization l:( lc,lalmm attach a /
showing: a o

the expenditures being amortized; (2)
date or expended;

acquired, completed,

(3) amount being amortized; (4)
amortization deducted in prior years;
(5) amortization period (number of
manths); (6) amorthﬂon for this year;
and (7) the total amount of amortiza-
tion less the amount claimed in Sched-
ule A and elsewhere on the return.

1(l). Pension, profit-sharing, etc.
plans.—The number of plans to be en-
tered refers to all plans for which all as-
sets have not been distributed. Also in-
clude any plans in which assets were
distributed in the current year. The
number of plans must be indicated
whether or not a deduction s claimed.
Complete Form 5500 for each plan
and file each as a separate return.
Complete Form 5500-C in lieu of Form
5500 if there were fower than 100 par-
ticipants at the beginning of the plan
year. See instructions for above forms
for computation of the amount of allow-
able deduction. File these forms on or
before the last day of the 7th month fol-
lowing the close of the plan year.

Caution: ERISA imposes penzities
for failure to furnish complete informa-
ticn and failure to file statements, re-
turns and reports.

1(m). Employee benefit programs.—
Enter the amount of your contributions
to employee benefit p ms (e.g. in-
surance, health and welfare programs)
that are not an incidental part of a pen-
sion, profit-sharing, etc., plan included
on line 1(l). Also include contributions
to a qualified group legal services plan.
Section 120 imposes certain ruies on
an employer which will permit em-
ployees (including spouses and de-
pendents) to exclude from income em-
ployer contributions to a qualified group
legal services plan.

2(a). Bad debts.—Bad debts may be
treated in either of two ways—{(i) as
a deduction for debts that become
worthless in whole or in part, or (ii) as
a deduction for a reasonable addition to
a reserve for bad debts. (Section 166.)

Application to change the method of
computing bad debts must be made on
Form 3115.

2(b). Taxes.—Enter taxes paid or
accrued during the taxable year.

See section 164(d) for apportion-
ment of tax on real property between
seller and purchaser.

2(c). Interest—Do not include in-
terest on indebtedness incurred or con-
tinued to purchase or carry obligations
on which the interest is wholly exempt
from income tax. (Section 265‘

See section 267 for the limitation on
deductions for unpaid expenses and in-
terest in transactions between related
taxpayers.

See section 461(g) for limitation on
deduction for prepaid interest by a cash
basis taxpayer.
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2(d). Contributions.—Enter con-
tributions or gifts actually paid within
the taxable year to or for the use of
charitable and governmental organiza-
tions described in section 170(c) and
any unused contributions carried over
from prior years.

The total amount claimed may not
exceed 5% of taxable income (line 12

the dividends-

‘1.1.3)'0! page 1, O;Mu:ﬂm allowed
sections 249 and 250, (4) any

net operating loss carryback to the tax-

able year under section 172, and (5)

a:t.uplhl loss to the tax-

able year under 1212(a)(1).

Charitable contributions in excess of
the 59 limitation may not be deducted
for the taxable year but may be carried
over to the next 5 taxable years.

A contribution carryover is not al-
lowed to the extent that it increases a
net operating loss carryover, See sec-
tion 170(d)(2)(B).

Corporations on the accrual basis
may elect to deduct contributions paid
on or before the 15th day of the 3d
month following the close of the tax-
able year if the contributions are au-
thorized by the board of directors
during the taxable year. A declaration,
signed by an officer, stating that the
resolution authorizing the contributions
was adopted by the rd of directors
during the taxable year, and a copy of
the resolution, must both be attached
to the return.

Attach a schedule showing the name
of each organization and the amount
paid. If a contribution is made in prop-
erty other than money, describe the
kind of property contributed and the
method used in determining its fair
market value. If a contribution carry-
over Is included, show the amount and
how it was determined.

Special rule for contributions of cer-
tain property.—If a charitable contribu-
tion of property is made, the contribu-
tion must be reduced by the sum of

(1) the ordinary income and

(2) for certain contributions,

6214 9% (60.870% for gifts

made after December 31, 1978)

of the long-term capital gain,
that would have resulted if the property
were sold at its fair market value. The
reduction for 6214 % (60.870% for
gifts made after December 31, 1978) of
the long-term capital gain applies to (1)
contributions of tangible personal prop-
erty for use by an exempt organization
for a purpose or function unrelated to
the basis for its exemption, and (2) con-
tributions of any property to or for the
use of certain private foundations, (Sec-
tion 170(e).) However, a charitable con-
tribution of inventory and propor? de-
scribed in section 1221(1) and (2), to
an exempt organization described in
section 501(c)(3) for use in the care of
the ill, needy, or children may be de-
ducted to the extent of basis plus one-
half of appreciation of such property,
but in no event may the deduction ex-
€56—263-109-1

ceed twice the basis for such property.
(Section 170(e).)

Bargain sale to a charitable organi-
zation.—If a charitable contribution de-
duction for property sold to a charitable
organization is claimed, the adjusted
basis for determining gain from the sale
is an amount which is in the same ratio
to the adjusted basis as the amount
realized is to the fair market value of
the property.

2(e). Freight.—Enter the freight ex-
pense not deducted on line 1(h) as an
export promotion expense.

2(g). Other.—No deduction Is al-
lowable for any amount allocable
to a class of exempt income. Items di-
rectly attributable to wholly exempt in-
come must be allocated to such income,
and items directly attributable to any
class of taxable income must be allo-
cated to such taxable income.

If an item is indirectly attributable
both to taxable income and exempt in-
come, a reasonable proportion of the
item, determined in the light of all the
facts and circumstances in each case,
must be allocated to each.

Attach a statement showing (1) the
amount of each class of exempt income
and (2) the amount of expense items al-
located to each class. Show the amount
allocated by apportionment separately.

Schedule |.—Dividends-received
deduction

1. In general, no dividends-received
deduction will be allowed on any share
of stock (a) that is disposed of before
the corporation has held it 15 days or
less or (b) to the extent the corporation
is under an obligation to make corre-
sponding payments with respect to sub-
stantially identical stock or securities.

No deduction is allowed under sec-
tion 243 for a dividend from a DISC or
former DISC (as defined in section
992(a)) to the extent it is paid out of
accumulated DISC income or previously
taxed income or is a deemed distribu-
tion pursuant to section 995(b)(1).

2. Limitation on dividends-received
deduction.—Line 2 may not exceed
859% of line 10, page 1.

For this purpose, line 10 is to be
computed without regard to any capital
loss carryback to the taxable year under
section 121253)(1).

In a year in which a net operating
loss occurs, sections 172(d) and 246(b)
provide that this 859 limitation does
not apply even if the loss is created by
the dividends-received deduction,

3. Fiscal year DISCs that have re-
ceived dividends on certain preferred
stock of public utilities must use Form
1120-FY (1978-79) to compute their
dividends-received deduction.

Schedule J.—Deemed and Actual
Distributions to Shareholders for
the Taxable Year

Part |.—Deemed distributions under
section 995(b)(1) (Numbered to cor-

respond with the line numbers in Part |
of Schedule J.)

2. Attach a computation showing the
gain recognized by the DISC during the
taxable year on the sale or exchange of
property, other than property which in
the hands of the DISC is a qualified ex-
port asset, previously transferred to it
in a transaction in which gain was not
recognized in whole or in part, but only
to the extent that the transferor's gain
on the previous transfer was not
recognized.

3. Attach a computation showing the
gain (other than the gain entered on line
2) recognized by the DISC during the
taxable year on the sale or exchange
of property (other than gaoperty which
in the hands of the DISC is stock in
trade or other property described in sec-
tion 1221(1)) previously transferred to
it in a transaction in which gain was not
recognized in whole or in part, but only
to the extent that the transferor’'s gain
on the previous transfer was not recog-
nized and would have been treated as
ordinary income if the property had
been sold or exchanged rather than
transferred to the DISC.

4. For purposes of computing the
portion of taxable income attributable
to military property use the gross in-
come for the year attributable to mili-
tary property and the deductions which
are properly apportioned or allocated
to such income. See section 38 of the
International Security Assistance and
Arms Export Control Act of 1976 (22
USC 2778) and regulations thereunder
(22 CFR 121.01) for definition of
“military property."”

11. Under section 995(b)(1)(F)(ii),
a DISC is deemed to distribute the en-
tire amount of its income attributable
to participation in or cooperation with
an international boycott. See Form
5713 for computation of this deemed
distribution and reporting requirements
of any DISC with operations in or re-
lated to a “‘boycotting” country.

12. Under section 995(b)(1)(F)(iii),
a DISC is deemed to distribute the
amount of any illegal bribe, kickback or
other payment paid by or on behalf of
the DISC, directly or indirectly, to an
official, employee or agent of any gov-
ernment.

14, Attach a computation showing
the earnings and profits for the taxable
year.

For purposes of computing the
earnings and profits for taxable years
beginning after June 30, 1972, the al-
lowance for depreciation (and amorti-
zation, if any) is the amount which
would be allowable for such year if the
straight line method of depreciation had
been used for each taxable year begin-
ning after June 30, 1972, sect
312(k)(2) for exception,

16. Attach a computation showing
the amount of (1) foreign investment
attributable to producer’s loans (as de-
fined in section 995(d)) of the DISC
for the taxable year; (2) all accumu-
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lated earnings and profits including
earnings and profits for the taxable
r less the amount on line 15, Part
and (3) accumulated DISC income.
Enter the smaller of these 3 amounts
(but not less than zero) on line 16.

Foreign investment attributable to
producer’s loans will be the smallest of
these 3:

(1) the net increase in foreign as-
sets by members of the con-
trolled group (as defined in sec-
tion 993(a)(3)) that includes the
DISC,

(2) the actual foreign investment by
domestic members of the group,
or

(3) the amount of the DISC's out-
standing producer's loans to
members of the controlled
group.

For the definitions of "net increase
in foreign assets' and "‘actual foreign
investment," see sections 995(d)(2)
and 995(d)(3).

Part 1Il,—Computation of Taxabie In-
come Attributable to Base Period Ex-
port Gross Receipts

(Numbered to correspond with the
line numbers in Part Il of Schedule J.)

4, Include the annualized taxable in-
come but no taxable losses incurred by
any DISC which is a member of your
controlled group (as defined in section
993(a)(3)) for the latest taxable year
ending with or within your taxable year.

5. if this amount Is $100,000 or
less, omit lines 6 through 21 and enter
zero on line 22 and on line 8, Part .

6. Column C.—Generally, if export

roperty does not qualify in the current
year under 993(c)(2) as giving rise to
export gross receipts, then the
receipts from such property should be
excluded in computing the export gross
receipts for the base period.

However, if, by virtue of section
603(b)(2) of the Tax Reduction Act of
1975, export property qualifies in the
current year as giving rise to export
gross receipts, then the DISC must in-
crease its export gross receipts for the
base period. See section 1101(g)(5) of
of the Tax Reform Act of 1976 for com-
putation to be used.

Note: Enter gross receipts, not just
commissions, in the case of transac-
tions made on a commission basis.

11b. Additions must be made to
base period export gross receipts in cer-
tain cases where there has been a sep-
aration in ownership of the stock in the
DISC from ownership in the underlying
trade or business which produced the
export gross receipts during the base
period, and in cases where any 5% or
more shareholder owned 5% or more
of the stock of another DISC in any base
period year. (See sections 995(e)(9)
and 995(e)(10).)

15. Include on this line the annual-
ized export gross receipts of all DiSCs
which are members of your controlled
group (as defined in section 933(a)(3))
for their latest taxable year ending with
or within your taxable year.

Part Ifl.—Deemed distribution under
section 995(b)(2)

A shareholder of a corporation that
revoked its election to be treated as a
DISC or failed to qualify as a DISC for

a taxable year will be deemed to have
received a distribution taxable as a div-
idend equal to his pro rata share of the
DISC income of the corporation accum-
ulated during the im -
ing consecutive taxable years for which
the corporation was a DISC. The distri-
butions will be deemed to be received in
equal Installments on the last day of
each of the 10 taxable years of the
corporation following the year of the
termination or disqualification (but in
no case over more than twice the num-
ber of immediately preceding consecu-
tive taxable years during which the cor-
poration was a DISC).

Schedule K.—Shareholder’s
Statement of DISC Distribution

Attach a separate Copy A, Schedule K
Form 1120-DISC) to Form 1120-
ISC for each shareholder who had an

actual or deemed distribution during
the DISC's taxable year.
Schedule N.—Ex| Gross
Receipts of the DISC and
Related U.S. Persons

Complete and attach Schedule N
(Form 1120-DISC) to Form 1120-
DISC.
Schedule P.—Computation
of Inter-company Transfer
Price or Commissien

Attach a separate Schedule P (Form
1120-DISC) for each transaction or
group of transactions to which the inier-

company pricing rules of section 994

(a)(1) and (2) are spplied.

Codes for Principal Business Activity

These industry titles and definitions are based, in general,
on the Enterprise Standard Industrial Classification system
developed by the Office of Management and Budget, Execu-
tive Office of the President, to classify enterprises by type
of activity in which they are engaged. The system follows
closely the Standard Industrial Classification used to classify
establishments, However, certain activities such as manu.

facturing, do not apply to a DISC.

Using the list below, enter on page 1, under B, the code

number for the specific industry group from which the larg-
est percentage of “'total receipts'”
ceipts' means all income (line 4, page 1). On page 5, ques-
tion J, state the principal business activity and prmdpol

product or service that account for the largest percentage
of total receipts For example, if the principal business ac-
tivity is ‘Wholesale trade: Machinery, equipment, and sup-

is derived. *Total re-

plies,” the principal product or service may be "'‘Engines and

turbines."

TRANSPORTATION, COMMUNICATION,
ELECTRIC, GAS, AND SANITARY
SERVICES

Code

Transportation:

4400 Water transportation

4700 Other transportation services

Electric, gas, and sanitary services:

4910 Electric services

4920 Gas production and distribution

4930 Combination utility services
WHOLESALE TRADE

Dursbie:
5008 Machinery, equipment, and supplies
5010 Motor vehicles and automotive equip-

5020 Fucniture and home furnishings

5030 Lumber and construction materials

5040 Spmting recreational, photographic, and

goods, toys, snd su

5050 m& -and minerals, except petroleum
and scrap

5060 Electrical goods

5070 Hardware, plumbing and heating equip-

5098 Other durable goods

Code

Nondurable:

5110 Paper and paper products

5129 Drugs, drug proprietaries, and druggists’
sundries

5130 Apparel, piece goods, and notions

5140 Groceries and related products

5150 Farm-product raw materials

and altted products

beverages
5190 Miscellaneous nondurable goods
RETAIL TRADE

T e e s i S
and le home desalers:

5220 Building materials dealers

5251 Hardware

stores
5265 Garden supplies and mobile home

demers
5300 General merchandise stores
5410 Grooery stores
5490 Other food stores
Automotive deslers and sarvice stations:
5515 Motor vehicle dealers

5541 service stations
5598 r lutomwvc dealers

Code

5600 Apparel and accessory stores
5700 Furniture and home furnishings stores

Miscelianeous retail stores:
5912 Drug stores and proprietary stores
5921 Liquor stores
5995 Other miscellaneous retail stores
PINANCE, INSURANCE, AND REAL ESTATE
Credit agencies other than banks:
6199 Other credit agencies
SERVICES
Business services:
7389 Export management services
Auto repair and services; miscellaneous repair

7500 L;au or rental of motor vehicles
Amusement and recreation services:
7812 Motion picture production, distribution,
and services

Other servicas:
3911 Architectural and enginsering services

30 Accounting, auditing, and bookieeping
8980 Miscellaneous services

c59—263-109-1



SCHEDULE N Export Gross Receipts of the DISC

(Form 1120-DISC) and Related U.S. Persons ﬂ®78
e e b Attach this schodute to Form 1120-D18C.
Name as shown on Form 1120-DISC mwﬂihuhm
code (Sea spacific lnstruction A)
w Percant of
numbar axport gross receipts

Employer identification number

Part |

Section A.—Export Gross Receipts in the Current Year by Country (See specific instruction B)

1 Country of ultimate destination
(Use one line for each country)

2 Export gross
e Disc

Export ’nn recaipts of
related U.S. persons
Rel 4 AN
* g U pemons

United States (including Puerto Rico and U.S. possessions) .

Totais -« P

Section B.—Export Gross Receipts in Preceding Years

(See specific instruction B for

adjustments due to changes to the definition of qualified export gross receipts)

1 Taxabie year of the DISC
(Use & separate line for each taxable year of the DISC, starting with

the first preceding year. Include all taxable years beginning on or sfter 2 Export gross
January 1, 1972) receipts of
the DISC
(a) inning of year (b) End of year
(Mo day, year) {month, day, year)

Export receipts of
related U8, persons

3 Related
DISCs

4 All othar ralated
U.S. persons




Schedule N (Form 1120-DISC) 1978

Page 2

Section A.—Related U.S. Persons, Except DISCs, in Your Controlled Group (Attach additional coples of this scheduls If necessary)
Name Address Identifying number
Section B.—DISCs in Your Controlled Group
Name Address Emp. ident. no.




1978

Instructions for

Depertment of the Treasury
internal Revenue Service

Schedule N (Form 1120-DISC)

Export Gross Receipts of the
DISC and Related U.S. Persons
(References are to the Internal Revenue Code)

General Instructions

1. Pu of Schedule N (Form
1120-DISC).—This schedule must be
completed and attached to Form 1120-
DISC to report:

(a) export gross receipts of the DISC
bypm:ucteodc: e

(b) export gross receipts of the DISC
and related U.S. persons in the
current year by country;

(c) export gross receipts of the DISC
and related U.S. persons in pre-
ceding years; and

(d) the name, address, and iden
ing number of related US.
persons.

If the lines on this schedule are not

sufficient, attach additional copies of
Schedule N.

2. Export Gross Recelpts.—These are
receipts from:

(a) the sale for direct use, consump-
tion, or disposition outside the
U.S. of property (such as inven-
tory) produced in the U.S.;

(b) the lease or rental of such prop-
erty to unrelated persons for use
outside the U.S.;

(c) services related and subsidiary to
a sale described in (a), or a lease
or rental described in (b);

(d) engineering or architectural serv-
ices for construction projects out-
side the U.S.; and

(e) export management services.

In the case of commission sales,
“‘axport gross receipts” include the total
receipts on which the commission was
earned. (See section 995(e)(4).)

Mote: For purposes of Schedule N only, no re-
duction s to be made for receipts attributable to
military property. Therefore, a DISC's “export
gross receipts” for of Schedule N should
be taken from line 13(a), Part I, Schedule J (Form
1120-DISC 1978) for the current taxable year;
from line 13(a), Part II, Schedule J (Form 1120-
DISC 1977) for taxable years beginning in 1977;
from lina 13(a), Part 11, Schedule J (Form 1120~
DISC 1976) for taxable years beginning in 1976;
and from column C, lines 6(a) through 6(e), Part
11, Schedule J (Form 1120-DISC 1978) for taxable
years beginning in 1972 through 1975.

3. U.S.—U.S. includes the Common-
wealth of Puerto Rico and possessions
of the U.S. (See section 993(g).)

4. Geographic Sour - of Export Gross
Receipts.—The geogro  ic source of ex-
port gross receipts nem the sale of
property is the country of ultimate des-
tination of the property, or the country in
which the property is consumed or fur-

ther processed to the best of the DISC's
knowledge. However, all receipts from
sales by a DISC to a second DISC have
the U.S. as their geographic source for
purposes of Schedule N, regardless of
the disposition of the property by the
second DISC. For non-DISC related U.S.
persons, all receipts from sales to or
through a related or unrelated DISC, and
from sales of property ultimately des-
tined for the U.S., are to be excluded
from “export gross receipts'’ and there-
fore not reported on Schedule N.

The geographic source of export gross
receipts from the lease or rental of prop-
erty is the country in which the property
is located.

The geographic source of gross re-
ceipts from the provision of services is
the country in which the purchaser is
located.

5. Related Persons.—The
are “‘related persons’":

(a) an individual, partnership, trust,

or estate which controls the DISC;

(b) a corporation which controls, or

is controlled by the DISC; and

(c) a corporation which is controlled

by the same person oOr persons
who control the DISC.

In the above, “control”” means direct
or indirect ownership of more than 50%
of the total combined voting power of all
classes of stock entitled to vote. (See
section 993(a)(3).)

6. U.S. Person.—A “U.S. person" is:

(a) a citizen or resident of the U.S.;

(b) a domestic corporation or partner-

ship; or

(c) any estate or trust (other than a

foreign estate or trust, within the
meaning of section 7701(a)(31)).

following

Specific Instructions

A. Export Gross Receipts of the DISC
by Product Code.—Product code num-
bers and percentages of export gross re-
ceipts are reported in the information
block in the upper righthand corner of
page 1, Schedule N. Using the product
code system on page 2 of these instruc-
tions, enter the code number for the
major product or service (as measured
by export gross receipts) sold or pro-
vided by the DISC in the first column of
the first line of the information block.
Enter the percentage of total export gross
receipts accounted for by this product or
service in the second column of the first

line. Enter the same information on the
second line for the next largest product
or service (as measured by export
receipts) sold or provided by the gssc.

Example: A DISC has export gross re-
ceipts of $10 million, The sale of agri-
cultural chemicals accounts for $4.5 mil-
lion (45%) of that amount, the largest
product or service sold or provided by the
DISC. The number “287" (the product
code for agricultural chemicals) should
be entered in the first column, and 45%
in the second column of the first line.
The sale of industrial chemicals accounts
for $2 million (20% of $10 million), the
second largest product or service sold or
provided by the DISC. The number “281"
(the product code for industrial chem-
icals) should be entered in the first col-
umn and 20% in the second column of
the second line.

B. Part |.—If two or more DISCs are
related persons, only the DISC with the
largest export gross receipts should com-
plete columns 3 and 4 in Sections A and
B. All DISCs should complete columns 1
and 2 in both Sections.

Period for which Information is to be
Furnished for Related U.S. Persons.—
Furnish the information required in col-
umns 3 and 4 for the related DISCs’ and
other related U.S. persons’ annual ac-
counting periods ending with or within
the DISC's taxable year.

Section A—Export Gross Receipts in
the Current Year by Country.—The re-
ceipts from any transaction should be
reported only in one column. If a DISC
acts as a commission agent for a related
person, the total amount of the transac-
tion should be attributed to the DISC,

(1) Column 2—Export gross receipts
of the DISC.—Complete column 2 to re-
port the geographic source of the DISC's
export gross receipts from all souces (in-
cluding the U.S.) for the taxable year.

(2) Column 3—Export gross receipts
of related DISC's.—Complete column 3 to
report the geographic source of all related
DISCs' export gross receipts from all
sources (including the U.S.).

(3) Column 4—Export gross receipts
of all other related U.S. persons.—Com-
plete column 4 to report the geographic
source of all other related U.S. persons’
export gross receipts from all sources ex-
cept the U.S.

Section B—Export Gross Receipts in
Preceding Years.—Complete Part |, Sec-
tion B to report the export gross receipts
of the DISC, all related DISCs and all
other related U.S. persons for each tax-
able year of the DISC beginning on or
after January 1, 1972,

If any of the prior year DISC export
gross receipts were adjusted to exclude
gross receipts from property which does
not currently qualify as ex property
under section 993(c)(2), attach a sched-
ule showing the amount of the adjust-
ment for each year for each DISC in the
related group. Include the adjustments
for each year in the export gross receipts
of the “all other related U.S. persons”
(column 4) as if the export had not origi-
nally been made through the DISC.

C. Part Il.—Report the name, ad-
dress, and identifying number of related
U.S. persons in your controlled group on
Schedule N, page 2.




Product Code System

(These codes are to be used only with Schedule N (Form 1120-DISC))-

Using the list below, enter on page 1 of Schedule N the product code

receipts as explained in instruction A of the Specific Instructions.

This product code system is divided into two catego

and (2) manufactured product groups.

Code
1 Grains and beans.
813 Sorton. = =

Crops, except cotton, il nd soybea
1 mmmnmf""' p

0 Agricultural se
shary uch and sarvices,
1.00 H-ul mining, except iron ores, products
w1} ll'ld urvleu.
110 Gul mln:a (anthracite, bituminous and
ucts and services.
130 t:mdo petroleum and natursl gas products
sarvices.
o Bl and fertilizer mineral products
and se
149 Oﬂnr nonmetalliic minerals products and
400 :rlm sarvices (land, alr and
% ﬂoﬂﬂn. gas, and sanitary services.
inance, insurance, and real
services.
Export management
Hlm"l.l:mr:m red products
nonmanufactu
and services.
MANUFACTURED PRODUCT GROUPS

Ordnance and sccessories:
191 Oul'll. howitzers, mortars, asnd relsted

{ ;q unumm!wsmdlm
194 OWn.andﬂnmmlm
}E Smll arms ammunition.

199 Ordnance and ries,

estate

Food and kindred products:

201 Mnt products.
202 Dairy products,
203 ?Mnnod and puunnd fruits, vegetables

m Guln mill pvodu:h.
kery products.

mﬂu &
m&:’:eﬂmm'ndrdaum

208 Beverages.
209 Miscellaneous food preparations snd kin-
dred prod

;" cm (Mumm and snuff,
214 Tobacco stemming and redrying.

Textile mill products:
221 Broad woven fabric mllh.mtnn.
mlnr?’-d“-‘wnh mills, manmade fiber
a
fabric mills, wool (including

gﬁn‘ fini

224 fabrics and other smallwares mills:
cotton, sllk, and manmade fiber.

225 Knitting mills.

mm-ummm textiles, except wool

228 Yarn and thread miils.
229 Miscellaneous hﬁh goods.

A.r.nl mnﬁ

htﬂumﬂmll

nxu-n'-. .mwwm.mm

mu ishi work
on&ywﬂu and boys’ furnishings,

lllhd
233 Wo s, misses’, lnd Juniors’ outerwear.
234 Vlmn'n. misses’, children's, and infants’

underga

Hats, and miilinery.

?Ml’. lidren’s, and infants’ outerwsar.
r goods.

scellaneous apparel snd accessories.
fabricated textile products.

W““M““

T3 2N S ilning s cortractors.

L

Code

243 Millwork, venser, and prefabri-
cated structural wm

244 Wooden containers,

249 N wood pi

Furniture and fixtures:

251 Household fumllun.
252 Office furn
253 Public hul!dlr: and related furniture.
254 P'lmufriam. shelving, lockers, and office and
store
259 Miscellaneous furniture and fixtures,

Paper and allied products:

23%5 :u'lp mlllﬁi pt bulldi ills.
r mills, uu paper m
263 Py ag:ﬂ:mrd o
264 Oonﬂm

P

snd boxes.

266 Buliding paper and bullding board mills.

Printing, publishing, and allied products:
271 Newspapers: publishing. publishing and
272 cals: publishing. publishing and
227
274 Miscellaneous publishi
213 Commarcial wm Y

2N
277 Greeti nlu wﬂlﬂ!

ullhd
279 Sarvice lMu‘M.l for m. printing trade.
Chemicals and allied products:
281 Industrial inorganic and organic chamicals.
282 Miu.mmrhb and synthetic resins,
synthetic rub:;..:lmmmcomorm
zugudcﬂhn. glass,
rugs.
284 Soap, detergents, end cleaning prepara-
perfumes, mumd other

tlm
preparations.
285 Palnh. "amlﬂi-. lscquers, enamels, and

ucts.
2!6 I:um and wnod chomiuh.
mneu ral
Patroleum refining snd relsted products:
2!1 Petroleum refining.

Fmdq and meﬂng l!\.t.l:l'h.

i

and

Mﬂmlﬁd—“

301 Tlmminnntubn.
302 Rubber footwear,

303 Reclaimed rubber.

306 Fabricated rubber products, not elsewh
classified.

307 Miscell lastics product:
Leather and leather products:
Leather tanning and finish

3 Indul!rlll leather be mu. packing.

3 nd shoe cut stock and findings.

Leather gloves and mittens.
abm and other personal leather
goods, not elsewhers classified.

Stone, clay, glass, and concrete products:

552 SIS e oresed o i,

ass and glassware, or

323 Glass ucts, made or purchased glass.

335 Structural Liay products.

26 Pottery and related products,

sammmm‘.“m

32 miscellansous
nonmetal mlmnm

Primary metal products:

331 Blast furnaces, steel works, and rolling and
finishing mills.

311
12
13 Boot
314 F
315
31

number and percent of export gross
ries—(1) nonmanufactured product groups and services

Code

332 Iron and steel foundries.
333 Pn:amy smeiting and refining of nonferrous

334 Secondary smelting and refining of non-
ferrous metals.

335 Rolling, drawing, and extruding of non
ferrous metals.

336 Nonferrous found

339 Miscellaneous ptlmnry metal products,

Fabricated metal products,
nance, machine and lruuporlﬂ.hn
equipmaent: o
341 Me:al cans.
342 Cutiery, hand tools, and nnonl hardware.
343 Hem a unm (except electric) and

344 F.brienod ﬂructur-l matal products.

345 Screw machine products, and bolts, nuts,
screws, rivets and washers.

346 Metal stampi

347 Coating. engra: d allled servi
uam:umn-h ot st

ted W
349 Miscellaneous fabricated products.

Machinery except slectricak
F:#-t'“"!"“"f""...':.q.;d
U ach i
354 Hehoing achines i sqipmant
355 Spoelal lndum-y machinery, except metal
3560«».'1 Indumm and equip-
3nom::...mmm and sccounting me-

Ms-rﬂuh\duﬂrymnhlnu.
3!9‘!:'1 lanecus machinery, except eleo-

han-

Electrical machinery, squipment, and sup-
plles:

361 thcltdc transmission and distribution

362 iﬂduutdll spparatus,
!ﬁ Elo:l:riurlwi s and wiring squipment.

?2 parts.
373 lhlﬂ -nd I:on building and repairing.

and parts.
79 Mlnolhnml Irnnmftlﬂ:: equipment,

mm“%

381 eri laborm. and sclentific and
mﬁh rn':'!mmmh and associated equip-

382 Instruments suring, controlling,
and lndllutin' ul characteristics,

lensas.
384 Surgical, medical, and dental Instruments
sUp
almic

an
385 goods.
3 raphic equipment and supplies.
38 thn:.u and clocks,

Miscellanesous manufactured products:
391 Jewelry, silverware, and plated ware.
393 Musical Instruments.
394 ‘l'm sporting and sthietic
395 plnclll. and other office and artists’

396 Costume iry, costume noveities, but-
m-ndm&u notions, axcept

399 rccaltaneous *d products.
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