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SOI STATISTICAL SERVICES
(Available from Statistics of Income Division)

As part of the Statistics of Income program a series of special services is now being offered to data users
(see below). Detailed information on these statistical services can be obtained by writing to Director, Statis-
tics of Income Division (R:S), Internal Revenue Service, 1111 Constitution Avenue, N.W., Washington, DC
20224. Purchase is by check made payable to the IRS Accounting Section.

Studies of International Income and Taxes, Publication 1267 - Price $45.00

Purchase price includes a 516-page document for 1979-83 that presents information from 13 Statistics of In-
come studies in the international area, including:

• Foreign activity of U.S. * Foreign interests in U.S. Data presented by-
corporations corporations geographical area or

• Activity of foreign 9 Statistics related to individuals, industrial activity, as well as
corporations in the U.S. trusts, and estates other classifiers

Purchasers of this service also will be provided with additional information for one year as it becomes availa-
ble. The one year period for receiving additional information can be extended at a cost of $35.00 per year A
long-term subscription ($150) includes the compendium and additional information as it becomes available
through August 1990. (The next compendium is scheduled for release in September 1990.)

Individual Income Tax Returns, Publication 1304 - Price $32.00

Statistics of Income data presents information on:

• Sources of income 9 Itemized deductions Data presented by-
• Exemptions * Tax computations size of adjusted gross

income, marital status

Purchasers of this service also will be provided with additional articles relating to 1986 data and preliminary
1987 data as they become available and will be notified of future statistical releases relating to individual income
tax returns.

Partnership Returns, Publication 369 - Price $22.00

Purchase price includes a 314-page document for 1978-82 presenting previously unpublished Statistics of
Income data for 1980, 1981 and 1982, as well as data previously issued in other publications. Features include:

• Number of partnerships * Deductions e Data presented by-
• Limited partnerships e Net income industry
• Receipts 9 Capital gains size of total assets
• Cost of sales and state

operations number of partners

Purchasers of this service also will be provided with data for 1983-1985 as they become available and will also
be notified of future statistical releases relating to partnership returns.

Other Services - Price dependent on the request

Unpublished tabulations from Special tabulations produced Public use tape files, includ-
SOI program are available. to user specifications. ing the Individual Tax
Includes detailed tables Model (1978-1985),
underlying those pub- among others. (Earlier files
lished in SOI Bulletin. are available from the Ma-

chine Readable Branch
(NNSR) of the National
Archives, Washington, DC
20408.
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Division.(see below). Information can be obtained by writing to Director, Statistics of Income Division (R S). at.
the-address above. Purchase of Source Books is by check made payable to the IRS Accounting Section.

Corporation Source Book, 1986, Publication 1053 - Price $175.00

This is a 480-page document that presents detailed income statement, balance sheet, tax and investment credit
items by major and minor industries and 'size of total assets. This report is part of an, annual series and can be'
purchased for $175 (issues prior to 1982 are for sale at $150). A magnetic tape containing the tabular statistics for
1986 can be purchased for $1,500.

Partnership Source Book, Publication 1289 - Price $30.00

This is a 291-page document showing key partnership data for 1957 through 1983, at the minor, major and.
division industry level. Includes a historical definition of terms section and a summary of legislative changes
affecting partnerships during that period. Tables feature:
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(Available from Superintendent of Documents GPO, Washington, D.C. 20402)

The Statistics of income (SOI) Bulletin (Quarterly) - Publication No. 1136
Subscription price $20.00; Single copy price $750

Jhe SOI Bulletin' provides the earliest published financial statistics from the various types of tax and information
returns filed with the Internal Revenue Service. The Bulletin also includes information from periodic or special
analytical studies of particular interest to tax administrators and economists.

Statistics of Income-1986, Corporation Income Tax Returns, Publication No. 16
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• Receipts
• Deductions
• Net income
• Taxable income
• Income tax

• Tax credits Data classified by-
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• Liabilities size of total assets

size of business receipts
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GUIDE TO TABLES

This report contains 16 basic tables. The major classifica-
tion is industrial activity. This guide provides a reference for
the major selected items and subjects available in the
report. See page 19 to determine the appropriate page
number(s) for specific tables.

INCOME AND DEDUCTION ITEMS

Total receipts (figures A, C, tables 1, 2, 3, 4, 5, 6, 7, 8, 9, 10,
11, 12)
Business receipts (tables 1, 2, 3, 4, 5, 6, 7, 9, 10, 11, 12, 15)
Interest (tables 2, 3, 4, 5, 9, 11, 12)
Intereston Government obligations (tables 2,3, 4,5,10,13)
Rents and royalties received (tables 2, 3, 4, 5, 9, 10, 11, 12)
Net short-term and long-term capital gain (tables 2, 3, 4,

5,9, 10, 11)
Net gain, (loss) noncapital assets (tables 2, 3, 4, 5, 9, 10,

11,12)
Dividends received (tables 2, 3, 4, 5, 11, 12, 13)

Total deductions (tables 2, 3, 4, 5, 9, 10, 11, 12)
Cost of sales and operations (tables 1, 2, 3, 4, 5, 6, 7, 9,

10, 11, 12, 13)
Compensation of officers (tables 2,3,4,5,9,10,11,12,13)
Repairs and bad debt expense (tables 2, 3, 4, 5, 9, 10,

11,12,13)
Rent paid on business property (tables 2, 3, 4, 5, 9, 10)
Taxes and interest paid (tables 2, 3, 4, 5, 6, 7, 9, 10, 11, 12)
Advertising, contributions or gifts (tables 2, 3, 4, 5, 9, 10,

11,12)
Amortization and depletion deduction (tables 2, 3, 4, 5,

9, 10, 11, 15)
Depreciation deduction (tables 1, 2, 3, 4, 5, 6, 7, 9, 10,

11,12,15)
Pension and employee benefit plans (tables 2, 3, 4, 5, 6,

7,9, 11, 12)
Constructive taxable income from related foreign corpora-

tions (tables 2, 3, 4, 5, 11, 13)
Net income (less deficit), total (figures A, B, C, tables 2, 4,

6, 7, 8, 9, 10, 11, 12, 13)
Net income (1, 3, 5, 8, 9, 10, 11, 12, 13, 14, 15, 16)
Statutory special deductions, total (tables 8, 13)

BALANCE SHEET ITEMS

Mortgage and real estate loans (tables 2, 3, 4, 5, 6, 7, 9,
10,11)

Other investments (tables 2, 3, 4, 5, 6, 7, 9. 11)
Depreciable assets (tables 1, 2, 3, 4, 5, 6, 7, 9, 10, 11)
Accumulated depreciation (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Depletable assets (tables 2, 3, 4, 5, 6, 7, 9, 11)
Accumulated depletion (tables 2, 3, 4, 5. 6, 7, 9, 11)
Land (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Intangible assets (amortizable) (tables 2, 3, 4, 5, 6, 7, 9, 11)
Accumulated amortization (tables 2, 3, 4, 5, 6, 7, 9, 11)

Total liabilities (tables 2, 3, 4, 5, 9, 10, 11)
Accounts payable (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Loans from stockholders (tables 2, 3, 4, 5, 9, 10, 11)
Mortgages, notes, and bonds payable (tables 2, 3, 4, 5,

6,7,9, 11)
Capital stock (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Paid-in or capital surplus (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Retained earnings (tables 2, 3, 4, 5, 6, 7, 11)
Shareholders undistributed taxable income Ooss) (table 9)
Cost of treasury stock (tables 2, 3, 4, 5, 6, 7, 10, 11)

TAX COMPUTATION ITEMS

Income subject to tax, (figures A, C, tables 1, 2, 3, 4, 5, 6,
7, 8, 11, 12, 13, 14, 16)

Income tax (figures A, C, tables 1, 2, 3, 4, 5, 6, 7, 8, 10, 11,
12, 13, 14, 16)

Foreign tax credit (tables 1, 2, 3, 4, 5, 6, 7, 8,11,12,13,14,
16)

U.S. possessions tax credit (tables 1, 2, 3, 4, 5, 6, 7, 8, 11,
12, 13, 14, 16)

Additional tax for tax preference (tables 2, 3, 4, 5, 6, 7, 8,
11, 12, 13, 15)

Nonconventional source fuel credit (tables 2, 3, 4, 5, 6, 7, 8,
11, 12, 13, 14, 16)

General business credit (tables 1, 2, 3, 4, 5, 6, 7, 8, 11, 12,
13, 14, 16)

Tax payments (tables 8, 13)
Orphan drug credit (tables 2, 3, 4, 5, 6, 7, 8, 11, 12, 13, 16,

Total assets (figures A, C, tables 1, 2, 3, 4, 5, 6, 7, 9, 10, 11,
15)
Cash (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Notes and accounts receivable (tables 2, 3, 4, 5, 6, 7, 9,

10,11)
Allowance for bad debts (tables 2, 3, 4, 5, 9, 10, 11)
Inventories (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)
Investments in Government obligations (tables 2, 3, 4, 5,

6, 7, 9, 10, 11)
Loans to stockholders (tables 2, 3, 4, 5, 6, 7, 9, 10, 11)

17)

SELECTED SUBJECTS

Accounting periods (figures B, C, table 8)
Form 11 20-A corporations (table 10)
Form 11 20F corporations (table 1 2)
S corporations (table 9, 13)
Sampling selection ranges, and variability (figures D, E, F)
Tax preference items (table 15)
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Section 1

This report presents statistical estimates derived from a
stratified sample of approximately 85,100 returns selected
from the approximately 3.4 million active corporate returns
filed for the 1986 Income Year*

The report is divided into 6 sections. The first section
provides statistics summarizing overall corporate activity for
Income Year 1986. Section 2 discusses changes in law and
regulations between this report and that for Income Year
1985. Section 3 describes in detail the sample of income

'tax returns upon which the statistics were based, as well as
the method of estimation used, the sampling variability of
the data, and other limitations.

Section 4 presents the basic tables that contain detailed
statistics on 1986 income tax liability, tax credits, net
income, and other financial data. Section 5 contains de-
tailed explanations of the terms used in the report. In most
instances, the explanations include definitions of terms
used as well as adjustments made in preparing the statistics
and any limitations inherent in the data.

Section 6 consists of the return forms and instructions.
Following Section 6 is a user survey designed to help the
Statistics of Income Division better determine the needs of
users of this report. The user's cooperation in completing
this form would be much appreciated.

The statistics in this report provide additional detail on the
data contained in "Corporation Income Tax Returns, 1986"
in the Statistics of Income Bulletin, Volume 9, Number 1,
Summer 1989. [11

OVERALL CORPORATE SUMMARY

Figure A presents corporation summary statistics for
Income Years 1985 and 1986. Shown are the number of
returns, total assets, total receipts, net income (less deficit),

* Joyce Willingham, Glenn Hentz, Victor Rehula, and Janice Washing-
ton were responsible for the overall production of this report and also
prepared the text and tables for sections 1, 2, 4, and 5. The report was
prepared under the direction of Karen L. Cys, Chief, Corporation
Statistics Branch.

INTRODUCTION

income subject to tax, and total income tax before and after
credits. The total number of returns increased by 4.6
percent from 1985 to 1986, slightly greater than the 3.4
percent increase between 1984 and 1985.

Total assets increased by 10.9 percent to $14.2 trillion for
1986. Total receipts showed an increase of only 3.2 per-
cent, much less than the 6.8 percent increase in 1985. Net
income (less deficit) rose by 12.2 percent, a much greater
increase than the 3.1 percent increase from 1984 to 1985.
Income subject to tax rose by 3.8 percent and total income
tax increased by less than one percent from 1985 to 1986.
As a result of the decline in total tax credits, total income tax
after credits increased nearly 16.6 percent from $63.3
billion to $73.9 billion for 1986.

Returns with total assets of $250 million or more repre-
sented less than one percent of the total returns; nonethe-
less, for 1986, these 4,471 returns accounted for 50.5
percent of the total receipts and 53.9 percent of the total
income tax after credits. In contrast for 1985 there were
4,052 such returns and they accounted for 50.3 percent of
total receipts and 50.6 percent of total income tax after
credits.

ACTIVITIES COVERED

The estimates in this report encompass corporate busi-
ness activities in the United States as well as certain foreign
activities.as reported on returns of "domestic" corporations,
and foreign corporations with U.S. business activities. The
term "domestic corporations" refers to companies incorpo-
rated in the United States, but does not necessarily imply
that all their activities are domestic. For instance, data for a
U.S. corporation conducting business abroad through for-
eign subsidiaries may include dividends remitted from
those subsidiaries and, to a certain extent, their undistrib-
uted earnings. [2)

For foreign corporations (defined as those organized
abroad) engaged in trade or business in the United States,
only income that was considered "effectively connected"
[3] with the conduct of a trade or business in the United

I
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Figure A.-Returns of Active Corporations: Number of Returns, Total Assets, Total Receipts, Net Income (Less Deficit), Income Subject to Tax, Total
Income Tax, and Total Income Tax.After Credits by Size of Total Assets, Income Years 1685 and 1986
[All figures are estimates based on samples-money amounts are in thousands of dollars and size of total income tax after credits are in, whole dollars)

Year and size of total assets
Number of

returns
Total

assets
Total

receipts

I
Not income

pass
deficlQ I

Inoome,
subject
to tax 2

Total
Income

tax 3

Total
Income tax

after credits 4

(1) (2) (3) (4) (5) (6) (7)

1995

Total ..................................... ... 3,277,219 12,773,093,888 8,~98,278,426 240,119,020 266,060,609 11 1,34o.a39 63.348,204

Zero assets
.... * ................ : ...... ... .

141 720 119,659,188 :2.353,360 7,184,372 3.374.629 2,863,781$1
under s166,666 .. .. 1,691 :731 57,338,285 275,540,367 -633,536 4,347,917 737,697 557,323$1
00,000 under $250 000 .......................... 593.156 95,799,427 276,036,845 2,368,181 5,986,081 1,107.099 843,428

$250,000 under $500:000 .......................... 338,200 - 119,781,108 287,189,508 3,404,973 6,555,779 1,426,688 1,105.564

M.000 under $1,000,000 ................... * ..... 22i,125 155,093,396 349,213,000 3,387,904 7,230,658 1,925.169 1,499,192
$1,000,000 under S5,000,000 ...... : ....

* ..... .....
215730 443,209,527 959,773,722 11.981,786 18,496,199 6,699,742 5,534,636

S5,000.000 under $10,000,000 ..........
- -- ....

29:622 206,840,158 385,062,352 4,792,273 8,121,482 3,474.090 2,926,756
$10,000,000 under S25,000,000 . 1 .... .............. 20.920 325,747,315 432,615,174 8,052,437 11,525,059 5,054,425 4,184,545

$25,000,000 under $50.000,000 ...................... 10,354 366,883,129 313,101,687 5786,436 9,486,620 4,240,677 3,288,500
$50.000,000 under $100.000,000 ..................... 6,200 440,358,429 299,726,112 6:854,224 9,486,103 4,241,789 3,418,337
$100,000,000 under $250.000,000 ................... 4,391 710,189,800 474,942,981 14,212,417 15,541,873 6,993,554 5,071,374
$250,000,000 or more ............................. 4,052 9,851,852,669 4.224.395,372 177,232,099 162,092,657 72.062.620 32,052,484

119M

Total .......................................... 3,428,515 14,163,209,894 8,669,378,501 269,530,240 276,172,502 111,140,137 73,876,301

Zero assets ..................................... 210.160 - 172,977,785 1,344,130 7,929,858 3.299,818 2,775612
$1 under $100.000 ............................... 1,736,486 57,950,198 286,794,530 -211,922 4.435,338 773.215 669:452
$100,000 under $250,000 .......................... 606,676 97,775,053 291,763,668 2,574,407 6.198,295 1,173.863 1,033,114
$250,000 under $500,000 .......................... 348.276 123,669,775 304,406,534 3,298,835 6,395.000 1,405,970- 1.228.978

M,000 under $1,00D,000 ........................ 226.453 158,061,127 352,466,111 3,983.044 6,946,352 1,804,376 1,592,147
$1.000,000 under $5,000,000 ............ .......... 223619 458542,021 985,805,877 1 13,461,925 18,384.542 6.588.400 5,963,489
$5,000,000 under $10,000,000 ........... .......... 30:994 214:879,695 395,189,883 .5,797.751 8,185,398 3.456.218 3,159,020
$10,000,000 under $25,000,000 ..................... 21,094 328,002,609 436,225,299 8,957,186 11,347,440 4,948,765 4,323,991

$25,000,000 under $50.000,000 .... ................. 9,879 349,687,829 300,744,306 7,114,002 9,494,016 4.171.060 3.583,150
$50,000,000 under $100,000,DDO

............
6,592 464,711,768 313,271,054 9,192,843

1
0,989,143 4844299 3964356

$100,000,000 under $250,000,666 4,815 769,995,239 452,585,941' 16,519,207 15,798,193 7:013:531 5:754:023
$250.000,000 of more ......... ................... 4,471 11,139,934,581 4,377,147,511 197,498.831 170,068,927 71,660,623 39,828,969

3-
CL
C
0

I :ncludes taxable income before rot operating lose deduction and special deductions.
2 nclucles long-term gain taxed at aftennalive rates, taxable income less not operating loss deduction and special deductions.
3 Includes regular and alternative tax, personal holding company tax, tax from recomputing pdor-year investment credit. minimum tax, and excessive net passive income tax (Form I 120S)
4 credits include foreign tax, U.S. possessions tax, nonconventional source fuel, orphan drug, and general business credits.
NOTE: Decal may not add to total because of rounding and the deletion of data. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Data."
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8.074,803
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12:588,616
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1-ve
subject!
to W 3

(6)
776,172.502

188,705.903

87,466,&99

5,027,292
4,809,980

14,299,163
6,885,197
5,642,475

12.226.252
4,158,800

10,174,078
4,644,954
4,398,695

15,199,712

Total
k-
W 4

(6)
111,140,137

77,279,864

33.860,273

1,955.357
1,834,564
6,603,191
2,670,247
2,249,734
4,902,849
1,571,847
3,815,020
1.775.487
1,672,069
5,809,907

Total
W-ne tax

sale, credits 3

73,M,301

45,957.000

27,919,301

1,572.787
1,542,160
4,500,553
2,227,217
1,478,208
4,176,122
1,393,602
3,312,234
1.503,189
1,498.072
4,715,155
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States was included in the statistics and any investment
income. from U.S. sources was excluded from the data.
Other foreign corporations, organized abroad and not
engaged,in trade or business in the United States, were
liable: for tax only on investment income from U.S. sources
and these returns were excluded from this report. [4]

The-effect of foreign activity on the statistics varies by
type of industry and by size of assets. Some industries may
have higher incidences of foreign activity than others and
foreign income is reflected in their statistics to.a greater
extent. Also, foreign activity-,is almost totally concentrated
on returns withr assets $250'million or more.

Section- 6012 of the Internal, Revenue Code required that
all corporations in existence at any time during.the income
year file. returns, regardless of whether they had income or
not. This applied to active and inactive domestic corpora-
tions unless they were expressly exempt from filing, as well
as to active foreign corporations with insufficient taxes
withheld at the source to satisfy their U. S. tax liability on
income earned-in the United States. (It should be noted
however that inactive corporations have been excluded
from the statistics. See section 3.)

In addition to legally defined corporations, the Internal
Revenue Code recognized many types of businesses as
corporations, including joint stock companies, and unincor-
porated associations, such as business trusts, savings and
loan associations, certain partnerships, mutual savings
banks, and cooperative banks. These organizations pos-
sess characteristics typical of the corporate form, such as
continuity of life, centralization of management apart from
ownership, limited liability of owners, and transferability of
shares of capital ownership.

Included in the statistics are financial data estimated from
the following number of active corporation tax returns:

Form 1120 (U.S. Corporations) ..................... 2,331,809
Form 11 20-A (U.S. Short-Form
Corporations) ............................................... 251,012

Form 11 20S (U.S. S Corporations) [5] ........... 826,216
Form 1120L (U.S. Life Insurance
Companies) 2,335

Form 1120M (U.S. Mutual Insurance
Companies) ................................................. 1,466-

Form 1120F (U.S. Returns of Foreign

Corporations) ............................................... 11,336
Form 1120-IC-DISC (Domestic International
Sales Corporations) [6] ................................ 1,443

Form 1120-FSC (Foreign Sales Corporations) ... 2,900

Total * ...................................................... 3,428,515

Detail may not add to total due to rounding.
1

4

In addition to inactive corporations,. the statistics specifi-,
cally exclude foreign corporations with no income. "effec-
tively connected" with a U.S. trade or business; information
returns of certain joint undertakings; returns filed by political
organizations under Code . Section 527; returns filed by
General Stock Ownership Corporations (corporations - es-
tablished by a. state for the benefit of the residents of a
state); information returns reporting no tax because of a tax
treaty or convention under Code Section 894;'nonprofit
corporations (educational, charitable, and similar - organiza-
tions) exempt from income tax under Code Section 501;
and mutual insurance companies (except life:or marine and
certain fire or flood insurance companies), with gross
receipts that did not exceed $150,000, which Were exempt
from income tax under Code Section 501.

TIME PERIOD EMPLOYED

The estimates in this report are based on data from
returns with accounting periods that coincided with the
calendar year and returns

,
with accounting periods that

-were - for noncalendar years ended during the *span of
months July 1986 through June 1987. This span, in effect,
defines the income year in such a way that the noncalendar
year accounting periods are centered at the calendar year
ended December.

The 12 accounting periods covered by the report are
presented in figure B. Code section 441 specified that, in
general, a taxpayer's accounting period end on the last day
of the month. Thus, figure B shows a span of 23 months
between the first-included accounting period, which began
on August 1, 1985, and closed on July 31, 1986, and the
start of the last-included accounting period, which began
on July 1, 1986, and closed on June 30, 1987. This report,
therefore, shows income received or expenses incurred
during any or all of the months in the 23-month span. For
balance sheet items, such as total assets and inventories,
the report shows a corporation's position only at a given
time, namely, at the end of its accounting period. Corpora-
tions were required by Code section 441 to file returns for
the accounting period customarily used in keeping their
books. Figure B also presents the percentage of the total
that each accounting period represents for the number of
returns and the net income (less deficit).

Figure C shows that 45.5 percent of the 1986 returns
were filed for the calendar year; and, since they included
most of the larger corporations, these returns had approx-
imately 77.8 percent of total assets, 59.9 percent of total
receipts, 63.5 percent of net income (less deficit), 68.3
percent of income subject to tax, and 62.2 percent of total
income tax after credits.

Corporation returns were usually required to be filed
within two-and-one-half months after the close of the cor-
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porate accounting period. However, in accordance with
Code section 6081, most corporations could receive filing
extensions of 6 months.

[3) "Effectively connected" income is defined in Code
Section 864(c). See also the reference in [2] above.

In addition to returns with accounting periods that
spanned 12 months, the total number of active corporations
includes returns with accounting periods of shorter dura-
tion. Such returns are referred to as part-year returns and
were filed, for the most part, by continuing corporations
changing their accounting periods, new corporations in
existence less than 12 months, merging corporations, and
liquidating corporations.

NOTES AND REFERENCES

[1] Frequencies and amounts will not differ between this
report and the Statistics of Income Bulletin because no
additional returns and corrections are included in this
report.

[2] See Statistics of Income, 'A Compendium of Studies of
International Income and Taxes, 1979-1983", Septem-
ber 1985, for information on, among other things, the
foreign activities of U.S. Corporations.

[4] See Skelly, Daniel F. and Hobbs, James R., "Statistics of
Income Studies of International Income and Taxes",
Statistics of Income Bulletin, Fall 1986, pp. 01 -17.

[5] Previously referred to as "U.S. Small Business Corpo-
rations."

[6] The pre-1985 system for Domestic International Sales
Corporations (DISC's) has been largely replaced by a
system of Foreign Sales Corporations (FSC's). DISC's
were not entirely abolished, however, since DISC's, as
well as non-DISC's, could elect to become an Interest
Charge DISC (IC-DISC). See specific definitions in
Section 5, Explanation of Terms.
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Section 2 CHANGES IN LAW AND REGULATIONS

The statistics in this report reflect, in general, changes in
law and regulations that became effective during the ac-
counting periods covered. Depending on the accounting
period used and the effective date of the change in law, the
changes may have been fully applicable for some corpo-
rations, only partially applicable for others, and not appli-
cable at all for still others.

The information that follows highlights the major changes
(listed alphabetically) that affected substantially the compara-
bility of the statistics in this report with those for prior years.
These changes resulted from the Tax Reform Act of 1986
which represents one of the most comprehensive revisions of
the Federal income tax system since its inception.

Many of the provisions of the Tax Reform Act of 1986
affecting corporations were not scheduled to take effect
until after the tax periods covered in this report (i.e., after
June 30, 1987) and, therefore, these provisions are not
discussed here.

More detail on changes in law and regulations are
contained in the Explanation of Terms section of this report.
The facsimiles of the tax forms and instructions, included as
section 6, may also prove helpful.

Depreciation

The Tax Reform Act of 1986 introduced the Modified
Accelerated Cost Recovery System (MACRS) and changed
the rules for section 179 property' for property placed in
service after December 31, 1986. Corporations could also
elect to use the new rules for property placed in service
between July 31, 1986, and January 1, 1987.

Under prior law, the Accelerated Cost Recovery System
(ACRS) cost of eligible property was recovered over 3-, 5-

'10-, 15-, 18-, or 19-year period, depending on the type Of
property and date placed in service. The depreciation

I Under section 179, a corporation could elect to expense a portion of
the cost of certain property used in the trade or business in the year the
property was first used, rather than to write that cost off over a period of
years.

method for property in the 3-, 5- and 10-recovery periods
was 150 percent declining balance and for 15-, 18- and
19-year recovery periods it was 175 percent declining
balance. The maximum amount of section 179 expense
that could be claimed was $5,000.

There were eight classes of recovery property under
MACRS. They included: 3-, 5-, 7-, 10-, 15-, 20-year prop-
erty, residential rental property and nonresidential real
property. The depreciation method for property in the 3-, 5-,
7-, and 10-year classes is 200 percent declining balance,
with a switch to straight line for the first taxable year in which
that method resulted in a higher deduction. The deprecia-
tion method for 15- and 20-year property is 150 percent
declining balance prescribed method. The nonresidential
real property was depreciated over 31.5 years using the
straight line method and a mid-month convention. The
residential rental property was depreciated over 27.5 years
using the straight line method and a mid-month convention.

The maximum amount of section 179 expense that can
be claimed has been increased to $10,000. Also, if total
cost for section 179 property placed in service after De-
cember 31, 1986, was more than $200,000, then the total
expense deduction must be reduced by the amount by
which the cost exceeded $200,000.

Investment Tax Credit

The Tax Reform Act of 1986 made extensive changes to
the tax law covering investment credit for 1986 and later
years. The most significant of these changes is the repeal of
the regular investment credit. Under the new law, the
regular investment tax credit was repealed for property
placed in service after December 31, 1985. However, the
investment tax credit continues to be available for transition
property, certain qualified progress expenditures for peri-
ods before January 1, 1986, and certain qualified timber
property. The business energy portion of the investment
credit was extended, and the rehabilitation portion of the
credit was modified through lower percentages. The invest-
ment credit carryover rules continue to apply for property
placed in service before 1986.

7
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New Low-income Housing Credit

The Tax Reform Act of 1986 introduced new credits for
owners of residential rental property providing low-income
housing. These credits replace existing tax incentives for
low-income housing such as preferential depreciation, five-
year amortization of rehabilitation expenditures and special
treatment of construction period interest and taxes. The Tax
Reform Act of 1986 provides a credit of 70 percent of the
qualified basis of each new low-income building placed in
service during 1987 (30 percent in the case of certain
Federally subsidized new buildings or certain existing build-
ings purchased and placed in service). This credit is taken
over a 1 0-year period so that the present value of the 10
annual credit amounts at the beginning of the credit periodI
equals 70'percent (or'30 percent) of,the qualified basis..

..The maximum annual credit percentage for new build-
ings placed in service during 1987 is 9 percent for each-of
the 10 years in the credit period (4 pe~cent for Federally
subsidized new buildings, 'and existing buildings)..- For
buildings placed in service after 1987 the credit percentage
Will,-be cletermined by the Intbrn-al-Revehu6service.

Under prior law, the credit was 25 percent of the excess
of qualified research expenses over average research
expenses in the base period (generally, the three preceding
tax years). Sixty-five percent of contract research expenses
(for work done by others, including basic research by
universities and tax exempt research organizations)
counted as research expenses.

Jobs Credit

The Tax Reform Act of 1986 made several major changes
to the jobs credit for employees who.began work after
December 31, 1985. The new law extended the jobs credit
for three years so that it applies to wages paid individuals
who begin -work before January 1, 1989.

Under. prior law, the jobs tax credit . was ,provided . to
. employers who hired individuals from certain target groups.
The,cred,it was taken with'respect to Wages paid to eligible
individuals who began work before January, 1, 1986. The
credit was 50 percent of the first $6,000 of qualified
first-year wages and 25 percent of the, first $6,000,.,of
qualified,sec6nd-year wages paid to each employee who
falls'into th6squalifying target group.

Research Credit

The research credit, which was'scheduled to expire'on
December 31, 1985, was reinstated for three years by
provisions of the Tax Reform Act of 1986., The credit was
reduced to 20 percent of the increase in research ex-
Oenges, And the definition of qualified research was n6r-
rowed considerably. In addition, the research credit (but not.
the orphan drug credit) was redesignated as a gen

.
era'l

business credit, and is now subject to the general business
credit tax liability limitations.

The 25 percent credit.for qualified wages paid in the
second year of a targeted-group individual's employment
was

.
repealed and the 50 percent credit for 'qualified

first-year wages generally was reduced to a 40 percent
credit. The-Act reduced the maximum,credit per employee
from $4,500 (50 percent of $6,000 plus "25'percent of
$6,000) to $2,400 (40 percent of $6,000). However, it does
not reduce the credit for wages of economically disadvan-
taged' summer' yo th - employee pu s (86 - er6ent' of up t6
$3,00.0,of qualified first-year wages).



Section 3

This section describes the 1986 Corporate Sample de-
sign, including the methods used in the selection of returns,
data capture, data cleaning, and data completion. Also
discussed are the techniques used to produce estimates
and an assessment of the data limitations, including meas-
ures of sampling variability.

BACKGROUND

The 1916 Revenue Act requires the annual publication of
"facts deemed pertinent and valuable" with respect to the
operation of the income tax law. The Internal Revenue
Service (IRS) has been publishing statistics on corporate
income tax returns since 1918 beginning with data from
1916. Prior to 1918, limited information on corporate taxes
appeared in the Commissioner's Annual Report [1, 2, 3].

From 1916 through 1950 data were extracted for the
Statistics of Income (SOI) program from each corporate
return filed. Stratified probability sampling was introduced
in 1951. Since then, the size of the samples has generally
decreased while the population has increased. For exam-
ple, for Tax Year 1951 the sample comprised 41.5 percent
of the population, or 285,000 of the 687,000 returns filed.
For 1986, the sample proportion had decreased to 2.5
percent, or 85,100 returns selected from a population of
over 3.4 million.

In 1951 stratification was by size of total assets and
industry. From 1952 through 1967, the stratification was by
size only, either volume of business (1953-1958) or total
assets (1952 and 1959-1967). From 1968 to the present,
both total assets and a measure of income have been the
major stratifiers [4].

POPULATION

This annual S01 corporation study includes corporations
of all types that are organized for profit. For a list of the

* Homer Jones and Richard Collins designed the sample for this report.
Jeri Mulrow prepared the text and Richard Collins prepared the tables in
this section under the direction of Yahia Ahmed, Chief, Mathematical
Statistics Section, Coordination and Publication Staff.

DESCRIPTION OF THE SAMPLE
AND LIMITATIONS OF THE DATA*

federal income tax returns and the estimated numbers that
were subjected to sampling for 1986, see Section 1. The
following chart gives the estimated number of active corpo-
rations by form type that filed during Tax Years 1983
through 1985.

FORM TYPE

Form 1120 ........................
Form 1120-A ....................
Form 1120S ......................
Form 1120L ......................
Form 1120M .....................
Form 112OF ......................
Form 1120 ........................
IC-DISC
Form 1120 ........................
FSC
TUrAL ............................

1983

2,329,650

648,267
1,798
1,463
7,996
9,898

2,999,071

1984

YEAR**

2,277,675
164,816
701,339

2,042
1,490

10,900
12,480

3,170,743

1985

2,294,081
239,255
724,749

2,269
1,464

11,678
1,383

2,341

3,277,219

Form
not in existence at that time.

- Figures exclude out-d-scope returns (inactives, duplic:ates, etc.)

SAMPLE DESIGN

1986

2,331,809
251,012
826,216

2,335
1,466

11,336
1,443

2,900

3,428,515

The current sample design is a stratified probability
sample based on form type with one or both of the
stratifiers: size of total assets and a measure of income.
Forms 11 20,1120-A, 11 20-FSC, and 1120-IC-DISC were
stratified according to size of total assets and size of
proceeds where proceeds is the measure of income and is
defined to be the larger of the absolute value of net income
(or deficit) or absolute value of "Cash Flow" (depreciation
+ depletion + net income.) Forms 1120F, 1120L, and
11 20M were stratified by size of total assets only, and Form
1120S was stratified according to size of total assets and
size of taxable income as the measure of income.

The design differs from a typical stratified sample in that
sample rates, not sample sizes, are set initially. This ap-
proach is taken since stratum population totals are known
only after all tax returns have been filed for a particular year.
The design process begins with projected population totals
derived from those used to estimate administrative work-
loads [5]. Using projected population totals by sampling
strata, a constrained optimization, ignoring cost, is carried

9



Corporation Returns/1986,o Sample Description and Data Limitations

out to assign sample sizes such that the overall projected
sample size is 90,000 [6]. Figures D, Ell, and E2 give
stratum boundary limits, population and sample sizes,- and
sample rates for all form types. The final sample size for Tax
Year 1986 was 88,923 returns for all form types.

Since 1981, the population has increased in size from 2.8
million to over 3.7 million in 1986. The sample size, on the
other hand, has remained fixed at around 90,000. As a
consequence, sampling rates have gone down consider-
ably in recent years. The overall sampling percentage for all
returns was 3.04% in 1981 and decreased to 2.35%'in
1986. Issues raised by keeping the sample size relatively
fixed over the years include the effects on cross-sectional
estimates, the effects on short year-to-year changes and
longitudinal sample composition. Research is currently
being conducted on these issues and the findings will be
used as a basis for future sample designs [7].

SAMPLE SELECTION

Corporation' income tax returns are filed at-the-ten IRS
Service Centers located throughout the country All corpo-
rate returns are processed initially to determine tax liability
and are then available to other parts of IRS, including the
S01 Division. Except for Form 1120-IC-DISC, all tax data
are transmitted and updated on a weekly basis to the IRS's
Business Master File (BMF) System located in Martinsburg,
West Virginia. Form 1120-IC-DISC returns are processed
on a separate system maintained in Detroit, Michigan.
Together~ these two systems serve as the point of selection
for the sample for the corporation study. The sample was
selected on a weekly basis from each system.

Sample selections for the 1986 corporattion study took
place during the period from July 1986 through June 1988.
A twighty-four month sampling period is needed for two
reasons. First, over half of all corporations have non-
calendar year accounting periods (See figure B.) To allow
for this, the 1986 S01 file represents all corporations filing
returns with accounting periods ending during the period

'from July 1986 to June 1987. Second, many corporations,
including some of the largest, request six-month filing
extensions.

'
The combination of non-calendar year filing

and filing extensions means that returns that might first be
due to.'be received by IRS in September of 1987,(1986
accounting period ending June 1987), could be timely-filed
as late as March 1988. Normal administrative processing
time lags require that the sampling process remain open for
the 1986 study until June 30, 1988. However, a few. very
large returns for Tax Year 1986 were added to the sample as
late as December 1988.

Each corporation is assigned a permanent and unique
Employer Identification Number (EIN) similar to 6 Social
Security Number for an individual. The EIN is used as the

basis for random selection. A pseudo-random number
(PRN) is generated using the EIN as the seed. The last four
digits of the PRN called the transformed taxpayer identifi-
cation number (TTIN) are compared to the sampling rates;
a corporation with a value of its TTIN below 1000 x
sampling rate is selected to be in the sample, all others are
not selected. Since a corporation generally uses the same
EIN from year-to-year, use of*this identifier to select the
sample over the years facilitates the selection of many of the
same corporations over time. This results in a reduction of
,the sample variance for estimates. of year-to-year change.
EIN's were used as the basis for random selection from
1968-1978. TTIN's have been in use as the basis for
random selection from 1979 through the present [8, 9].

DATA CAPTURE

Data processing for S01 begins with information already
abstracted for administrative purposes; approximately 80
items are available from the BMF system. An additional 600
to 700 items are abstracted from the tax return, and at this
time, the administrative data are checked and corrected as
necessary.

The S01 data captu
I
re process can take as little time as

one-half hour for a small single entity corporation filing on
Form 11 20-A or as long as a week for a large consolidated
corporation filing several hundred attachments and sched-
ules with the return. The process is further complicated by
several factors:

o First, as already noted, over 800 separate data items
may be abstracted from any tax return. These items
may require totals. to be constructed from various other
parts of the forms and schedules.

o Second, each different form type has a different layout
with different types of schedules and attachments.

o Third, there is no legal requirement for a corporation to
meet its tax return filing requirements by filling in, line.
for line, the U.S. tax return -form. Therefore, many

,corporate taxpayers report much of their financial
details in their own format.

Fourth, there is no single accepted method of corpo-
rate accounting* used throughout the countr)6 but
rather several accepted accounting "guidelines",
many of which are unique to geographic locations.

o Finally, different companies may report the same data
item, such as other current liabilities, on different lines
of the tax form.

In order to help overcome these complexities and stan-
dardize reporting, S01 prepares extremely detailed instruc-

I
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Figure D.-Corporation Returns: Number Filed, Number In Sample, Prescribed and Achieved Sampling Rates, by Sample
Selection Class, Income Year 1986

Description of Sample
Sampling Rates

Sample - Selection Classes Numbaof Returns
(Percent)

Class (See Notes)
Number Size of Size of Industry Year Estimated * Sample pre,

AchievedTotal Assets Proceeds.. Class Sampled Populat'n Size scribed

(2) (3) (4) (5) (6) (7) (a) (9)
All Returns, Total ................................................................................. 3,778,533 88,923 2.34% 2.35%

Forms 1120,1120A, and 1120S with Form 5735 attached, Total ......................................... 707 636 100.00 89.96
1 Under $50,000,000 ............................................................................... B All 610 539 100.00 88.36

Under $100,000,000 ............................................................................. A All
2 $50,000,000 or more ............................................................................. B All 97 97 100.00 100.00

$1 00,000,ODO or more ............................................................................ A All

Forms 1120,1120A, and 1120S (no Form 5735 attached), Total ........................................ 3,755,411 81,091 2.15 2.16
3 Under $50,000 .................................... Under $25,000 ................................. All All 1,497,314 4.885 0.32 0.33
4 $50,000 under $100.000 ............................$25,000 under $50,000 .......................... All All 568,980 2,799 0.45 0.49
5 $100,000 under $250,000 ...........................$50,000 under $100,000 ......................... All All 688,421 4,815 0.67 0.70
6 $250,000 under $500,000 .................. ........$100,000 under $250,000 ........................ All All 411,714 6,488 1.53 1.58
7 $500,000 under $1,000,000 ..........................$250,000 under $500,000 ........................ All All 254,824 7,041 2.70 2.76
8 $1,000,000 under $2,500,000 ........................$500,000 under $1,000,000 ....................... All All 181,714 11,457 6.30 6.30
9 $2,500,000 under $5,000,000 ........................$1,000,000 under $1,500,000 ..................... All All 65,734 5,900 9.00 8.98

10 S5,000,000 under $10,000,000 .......................$1,500,000 under $2,500,000 ..................... All All 34,891 6,149 18.00 17.62
11 $10,000,000 under $25,000,000 ......................$2,500,000 under $5,000,000 ..................... All All 23,966 7,570 31.50 31.59
12 $25,000,000 under $50,000,000 ......................$5,000,000 under $1 O,ODO.000 .................... A All 5,882 2,326 40.50 39.54
13 $50,000,000 under $100,000.000 .....................$10,000,000 or more ............................ A 6 101 90 100.00 89.11

$25,000.000 under $50.000,000 ......................$5,000,000 or more ............................. B 6
14 $25,000,000 under $50,ODO,000 ......................$5,0130,000 or more ............................. B 7.8 10,023 9,754 100.00 97.32

$50,000,000 under $100,000,000 .....................$10,000,000 or more ............................ A 7.8
15 $100,000,000 under $250,000,000 ....................................... I .......................... A 7.8 7,284 7,254 100.00 99.59

$50,000,000 under $250,000.000 ................................................................... B 7.8
16 $50,000,000 or more ............................................................................. B 6 90 90 100.00 100.00

$100,000,000 or more ............................................................................ A 6
17 $250,000,000 or more ............................................................................. All 7.8 4,473 4,473 100.00 100.00

Forms 1120L and 1120M, Total .................................................................... . 3.727 2,141 57.26 57.45
18 Under $50,000,000 ............................................................................... All All 3,186 1,661 50.00 52.13
19 $50,000,000 or more .................

* .... * .................
All 6 - - 100.00 100.00

20 $50,000,000 under $100,000.000 (1120M) ............................................................. All 7.8 264 203 100.00 76.89
$50,000,000 under $250,000,000 (1120L) ............................................................. All 7.8

21 $100,000,000 or more (1 120M) ...................................................................... All 7,8 277 277 100.00 100.00
$250,000,000 or more (1 120L) ...................................................................... All 7.8

Forms I 1 20F (with effectively connected Income In U.S.), Total ......................................... * 13,619 3,666 27.32 26.92
22 Under $25,000,ODO ............................................................................... B All 13,198 3.265 25.00 24.74

Under $50,000,000 ............................................................................... A All
23 $25,000,000 under $50,000,000 ..................................................................... B All 124 104 100.00 B3.87

$50,000,000 under $100,000,000 ............................................................. ...... A All
24 $50,000,000 or more .............................................................................. B All 297 297 100.00 100.00

$100,000,000 or more ............................................................................. A All

Forms 1120-IC-DISC, (See Figure El) ............................................................... 1,681 734 45.81 43.66

Forms 1120-FSC, (See Figure E2) .................................................................. 3,388 1 655 1 22.45 1 19.33
Notes: Not Applicable ,

Proceeds is defined w the larger of absolute ~alue of net income (deWQ or absolute of cash flow (depreciation + depletion + net income)
Figures include out-of-scope returns (inactj~, duplicates, etc.)

Appendix-Corporation Industry Class by Principal Business Activity Code by Year Sampled
There are two classes of industries used in this design as indicated in Column (4). The following listing of PBA Codes was used to assign industries to the two classes, by calendar year:

Industry Code 0400 1150 1330 1380 1510 1600 1798 2010 2030 2096 2228 2298 2315 2345 2415 2430 2699 2799 3070
1986-87 Class B B B B B B B B B B B B B B B B B B B
1988 Class A A A A A A A A A A A A A A A A A A A

Industry Code 3370 3440 3490 3550 3670 3698 3998 4200 5008 5050 5060 5098 5140 5150 5170 5190 5300 5410 5515
1986-87 Class B B B B B B B B B B B B B B B B B B B
1988 Class A A A A A A A A A A A A A A A A A A A

Industry Code 5995 6030 6060 6090 6120 6140 6150 6199 6210 6359 6411 6511 6550 6599 6742 6749 7000 7389 7900 Other
1986-87 Class B A A A A A A A A A A A A A A A B B B B
1988 Class A A A A A A A A A A A A A A A A A A A B

Notes: Returns were classified according to either size of total assets or size of proceeds, whichever sample class is higher. (This rule also applies to Figures El and E2 following).
The prescribed and achieved sampling rates for sample classes 3 through 11, are composite figures of possibly different sampling rates used during the three calendar years of sampling, All other sample
classes had the same prescribed sampling rates for the sampling period indicated.

EXAMPLE #1: A Form 11 20S return with total assets of $750,000 and having a cash flow of $75,000 is in sample class 7 (based on total assets) rather than in sample class 5 (based on cash flow).
EXAMPLE #2: A General Merchandise Store files a 1986 Form 1120 return and is sampled in 1986. The principal Business Activity (PBA) Code is listed as 5300. Reported total assets are $7,500,000 and

reported Net Deficit is $3,000,000. The Industry Class is B and the year is 6. The sample class is 11 based on size of proceeds for Industry Class B and Sampled Year 6 rather than 10 based on size of total assets
for all years and Industry Classes.
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Figure El.-Interest Charge Domestic International Sales Corporation Returns: Number Filed, Number In Sample, Prescribed
and Achieved Sampling Rates, by Sample Selection Class, Income Year 1986

Description of Sample
Selection Class

Number of Returns
Sampling RaM

(percent)

size Of size of Esfirnated S l PM90. A hi d
Total Assets Proceeds Population

amp a
ribed

c eve

(1) (2) (3) (4) (5) (6)

Ail Forms 1120-IC-DISC Returns 1,681 734 45.8% 45.7%

MCS under $10,000,000 &
IC-DISC under $25,000 Under $10,000 279 13 5.0 4.7

MCS under $10.000,000 &
IC-DISC $25,000 under $50,000 $10,000 under ~25,000

137 15 10.0 10.9
Mcs $10,000,000 under $25,000,000 &
IC-DISC under $50

,
ODO Under $25,000

MCS under $25,000,000 &
IC-DISC $50,000 under $100,000 $25,000 under $50,000

185 30 20.0 16.2
MCS $25,000,000 under $50,000,000 &
IC-DISC under $100,000 Under $50,000

MCS under $50,ODO,000 &
IC-DISC $100,000 under $250,000 $50,000 under $100.000

335 92 30.0 27.5
MCS $50,000,000 under $1 00,ODO,ODO &
IC-DISC under $250,000 Under $100,000

MCS under $100,000.000 &
IC-DISC $250,000 under $500,000 $100,000 under $2DO,ODO

281 141 50.0 50.2
MCS $100,000,000 under $250,000,000 &
IC-01SC under $500,000 Under $200,000

MCS under $250,000,000 &
IC-DISC $500,000 under $1,000,000 $200,000 under $500,000 253 232 100.0 91.7

MCS under $250,000,000 &
IC-DISC $1,000,000 or more $500,000 or more

211 211 100.0 100.00
MCS $250,000,000 or more & Any amount
IC-DISC any amount

Notes: The abbreviations used in the table above are:
MCS-Ma)orfty Corporate Stockholder
IC-DISC-Interest Charge Domestic International Sales Corporation

Figure E2.-Forelgn Sales Corporation Returns:, Number Filed, Number In Sample, Prescribed and Achieved Sampling Rates,
b~ Sample Selection Class, Income Year 1986

Description of Sample Number of Returns
Sampling Raise

Selection Class percent)

Size of size Of Estimated Sample
Presc-

Achieved
Total Assets Proceeds Population ribed

(1) (2) (3) (4) (5)

All Forms 11 20-FSC Returns 3,388 655 22.5% 19.3%

MCS under $10,000.000 &
FSC under $500,000 Under $200,000 1,626 48 5.0 3.0

MCS under $10,000,000 &
FSC $500,000 under $1,000,000 $200,000 under $500,000

630 50 10.0 9.4

MCS $10,000,000 under $25,000,000 &
FSC under $1,000,000 Under $500,000

MCS under $25,000,000 &
FSC $1,000,000 under $2,500,000 $500,000 under $1,000,000

378 55 20.0 14.6

MCS $25,000,000 under $50,000,000 &
FSC under $2,500,000 Under $1,000,000

MCS under $50,000.000 &
2,500,000 under $5,000,000FSC $ $1,000,000 under $1,500,000
. 290 61 30.0 21.0

MCS $50,000,000 under $100,000,000 &
FSC under $5,000,000 Under $1,500,DOO

MCS under $100.000,000
SC $5,000,000 under $10,000,ODOF $1,500,000 under $2.500,000

I 201 82 50.0 40.8

MCS $100,000,000 under $250,000,000 &
FSC under $10,000,000 Under $2,500,000

MCS under $100,000,000 &
FSC $10,000,000 under $25,000,000 $2,500,000 under $5,000,000 16 12 100.0 75.0

MCS under $250,000,000 &
FSC t25.000,000 or more $5,000,000 or more

I

347 347 100.0 100.00

MCS $250,000,000 or more & Any amount

FSC any amount I I I I

Notes: The abbreviations used in the table above re:
MCS-Majority Corporate Stockholder
FSC-Foreign Sales Cor~rafion

I
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Corporation Returns/1986 e Sample Description and Data Limitations

tions for each tax year. For Tax Year 1986, these instructions
consisted of over 500 pages covering normal and straight-
forward procedures and instructions for exceptions and
non-standard situations that might be encountered [10).

DATA CLEANING

After the data are entered into a computer system at the
service centers, they are sent to the Detroit Computing
Center (DCC) for further processing. At this stage, the data
are subjected to about 1100 consistency tests. These tests
look for:

Impossible conditions, such as incorrect tax data for a
particular form type;

Internal inconsistencies, such as items not adding to
shown totals;

Questionable values, such as a bank with an extremely
large amount of cost of goods sold; and

Improper sample class codes, such as in the case
where a return has $10,000 total assets but was
selected as if it had $1 million total assets.

In certain cases, test resolution is performed automati-
cally by computer In other cases, it is done manually. The
data are subjected to several cycles of testing until the
questionable items are corrected or verified as correct.
After completion of data testing and correction, the data are
written to a computer file which is the basis of the annual
corporate Statistics of I ncome report [11 ].

Sometimes the data are available on the tax return but
SOI chooses not to capture it. This type of data is missing
by design. Since 1981, SOI has opted to leave some of the
attached schedules out of the data capture process,
whether data are available on these schedules or not. This
procedure has been used as a cost saving measure since
reviewing supplementary schedules adds significantly to
the cost of preparing the file. Once again, imputation is
employed to handle the missing data.

A ratio-based imputation procedure is used to fill in
missing balance sheet items from all 1120 form types
excluding Form 1120-IC-DISC/FSC. Missing balance
sheet items are imputed for returns with 12 month account-
ing periods. Imputation is not used on returns with less than
12 month accounting periods. The ratios are determined by
major industry group from the previous year's data. The
imputed amounts are calculated from these ratios and the
business or total receipts available from the return [121. A
total of 454 returns in 1986 had balance sheet items
imputed.

Data for unavailable critical corporations, corporations
whose total assets are greater than or equal to two percent
of their minor industry's total assets or whose total assets
are over a specified limit (dependent on form type), are
imputed in two ways. First, for those corporations selected
in the sample but unavailable to SOI during the time
needed, the ratio-based imputation procedure, as de-
scribed above, is applied to the balance sheet data. Four
(4) corporations fell into this category in 1986. Second, for
those corporations not selected in the sample, data from
the previous year's return is used with adjustments for tax
law changes. There were twenty-four (24) of these cases in
1986.

DATA COMPLETION

Several more steps are needed to complete the informa-
tion in the file. Missing data must be addressed and returns
that are to be excluded from the tabulations must be
identified. The data completion process focuses on these
issues.

Missing data is handled in several different ways depend-
ing on the cause. For example, certain data items may not
be available from the tax return and are thus missing in the
file. If the missing data items are from Schedule L, the
Balance Sheet, then imputation procedures are used.
Imputation is a process of developing estimates for missing
data.

In other instances, data for a whole return is missing
because the return is unavailable to SOI during the data
capture process. These types of returns will be referred to
as 'unavailable returns.' Again, in certain cases, imputation
procedures are used.

The third imputation method is used to fill in data for one
or more of the following schedules: Other Income Sched-
ule, Other Deductions Schedule, and Other Costs of Goods
Sold Schedule filed with Forms 1120 and 1120-A. Only
corporations with total assets and net income both under
$50 million are candidates for this imputation procedure.
During sample selection, a random process is used to
determine which returns will not have one or more of these
schedules included in the data capture process. The
imputation procedure uses schedules with data as
"donors" to impute data for the designed missing sched-
ules. For Tax Year 1986, 27,798 returns were subjected to
this type of imputation. Of these, 17,463 had "other
income" schedules imputed, 18,845 had "other deduction"
schedules imputed, and 11,595 had "other cost of goods
sold" schedules imputed. It was estimated that SOI realized
an annual cost savings of over $300,000 using this tech-
nique [13, 14].

Another part of the data cleaning process includes
identifying sampled returns that will not be used in the

13



Corporation Returns/1986 9 Sample Description and Data Limitations

tabulations. The BMF and the IC-DISC systems, used for
sample selection, can include duplicate tax returns and
other out-of-scope returns, such as returns for non-profit
oriented corporations and prior-year tax returns. These
types of returns are identified and marked and during the
estimation process they are considered to have zero money
amounts. The following list identifies such returns:

9 Inactive returns having neither income nor deductions;

The chart below gives the estimated population of returns
excluded from the tabulations.

Type of
Return

Inactive .......................
DuplicAe.....................
Prior Yew ............... :....
Other ...........................

Total ... :.........................

9 Duplicate returns;

Amended returns not associated with the original
returns and which were not earlier removed by the
sWection process;

Tentative returns not associated with the revised re-
turns and which were not earlier removed by the
selection process;'

9 Returns exempt under Section 936 of the Internal
Revenue Code-(IRC);

e Returns exempt under Section 1247 of the IRC;

• fleturns exempt under Section 883 of the IRC;

• Cost corporation returns exempt under Revenue Rul-
ing 52-542;

I* Form 1120M Corporation returns exempt from tax
under Section 501(c)(15) of the IRC;

1 Returns of non-resident foreign corporations having no
income effectively connected with a trade or business
within the U.S.;

!o U.S. Virgin Island returns exempt under Section 934 of
the IRC;

~e Returns of political organizations filing under IRC
Section 527;

Returns filed by general stock ownership corporations
exempt from tax;

4.~ Returns filed by homeowners associations under IRC
'~ection'529;,

A Information returns reporting no tax due to tax treaty or
6o'nvention according to IRC Section 894; and finally

i! Prior year returns, returns with total assets under
$~50,000,000 which used basic tax forms prior to
1985 and having ending accounting periods before
July,1986.

ESTIMATION

1982

121,302
53,159
28,119

2,668

205,248

1983

120,104
43,999
32,305

1,784

198,192

Yew

1984 1985 19N

155,778
59,106
46,234

1,576

262,694

152,945
64,110
67,848

2,587

287,490

186.524
72,090
90,637

767

350,018.

The estimates produced in this report of the total number
of corporations and associated money amounts are based
on weighted sample results. A one-step process was used
to determine the weights for Forms 11 20L, 11 20M, 11 20-
FSC, 1120-IC-DISC, and Form 1120 with Form 5735
attached. A two-step process was used to determine the
weights for Forms 1120, 1120-A, 1120F and 1120S.

The one-step process determines weights as the recip-
rocal of the achieved sample rate. For example, the weight
associated with an 1120L return having total assets under
$50 million would be 1/0.5213 = 1.92. These weights are
used to produce the aggregated total frequencies and
money amounts published in this report for Forms 1120L',
1120M, 1120-F SC, 1120-IC-DISC,'and Form 1120 with
Form 5735 attached.

I The two-step process is needed because industry esti-
mates are desired. The first stage is identical to the one-step
process as described above and provides an initial weight
for the record. The second stage involves post-stratification
by industry~ During post-stratification certain cells have
small sample sizes, to handle this problem, a raking ratio
estimation approach to post-stratification is employed to
determine the final weights [15, 16]. These final weights are
used'to produce the aggregated frequencies* and money
amounts published in this report for Forms 11 20, 1120-A,
1120F and 1120S.

DAWLIMITATIONS AND MEASURES OF
VARIABILITY

Before any estimates were produced for this report,
several extensive quality review processes were imple-
mented. The review processes began at the sample selec-
tion stage with weekly monitoring of the sample to ensure
that the proper number of returns were being selected.
They continued through the data collection, data cleaning,
and data completion procedures with consistency testing.
Part of the review process included extensive comparisons
of the 1986 data with the 1985 data. A great amount of
effort was made at every stage to ensure data integrity.

Since the SOI Corporation estimates were based on a
sample, they may differ from figures that would have been



p
cn

w
pp

.
:,

:~
8:

,p
H
g

H
9
9
9

I
n

..
..
.

.

9
)

~4
w

;
r

:~
8

'N
'

q,
,

!:
it
,

8
,
9
2
2

:
j
~

co

W
T

W
O

N
.
.
.
.
.

R
.

.
9)

P
.

5"
~4

.9
6

W
CA

N
w

-
co

g
w

~
T

~
s

8
0
8
s
@

"
;s

8
w

8
~Dl

(A
M

~
O

En
N

o
En

0
N

'0

t
t
8
i~

D
t
?

2
R

"
D

3
S

~
t8

1
"
4

"
JS

o
S

T
W

N
m

p
o

.
P

.

ro
w

cD
L
,

N
w

c"
m

c"
o

ca
4
,

En

8
8

W
R"

~3
roo

con
!O

D

~
F

~
3

z
t@

8
W

4
M

O
O

*
&

9
N.
"
to

to
w

0
~

2
1
4
8
8

L~
i.

t~
4
.

ro
m

CD
-4

w

z
z
z

Z
Z
G
E
9

N
N

o
o

:-
P

:.
P

!.
8

:~
R

:4
C-n

v
8

8
C-

0
O-

D
8

P
P

.
-

A
.
I
N

P
P

p
p
-
p
p
-
4

-
W

W
W

8

~
F

~
~

S
N

t1
w

8
t8

&
S

C
A

1
,8

8
~

i-
D

b
W

8
8

::
8

8
i:

6;
to

i~~
88

9
(a

mc
o

:~
8

"4
'

--
K

>
"
N

"
W

O
P

P
p

lp
-~

N
p

p
~

tm
:
~

9
~

9
W

~
9
-
4
8

W
S

8
8
c
-
A

P
p

--

p
p

P
P

p
N

w
E2

W
co

ro
(A

c
n

ID
w

p
p
p
p
p

p
p
p
p
-

t
A

l
t
"
8
9

g
a
in

g

P
~

W
=

r
:~

8k
~`

g
tc

,O
:~

&
A

8
9
S

T
S

bm
Mi-,

9
9

~.
~

i.
4g

b
~

fl)
CA
-

3 9 iB 9 3 'M

1
1
1 §4 I
~

V
o
n
=

~
1
4

~
4
6
V

N
I

is
v



Corporation Returns/1986 * Sample Description and Data Limitations

obtained if a complete census of all income tax returns had
been taken* using the same procedures employed in the
sample. The particular sample used to produce the results
in this report is one of a large number of possible samples
that could have been selected under the same sample
design. Estimates derived from one of the possible samples
could*differ from any other and from the population aggre-
gates. The deviation of a sample estimate from the average
of all possible similarly selected samples is called the
sampling error. The standard error (SE) is a measure of the
average magnitude of the sampling errors over all possible
samples.

The standard error is the most commonly used measure
of the sampling error and can be estimated from the
sample. Sometimes, for convenience, the standard error is
expressed as a percent of the value being estimated. This
is called the Coefficient of Variation (CV) of the estimate. The
coefficient of variation can be used in assessing thereliabil-
ity of an estimate.

-The estimated coefficient of- variation of -an -estimate`is
calculated by dividing the estimated standard error by the
estimate. Estimated coefficients, of variations for selected
money amount estimates are shown in Table 1. Estimated
coefficients of variations for the estimated number of returns
are given in Figure F Estimated coefficients of variations for
post-stratified variables are computed from conditional va6-
ances [16, 17].

The coefficient of variation, CV(X), of the estimate, X,'may
be used to construct interval estimates that have a pre-
scribed confidence that the interval includes the average of
the estimates derived from all possible samples. To illusm
trate, if all Oos~ible sampleswere selected under essentially
t*he same general conditions and using the same sample
design, and if an estimate and its' standard error'were
calculated from each sarTiple, then approximately 96 per-
cent of the intervals from two standard errors below the
.estimate to two standard errors above the'estimate would
include the average "estimate derived from all possible
samples. Thus, for a particular sample, one can say with
the~ appropriate level of confidence, that the average of all
possible samples is included in the constructed interval.

of variation:

SE(X) = X - CV(X)
= 65,734(.0152)
= 999 returns

The 95 percent confidence interval is constructed by
multiplying the value of the SE(X) by 2, then adding and
subtracting this value from the estimate. Based on the data
for this example, the 95 percent'confidence interval is:

(X - 2 * SE(X), X + 2 * SE(X))
(65,734 - 2 - 999, 65,734 + 2 * 999)

(65,734 - 1,998, 65,734 + 1,998)

Thus, the interval estimate is from 63,736 returns to 67,732
returns.

. 'In addition to sampling error, another type of error called
nonsampling error can affect the estimates. Nonsampling
errors can be classified into two groups: random errors
-whose effects may cancel -out and systematic errors whose
effects tend to remain somewhat fixed and result in bias.

Nonsampling errors can be categorized into coverage
errors; nonresponse errors; processing errors; and
sponse errors. These errors can be the result of the inability
to obtain information about all returns in the sample,
differing interpretations of tax terms and tax instructions,-
inability of a corporation to provide accurate information
(data are collected before auditing), inability to obtain all tax
schedules and attachments, errors in recording or coding
the data, errors in collecting or cleaning the data, errors
made in estimating values for missing data, and failure to
represent all population units.

Coverage errors in the SO[ corporation study can result
from the *difference between the time frame for sampling
and the actual time needed for filing and processing of
returns. Many of the largest returns receive extensions to
their filing periods and as a result end up filing after sample
selection has ended for that tax year. The effect on the
estimates due to this type of coverage error is minimized by
the use of imputation procedures.

For example, assume a 95 percent confidence interval
for the number of returns having total assets $2.5 million
upder $5 million is desired. The estimated population from
Figure D is

X 65,734 returns.
A coefficient of variation (CV) of 1.52 percent for this
frequ6ncyjs obtained by using column

.
5 of Figure F and

interpolating as indicated in the footnote found there.

The standard error of the estimate, needed to construct
the interval, is the product of the estimate and its coefficient

Coverage problems within industry divisions in the SOI
corporation study result from the way consolidated returns
may be filed. The Internal Revenue Code permits a'pareht
corporation to file a single return which includes the com-
bined financial, data of the parent'and all its subsidiaries.
These data are not separated into the different industries
but are entered into only one industry. Thus,! there is an
undercoverage of financial data within certain industries
and overcoverage in others [181. Coverage problems within
industry divisions present a limitation on any analyses done
with the sample results.
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Unit nonresponse for SOI occurs when a sampled return
is unavailable for SOI processing. For example, other areas
of the IRS such as Audit, or Collection, or a District Office
may have the return during the time SOI needs it. These
returns are termed unavailable returns. In 1986, there were
354 unavailable returns in the corporation study, which
constituted about four-tenths of one percent of the sample.

The following chart contains the number of unavailable
returns for years 1984-1986.

Yew ............................................
TOW ............................................

1984
3,460

1985
1,488

1986
354

Errors in recording, coding or processing the data can
cause a return to be sampled in the wrong sampling class,
This is called a mis-stratification error. One example of the
way a return may be mis-stratified is the following: A
corporation files a return with total assets of $10,000.00 and
net income of $5,000.00, a processing error causes the
return to be classified according to $1,000,000 total assets
and $5,000 net income. The return would be mis-stratified
according to the incorrect value of total assets. There were
2,264 mis-stratified returns in the sample in Tax Year 1986
compared to 3,849 in the 1985 Tax Year sample.

Mis-stratified returns in the sample were reclassified into
their proper sampling classes after complete data capture.
The population of returns that needed to be reclassified was
estimated from the sample and the stratum population sizes
were adjusted accordingly [19]. Population and sample
totals were minimally affected by the reclassification and an
analysis of the sample results tended to confirm that
mis-stratified returns were randomly distributed.

Response errors are due to data being captured before
auditing. For example, arithernatical errors made by the
taxpayer would be considered a taxpayer error. Many of
these errors when detected are corrected during the data
capture and cleaning processes. Amendments to a return
are not incorporated into the SOI file. Because of time and
budget constraints it is not feasible to collect the data after
audit nor to include amended data.

TABLE NOTATION

All money amounts and frequencies in the following tables
are subject to rounding error. As a result, a row or column of
frequencies or amounts may fail to add exactly to the corre-
sponding total amount. Money amounts are rounded to the
nearest $1,000 at the table level. Amounts of $500 or more
were rounded up to the next thousand. Total amounts under
$500 are entered as zero and footnoted to indicate that an
amount was present and greater than zero but less than $500.

Whenever a cell frequency was less than three, the
estimate was combined or deleted in order to avoid disclo-

sure of information about specific corporations. Combina-
tions or deletions are indicated by a double asterisk (* *) or
a triple asterisk (***) respectively. In all other cases, an
estimate based on fewer than ten returns, not all selected at
100 percent is indicated by an asterisk (*) and should be
considered statistically unreliable. These estimates should
typically be used in combination with other tabulated values
due to the small sample size.

The statistical reliability of each cell in the tables is deter-
mined separately from all other cells. Thus, it is possible to see
a total figure with an asterisk (*) indicating statistical unreliabil-
ity and see a subset of that total not so identified. For example,
an industrial division amount could be based on seven
returns, three not sampled at 100 percent. This amount would
received an asterisk. However, a major group within the
division may have all of the four returns s'ampled at 100
percent and not receive an asterisk.

A dash (-) in place of a frequency or an amount can
indicate one of two things. If returns were sampled at 100
percent, then no returns had that particular characteristic. If
returns were sampled at less than 100 percent, then either
no returns in the population had that characteristic or the
characteristic was so rare that it did not appear in any of the
sampled returns.

INDUSTRIAL CLASSIFICATION

The industry classification used in this report generally
conforms to the Enterprise Standard Industrial Classifica-
tion (ESIC) authorized by The Office of Information and
Regulatory Affairs in The Office of Management and Bud-
get (OMB). This classification was designed to classify
companies which are often engaged in more than one
industry activity into only one industry category. It follows
closely the detailed Standard Industrial Classification (SIC)
Manual which is authorized by OMB. Some departures
from the ESIC system were made by SOI for financial
industries in order to reflect particular provisions of the
Intemal Revenue Code. For a comparison of the ESIC and
SIC industries with the SOI industries used in this report,
see the complete report, Statistics of Income-1977, Cor-
poration Income Tax Returns [18, 20].
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Section 4

INCOME AND FINANCIAL DATA BY INDUSTRY AND
SIZE

1 Returns of active corporations: Number of returns,
selected receipts, cost of sales and operations, net
income, deficit, total income tax, selected credits, total
assets, depreciable assets, depreciation deduction,
and coefficients of variation, by minor industry, 20

2 Returns of active corporations: Balance sheets, income
statements, tax and selected other items, by major
industry, 32

3 Returns with net income: Balance sheets, income state-
ments, tax, and selected other items, by major industry,
40

4 Returns of active corporations: Balance sheets, income
statements and selected other items, by size of total
assets, 48

5 Returns with net income: Balance sheets, income state-
ments, and selected other items, by size of total assets,
50

6 Returns of active corporations: Selected balance sheet,
income statement, and tax items,' by industrial division,
by size of total assets, 52

7 Returns of active corporations: Selected balance sheet,
income statement, and tax items, by industrial division,
by size of business receipts, 57

SELECTED SUBJECTS

8 Returns of active corporations: Total receipts, net in-
come, statutory special deductions, income tax, se-
lected credits, and taxpayment items, by accounting
period ended, 62

BASIC TABLES

9 Returns of active S Corporations, Form 1120S: Balance
sheets, and income statements, by industrial division,
63

10 Returns of active corporations, Form 11 20-A: Balance
sheets, and selected income statement items, by indus-
trial division, 64

11 Returns of active corporations, consolidated returns:
Balance sheet, income statements, tax, and selected
other items, by selected industrial divisions, 65

12 Returns of active foreign corporations with U.S. busi-
ness operations, Form 11 20F: Income statements and
selected tax items by selected by selected industrial
divisions, 66

13 Returns of active corporations: Tax items: Number of
returns by selected types of tax, dividend items, net
income or deficit, statutory special deductions, income
subject to tax, income tax, credits, payments, and
selected items of corporations (Form 1120S), by se-
lected industrial divisions, 67

14 Returns of active corporations, other than Forms
1120S, 1120-IC-DISC and 1120-FSC: Number of
returns, selected income, tax, credits, and general
business credit items, by selected industrial divisions,
68

15 Returns of active corporations, other than Forms
1120S, 1120-IC-DISC and 1120-FSC: Tax preference
items: Number of returns, and tax preference and
related items, by selected industrial divisions, 69

16 Returns of active corporations, other than Forms
1120S, 1120-IC-DISC and 1120-FSC: Number of
returns and selected tax items, by size of total income
tax after credits, 70
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS

Table I-Number of Returns, Selected.Receipts, Cost of Sales and Operations, Net Income, Deficit, Income Subject to
Tax, Total Income Tax, Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients
of Variation, by Minor Industry
JAII figures are estimates based on samples-money amounts are in thousands of dollars]

Number of returns Total receipts
cost Of

Minor Industry With not Ali
Returns

rrecelpme
gain and

ti

Not Income Deficit - subject
to tax

Total Income returns
with net
inoolm

opera on

(2) (3) (4) (5) (6) M

To
.
list returns at withis corporations ........ 3,428.515 1,907,738 8,669,378,501 6,679,365,66111 7,535,482,221 4,922,763,967 408,11111110,760 139,330,520 276,172,502

Agirliculitime, forestry, and fishing .......... 106,634 57,810 77,502,215 .59,093,294 .71,787,552 50,971AS5 3,676."S 2,527,960 1,883,473

Agriculture] production ................... 71.3.91 39,966 49.979,405, *38,421,611 45.289,331 30,928,982 2,898.748 1.805,813 1.540,081

Agricultural services (except veterinarians).
forestry, fishing, hunting, and trapping ..... 35,243 17,844 27.522,810 20.671,684 26,498,220 20,042.473 777,898 722,147 343,392

Mining ... ....... 46,354 18,150 98,577,216 40,136,793 86,873,761 68,115,191 5,352,717 .8,475,282 3,241,899

Metal mining ......... : ................. 1,186 174 8,240,453 2,736,604 7,379,281 5,428,635 276,405 679,448
'

185,037
-Iran ores . ............ '28 *23 .1.356,375 -676,474 -1,177,239 -936,040 45,954 80,701
'............. ..

Copper, lead and zinc, gold and silver ores . , 487 64 2,347,069 1,337,763 2,037,940 1.445,088 153,654
'31 387

365,384
268 110

77,148
'27 188

Other metal mining .................... 671 4.537.009 4,164.102 3,047,507 , , ,

Coal mining ......................... - 3,982. 2015 21,143,932 12,677,295 19,606.313 13,515,392 775.134 485.279 261.740
..

Oil and gas extraction ................... 30,899 12:514 57,404,466 14.745.623 49,067.856 32,544,519 3,294,544 7,144.436 2.060.122

Crude petroleum, natural gas. and natural
gas liquids ..... .................... 16,"0 5.907 36.563,418 9,779,418 30,515,550 2,98820.53 2.647,079 3.268,501 .1,833,978.

Oil and gas field services ................ 14,459 6.607 20,841,048 4,966,205 18,552.306 12,011,531 647,465 3,875,856 226,143

Nonmetallic minerals. except fuels .......... 4,288 3,447 11,788,366 9,977.271 10,820,312 6,626,645 1,006.633 166,118 735.000

Dimen -on, crushed, and broken stone; sand
arid gravel ....... .................. 3,220 2,559 7,916,933 6,796,506 7,523,690 4,560,174 653,567 59.199 492,539

Other nonmetallic minerals. except fuels . . . . 1.068 888 3.871,433 3,180,765 3,296,621 2,066,471 353,066 106,919 242,461
,

Construction ........................... 341,816 194,446 412,477,214 298,333,255 399,436,063 314,065,2SO 12,6113,085 6,661,363 7,578,399

General building contractors and operati 8
builders .. 142 594 77,214 195,317,559 138,552.171 187,264,489 158,098,506 5,316.506 3,438,191 3.048.205

...........................
General building contractors .............

,
139.185 75.380 189,285,221 133,707,490 182,694.398 155,382,047 4,944,653 3,267.541 2.815,365,

Operative builders ..................... 3,409 1,&34 6,032.337 4,844,681 4,570,091 2,716,459 371,852 170.650 232,840

Heavy construction contractors ............ 19,021 11,119 63,119.978
154 039 677

45,643,366
137 717114

60,266,264
151 905 311

47,462,2"
108 504 508

2.445,511
0684 681

1,034,056
2,189,1161

1,549,136
2,981,058

Special trade contractors .................
and air conditioning ....Plumbing heating

180,201
36,572

106,113
24,194

, ,
33,541,913

, ,
25,372.151

, ,
'33,178.070

, ,
24,428,886

..
905,552 386,121 593,881, ,

Electrical work ........................ 27.641 15,420 26.972,671 19,651,086 26,584,369 19,697,076 667,337 437,138 454,933

Other special trade contractors and
~ contractors not allocable ..............

-
115,988 66,499 93,525.093 69,114,481 92,142,872 64.378,546 3,108.180 1,365,857 1,932,244

Kanufacturing .......................... 285,119 163,101 .2,810,713,781 2,209,090.505 2,614,526,752 1,746,954,429 136,081,206 34,253,935 116,666,065

Food'and kindred products ............... 17,240 9,636 309.672,902 255,346,344 296,285,417 206,540,226 11,919,976
7

1.900,505
155 655

10.250,323
662 112

Meat products ........................ 2.226
2 051

1.520
1 056

54.423,081
91431 955

40,492.745
28 855 508

53,918,193
03730 796

46,453,272
22.730,582

844,5 6
1,016,235

,
118,564

,
951,228Dairy products .......................

Preserved fruits and vegetables ..........
,
556

,
226

, ,
19,706,184

, ,
16,507,136

,,
18.857,072 13,017.510 763,1 aB 125.360 626,139

Grain mill products .................... 1,508 .1,215 51,814,909 48,621,338 49.705,400 33,278.245
247 3856

2,133.990
773446

66,499
100 054 528350Bakery products ....................... 2,560 1,073 11,618,051 10,198,447 11.409,013 , , . , , .

Sugar and confectionery products ........ 1,719 564 20,498,451 18,453,936 19,745,736 12,413,364 930,901
841 545

ii5,aB3 769.625
834 542

Matt liquors and mail .................... 67 32 16.549,547 15,578,111 .16,133,383 9.219,309 . .

Alcoholic beverages. except mall liquors and
....mail 958 515 8,607.023 6,602,724 7.a57,659 4,859.305 564.595 105,441 435,038..........................

Bottled soft drinks, and flavorings ......... 1,031 857 38,704,676 34,443,672 35.668,356 20,114,933
38 206 321

2,684,107
1 694 066

418,497
676 358

2,294,904
0221 467Other food and kindred products ......... 4,563 2.580 55.795,066 35,592,725 52,194.568 , , , , , ,,

Tobacco manufactures ................... 150 81 53,832,926 53,746,173 51,181,595 26,884,565 2,870,266
2 394 545

-22.276
288 932

2,716,&52
1 918 739

Textile mill products .............
e~ie fi ' '

5,017
997

3,218
876

50,539,925
110 58217

44,471,479
16 166 066

49,339,696
16 672 412

36,614.148
160 31512

, .
816.562

,
97,557

. , .
672,518n ishing .........Weaving mills and l

Knitting mills ......................... 878 602
.,

6.651,437
, .

5.445.210
, ,

6,583,683
,,

4,758,520 .391.570 29,716 282,521

Other textile mill products ................ 3,142 1.740 26.777,906 22.860.203 26,083,601 19,695,313 1,186,413 161,659 963,700

Apparel and other textile products ......... 15,996 9.617 62,019,114 48,826,952 60,828,561 42,951,597 2,531,184
677 080

W.860
80 980

1.789,080
479 031

Men's and boys' clothing .............
' l thi' d hild

1,625 1 237
2:391

16,928,470
24 949 970

14,262,597
19 026905

16,455,391
24.517,831

11.475,865
17,228.693

,
1,165,078

.
433,482

,
753,677

s c o ng .........Women s an c ren
Other apparel and accessories . . : ...... 4,436 2,612

, ,
8,232,989

,
5,622:592 8,127,117 5,906,360 230,461 .196,080 178,337

Miscellaneous fabricated textile products;
~ textile products, not elsewhere classified.. .

I ,
.

4,673 3.376 11,907,685 9,914,858 11,728,222 8.340,680 458,565 154.318 378,035

Lumber and wood products ............. . 16,823 10,298 75.472,319' 57,024,785 71,936,340
1

54.195,209
18 979 027

2.861.966
1 263 711

1,014,962
224 405

2,252,364
983 762

' Logging, sawmills, and planing mills : ...... 5.901 3,878 27,438,785 25,501,592 25,655.98
327 73031

. ,
23723 993

, .
0240681

,
453 555

,
847 119Millwork, plywood, and related products .... 6.034 3,906 32,3114,751 21,354,951 ., , , , , , . ,

Other wood products, including wood
buildings and mobile homes ........... 4,888 2,514 15.648,784 10,168,241 14,952,629 11,222,945 530.231 337,002 421,483

Furniture and fixtures .................. . 7,677 4,660 31,569.511 26,479,070 30,767,887 20,910.223 1,903,002
193 1494

381.104
348 388

1.695,209
3 567 8453

Paper and allied products ................. 3.916
446

1,898
165

84.664,659
819 57546

73,692,202
41 121 532

81,247.095
527 46944

53,998,723
29 480,638

,.
1,733,010

.
189,614

, .
1,310,660

Pulp, paper, and board mills .............
Other paper products .................. 3,469 1,733

,,
37.845.085

, ,
32,570,670

,,
36,719,626

,
24.518,085 2,460,139 158,773 2,257,193

Printing and publishing ...... ........... 43,634 23,235 127,622,480 102380,613
~

120,560,673 58.781,986
17 123 652

9,820,320
812 7234

1,516,821
482 623

8,759,735
4 456 811

Newspapers ......................... 5,548 3,655 45,567,930 274,24838
71 166,

42,356,431
13 966 608

, ,
9136 367

. .
949 347

.
230 122

, ,
7 71.840

Periodicals .......................... 4,185 1,868 .15,035,967 11,8 , . , ,, , ,
1

Books, greeting cards, and miscellaneous
publishing ......................... 6,821 2,828 21.156,987 .17,963.288 19,434,293 7,436,490 2,036,970 1.98,650 l,"6,573

Commercial.and other prinfing and printing
trade services ........... .......... 27,081 14,884 45,861,596 -34,271,913 44,803.341 27,853,932 2,021,280 605,427 1,684,5111

Chemicals and allied products .............. 10,978 6,186 289,983,468 260,879,447 266,650.941 159,917.606 ~22,678,268 1,792.706 20,638,91 2

Industrial chemicals, plastics materials and
.........................synthetim 4,767 2.694 141.628,998 1

1
28.095.363 130,797,518 83,482,805 8.687,000 723,118 7,642.736

.
Drugs ............................... 897 296 62,211,513 59,257,261 54,993,563 24,910,948 9,598,238 291,523 9.447,952

Soap, cleaners, and toilet goods .......... 1,620 1,085 54,349,467 47,774,426 50,840,746 32.027.671 2,625,682
541 116

252,751
41 600

2,161,454
521474

Paints and allied products ........... .... 705 553 ~ 9,449,286 8.854,620
77616 897

9,223,424
20 691795

5.630,850
13 865 331

.
1 226 232

,
483 714

,
912,248Agriculture and other chemical products ... 2,989 1,567 22,344,204 ,, ,, , , , , ,1

NUbleurn (including integrated) and coal
..........................products .. 2,463 1.296 359.519,073 239,021,625 325,729.272 228,078,784 19,704,831 7,070.518 18,508,443

.
Petroleum refining (irrJuding integrated) .... 752 252 352,054,558 233,851,732 318,766,428 222,942,954 19,320,660 7,009,240 18,240,318

Petroleum and coal products, not elsewhere
classified ......................... . 1,710 1,044 7,46"4,515 5J69,893 6,962,843 384.171 61,278 268,124

Rubber and miscellaneous plastics products . . 12,630 8,405 63,107,628 - 52,558,801 60,777,337 41,012.943 2,652.820 594,493 .2,162,428

Rubber products; plastics footwear, hose and
. belling ........................ . 1,893 .1,164 32.052,275 29.375,809 30,383,297 20,239,599 1,254,524 141,537 1.042,306

...
- Miscellaneous plastics products ......... . 10,737 7,241 31,055,353 23,182,992 30,394,040 20,773,343 1,398,297 452,957, 1,120,122

Leather and leather products ............. . 2,034 1,369 13,078,616 10,336,718 12,491,574 8,787,868 687,076
07276

190,280
127134

419,347
348 308

Footwear, except rubber .............. . 396 271 9,620,777 7,831,950 9,080,686 6,195.246 ,5 , ,

Leather and leather products, not elsewhere
classified ......................... . 1,639 1.098 3,457,839 2.504,768 3,410.888 2,592,622, 111,004 56,153 71,040

Footnotes at end of table. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Data."
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS

Table I-Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Income Subject to
Tax, Total Income Tax, Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients
of Variation by Minor Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Nmber of returns Totai receipts
Cost Of

Minor Industry
TOW

With riot Ali Returns
with net

Business
receipts

sales arid
operations

Not Income Deficit
to tax

Income return
Income

(2) (3) (4) (5) M

Wholesale and retail bade--Continued

Retail trade ............................
...

620,956 332,985 1,340.896.432 1.032.357,027 1.298.421,838 932.067,748 29,592,013 11.482,098 24,255,197

Building materials, garden supplies, and mobiie
home dealers ........................... 42,149 25.900 73,384,375 54,792.536 71,542,924 51.841,745 2.072.897 750.897 1,614,029

materials deal rs ................. 20.303 11.884 52,722,673 39,227.703 51,615,490 37,765,486 1.500.963 516.212 1,188.966

=astores ........................ 12,213 7,855 11,118.866 8,328,578 10,870,503 7,303,433 311,158 107,093 245.345

Garden Supplies and mobile home dealers .... 9.633 6,161 9,542,83C 7,236.256 9,056,931 6,772,826 260,776 127,591 179,719

General merchandise stores ................. 11,107 5.863 205,565,043 184,670,209 192,227,510 122,823,657 6,528.304 882,727 6,238,456

Food stores .............................. 51,653 25,486 259.370,186 206,754,270 254,646,821 195,434,948 3.851,040 878,443 3,437,037

Grocery stores .......................... 30,594 16,871 242.395.419 195,690,782 237,927,264 184,155,771 3,544,965 575,495 3,229,266
'Other food stores ....................... 21,059 8,616 16.974,766 11,063,488 16,719,557 11,279.176 306,074 302,947 207,771

Automotive dealers and service stations ........ 89.876 55,944 376,618,311 273,526,780 368,844.494 315,455,735 4,064,645 1,680,148 2,890.601

Motor vehicle dealers .................... 40.898 25.296 302,194,191 218,181.700 295,782.071 258,857.046 2.795.762 1,104.346 1,896,818

Gasoline service stations .................. 18,577 11,565 41,373,985 31,258,184 40,811,601 33,745,897 610,591 172,929 471,382

Other automotive dealers ................. 30,402 19.084 33.050,134 24,086,897 32,250,822 22,852,792 658,292 402,873 522,401

Apparel and accessory stores ................ 46,593 24,792 62.102,792 49,881,828 60,473,661 35,855,408 2,366,011
1 606 416

902,044
526 255

2,039.317
2841 720Furniture and home furnishings stores ......... 36,218 22,069 46.605,726 36,679,361 45,071,942 28,654,155 , , , , .

Eating and drinking places ................... 136,344 58,579 113,499,990 75,663,550 106,564,423 46,999.286 3,731.388 2,830.717 2,772,403
Miscellaneous retail stores ....... ......... 207,016 114,352 203,750.009 150.388,491 199,050.063 135,002.815 5.371,314 3,030.868 3.978,633

Drug stores and proprietary stores .......... 26.393 .18,935 58,468.925 44.842.068 57,399.309 41.778,252 1,348,377 521,965 1.215,632

Liquor stores ........................... 14.499 8,492 11,755.124 8.205.374 11.567,476 9.360,695 174,691 109,082 93,397

Other retail stores ....................... 166,124 86.925 133,525,960 97,341,049 130,083,279 83,863,867 3,848.247 2,399,821 2,669.604

Wholesale and retail trade not allocable : ......... 4,088 1.767 4,176,509 2,986.305 4,075,200 2,842,847 96,400 73,168 60,992

Finance, Insurance, and real estate ............... 637,384 296,921 1,365,095,368 1,104,534,156 618,646,549 320,622,9" 131,284,234 31,475,326 50,679,641

Banking .................................. 12,431 8,230 363.833.518 305,606,128 38,595,954 2.020,367 16,131,953 5,072,390 13,313,259

Mutual savings banks ................ ..... 375 357 24.871.498 23.477,314 1.607,028 219,179 2,714.358 161704, 1.378,035

Bank holding companies ................... 5,177 3,368 273.921,986 2314.669,988 32,198,826 1.546,127 10,497.523 3,131 :383 9.476,361

Banks, except mutual ravings banks and bank
holding companies ...................... 6,879 4,504 65,040,034 47,457.827 4.790.100 255.061 2,920,071 1.779,303 2,458,863.

Credit agencies other thari banks ............... 25.576 14.609 225,346,652 17i.16S.Z27 82,052.426 56,765.691 10,256,185 6.702,717 5.471,596

Savings and loan associations ............... 3,529 2.628 123,808.710 97,031.836 11,794,083 1,718,901 8.652,845 5,153,415 4.376,206

Personal credit institutions ................... 2,723 2.288 3,577,160 1,425.301 2,050,826 88,134 198.601 193,373 156.064

Business credit institutions .................. 2,433 909 4.217,838 2,332,050 700,298 260,798 129.792 203,555 66.056

Other credit agencies; finance not allocable ..... 16,891 8,783 93.743,143 77,366,040 67,517o213 54,697,858 1,274.948 1,152,375 873,270

Security, commodity brokers and services ........ 16,551 8,366 58,355,572 49,258,777 33.525,833 5.874,617 4,792,616 886,714 3,942,592

Security brokers. dealers, and flotation companies
...........

. . . . . - . -- - - - .
7.952 4,132 48,603,390 41,564,555 25,468.614 2.490,136 3,935,038 536,922 3,313.039

dealers;brokers ardco ntracts
security and commodity exchanges; and allied
services 8 599 4 235 1829 752 7 694 222 8,057,219 3.384.481 857,578 349,793 629,5W...............................

Insurance .................................

,
9,057

.

6,206

,,

462,171,741

, ,

378.616,019 324,224,770 195,924.570 22,169,323 5,291,644 15,726.494

Life insurance ............................ 2,335 1,681 272,231,749 231,306,830 179,702,270 111,425,776 13,705,660 1,768,776 10.854,503

Mutual insurance, except life or marine and
certain fire or flood insurance companies ..... 1,466 1,046 74,231,290 59,217,714 62.052,237 43,328,609 2,843,222 1.629,215 1.828,475

Other insurance companies ................. 5,256 3,479 105,708,702 118,091,475 82,470,263 41,170,184 5.620,440 1,893,653 3,043.515

Insurance agents, brokers, and service ......... 63,791 41,948 36,573,149 24,908,925 32,496,387 7,025,968 2.722,064 1,536,951 1,933,216

Real estate ................................ 366,317 191,868 99,508,463 63,543,276 62,331,043 22,728,816 11,002,743 9,123,032 6,233,626

Real estate operators and lessors of buildings ... 152.829 85.439 34,238.203 22.460,736 19,927,932 7.365,591 4,595,695 3,032.404 3,264,501

Lessors of mining, oil, and similar property ...... 1.584 946 486,875 279,680 164,945 -81,909 171,983 53.308 128.524

Lessors of railroad property, and of real property,
not elsewhere classified . ~ ................. 4.885 3,285 477,501 299,256 230.580 108.661 100,595 54,010 73,274

Condominium management and cooperative
....housing associations ................. 24,849 12,036 5,463,435 2.434,970 2.777,076 466,379 128,637 496,549 82,982

.
Subdividers and developers ................. 51,295 21,787 18.905,374. 12,011,437 9,049.496 5.047,896 2,736,100 2,608,017 882.496

Other real estate .......................... 130,876 68,375 39.937,075 26.057,198 30,181,014 9,658,3ao 3,269.834 2.878,745 1.801,847

Holding and other investment companies, except
bank holding compan

.
as .................... 43,660 25,694 129,306,074 104.446,804 45.420,144 30,282,915 64,209,349 2.861,877 4.058,859

Regulated investment companies ............. 3,851 3,102 67,639,136 64,264,077 23,343 - 57,598,177 74,262 28,461
-Real estate investment trusts . : ............... 179 148 2,358,680 1,929,020 15.8" 7",069 49,615 4,502

Small business investment companies ......... 5,934 2,786 423,380 309.709 194,218 76,579 98,896 29.015

Other holding and investment companies, except
bank holding companies .................. 33,696 19,659 58,884,877 37,943,998 45.186.739 30,2112,915 5,790.525 2.639,104 3.996,881

Services ................................... 1,012,178 575,016 591,849,715 414,540,017 550,590,929 196,127,453 23,450,664 16,002,641 15,326,352

Hotels and other lodging places ................ 22,277 11,270 34.892,684 23,893,900 30,658,841 13,729,327 1,523.126 1.347,620 1,041.844

Personal serv
.
res ........................... 66,000 30,730 22.938,171 16,217,279 21,832,958 8.541.221 962,282 529,829 730.006

Business services ........................... 321,372 173,463 201.980,091 142,844,466 186,411,015 86,346,538 8,447,236 6,411,835 5.526.762

Advertising .............................. 32,525 17,554 30.892,941 22.862,017 129,984,245 17.100,549 961,659 496,927 675.537

Business services, except advertising .......... 28B.847 155,909 171,087,150 119,982,449 156,426,770 69.245,989 7,486,577 5.914,908 4.851,225

Auto repair; miscellaneous repair services ........ 95.432 54,694 49,526,666 33.011,491 45,587,605 22,126,898 1,778,720 1.093,377 1.068,219

Auto repair and servi .................. 59,881 34,630 35,703,979 23,488,618 31,988,249 14,629,889 1,192,346 797,151 732,224

Miscellaneous repair services ................ 35,551 20.064 13,822.687 9,522.872 13,599,356 7,497,010 586,374 296,225 335,996

Amusement and recreation services ............. 72,115 31,557 51,279,093 36,132,158 .45.950,018 18,065,725 2.623,219 1.968,657 1,5115,180

Motion pictu.e production, distribution, and
services 12 776 6 149 60318 683 0'21916 255 16,574.061 7,868,639 763,810 421,889 518,562

...............................
Motion picture theaters .....................

,
3,225

,
1,483

,.
3,944,514

.,
1,911,201 3.428.303 1.090,747 241,074 115,723 141,329

Amusement and recreation services. except
motion pictures ......................... 56.114 23,924 28.650,976 17,965,928 25,947,655 9,096,339 1,618,335 1,431.046 925.289

Other services ............................. 434.982 273,303 231,233,009 162,440,724 220.150,491 47.327,745 8,116,OB1 4.651,324 5,374.340

Offices of physicians, including osteopathic
physicians ............................. 123.542 85,719 60.292,433 44,985,550 58,719,195 5.226,728 -1,919,639 603,594 1.495.021

Offices of dentists ......................... 42,446 33,385 15.429,097 12,259.508 15,128,044 1,820,010 592,684 86,205 432,815

Offices of other health practitioners ............ 17,256 10,590 4,051,219 2.560,377 3.989,631 642,499 158,579 117,715 87,597

Nursing and personal care facilities ........... 9,327 4,707 16,334,617 10,848,878 15,560,653 2,955.400 560,762 409,210 278,983

Hospitals ................................ 1,049 763 19,544,750 14,346,517 18,140,816 3,336582 429,637 281,979 354,500

Medical laboratories ....................... 7,263 4,434 3,388,950 2.175.721 3,252.153 941:322 175,678 197,602 106,101

Other medical services ..................... 27,591 14,845 22,710.616 12.7".309 20.070.743 , 7,054.527 812,809 835,772 575.719

Legal services ............................ 43,849 31,984 23,576,430 17,964,978 22.227,787 1,731,007 895,162 269,827 579,425

Educ"onal services ....................... 15,782 6,222 6,266,332 4.002.278 5,925,594 1,545.919 275,519 236,292 155,243

Social services ........................... 9,209 4,9a2 1,520,679 1.285,600 1.407,186 171,655 94,232 59,543 39,472

............Membership organizattions ..... 13.199 6,992 4,678.823 3.390,851 3.865.802 1.727,097 180,453 125,726 107,472
:

Architectural and engineering services ......... 47,180 26,326 30.790.778 20.691,904 29,878.755 11,944,507 1,083,153 792,256 673,842

Accounting, auditing, and bookkeeping services 28,184 17,862 7,555,168 4,957,362 7,"6.752 866,200 322,537 130.588 162.897

Miscellaneous services (including veterinarians),
not elsewhere classified ................... 49,105 24,490 1S,093.118 10,226,891 14,538,383 7.364,293 615,236 505,016 325.255

kature of business not allocable q & ............. 27,443 6,939 1 3,490,8W 1,561,486 1 3,196,240 1 1,915,069 227,716 1 313,131 150,447

Footnotes at end of table. See texl for "Exptanabon of Tema" and "Description of the Sample and Limitations of the Date."
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS

Table I -Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Income Subject to
Tax, Total IncomeTax, Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients
of Variation, by Minor Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Minor industry Total
lrmxwm tax

Foreign
tax

credit

U.S.
Possessims

tax credit

Nonoonventional
source

fuel credit

General
business

credit

TOW
Income tax

I

after credits

TOW Depreciable
assets

Depmciatkin
deduction

(10) (11) (12) (13) (14) (15) (10) (17) (is)

Tatal returns at ated" corporations ........ 111,140,137 21,480,508 2,907,256 63,544 12.805,999 73,876,301 14,163,209,894 3,382,556,559 3112,15132,789
Agriculture, forestry, and fishing .......... 589,887 12,641 1 - 101,639 475,600 53,476,288 36,388,420 3,537,822

Agricultural production ................... 484.246 12,641 1 - 79.802 391,801 43,489.525 28,999,719 2,717,207
Agricultural services (except veterinarians),

forestry, fishing, hunting, and trapping ..... 105,641 - - - 21,837 83.804 9,988.764 7.388,701 820,615
Mining ................................ 1,453,090 618,542 - 7,137 132,721 694,690 206,122,125 96,209,649 7,039,541
Metal mining .......................... 82,445 '47,478 - - ..w 34,381 20.789,144 9.388,576 485,629

Iron ores ........................... -36,926 '50,655
Copper, lead and zinc, gold and silver ores 32,630 - ..w

32,044 6,925.256 2.800,883 206,754
Other metal mining ................... 12.890 11,409 - - -1,481 10.584,541 4.342,529 228.220

Coal mining .......................... 146,200 1.790 '508 34.360 109,542 24.942,579 14.810,489 1.196,496Cil and
gas extraction ................... 896,865 567,707 5,899 47.924 275,336 148,183,949 61.129,158 4,569,338

Crude petroleum, natural gas. and natural
gas liquids ........................ 812,264 564.550 5.188 29.985 212,540 109.717,754 36,289.830 2,294,134

Oil and gas field services ............... 84,601 -3,156 17.938 62,796 38.466,194 24.839.328 2,275.203
Nonmetallic minerals, except fuels .......... 327,580 -1.567 49.852 275.432 12.206,453 10.881,626 788.078

Dimension, crushed, and broken stone; sand
and gravel ......................... 205,398 49 19,680 185,419 6,672,148 6,501,950 563,6DO

Other nonmetallic minerals. except fuels .... 122,182 480 30,172 90.012 5,534,306 4.379,676 224,478

Construction ........................... 2,525,994 71,340 6 *41111 270,387 2,183,820 218,BW,SI2 71,322,700 7,516,637
General building contractors and operative

builders ............................. 1,016,603 '10.656 6 82,997 922.609 121,862,704 22,944,183 2,356,160
General building contractors ............. 921,688 '10,656 6 '335 79,519 831.172 107,472,440 21,623,053 2,263,472
Operative builders ..................... 94,915 - - - 3,478 91.437 14,390,264 1,321,130 92,688

Heavy construction contractors ............ 632,980 55,982 96 92,968 483.934 41,845.953 23,034,962 2,032,687
Special trade contractors ................. 876,411 94,422 777.277 55,171,854 25.343,555 3,127,790

Plumbing, heating, and air conditioning .... 171,482 - 13,993 157.489 12,146.362 3,983,128 527,610
Electrical work ........................ 128,245 4,597 8,589 115,058 9,912,671 3,642,223 447,545
Other special trade contractors and

contractors not allocable .............. 576,684 105 - 71,840 504,730 33,112,820 17,718,204 2,152,634
Manufacturing .......................... 50,222,612 17,340,711 2,702,270 37,519 4,373,632 25,761,951 2,931,610,462 11,250,1584,823 124,986,991

Food and kindred products ............... 4,463,451 755,382 283,869 392,097 3,031.701 240,149,853 94,413,155 8W,896
Meat products ........................ 292,648 180 17,169 19,492 255,807 12,118,368 7,495,549 653,850
Dairy products ....................... 411.097 352 47,724 292,390 15,879,991 8,951,026 1,216,155
Preserved fruits and vegetables . ......... 282,610 37,391 233 34,256 210,729 15,524,052 7,414,560 585,222
Grain mill products .................... 795,601 139,474 5,774 74,181 576,173 34.266.289 15.245,600 1.450,032
Bakery products ...................... 148,522 '23 309 - 14,579 133.610 5,531,777 3.778,591 381,890

Sugar and confectionery products ........ 325,009 44,452 8,625 (2) 18,465 253.467 19,105.864 7,927,351 721,516
Matt liquors and mail ................... 379,660 195 - 383 68,963 310,120 11,670,968 9.017,501 744,726
Akmhofic: beverages, except mail liquors and

mail .............................. 175.980 36,193 21,109 - 5.891 112,786 21.192,031 2.076,617 141,145
Bottled soft drinks, and flavorings ......... 1.011,297 *373,799 170,079 - 69,093 398,326 49,190,814 15.619,341 1,478,518
Other food and kindred products ......... 641,028 53,059 60,219 4 39,454 488,292 55,669,698 16.887,018 1,589,842

Tobacco manufactures ................... 1,227,333 268,650 23,342 - 125.308 810,034 64,331,816 13.996,523 2,889,259
Textile mill products ..................... 855,454 29,499 1,944 97,964 726,046 32,657,758 19,862,192 1.731,399

Weaving mills and textile finishing ......... 305,441 16,435 - 36,632 252,374 11,844,048 7,877,291 665.350
Knitting mills ......................... 123,597 7 so 8,407 115,132 3,612,061 1,969,874 194.363
Other textile mill products ............... 426,417 13,057 1,894 52,925 358,540 17.201,649 10,015.027 871.686

Apparel and other textile products .......... 764,112 7.401 46,804 25.042 684,864 38.202,831 9.268,124 923,118
Men's and boys' clothing ............... 211,196 2,379 16,253 13,253 179,311 13.171,096 3,126,406 297,388
Women's and children's clothing ......... 328,907 -3,713 19,146 3,733 302,315 15,007,777 2,875,769 268,080
Other apparel and accessories ........... 68.926 467 9,335 820 58,304 4.283,409 1,167,203 102,495
Miscellaneous fabricated textile products;

textile products, not elsewhere classified 155,083 2,071 7,235 144,935 5,740,550 2,098,746 255.156
Lumber and wood products ............... 852.531 - 136,954 673,591 55,924,580 33,877,033 2,655,373

Logging, sawmills, and planing mills ....... 347,516 84,139- 229,105 26,251,898 16,265,843 1,010,901
Millwork, pty~, and related products .... 336,663 7,687 46.892 282,086 19.368,928 13,186.477 1,257,384
Other wood products, including wood

buildings and mobile homes . ~ ......... 168,352 27 - 5,924 162,401 10,303,754 4,424,713 387,088
Furniture and fixtures .................... 744,167 9,494 402 31,268 703,003 16,340.735 8,028,035 739,825
Paper and allied products ................ 1,510,949 275,948 2,794 266,315 965,813 77,487.682 56,069,367 5,159,025

Pulp, paper, and board mills ............. 503.631 75,771 - 72 143,816 283.972 52,641,555 38,756,898 3,492,799
Other paper products .................. 1.007.318 200,177 2,794 -7 122,500 681,840 24.846,127 17.312,460 1,666,226

Printing and publishing . .................. 3,629,475 129,943 7.989 - 253,606 3,237,936 109,572,061 48,553,905 5,496,825
Newspapers ........................ 1,877,024 42,380 1.590 113,938 1,719.116 52,569.703 20,253.897 2,275,716
Periodicals .......................... 302,190 41,454 - 23,891 236.845 10,662,860 3,566,502 426,010
Books, greeting cards. and miscellaneous

publishing ......................... 761.459 39,290 2,598 29,073 690,498 20,258,015 6,339,675 802,602
Commercial and other priming and printing

trade services ...................... 688,802 6,819 3,801 86,704 591,478 26,081.482 18,393,831 1,992,497
Chemicals and allied products ............. 8,741,178 3.070,986 1,538,607 -2,148 758,626 3,364,281 290,296,874 123,052,827 12,864.761

Industrial chemicals, plastics materials and
synthetics .......................... 3,219,406 1.845,819 38,612 2,128 454,602 878,246 137,686,518 72,459,948 8,123,775

Drugs .............................. 3,979,968 747,497 1,462,934 179,701 1,584,205 78,083.375 23.424,038 2.142,576
Soap, cleaners, and toilet goods .......... 940.672 364,405 19,962 51,840 504.212 49,874,186 14.113,515 1,458,540
Paints and allied products ............... 213.761 9.591 1,143 9,563 193,464 4.798,122 2,033,732 187.145
Agriculture and other chemical products 387.371 103,674 '15,957 - 62,921 204,154 19,854,674 11,021,594 952.725

Petroleum (including integrated) and coal
products ............................ 8.086.591 7,071,083 38,833 32,349 237,073 707,253 558.622.859 260,432,870 20,923,605
Petroleum refining (including integrated) .... 7,974,583 7,063,632 38,833 32,349 222,087 617,682 552,004,640 257,010.151 20,625,544
Petroleum and coal products, not elsewhere

classified .......................... 112,008 7,450 - - 14,986 89,571 6.618,219 3,422,720 298,061

Rubber and miscellaneous plastics products . 903,296 136,324 22.160 109 71.058 673,645 45,492,429 27,104,814 2,136,772
Rubber products; plastics footwear, hose an
beWng

............................
449.497 129,530 7.119 109 34,287 278,453 26,402,562 15,613,408 1,017,679

Miscellaneous plastics products .......... 453,799 6,794 15,042 - 36,771 395,193 19,0ag,867 11,491,407 1,119,093

Leather and leather products .............. 182.460 20,899 12,648 8.396 140,517 8,966,947 2,652,250 227,457
Footwear, except rubber ................ 155.102 20,681 10,374 6,435 117,612 7,386,299 2,111,392 182,903
Leather and leather products, not elsewhere

classified ........................... 27,&% 218 2.274 1,960 22,905 1.580.649 540,858 44,554

Footnotes at end of table. See text for "Explanation of Terms" and "Descripton of the Sample and Urnitations of the Data. "
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Corporation Returns/1986'

RETURNS OF ACTIVE CORPORATIONS
Table I-Number of Returns, Selected Receipts, Cost of Sales-and Operations, Net Income, Deficit, Income Subject

.
to

Tax, Total Income Tax, Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients
of Variation, by Minor Industry-Continued
[All figures are estimates based on sample;-money amounts are in thousands of dollars]

Minor industry TOW
Income tax

Foreign
tax

credit

U.S.

tax credill

Nonconventional
source

was&

General
business

credit

TOW
Income tax

after credits I

TowJ
assies

Depreciable
assets

Depreciation
deduction

(10) 1) (12) (13) (14) (15) (16) (17) (18)

Manufactuirting-Continued

Stone, clay, and glass products ............ 1,483.534 229,511 1,715 2 175.621 1.076,695 77,712,421 38,736.063 3.197,366
Glass products ....................... 579,088 169.838 211 73,497 335,541 41.424,594 14,934.330 1.186,084
Cement, hydraulic ....

` ' ' ' ' ' * ... .
92,785 4,398 - 33,279 55,107 8.245.270 6,184,529 447,010

pr od6cts ..Concrete. gypsum, and ~"r 536.046 10,469 1,505 44.673 479,400 17,865,380 10.511,852 '963.904
Other nonmetallic mineral products ........ 275.615 44.805 - 2 24.171 206,636 10.177,177 7,105.352 600,369

Primary metal industries .................. 664,099 119.105 143 113,696 431,155 125,390,788 66,669,223 4,557.039
Famous metal Industries; miscellaneous

primary mineral products .............. 445,577 - 57.679 143 79,947 307.808 53,857,307 40.951.990 .2,622,875
Nonferrous metal industries .............. 218,522 61.426 - - 33,750 123.347 71.533,481 25.717.233 1.934,164

Fabricated metal products ...... : ......... 2.283,574 302,961 8.205 140,986 1,830.931 122.552.113 55.039,698 5.017,441
Metal cans and shipping containers ....... 178,790 13,396 3.450 '11,632 150.311 12,803.197 2.946.866 271,435C~uffery.

hand tools, and hardware; screw
machine products, botts, and similar
products ..... ...........

' ' ' ...
366,366 156,641 771 408 14,343 194.202 15.578,665 7,156,790 698,009

Plumbing and heating, except eiactric and
"" air .......................... 271,496 12,248 - - 12.491 246.757 9,750,921 3,129.892 25i,217

Fabricated structural metal products ....... "5,657, 59,780 - (2) 26,966 358,911 23,865,941 12,670,566 966,698
Metal torgings and starnpings ............. 191.342 302 102 - 13.421 177.516 9,045,770 5,699,203 546,04~
Coating, engraving. and allied services ..... 76,528. -1,094 - 5.550 69.aa3 2,529,816 1,894.181 168,889
Ordnance and accessories, except vehides
and guided missiles .................. 38,222 18 - -2,754 -35,450 910,873 352,238 ",656

Miscellaneous fabricated metal products . . . 715,174 59,482 3,882 53,828 597,901 48,066,928 21,189,962 . 2,079.490
Machinery, except electrical ............... 4,772,139 3.092,437- 107,711 184,531 1,387,459 225,052,906 99,170,869 9,552,809
Farm machinery ........ : ............. 59,931 - 569 - B'Soo 50,862 11,803,786 4,468,857 367,675
Construction and related machinery .... _ . 256,453 122,413 1 - 22.520 111,520 31,207,771 14,615,278 1,485.152
Melalworkng machinery ........ : ....... 221,803 6.406 1,151 25,265 188,981 14,068,959 7,799,422 706,293
Special industry machinery .............. 255,443 25.675 2,208 13,137 214,422 13,574,176 5,910,537 506,648
General industry machinery ............. 304,383 40,949 16,166 21,613 225,656 17.462.432 8.797,821 721,815
Office, computing, and accounting
machines .......................... 3,298,177 2.B30.643 87,408 61.259 318,866 115.137.645 48.692,068 4.931.033

Other machinery; except electrical ........ 375,949 65.782 778 32,237 277.152 21,798,136 8,886,885 834,192
Electrical and electronic equipment ........ 4.017,956 751.449 375,004 492 620,445 2.270,566 296,894,137 105,475.303- -12.491 461

Household appliances ... : ............. 294.942 9.268 - - 35,234 250.441 15.440.009 4,305.996 416:885
Radio, televisioA, and communication
equipment ......................... 575,293 112.112 a5,044 - 139,239 238,899 53,816,788 15,031,184 1,799,069

Electronic components and accessories .... 1,401,386 294.639 134,568 492 181,753 789,934 79,301,824 33,423.541 3.914,502
Other electrical equipment .............. 1,746,335 335.431 155,392 - 264,220 991.292 148,335,516 52,714.583 6.361,005

Motor vehicles and equipment ............. 2,417,811 591.351 7,463 -1,064 406,956 1,410,978 334,416,694 100,240.407 16,277,603
Transportation equipment, except motor

vehicles ............................. 906,183 211,316 5,376 - 183,401 506,090 104,160,255 42,990,794 4,545,937
Aircraft, guided missiles and parts ........ . 739,638 209,804 1,401 168.874 359,559 93,572,980 38,310,735 4,110,718
Ship and boat building and repairing ...... '53.471 11 190 5,791 47,479 4,506,907 2,290,701 212,197
Other transportation equipment, except
motor vehicles ...................... 113,074 -1,502 3,785 8.736 99,052 6,080,367 2,389,357 223,022

Instruments and related products ........... 959.788 180,805 166,637 238 81,184 530,924 56,620,610 27,567,047 2,917,333
Scientific instruments and measuring

devices;watches and clocks ................... 404,676 99,821 46,387 238 30,886 227,344 20,071.775 8,753,183 812.972
Optical, medical, and ophthalmic goods

....
499,645 . 71,531 119.425 - 41.779 266,910 21,333.651 6.593,783 630,477

Photographic equipment and supplies ..... .55.466 9,453 826 8.519 36,669 15,215,183 12.220,082 1.473,884
Miscellaneous manufacturing and

manufacturing not allocable ............. 7KS31 44,182 W,767 - 63,103 598,478 50
.
764.111 17,384.332 1,719.687

Transportation and public utilities ......... 16,156,499 232,474 79,338 16,731 4,822,922 11,005,034 1,310,227,440 1,102,617,518 73,"0,838
Transportation .......................... 2,390.469 58,258 - 4,288 638,778 1,689,144 282,469,098 223,716.191 18,222,264

Railroad transportation ................... 438.475 13.378 4,260 181,009 239,828 94,886,512 81,368.603 4,132,265
Local and interurban passenger transit ... . 93,683 21.663 28 23,572 48.420 9,718,919 5,249,317 703.106
Trucl.dng and warehousing .............. 959,999 -9.703 - 150,760 799,536 46,766,043 38,314,106 5,040,324
Water transportation ..............

* ....
102,095 5 28553 73537 25,546.953 18,316,017 1,314,482

Transportation by air ... ................ 344,155 210:669 130:618 74,198,808 57,734,207 5,285;425
Pipelines, except natural gas . . ~ ... : ..... 291,638 -4,553 2,084 285,001 6,972,357

.
7,767,351 342,156

Transportation services, not elsewhere
classified........... t ............... 160,424 6,089. - - 42,131 112,20.4 24,379,507 14,966,590 1,404.5Q7

Communication ........................ 6,453,311 154,343 79,338 18 1,791,183 4,428,429 400,442,308 296.465,663 27,011.810
Telephone, telegraph, and other

communication services .............. 5,878,740 *83.592 68,897 18 1.735,190 3.991,043 359.191,360 283.614,398 25,284,339
Radio and television broadcasting ........ 574.572 70,751 10,441 - 55,993 437,386 41,250.948 12,851.266 1.727.471

Electric, gas, and sanitary services .......... 7.312,719 19,872, - 12,425 2.392,661 4,887,460 627,316,034 582,435.662 28,606,764
Electric services ...................... 3,869.183 2,458 1 1,--,,%.533 2.310,191 321,781,242 313,905.506 15.516.640
Gas production and distribution .......... 485,143 1,573 11,022 57733 414,814 121,064,635 87,686,574 4.778,569
Combination utility services .............. 2.542,559 11,&38 222 733:402 1,797,297 169,214,798 167,474.825 -7,254.491
Water supply and other sanitary services ... 415.834 4,204 -1,179 45,293 365,158 15,255,359 13,368.756 1,057,064

Wholesale and retail heft ................ 17,097,449 632,765 96,649 541 1,201,408 15,166,066 1,073,523,697 337,488,238 37,840,513

Wholesale trade ........................ 7,781,984 280,896 32,620 342,803 7,125.24i 503,719,685 122,172,911 13,744,364
Groceries and related products ........... 638,859 '267 368 154 34,813 603.258 35,926,290 14.424,001 1,481,845
Machinery, equipment, and supplies ...... 1,052,661 146 154 76,985 952.793 68,102,284 21,146,245 2,698,244

Miscellaneous wholesale trade ........... 6,090,464 258,046 32,106 231,005 5,569,193 399,691,111 86,60~,666 9.564,275
Motor vehicles and automotive equipment 1,318,260 43,331 - 42,443 1,232,486 40.195,619 9,627,269 1,685,708
Furniture and home furnishings ... ..... 78,310 *110 4,876 73,323 5,204,412 1,144.818 139,349
Lumber and construction materials ..... 294,325 269 12,999 281,057 14.008,376 4,357.601 431,870
Sporting, recreational, photographic, and

hobby goods, toys, and supplies ..... 133,009 124 4,709 128,176 7,579,052 1.423,878 157,781
Metals and minerals, except petroleum and
scrap ........................... 321,067 724 100 15,019 305,225 108,946,261 6,005.802 553,723

Electrical goods ............. : ....... 618,831 16,397 4,312 19,792 578,330 31,374,684 5,775,790 682,638
Hardware, plumbing, and heating

equipment and supplies ............. 291,550 '29 8,216 283,306 15,071,259 3.541,589 366,837
Other durable goods ................. 534,890 14,612 215 27,782 492.281 39,563,413 8,965,472 1,022,855
Paper and paper products ............ 130.023 263 - 5,141 124,619 7,717,884 2,056.318 221,284
Drugs, drug proprietaries, and druggists'

sundries ................
*

.
- ... -

244.431 2,773 - 5,216 236,442 9.988,712 1,934.282 ~10,853
Apparel, piece goods, and notions ...... 325.293 (2) 4,448 314,525 14,904,736 1,986.949 252,312
Farm-product raw materials ............ 165.489 6,599 - 13,529 1 ~5,362 22.992,271 8,899,896 830,039
Chemicals and allied products .......... 238.668 17,534 - 5,482 215,652 7,924.753 2,424.456 268,607
Petroleum and petroleum products ...... 729.677 143,748 27,045 17 36.777 522,091 35,965,179 15,178.267, 1,474,913
Alcoholic beverages ........... ..... 226,044 258 '20 6.331 219,404 11,647,533 5,145,657 412,563
Miscellaneous nondurable goods;

wholesale trade not allocable ......... 440,598 5.183 178 77 18,245 416.915 26,606,965 8,134,623 852,9Q_

Footnotes at end of table. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Data."
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS

Table I -Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Income Subject to
Tax, Total Income Tax, Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients
of Variation, by Minor Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Minor Industry
Total

Income tax

Foreign
lax

credit

U.S.
possessions

tax 0,04111

Nonconventlonal
source hot

croa

General
business

credit

Total
Income tax,

after credits

Total
assets

Depreciable
assets

Depreciation
deduction

(10) 1) (12) (13) (14) (15) (16) (17)

Wholesale and retall trade--Continued
Retsi trade ...............................! 9,296,057 351.868 64.030 857,600 8,022,439 567,922,765 214,752,981 24,025,063

Buikfing materials, garden supplies, and mobile
home dealers .............. ........... 589,195 9.212 - 21,986 557.884 34,544,390 12,432,434 1,095,220
Building materials dealers ................ 460,718 9,212 17,638 433.756 25,186,319 9,222.116 795,848
Hardware stores ....................... 74,009 - 1,914 72,095 4,796,345 1,589.211 141,658

Garden supplies and moNle home dealers ... 54,468 - 2,434 52,034 4,561,726 1.621.107 157,714
General merchandise stores ................ 2,645.840 97.171 308.256 2,240,414 179,829,908 46,091,640 4,700,185

Food stores ............................. 1,360.985 61.364 2,998 151.621 1,145,002 58,571,130 37,107,344 4,148,065

Grocery stores ......................... 1,292.777 59,159 2,998 143.853 1,086,768 53,648,848 33,333,445 3,730,701
Other food stores ....................... 68,208 2,206 - 7,768 58.234 4,922.2112 3,773.899 417,364

Automotive dealers and service stations ....... 1.000.285 37 - 84,939 915.309 89,776,693 29,539.177 4.273,912
Motor vehicle dealers ................... 693,353 36 55,563 637,753 68,649,043 19.452.582 3.086.979
Gasoline service stations ................. 155.012 - 11,600 143,412 7,238.388 4,637,252 505,443
Other automotive dealers ................ 151.920 1 17,776 134,143 13,889,261 5,449.343 681,489

Apparel and accessory stores ............... 813.140 4,122 26,812 782,207 29,889.751 10,449,792 1.175.249
Furniture and home furnishings stores ........ 460,922 - 9,140 451,782 22,781,251 5,798,833 610.570
Eating and drinking places ................. 1,039,096 176,898 483 7 172,371 689,338 64,744.347 43,238,113 4,605,650
Miscellaneous retail stores ..

............
1,386,593 3,066 60,549 - 82,475 1.240,504 87,785.295 30,095,648 3,416,212

Drug stores and proprietary sl~ores ......... 468,011 1,366 60,526 27,573 378,546 25,764.584 8,368,300 779,272
Liquor stores .......................... 25,898 - - 1,514 24,384 3,085.850 1.279,160 131,459

Other retail stores ....................... 892,684 '1,700 22 53,388 837,574 58,934,861 20,448.1 is 2,505,481

Wholesale and retail trade not allocable .......... 19,408 - - - 1.005 18,403 1,881,247 560,346 71,086

Firiance, Inssisrance, and real estate ............ 18,091,479 2,254,655 14,884 306 1,155,859 14,665,T74 7,985,641,912 263,329,811 28,990,058

Banking .................................. 5,462,019 1,767.721 - - 519.961 3,174,337 3.551,085,491 72,031,063 12,370,650
Mutual savings banks ...................... 588.882 341 6.759 581,782 251,383,947 3,254,480 269,114
Bank holding companies ................... 3,810,234 1,642,109 465.624 1.702,500 2.880.577,789 59.022,259 10,774,461

Banks, except mutual savings banks and bank
holding companies ...................... 1,062,904 125.271 47.578 890.054 419,123,755 9,754.324 1,327,075

Credit agencies other than banks ............... 2,377.689 116.709 11,775 96.697 2.152,508 1,444,992,909 25,381,715 2,816,851

Savings and loan associations ............... 1,967,148 -4.890 10,166 61,684 1,890.409 1,102,172,582 18,452.302 1,704.279

Personal credit institutions ................... 50,141 -6 1,076 2,992 46.067 16.030.449 508.155 122.795
Business credit institutions .................. 27,044 30 534 467 26,013 35,775,440 576.970 239.492

Other credit agencies; finance not allocable ..... 333,356 '111,783 - - 31,554 190,019 291,014.438 6.844,289 750.284

Security, commodity brokers and services ..... :.. 1,624,410 42,567 842 24 237,711 1,343,266 392,056,171 6,227,441 1,189.188
Security brokers, dealers, and flotation companies

*
....

' * ' ' ' ' ' ' ' ' * ' ' * * ' ' '
1,363,127 41,961 801 24 222,498 1,097,843 370,813,273 4,610,726 988,846

co ntractsCIC~;~~i~ brokers isid dee lers;
security and commodity exchanges; and allied
services ............................... 261,283 '606 41 - 15,213 245,424 21.242,898 1,616,715 200,342

Insurance .................. .............. 4,638,199 230,262 303 (2) 153,591 4.254,042 1.310.194,707 20.000,683 4,080,051

Life insurance ............................ 3,308.843 100,332 303 (2) 104,483 3.103,724 866,795.328 13,160,953 2,658,504
Mutual insurance, except life or marine and

certain fire or flood insurance companies ..... 513,679 15.080 - - 21.351 477.248 139.344,177 1,955,194 559,447

Other insurance companies ................. 815,677 114,&90 - - 27,757 673,070 304,055,202 4.884,535 862,101

Insurance agents, brokers, and service .......... 720,805 43,746 - (2) 25,794 651.265 64,338,480 6.024.022 886,273

Real estate ................................ 1,922,998 6,709 633 .84 53,470 1.862.103 271,810,111 107,687,915 5,744.801
Real estate operators and lessors of buildings . . . 994,016 5,385 90 25,037 963.422 95,951,161 59.200,924 3,201.565
Lessors of mining, oil, and similar property ...... 46,335 5 - 1 13 46,315 2,072.462 432,674 28,552

Lessors of railroad property. and of real property.
not elsewhere classified ............ : ...... 20,766 - - - '823 19,943 1,720,600 783,933 61,895

Condominium management and cooperative
housing associations ..................... 16,200 - - - 15,720 19,717,088 16,659,561 484,761

Subdividers and developers ................. 316,446 -1,243 542 - 9,528 305,133 77,307,944 13.535,947 722,408

Other real estate .......................... 529,234 - - 17,589 511,571 75,040.856 17,074,875 1,245,620

Holding and other investment companies, except
bank holding companies .................... 1,345,358 46,941 1,331 198 68,636 1.228,253 951,164.042 25,976,972 1,902,244
Regulated investment companies ............. 1,384 1 1,272 779,555,823 23,152 373
Real estate investment trusts ................. 1,245 1,200 20.659,001 6,482.009 178.910

Small business investment companies ......... 9,105 -1,982 7,123 2,339,882 258.059 16,244

Other holding and investment companies, except
bank holding companies .................. 1,333,624 46,830 1.331 198 66,607 1,218.659 148,609,336 19,213,672 1,706,717

Services ................................... 4,042,317 317,281 14,107 .1m 746,497 3,863,565 381,WO.099 223,6119,614 28,721,9416

Hotels and other lodging places ................ 367,117 *39,023 5.235 43,691 279.168 41,785,184 27,018,245 2,007,385

Personal services ........................... 238,759 22,763 - 18,284 197,712 13.008,504 9,550.516 1,057,080

Business services ........................... 1,960.958 138.237 *5,984 M 232,311 1,583,558 123.763,458 62,905,280 9,614,905

Advertising ........................... _ 253,193 42.725 549 -2 15,217 194,701 17.273,465 5,251,013 551,252

Business services, except advertising .......... 1,707.765 95,512 *5,435 867 217,094 1,388,857 106,489,993 57.654.268 9,063,653

Auto repair; miscellaneous repair services ........ 333.516
.5W 91 - I DD 983 231,884 36,640,263 30.784,392 5,113,640

Auto repair and serv
.
low ................... 237.018 547 91 96, 17 140,163 31,431,491 27,463,378 4,696,724:

Miscellaneous repair services ................ 96,499 - 4,767 91,720 5,208.771 3.321.015 416,916

Amusement and recreation services ...... ...... 609,507 100,275 142 145,767 363.322 60,047.973 29,015,897 3.7",298

Motion picture production. distribution. and
Services ............................... 198,113 58,346 - 70.317 69.450 30,071,606 5,421,915 1,478.255

Motion picture theaters ..................... 52,037 - - - 1,199 50,838 4,729.655 3.256,077 229,139

Amusement and recreation services, except
motion pictures ......................... 359,357 41.929 142 - 74,251 243,034 25,246,812 20,337.906 2,036,904

Other services ............................. 1,432,460 16,426 2,654 - 205,460 1,207,920 106,363,716 64,415,283 7.184,630

Offices of physicians, including osteopathic
physicians ............................. 303,887 - (2) - 43,737 260,150 12,679.666 9,944,951 1.257,345

Offices of dentists ......................... 74.944 13,341 61.604 3,274,483 3,338,185 391.631

Offices of other health practitioners ............ 16,085 2.087 13.997 1,343,558 1.039,207 134,219

Nursing and personal care facilities ........... 102,362 15,641 86,722 12,301.711 8,512.238 633.045

Hospitals ................................ 151,076 2.733 49,741 98.602 27.149.913 16,790.216 1,645,877

Medical Laboratories ....................... 33,938 - 2,798 31.140 2.312,854 1,118,591 137,549

Other medical services ..................... 194.052 5,069 59 15,835 173.089 11.805,152 4,725,739 601,221

Legal services ............................ 121,194 - - 16,622 104,672 6.042,943 3,748,258 524,000

Educational services ....................... 49,702 '1,945 7,294 40,463 3,972,449 2,127,772 265,903

So6al services ........................... 9,660 - 8.666 1,325.704 768.493 66,601

Membership organizations .................. 32,684 - 2,202 30,482 3.134,149 1,823,611 149,286
Architectural and engineering services ......... 215,605 -6,486 677 20.688 187,854 11,203,115 5,459,819 710,540

Accounting, auditing, and bookkeeping services 38,1105 - (2) 6,087 32,717 2,388,505 1,484,078 230,908

Miscellaneous services (including veterinarians),
not elsewhere classified ................... 88,465 192 2,017 8,493 77,762 7,429,434 3,534,126 436,503

KaU" at business riot aillocatlis ............... 160.80 go - I
- I -OU 1 59,776 1 2,118,359 1 927,5117 1 1108,4W

F00tr0tes at arid of table. See told for "Ex0anation of Terms" and "Description of the Sample and Unstabons of the Dam."
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Corporation Returns/1986
RETURNS OF ACTIVE CORPORATIONS
Table I -Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Total Income Tax,
Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients of Variation, by Minor
Industry-Continued
[AJI figures are estimates based on samples-money amounts are in thousands of dollars)

Coefficient of variation (Percent)

ft
Number of returns Total reoeipts

c t f Inoomeem

With not All Returns
Business

ipts

os o
sales and Not Inoome Deficit

Total i
with operations to tax

rx*m return
not Inoorna,

(19) (20) (21) (22) (23) (24) (25) (28) (Z?)

Manufacturing--ContinLied
clay glass products ............d

S'On
10.33 11.95 1.72 1.89 1.78 1.92 1.82 6.55 1.97L pr g~.

G
* ......

22.95 21.86 1.95 2.10 2.05 2.16 1.88 17.52 1.53
Cement, hydraul: ..

Ic
33.35 38.70 2.92 4. 40 3.14 3.59 3.29 0.31 3.86

Concrete, gypsum, and plaster products ... 12.75 14.94 3.61 4.00 3.70 3.87 3.84 16.52 4.52
Other nonmetallic mineral products ........ 17.83 21.10 4.29 4.43 4.36 4.74 4.99 17.24 5.05

Primary metal industries .................. 11.84 15.19 0.88 1.45 0.93 0.97 2.02 2.46 2.14
Ferrous m industries; miscellaneous"

primary mmeral products .............. 14.95 18.95 0.92 1.66 0.95 0.98 2.24 2.54 2.10
Nonferrous metal industries .............. 17.01 20.59 1.59 2.27 1.73 1.77 3.64 5.90 4.93

Fabricated metal products ................ 4.38 5.95 1.38 1.68 1.42 1.51 1.77 4.09 1.72
Metal cans and shipping containers ....... 29.56 34.82 2.53 1.89 2.66 2.81 2.67 31.69 2.09

'Cutlery, hand tools, and hardware; screw
machine products, bolts, and similar
products .......................... 16.40 19M 3.12 2.98 3.20 3.51 3.56 22.11 3.15

Plumbing and heating, except electric and
warm air .......................... 27.84 20.63 4.81 5.28 4.99 5.29 3.95 23.62 3.63

Fabricated structural metal products ....... 10.77 12.79 3.30 4.12 3.37 3.58 4.34 9.31 4.25

Metal forgings and stampings ............ 12.49 15.80 4.77 6.63 4.83 4.90 7.85 10.05 6.23
Costing, engraving, and allied services ..... 16.47 16.70 10.63 12.23 10.71 11.38 11.85 26.05 11.81
Ordnance and accessones, except vehicles
and guided missiles ....... .......... 51.49 40.26 14.20 15.40 14.42 15.11 16.19 4.50 14.94

Miscellaneous fabricated metal products ... 5.37 8.15 2.20 2.93 2.27 2.35 3.22 5.51 3.27

Machinery, except electrical ............... 6.60 8.10 0.75 0.95 0.87 0.95 0.85 2.19 0.78
Farm machinery ...................... 23.00 21.40 3.18 7.15 3.36 3.35 12.98 5.52 11.14
Construction and related machinery ....... 21.51 26.95 1.60 2.11 1.70 1.71 2.86 4.00 2.82
Metalworking machinery ................ 12~55 16.08 4.16 5.77 4.24 4.33 6.88 8.58 7.56

Special industry machinery .............. 13.71 16.83 3.99 4.95 4.12 4.24 5.49 9.09 6.40

General industry machinery ............. 16.68 20.79 3.25 4.89 3.32 3.57 4.91 5.86 4.92
Office, computing. and accounting
machines .......................... 25.61 22.48 0.38 0.40 0.52 0.61 0.29 3.92 0.26

Other machinery, except electrical .... ... 12.63 15.64 3.12 4.02 3.20 3.23 4.29 8.02 4.35

Electrical and electronic equipment ......... 7.12 9.73 0.60 0.64 0.64 0.68 0.94 2.55 0.89
Household appliances ...... .......... 34.86 36.43 1.33 1.72 1.36 1.22 2.19 0.55 1.79
Radio, television, and communication
equipment ......................... 27.26 36.37 1.01 1.07 1.11 1.19 2.74 6.42 2.65

Electronic components and accessories .... 8.53 11.53 1.13 1.28 1.16 1.23 1.85 3.10 1.71
Other electrical equipment .............. 11.45 13.54 0.96 0.98 1.04 1.15 1.24 6.42 1.24

Motor vehicles and equipment ............. 20.59 30.09 0.29 0.26 0.57 0.32 0.62 4.46 0.61
Transportation equipment, except motor

vehicles ............................. 16.50 20.27 0.73 0.88 0.77 0.79 1.21 4.81 1.86

Aircraft, guided missiles and parts ........ 25.75 30.52 0.40 0.51 0.42 0.38 0.91 4.47 1.33
Ship and boat building and repairing ...... 29.50 38.80 8.37 11.21 8.55 8.59 9.16 9.91 13.49
Other transportation equipment, except
motor vehicles ...................... 27.97 35.03 5.16 6.27 5.29 5.27 9.19 23.24 10.73

Instruments and related products ........... 13.42 16.03 1.22 1.73 1.26 1.37 2.36 5.61 2.34
Scientific instruments and measuring devices;
watches and clocks .................. 18.47 22.45 2.17 2.35 2.23 2.28 3.65 11.12 3.58

Optical, medical, and ophthalmic goods .... 19.27 24.07 2.19 2.62 2.27 2.55 3.25 7.98 3.26

Photographic equipment and supplies ..... 38.92 50.05 1.69 7.40 1.77 2.21 9.19 3.22 9.43

Miscellaneous manufacturing and
manufacturing not allocable ............. 7.21 11.12 3.15 4.26 3.29 4.54 2.52 4.71 2.66

Transportation and public utilld" ......... 3.27 4.57 0.50 0.57 0.52 0.81 0.39 1.09 0.31

Transportation ......................... 3.69 5.24 1.25 1.55 1.32 2.08 1.46 2.02 1.49
Railroad transportation ................. 34.44 43.62 0.30 0.38 0.31 0.44 1.19 0.26 1.36
Local and interurban passenger transit ..... 14.66 18.22 7.25 8.05 8.22 12.64 9.27 25.32 9.60
Trucking and warehousing .............. 4.72 6.35 2.62 2.73 2.67 4.72 2.73 6.97 2.75

Water transportation ................... 14.82 23.95 3.96 5.50 4.14 4.99 7.16 4.22 7.93

Transportation by air ................... 14.47 20.39 1.05 1.44 1.12 1.71 2.76 7.71 2.78
Pipelines, except natural gas ............ 28.02 29.70 1.06 2.96 1.07 0.89 3.27 1.52 3.38
Transportation services, not elsewhere

classified ......... _ .............. 8.22 10.86 5.97 9.06 6.19 7.80 6.89 7.50 7.85

Communication ........................ 9.41 12.40 0.43 0.43 0.44 0.70 0.55 2.54 0.42
Telephone, telegraph, and other

communication services .............. 13.33 15.82 0.40 0.42 0.42 0.62 0.39 3.01 0.30
Radio and television broadcasting ........ 11.98 19.95 1.91 1.89 2.04 3.05 3.20 4.37 3.05

Electric, gas, and sanitary services .......... 10.80 13.20 0.42 0.55 0.44 0.42 0.38 0.43 0.25
Electric services ...

' ' ' , - * ....... ..
18.36 16.01 0.16 0.20 0.17 0.18 0.44 0.42 0.14

ibGas production and di1str utjon .. 21.22 25.20 0.65 1.13 0.68 0.80 2.36 0.66 2.15
Combination utility services .............. 22.24 24.11 0.19 0.21 0.19 0.28 0.16 0.14 0.16
Water supply and other sanitary services ... 12.66 15.66 7.60 8.31 7.80 5.68 3.52 16.39 3.02

Wholewle and retail traft ................ 1.03 1.49 0.49 0.58 0.50 845 0.61 1.42 0.61

Wholesale trade ........................ 2.02 2.49 0.79 0.90 0.80 0.84 0.97 2.17 1.00
Groceries and related products ........... 6.16 7.89 2.38 2.62 2.42 2.48 3.26 9.55 3.13
Machinery, equipment, and supplies ...... 4.31 5.42 1.76 2.15 1.80 1.88 2.58 4.96 2.76

Miscellaneous wholesale trade ........... 2.42 2.93 0.91 1.04 0.93 0.97 1.10 2.49 1.14
Motor vehicles and automotive equipment 8.29 9.75 1.82 1.87 1.84 1.87 1.48 9.44 1.41
Furniture and home furnishings ......... 13.74 18.05 8.20 9.16 8.25 8.81 11.42 19.49 12.43
Lumber and construction materials ...... 9.87 11.07 5.23 5.48 5.26 5.59 6.11 15.17 6.70
Sporting, recreational, photographic, and

hobby goods, toys, and supplies ..... 14.54 17.33 5.34 6.42 5.36 5.53 7.61 16.07 8.88

Metals and minerals, except petroleum and
scrap ........................... 13.55 16.10 1.99 1.66 2.17 2.16 3.36 5.76 4.00

Electrical goods ..................... 6.30 9.97 2.72 3.32 2.74 2.86 3.47 6.40 3.46

Hardware, plumbing, and healing
equipment and supplies ............. 9.25 9.97 4.15 4.95 4.16 4.14 6.21 14.15 6.79

Other durable goods ................. 5.02 6.57 2.78 3.29 2.81 2.99 3.96 6.52 4.68
Paper and paper products ............ 13.09 15.89 6.17 7.06 6.20 6.45 7.10 22.14 7.36
Drugs, drug proprietaries, and druggists'

sundries ......................... 18.87 21.35 3.74 3.79 3.74 3.75 5.40 21.22 4.95
Apparel, piece goods. and notions ...... 10.39 12.08 3.65 5.72 3.67 3.64 5.09 11.64 5.48

Farm-product raw materials ............ 10.58 12.63 4.19 4.41 4.25 4.49 4.95 16.31 6.27
Chemicals and allied products .......... 14.10 16.17 5.39 5.98 5.43 5.93 5.86 18.04 5.82
Petroleum and petroleum products ...... 8.28 9.16 3.04 3.58 3.08 3.15 2.91 5.19 2.83

Alcoholic beverages ................. 12.69 11.71 5.11 5.69 5.14 5.30 6.61 12.51 7.71
Miscellaneous nondurable goods;

wholesale trade not allocable ......... 6.72 8.60 3.37 4.37 3.41 3.68 4.35 7.36 4.62

Footnotes at end of table. See text for "Explanation of Terms" and "Dewription of the Sample and Limitatbre of the Date." 27



Corporation Return,s/1986

RETURNS OF ACTIVE CORPORATIONS
Table 1--!-Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Total Income Tax,
Selected Credits,'Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients of Variation by Minor
Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars)

. Coefficient of vartation Percent) -

Number of returns Tow receipts
f

With not AD
Returns Business

rrowlimX5

cost O
sales and Net income Deficift

Incorne
ameal

Total
I t

. ,Ilh to tax
ncome 'a urno

.'r.

(19) (20) (21) (22) (23) (24) (25) (26) (27)

Wbolesele and retall trade-Continued
Retail trade ......................

... *
1.18 1.87 0.61 0.74 0.63 0.72 0.76 1.90 0.73

%W arxi~%ma= den supplies.
%

,
I h ............... 5.08 6.21 2.61 3.25 2.64 2.79 3.66 7.32 3.91

Building materials dealers ............. 6.97 8.26 2.98 3.79 3.01 3.21 4.17 8.72 4.36
Hardware stores

- '' * ' * ...
9.11 11.27 6.85 8.34 6.87 7.05 10.45 19.32 11.06

Garden supplies ain~ mo6e ~one
dealers ........................... 11.41 14.14 8.28 9.67 8.55 8.97 10.90 19.22 13.20

General merchandise stores ............. 11.22 13.86 0.54 0.47 0.57 0.65 0.61 3.37 0.51
Food stores .......................... 4.97 7.09 1.39 1.52 1.40 1.47 1.66 7.42 1.48
Grocery stores ...................... 5.72 7.56 1.39 1.51 1.40 1.46 1.58 8.67 1.39
Other food stores . : .................. 8.45 14.12 7.75 10.07 7.82 9.06 9.90 13.95 11.54

Automotive deaters and service stations . . . . 3.19 4.10 1.51 1.95 1.52 1.57 2.60 4.70 2.97
Motor vehicle dealers ................ 3.58 4.38 1.58 2.11 1.59 1.64 3.06 5.57 3.53
Gasoline service stations .............. 8.31 10.69 6.50 7.65 6.54 6.75 7.87 15.30 6.70
Other automotive dealers .............. 5.97 7.74 4.38 5.15 4.43 4.69 6.12 10.46 6.59'

Apparel and accessory stores ............ 3.20 6.14 1.67 2.10 1.69 1.76 2.51 7.34 2.64
Furniture and home furnishings stores ..... 5.15 6.45 3.04 3.69 3.12 3.50 3.61 8.43, 3.47
Ealing and drinking places ......... * .... 1.87 4.62 1.57 2.25 1.65 1.78 2.41 4.15 2.15
Miscellaneous retail stores ............... 2.16 3.35 1.68 2.12 1.71 1.99 2.12 3.80 2.30

Drug storm and proprietary stores ...... 6.93 8.22 2.13 2.47 2.15 2.10 3.21 4.92 3.06
Liquor stores ....................... 9.95 12.52 14.46 18.85 14.62 16.71 13.64 24.51 18.49
Other retail stores ................ 2.29 3.82 2.04 2.65 2.08 2.42 2.67 4.54 3.07

Wholesale and retail trade not allocable ....... 21.16 26.91 14.30 17.50 14.51 16.41 18.47 19.66 21.49
Finance, insurance, and read estate ........ 1.45 2.06 0.31 0.33 0.56 0.85 0.34 0.93 0.77
Banking .............................. 1.66 2.38 0.49 0.58 0.40 0.28 0.77 1.16 0.93

Mutual savings banks .................. 1.30 1.36 0.14 0.15 0.11 0.21 0.21 0.28 0.37
Bank holding companim ............... 1.56 1.99 0.13 0.14 0.12 0.16 0.17 1.21 0.15
Banks. except mutual savings banks and

bank holding companies . . ~ ........... 1.54 Z08 2.67 3.64 3.11 2.00 4.23 2.53 5.02
Credit agerries other than banks ........... 7.41 8.98 0.77 0.52 1.13 1.42 0.56 0.95 0.87

Savings and loan associations ............ 1.98 1.36 1.17 0.11 0.43 0.11 0.15 0.74 0.24
Per credit institutions ...............
"

12.05 13.98 3.25 7.72 4.29 26.65 13.12 9.68 12.45
Bus ness credit institutions ............... 26.70 24.69 5.53 5.18 14.62 35.69 8.47 12.81 12.57
Other credit agencies; finance not allocable . 10.26 13.49 0.98 1.16 1.33 1.45 3.78 3.42 4.71

Security. commodity brokers and services .... 10.86 13.71 3.69 4.26 6.39 34.45 1.32 7.41 1.21
Security brokers, dealers, and flotation
companies ......................... 15.22 19.05 4.02 4.68 7.63 74.55 1.22 8.42 1.25~

Commodity contracts brokers and dealers;
security and commodity exchanges; and
allied services ...................... 15.26 19.12 9.32 10.25 11.19 23.83 4.78 13.63 182

Insura a ............................. 9.67 11.78 0.21 0.21 0.23 0.29 0.39 2.44 0.29
Life insurance ........................ 1.33 1.82 0.22 0.22 0.22 0.33 0.34 5A2 0.29
Mutual insurance, except life or marine and

certain fire or flood insurance companies 1.88 2.43 0.47 0.51 0.47 0.51 1.13 3.63 0.88
Other insurance companies ............. 16.46 20.69 0.62 0.60 0.70 0.92 1.14 2.69 0.91

Insurance agents, brokers. and service ...... 2.37 4.73 2.77 3.69 3.06 8.23 2.96 3.73 3.03
Real estate .......... ................ 1.84 2.69 1.89 2.47 2.77 4.10 2.87 2.08 4.56

Real estate operators and lessors of
buildings .......................... 2.63 3.75 2.64 3.26 4.04 6.56 2.95 3.64 4.09

Lessors of mining. oil, and similar property 29.87 38.32 11.68 18.18 16.18 8.16 17.26 35.56 19.05
Lessors of railroad property, and of real

property, not elsewhere classified ....... 19.64 24.28 14.40 21.49 23.45 33.42 23.37 21.62 21.94
Condominium management and cooperative

housing associations ................. 8.30 12.52 7.33 13.70 10.23 16.48 15.07 7.22 18.43
Subdividers and developers ............. 4.97 7.19 3.37 4.06 6.17 8.74 4.08 3.56 6.16
Other real estate ..... *................. 3.18 4.84 3.67 4.81 4.61 6.82 7.91 4.05, 13.46

Holding and other investment companies,
except bank holding companies .......... 5.23 6.76 1.11 1.09 3.03 3.44 0.38 4.78 5.31
Regulated investment companies ......... 12.84 13.77 0.15 0.16 3.58 - 0.16 11.86 62.33,
Real estate investment trusts ............. 9.34 8.81 1.22 1.42 2.31 1.59 10.36 42.56
Small business investment companies ..... 17.53 27.88 17.10 20.57 28.68 - 19.64 22.11 29.96
Other holding and investment cornparxes,

except bank holding companies . ~ ...... 5.79 7.65 2.43 2.99 3.04 3.44 3.95 5.10 6.37
services ............................... 1.26 1.76 1.22 1.42 1.27 2.03 1.20 1.69 1.39

Hotels and other lodging places ............ 6.56 9.92 2.20 2.73 2.29 1.90 3.68 4.70 3.74
Personal services ....... : ............... 4.43 7.34 4.29 5.33 4.45 7.11 5.10 9.24 5.32
Business services ....................... 2.07 3.13 2.09 2.50 2.23 3.44 2.04 2.69 2.24,
Advertising .......................... 8.98 11.71 5.85 6.73 5.97 7.75 5.61 8.85 5.71
Business services, except advertising ...... 2.13 3.25 2.23 2.69 2.40 3.84 2.18 2.82 2.42

Auto repair; miscellaneous repair services .... 3.71 5.37 2.98 3.76 3.20 4.22 4.56 5.20 5.16
Auto repair and services ................ 4.35 6.47 3.10 4.15 3.40 4.63 4.97 5.58 5.71
Miscellaneous repair services ............ 6.73 9.42 7.08 8.05 7.13 8.59 9.43 11.98 10.70

Amusement and recreation services ......... 4.16 7.14 5.55 5.90 6.04 9.19 3.15 4.64 3.32
Motion picture producfion, distribution, and
services ........................... 11.80 16.85 10.51 11.96 11.61 4.69 5.24 8.87 4.14

Motion picture theaters ................. 24.61 35.34 7.13 10.27 7.49 9.13 9.22 13.69 9.96
Amusement and recreation services, except

motion pictures ..................... 4.41 8.07 7.14 4.73 7.65 17.75 4.25 5.71 4.96
Other services ......................... 2.14 2.65 2.07 2.37 2.05 3.69 2.43 3.45 2.71

Offices of physicians, including osteopathic
physicians ......................... 3.73 4.52 4.33 5.09 4.40 13.71 5.39 10.01 5.94

Offices of dentists ..................... 7.22 8.03 8.48 9.31 8.53 11.94 9.92 22.66 10.82
Offices of other health practitioners ........ 14.79 18.08 13.29 18.72 13.35 21.65 20.50 24.84 23.29
Nursing and personal care facilities ....... 11.27 14.03 5.72 6.87 5.85 10.79 8.54 12.22 8.70
Hospitals ............................ 38.96 44.96 2.01 2.63 2.13 3.64 4.31 8.02 3.13
Medical laboratories ................... 17.43 22.17 11.90 14.77 12.14 16.59 17.29 16.76 19.94
Other medical services ................. 8.70 11.85 8.88 9.03 7.44 12.19 6.76 8.22 6.96
Legal services; ........................ 6.50 7.51 7.58 7.89 7.80 14.02 8.33 14.~7 9.47
Educabonal servitm ................... 14.53 19.16 10.21 13.70 10.56 19.54 14.01 17.86 16.11
Social services ....................... 17.00 22.70 15.16 17.10 15.62 27.55 20.97 31.59 27.67
Membership organizations .............. 13.75 18.43 10.76 12.27 12.24 20.12 12.61 20.30 15.57
Architectural and engineering services ..... 6.59 8.53 5.43 7.02 5.50 6.14 6.75 8.46 7.29
Accounting, auditing, and bookkeeping

services ........................... 10.00 11.53 14.53 1Z81 14.70 21.28 13.65 25.83 15.67
Miscellaneous services; (including

veterinarians), not elsewhere classified ... 6.75 9.33 8.16 10.50 8.29 12.01 8.67 10.62 10.93
Mature of business not ellocable ........... 11.11 20.87 16.41 24.07 17.33 19.72 22.27 15.97 27.44

Footnotes at end of table. Sm tam for "Explanation of Terrns" and "Description of the Sample and Limitations of the Date."
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS
Table 1-Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Total Income Tax,
Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients of Variation, by Minor
Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Coefficient of variation (Percent)

Item Total
Income tax

Foreign
tax

credit

U.S.
POSSSSSIO-

tax Credit

Nonoonventional
source

fuel credit

General
business

credit

Total
Income taxafter

credits

Total
asset

Depredationassets Depredation
deduction

(28) (29) (30) (31) (32) (33) (34) (35) (36)

Tatall 1`641.111118 Of SCOVS 00irporatlions ........ 0.58 2.11 3.98 15.29 1.12 0.53 0.13 0.30 0.35

Agriculture, forestry, and fishing .......... 3.50 1.79 (4) - S.S3 4.03 1.37 2.13 2.34

Agricultural production ................... 3.60 1.79 (4) 5.68 4.15 1.39 2.28 2.52
Agricultural services (except velterinafians),

forestry, fishing, hunting, and trapping ..... 10.50 - - - 15.25 12.05 4.16 5.50 5.66

Willing ................................. 1.72 1.47 19.41 4.T? 3.03 0.38 0.78 1.09

Metal mining ........................... 4.55 4.47 - 14.60 7.96 0.94 1.57 1.64
Iron ores ............ ............... 5.53 3.91 - 81.08 1.61 5.21 7.08
Copper, lead and zinc. gold and silver ores . 8.15 - 14.60 8.11 2.21 1.85 1.88
Other metal mining .................... 13.03 (4) - - 36.89 1.01 1.63 2.50

Coal mining ........................... 6.44 (4) 12.76 8.78 7.08 1.20 2.12 2.73
Oil and gas extraction .................... 1.90 1.56 23.19 8.75 4.80 0.41 0.91 1.31

Crude petroleum, natural gas, and natural
gas liquids ..... ................... 1.77 1

'
57 24.70 4.79 5.08 0.43 0.84 1.44

Oil and gas field serv
.
ices ...............

10
.98 20.03 67.43 21.95 12.16 0.98 1.88 2.20

Nonmetallic minerals, except fuels .......... 4.60 8.13 28.70 7.36 5.14 2.82 3.35 4.37
Dimension, crushed, and broken stone; sand

and gravel ......................... 6.59 (4) 83.89 17.97 6.82 4.32 5.07 5.26
Other nonmetallic minerals, except fuels .... 5.50 8.40 - 1.60 3.25 7.15 3.42 3.60 7.79

C4insirtietton ........................... 2.07 0.66 (4) 52.02 4.00 2.30 0.66 1.35 1.50

General building contractors and operative
builders

'' ' ** ' ' ' '
3.16 1.56 (4) 68.39 6.78 3.39 0.77 2.07 2.15

General 66i 6n torsg oo ntrac 3.39 1.56 (4) 68.39 7.07 3.66 0.83 2.15 2.20
Operative builders ..................... 7.65 - - - 4.98 7.92 2.03 7.36 9.71

Heavy construction contractors ............ 3.89 0.77 (4) 7.11 4.78 1.23 2.43 2.94
Special trade contractors ................. 3.78 1.74 49.81 6.84 4.09 1.74 2.47 2.61

Plumbing, heating, and air conditioning .... 8.89 - - 13.14 9.48 4.09 5.42 5.51
Electrical work ........................ 9.43 (4) - 16.74 10.30 4.24 6.02 6.40

Other special trade contractors and
contractors not allocable .............. 4.65 77.96 - 49.81 8.38 5.05 2.13 3.08 3.28

Manufacturing .......................... 0.24 0.05 1.14 2.23 0.37 0.43 0.10 0.15 0.15

Food and kindred products ............... 0.87 0.59 1.45 3.71 1.38 1.22 0.37 0.74 0.76
Meat products ........................ 4.89 (4) (4) - 9.11 5.24 3.10 4.03 4.10
Dairy products . ...................... 3.42 6.28 (4) 91.04 3.55 4.28 2.11 3.09 2.14
Preserved fruits and vegetables .......... 2.99 (4) (4) - 3.18 3.88 1.54 1.93 2.18
Grain mill products .................... 1.28 (4) (4) 1.49 1.71 0.64 1.13 1.28
Bakery products ...................... 6.50 35.04 (4) - 11.97 6.88 4.70 6.52 6.72

Sugar and confectionery products ........ 2.13 (4) (4) (4) 4.55 2.69 1.00 1.80 1.86
Mail liquors and mail ................... 0.72 (4) - (4) 1.14 0.80 0.64 0.50 0.52
Alcoholic beverages, except malt liquors and

mail .............................. 3.09 (4) (4) - 7.99 4.73 0.79 4.14 4.00

Bottled soft drinks, and flavorings ......... 2.04 - (4) - 4.61 5.05 0.69 1.78 1.82
Other food and kindred products ......... 2.80 0.57 3.39 (4) 6.34 3.52 0.72 1.95 2.03

Tobacco manufactures . .................. 0.30 (4) (4) - (4) 0.45 0.11 0.35 0.10

Textile mill products ..................... 2.56 1.07 (4) 3.99 2.86 1.59 1.90 2.01
Weaving mills and textile finishing ......... 3.13 (4) - - 3

.
62 2.15 2.58 2.76

Knitting mills ......................... 8.15 (4) (4) 5.38 8.49 7.25 8.29 8.01
Other textile mill products ............... 3.98 2.36 (4) 6.83 4.46 2.16 2.66 2.76

Apparel and other textile finishing ........... 3.62 3.06 5.41 7.10 3.98 1.76 2.85 2.92

Men's and boys' clothing ............... 5.64 5.11 7.02 10.38 6.44 2.26 3.70 3.02
Women's and children's clothing ......... 5.43 1.90 8.36 17.32 5.85 2.87 4.99 5.70
Other apparel and accessories ........... 13.69 (4) (4) 18.97 15.84 6.06 7.39 8.65
Miscellaneous fabricated textile products;

textile products, not elsewhere classified . . 9.56 20.07 (4) 12.64 10.12 5.80 8.07 7.21

Lumber and wood products ............... 2.71 (3) - 3.56 3.25 1.00 1.38 1.79
Logging, sawmills, and planing mills ....... 4.12 (3) 4.01 5.91 1.26 2.16 3.69

Millwork, plywood, and related products .... 4.43 (4) 7.30 4.91 1.69 1.65 1.73
Other wood products, including wood

buildings and mobile homes ........... 6.17 (4) - 14.43 6.31 3.02 4.94 5.18

Furniture and fixtures .................... 2.80 5.15 (4) - 6.45 2.88 2.18 2.57 2.87
Paper and allied products ................ 1.16 0.22 (4) 14.88 0.84 1.74 0.58 0.60 0.60

Pulp, paper, and board mills ............. 1.28 0.35 - (4) 0.74 2.12 0.34 0.43 0.40

Other paper products .................. 1.62 0.27 (4) 82.49 1.61 2.30 1.64 1.67 1.66

Printing and publishing ................... 0.86 0.66 (4) - 1.91 0.93 0.64 1.10 1.11

Newspapers ......................... 1.03 0.32 (4) 1.06 1.10 0.64 1.22 1.09

Periodicals ....... .................. 3.06 (4) - 5.15 3.73 2.32 3.82 4.09

Books, greeting cards, and rniscellaneous
publishing ......................... 1.19 0.33 (4) 4.22 1.27 1.45 2.88 2.34

Commercial and other printing and printing
trade services ...................... 3.00 12.24 (4) - 5.01 3.32 1.85 2.25 2.47

Chemicals and allied prodwts ............. 0.45 0.12 1.69 0.76 0.44 0.84 0.31 0.33 0.31
Industrial chemicals, plastics materials and

synthetics ........................ 0.64 0.09 5.63 (4) 0.47 2.24 0.27 0.37 0.31
Drugs .............................. 0.70 0.37 1.76 80.70 0.68 0.63 0.95 0.87 1.02

Soap. cleaners, and toilet goods .......... 1.43 0.40 (4) - 2.84 2.55 0.40 0.78 0.85

Paints and allied products ............... 4.60 1.07 (4) 9.61 4.97 4.34 4.62 4.75

Agriculture and other chemical products ... 2.35 1.18 20.64 - 2.31 3.77 1.26 1.51 1.56

Petroleum (including intogratecQ and coal
products ............................ 0.15 (3) (4) (4) 0.29 1.70 0.04 0.09 0.11

Petroleum refining (including integrated) .... 0.04 (3) (4) (4) 0.16 0.53 0.03 0.08 0.08

Petroleum and coal products, not elsewhere
classified .......................... 10.56 (4) - - 3.85 12.94 2.75 3.93 5.02

Rubber and miscellaneous plastics products . . 3.29 0.94 10.16 16.07 5.37 4.22 1.34 1.69 2.26

Rubber products; plastics footwear, hose and
betting ............................ 3.00 0.64 (4) 15.07 4.54 4.64 1.11 1.25 1.78

Miscellaneous plastics products .......... 5.85 14.32 8.08 - 9.49 6.42 2.81 3.63 4.00

Leather and leather products .............. 3.12 5.27 13.54 8.64 3.55 2.24 3.05 2.84
Footwear, except rubber ........ ....... 3.08 (4) 15.75 8.42 3.41 1.66 2.09 1.96

Leather and leather products, not elsewhere
classified .......................... 11.34, 1 (4) 1 (4) 24.63

1
12.95 1 10.09 1

12.52 12603

Footnotes at end of tabs. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Date."
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Corporation Returns/1986
RETURNS OF ACTIVE CORPORATIONS
Table I-Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Total Income Tax,
Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients of Variation, by Minor
Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Coefficient of variation (Percent)

ftem
Tote]

Inoom tax

Foreign
tax

credit

U.S.
possessions

tax credit

Nonoonventlonal
source

tuel credit

General
business

credit

Total
Income, tax

after credits

TOW
assets

Depreciable
assets

Depreciation
deduction

(28) (29) (30) (31) (32) (33) (34) (35) (36)

Manufactudrig-Continued ,
Stone. clay. and glass products ............ 1.96 0.52 (4) (4) 2.88 2.57 0.71 1.28 1.46

: .....................

p dut=7

1.37 0.03 (4) - 1.74 2.26 0.47 0.75 1.17, 1
h d1 ic .... I ................ 4.26 (4) - 0.26 7.13 1.21 1.59 0.90

Concrete, gypsum, and piaster products ... 4.52 0.21 (4) - 8.81 4.84 2.18 3.76 4.00
Other nonmetallic mineral products ........ 4.83 2.57 - 14.00 12.05 5.99 3.15 3.63 3.59

Primary metal industries .................. 2.17 0.19 (4) 2.04 3.21 0.37 0.61 0.73
Ferrous metal industries; miscellaneous

primary mineral products .............. 2.14 0.39 (4) 2.59 2.89 0.59 0.77 0.85
Nonferrous metal industries .............. 4.95 0.08 - - 3.10 8.56 0.47 1.00 1.29

Fabricated metal products ................ 1.70 0.78 11.10 12.29 4.35 2.04 0.82 1.34 1.46
Metal cans and shipping containers ....... 2.44 (4) (4) 0.88 2.82 0.88 3.09 3.35
Cullety, hand tools. and hardware; screw

machine products, bolts, and similar
products .......................... 3.01 1.36 (4) (4) 9.08 5.33 1.93 3.37 3.24

Plumbing and heating. except electric and
warm air .......................... 3.65 2.01 - - 4.38 3.91 2.28 3.65 3.56

Fabricated structural metal products ....... 4.16 0.56 - (4) 7.03 5.04 2.06 2.37 3.16
Metal torgings and stampings ............ 8.31' (4) (4) - 14.98 8.66 3.99 5.27 5.36

C
sling. aving, anqallied services .....

o =N
11.95 14.12 - 13.29 12.69 9.39 10.78 11.45

Ord d accessories, except vehicles
and guided missiles .................. 15.06 (4) - - 11.71 15.60 13.37 15.22 14.27

Miscellaneous fabricated metal products ... 3.29 1.50 14.03 73.61 9.61 3.77 1.35 2.31 2.41
Machinery, except electrical ............... 0.73 0.07 4.39 - 2.35 2.37 0.41 0.61 0.61
Farm machinery ...................... 10.66 8.41 - 4.92 12.35 1.91 2.35 2.20
Construction and related machinery ....... 2.46 0.26 - 4.32 5.36 0.92 1.31 1.34
Metalworking machinery ................ 7.79 3.38 (4) 9.88 8.75 3.07 4.39 4.57
Special industry machinery .............. 6.40 7.32 (4) 15.58 7.10 3.04 3.98 4.68
General industry machinery .............. 4.83 2.41 (4) 5.47 6.21 2.01 2.50 2.70
Office, computing, and accounting

machines 0.25 -0.02 (4) 2.06 2.06 0.24 0.27 0.35
Other machinery, except electrical ........ 4.42 0.80 (4) - 6.47 5.79 1.74 3.23 2.94

Electrical and electronic equipment ......... 0.92 0.29 3.10 (4) 0.80 1.45 0.27 0.39 0.42
Household appliances ................. 1.86 (4) - - 0.51 2.16 0.63 0.85 1.01
Radio, television, and communication
equipment ......................... 2.61 1.22 8.48 - 0.70 5.23 0.51 0.76 0.87

Electronic components and accessories .... 1.69 0.33 4.98 (4) 2.15 2.61 0.74 0.98 0.95
Other electrical equipment .............. 1.35 0.43 3.97 - 1.10 2.18 0.33 0.42 0.53

Motor vehicles and equipment . ............ 0.57 0.15 (4) 77.94 0.33 0.92 0.11 0.19 0.17
Transportation equipment, except motor

vehicles ............................. 1.92 0.34 (4) - 1.22 3.32 0.42 0.67 0.60
Aircraft, guided missiles and parts ........ 1.32 0.34 (4) 0.78 2.55 0.27 0.44 0.40
Ship and boat building and repairing ...... 13.52 (4) (4) 12.72 15.07 5.64 8.23 6.40
Other transportation equipment, except
motor vehicles ...................... 11.06 0.57 (4) - 18.84 12.24 4.01 5.97 7.56

Instruments and related products .... 2.18 1.66 4.09 (4) 4.12 3.42 0.78 0.80. 0.86
Scientific instruments and measuring devices.

watches and clocks .................. 3.31 2.93 8.60 (4) 7.21 5.00 1.61 1.73 2.02
Optical, medical. and ophthalmic goods .... 3.11 0.66 4.62 - 5.90 5.10 1.31 2.23 2.82
Photographic equipment and supplies ..... 7.31 4.56 (4) 4:66 10.37 0.75 0.48 0.42

Miscellaneous manufacturing and
manufacturing not allocable ............. 2.57 2.48 11.62 - 4.36 2.98 1.05 1.86 2.04

Transportation and public utilities ......... 0.28 1.89 (4) 0.35 0.26 0.38 0.10 0.13 0.23

Transportation ......................... 1.42 7.53 - (4) 1.74 1.81 0.37 0.52 0.84
Railroad transportation ................. 1.44 (4) (4) 0.61 2.51 0.23 0.21 0.21
Local and interurban passenger transit ..... 10.20 (4) (4) 19.07 15.84 2.83 5.94 6.11
Trucking and warehousing .............. 2.60 0.22 - 4.86 2.91 1.43 2.07 2.15
Water transportation ................. 8.16 (4) 10.19 10.02 11~58 2.86 3.46
Transportation by air . . ~ ................ 2.82 14.54 1.91 6.11 0.50 0.59 0.96
Pipelines, except natural gas ............ 3.38 90.42 6.43 3.13 1.10 1.73 1.37
Transportation services, not elsewhere

classified .......................... 7.63 23.84 - - 11.55 9.16 2.02 2.98 5.16
Communication ........................ 0.41 0.01 (4) (4) 0.27 0.56 0.15 0.18 0.22

Telephone, telegraph, and other
communication services .............. 0.29 0.01 (4) (4) 0.22 0.41 0.12 0.15 0.19

Radio and television broadcasting ........ 3.51 (4) (4) - 5.35 4.35 0.94 2.33 2.18
Electric, gas, and sanitary services .......... 0.21 0.32 - 0.48 0.16 0.29 0.09 0.10 0.16

Electric services ...................... 0.11 (4) (4) 0.06 0.15 0.12 0.12 0.07
Gas production and distribution .......... 1.89 (4) (4) 1.35 2.15 0.18 0.26 0.37
Combination utility services .............. 0.15 (4) (4) 0.16 0.20 0.06 0.06 0.08
Water supply and other sanitary services ... 2.70 (4) - 4.73 7.33 2.75 2.21 2.81 3.64

Nholesialle and retall bade ...............

*
0.58 1.04 2.11 5.65 1.07 0.64 0.28 0.48 0.52

Wholesale trade ........................ 0.99 2.30 6.21 6.52 2.55 1.05 0.47 0.87 0.90
Groceries and related products ........... 3.14 10.86 (4) (4) 6.18 3.27 1.60 2.36 2.63
Machinery, equipment. and supplies ...... 2.80 1.52 (4) (4) 5.14 3.03 1.23 1.97 2.11
Miscellaneous wholesale trade ........... 1.12 2.51 6.30 15.05 3.25 1.19 0.53 1.06 1.07

Motor vehicles and automotive equipment 1.30 (4) - - 4.86 1.34 1.46 2.29 1.72
Furniture and home furnishings ......... 13.89 96.71 33.44 14.47 6.76 9.06 5.73
Lumber and construction materials ...... 7.26 19.12 12.30 7.49 4.10 5.09 5.35
Sporting, recreational, photographic, and

hobby goods, toys, and supplies ..... 9.05 (4) - 15.57 9.33 4.49 10.00 9.12
Metals and minerals, except petroleum and
scrap ........................... 3.85 5.21 (4) 14.52 3.88 0.48 3.63 3.89

Electrical goods ..................... 3.42 1.29 (4) 11.67 3.56 2.03 3.00 3.06
Hardware. plumbing. and heating

equipment and supplies ............. 7.22 62.22 - 15.69 7.37 3.86 4.75 5.26
Other durable goods ................. 4.71 25.07 (4) 9.76 4.97 2.10 3.81 4.04
Paper and paper products ............ 7.69 (4) - 28.74 7.84 4.68 7.53 T55
Drugs. drug proprietaries, and druggists'

sundries ......................... 4.99 (4) - 9.77 5.14 3.03 4.18 6.05
Apparel, Piece goods, and notions ...... 5.37 79.36 (4) 22.29 5.27 3.45 6.50 8.05
Farm-product raw materials ............ 5.90 6.17 - 20.15 6.16 1.95 3.43 3.81
Chemicals and allied products .......... 5.57 4.09 - - 23.85 6.08 4.54 7.15 7.63
Petroleum and petroleum products ...... 2.63 0.01 (4) (4) 8.02 3.55 1.72 2.73 2.87
Alcoholic beverages ................. 8.10 94.57 (4) 74.24 22.61 8.27 4.07 4.72 6.86
Miscellaneous nondurable goods;

wholesale trade not allocable ......... 4.69 30.31 (4) (4) 11.39
_L

4.86
------------

2.54 3.84 3.98

Footnotes at end of table. See text for "Explanation of Toms" and "Descripfion of the Sample and Limitations of the Data."
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Corporation Returns/1986
RETURNS OF ACTIVE CORPORATIONS
Table I -Number of Returns, Selected Receipts, Cost of Sales and Operations, Net Income, Deficit, Total Income Tax,
Selected Credits, Total Assets, Depreciable Assets, Depreciation Deduction, and Coefficients of Variation, by Minor
Industry-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollarsi

coafficem of vwww mervant)

Item
TOW

income ta.

Foreign
tax

credit

U.S.
Possessions

tax credit

Nonconventional
source fuel

credit

General
business

credit

TOW
woo" tax

after credits

TOW
assaft

Depreciable
assets

Deprocial-
deduction

(28) (29) (30) (31) (32) (33) (34) (35) (36)

Wholesale and retail trade--Contifinued
Retail trade ............................ 0.67 0.38 (4) 13.09 1.10 0.76 0.33 0.53 0.63

Building materials, garden supplies. and
mobile home dealers ................. 3.99 (4) - 13.86 11.66 4.13 1.94 2.71 2.88

Building materials dealers ............. 4.33 (4) 13.86 13
*79

4.50 2.05 2.81 3.08
Hardware storm . . ~ ................. 12.71 - - 22.74

1
2.93 6.30 8.73 8.02

Garden supplies and mobile home
deal rs .......................... 14.94 - 28.02 15.46 6.69 10.16 10.40

General merchandise stores ............. 0.46 (3) 0.23 0.53 0.21 0.39 0.33

Food stores .......................... 1.36 (4) (4) 2.46
1 -

55 1 00 1.23 1.22

Grocery stores ...................... 1.31 (4) (4) 2.29 1
*
50 0 95

1

'
16

1
.11

Other food slorm .................... 11.11 (4) - 22.57 12.17 5.80 6.52 6.92

Automotive dealers and service stations . . . . 3.19 (4) 6.31 3.40
1 -

18
1 -

so 2.23

Motor vehicle dealers ................ 3.87 (4) 7.1
1

4
.
14 1

'
25 1.93 2.50

Gasoline
service

stations .............. 9.12 16.97 9.48 5.08 5.79 6.09

Other automotive dealers ........... _ 6.56 (4) 17.07 6.89 3.66 4.85 6.97

Apparel and accessory stores . ..... ..... 2.20 (4) 6.16 227 1.35 1.65 1.64
Fur iture and home furnishings stores . . . . . 3.42 - - 11.95 3.47 2.00 3.21 5.46

Eating and drinking pieces .............. 1.85 0.12 (4) (4) 2.69 2.62 0.79 1.39 1.47
Miscellaneous retail stores ............... 2.16 2.14 (4) - 4.61 2.36 1.04 1.65 1.92

Drug stores and proprietary storm ...... 2.11 (4) (4) 6.01 2.45 1.31 1.67 2.31

Liquor stores ....................... 21.16 - - 34.59 22.08 8.20 10.10 10.97
Other retail stores ................... 3.11 3.87 (4) 6Z4 3.25 1.38 2.24 2.45

Wholesale and retail trade not allocable ...... 23.95 - - 46.27 24.89 11.11 16.28 17.40

Finance, finsuraince, and reall estate ........
0.

72 0.15 3.815 12.50 0.58 0.89 0.06 0.56 0.37

Banking .............................. 1.04 0.03 - - 0.31 1.79 0.09 0.12 0.13

Mutual savings banks .................. 0.36 (4) 1
'
12 0

'
36 0

,
14 0.18 0.24

Bank holding companies ....... ....... 0.16 0.02 0.27 0.30 0.09 0.10 0.12

Banks. except mutual sa"ngs banks and
bank holding companies ....... ...... 5.33 0.30 - 2.18 6.36 0.39 0.61 0.57

Credit agencies other than banks ........ 0.70 0.06 (4) 3.13 0.76 0.09 0.87 1.35

Savings and loan associations ..... ..... 0.23 1.18 (4) 0.21 0.24 0.09 0.14 0.99
Personal credit institutions ............... 14.52 37.41 (4) 15.00 15.70 2.27 5.49 3.78

Business credit institutions ............... (4) (4) 42.53 10.79 0.91 18.04 10.85

Other credit agencies; finance not allocable . 4.25 0.03 - - 9.45 7.21 0.24 3.27 2.88

Security, commodity brokers and services .... 1.19 0.62 (4) (4) 0.65 1.42 0.14 1.72 1.63

Security brokers, dealers, and flotation
an

.
escom 1 25 0 60 44) (4) 0.65 1.53 0.11 1.50 1.67.........................p

Commodity contracts brokers and dealers;
. .

security and commodity exchanges; and
allied services ...................... 3.50 12.51 (4) - 3.78 3.66 1.59 5.03 5.16

Insure ............. I ............... 0.40 0.05 (4) (4) 0.36 0.43 0.09 0.38 0'26
Life insurance ........................ 0.39 0.11 (4) (4) 0.26 0.42 0.11 0.18 0.13
Mutual insurance, except life or marine and

certain fire or flood insurance companies 1.18 0.04 - - 2.08 1.25 0.33 1.07 0.76
Other insurance companies ............. 1.44 0.01 - 0.63 1.75 0.17 1.43 1.01

Insurance agents, brokers, and service ...... 3.05 4.23 - (4) 8.51 3.32 0.75 2.79 3.36

Real estate ............................ 4.67 25.24 (4) 15.40 7.86 4.80 0.76 1.29 1.45
Real estate operators and lessors of

buildings .......................... 4.39 26.48 (4) 15.67 10.79 4.50 1.30 1.78 2.01
Lessors of mining, 61, and similar property . . 20.46 (4) - (4) (4) 20.47 6.23 10.43 16.75

Lessors of railroad property, and of real
property, not elsewhere classified ....... 24.48 - - 67.96 25.29 10.26 22.06 21.85

Condominium management and cooperative
housing associations ................. 24.43 - - 44.50 25.10 3.44 3.89 4.57

Subdividers and developers .......... 6.23 73.50 (4)
1
4.41 6.39 1.42 2.56 3.03

Other real estate ...................... 14.18 8.43 - - 16.21 14.65 1.37 2.96 3.26

Holding and other investment companies,
except bank holding companies . . ....... 4.84 4.98 (4) 18.14 4.01 5.28 0.15 148 1.95
Regulated investment companies ......... 13.04 (4) - - (4) 14.14 0.12 9.09 11.42
Real estate investment trusts ............. 46.17 - 83.16 44.94 1.09 2.18 2.48

Small business investment companes ..... 34.31 - 89.84 31.02 8.98 24.49 28.46
Other holding and investment companies,

except bank holding companies ........ 4.88 4.99 (4) 18.14 3.15 5.32 0.69 1.82 2.14

Services ............................... 1.32 2.08 11.51 12.48 1.82 1.60 0.49 0.75 0.79

Hotels and other lodging places ............ 3.88 6.36 (4) - 3.82 4.89 1.08 1.80 1.87

Personal services ....................... 4.46 (4) - - 9.10 5.14 3.09 4.04 4.23

Business services ....................... 2.15 4.03 19.72 12.48 3.87 2.49 0.92 1.48 1.45

Advertising .......................... 5.38 1.02 (4) 96.54 8.97 6.87 213 4.19 4.83

Business services except advertising ...... 2,34 5.81 21.45 (4) 4.09 2.68 1.01 1.57 1.50

Auto repair; miscellaneous repair services .... 4.94 0.21 (4) - 4.45 6.58 1.51 1.75 1.98

Auto repair and services ............... 4.76 (4) (4) 4.59 6.91 1.49 1.76 2.07:
Miscellaneous repair services ............ 12.46 9.93 - 17.65 12.84 5.72 7.22 7.06

Amusement and recreation services ...... .. 3.21 1.51 (4) 2.26 5.20 0.93 2.16 1.94

Motion picture production, distribution, and
ices 3 10 1 19 - 2 93 7.96 0.85 4.66 3.05

serv ...........................
Motion picture theaters .................

.
12.02

.
- - -

.
5.98 12.27 3.79 5.96 5.32

Amusement and recreation services, except
1 84 2 65 2 72motion pictures ..................... 4.86 3.21 (4) - 3.47 6.98 . . .

Other servic ........ ................ 2.74 10.33 (4) - 3.99 3.11 1.06 1.43 1.59

Offices of physicians, including osteopathic
h i i 7 13 - (4) - 11 00 7.94 3.64 4.52 4.68p ys c ans ......... ..............

Offices of dentists .....................
.

11.63 -
.

20.77 13.09 7.62 8.66 9.08

Offices of other health practitioners ........ 22.28 53,32 23.70 12.92 15.05 15.79
Nursing and personal owe facilities ....... 8.46 - 8.32 9.79 3.26 3.90 3.72

Hospitals ..... ...................... 2.85 (4) 0.99 4.15 0.64 0.84 0.78
Medical laboratories . ~ ................. 20.93 - - 31.02 22.60 8.79 11.93 13.41

Other medical services ................. 6.32 (4) (4) 17.35 6.78 3.12 5.39 6.43

Legal services ........................ 10.83 - - 16.18 11.86 519 7.25 7.34
Educational services . . ~ ........... .... 15.53 76.51 20.52 18.14 6.01 8.46 8.47

Social services ....................... 19.32 (3) 30 03 20.86 7.65 14.45 12.98
Membership organizations ..... ........ 16.59 - - 30 27 17.53 7,52 11.33 11.70

:
ArchitwWral and engineenng services . . ... 7.66 12.31 (4) 15.36 8.41 3.77 5.27 5.63
Accounting, auditing. and bookkeeping

services ........... ............... 17.92 - (4) 30.49 20.17 8.76 10.95 10.84
Miscellaneous services (including

veterinarians), not elsewhere classified ... 12.01 (4) (4) 19.65 13.29 5.09 8.05 7.76

Kature of business nW allocable ........... 31.90 (4) - 67.47 1 33.43 11-39 1 17.24 1 19.60

Eslimate sl tciuld be used with caution because of the smafl number of sample returns on which 0 is based.
Credits include foreign tax. U.S. poseassions tax, nonconventional source kid, orphan drug, and general busirims credits.

2 Less than $500 per rXm.
3 CoeffiCier" of variadion is less than.005 but greater then Mo.
4 Estimate is based on returns sampled at a 100 percent rate and coefficient Of variabori is wrO.
NOTE: Detail may not add to total because of rouncling. See text for I'Explanalion of Toms" and "Descipbon of the Sarnple and Limitations of the Data 31
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Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS
Table 4.-Balance Sheets, Income Statements, and Selected Other Items by Size of Total Assets
[All figures are estimates based on samples-money amounts are in thousands of dollars and size of total assets are in whole dollars)

TOW
Of toted assets

ftern
returns

of active 759vo $1 $100.000 SM.000 $500,000
under under under under

assets
$100.000 SZO.000 S500,000 $1,000.000

(1) (2) (3) (4) (5) (6)

Number of ratums .......................................... 3,428,515 210,160 1,736,486 606,076 348,276 225,4S3

ToWa"m ............................................... 14,163.209,894 - 57,950,198 97,T75,053 123,669,775 158,061,127

Cash ....
i i ' * '' ' ' ' ' ................. . * .... .... * .

762,946.878 12,953,694 17,049,855 18,539.961 19 633 378
Notes ~nd accounts receiva bIe .. .. .... 3,593,528,670 6,591.254 14,977.534 21,891."0 31668 364: :

Less: Mlowance for bad debts ............................... 74,228.426 179,017 199,281 334.893 567.915
firiVentories ............ : .................................... 732,587.518 7,042.361 15,313.820 20.471,831 30,307,852
Investments in Government obligations .......................... 1.058.718.859 95.063 150.591 520,141

.
666,558

Other
.
r current assets ......................................... 739.043,506 2,645.179 4,551.281 6.122.813 7,575,286

Loans to stockholders ....................................... 63.653.862 4,294.641 5.317.022 4,502,876 3,753,971
Mortgage and real estate loans ................................ 1.377.441.452 423.852 1.116.347 1,729,765 2,295,046
Other investments ...

* * .... * * ..... * ....... * , , * * , * , , * .........
2.847.727.452 1,583.964 4,407.313 6,430.249 7,967,190

Depreciable assets ............................................ - 3,382,556,559 50,202,837 60,469.044 72,644.240 84,889,304
Less: Accumulated depreciation ............................. 1,342,114,626 33,301,959 35.11115,047 42.108,605 47,592,621

Deplorable assets .................... : ...................... 116,010,459 273,452 452,736 495.767 605,855
Less: Accumulated depletion .......................... ...... ",083,149 121.140 158,139 202,390 262,569

Land .................................................... 149,522,450 1,747.825 4.414.447 7,017,420 10,372,163
Intangible assets (amortizable) ................................. 212,265,625 1,632.580 2.236.525 2,159.318 2,366,801
' Less: Accumulated amortization ............................... 46,696,699 763.217 968,784 877,471 817,765
Other assets ............................................... 634,329,507 2,828,829 4,529,789 4.667,314 5,200,229

Total liabilities ............................................... 14,163,209,894 57,950,198 97,T75,053 123,869,775 158,061,127

Accounts payable ............... .......................... 909,090,964 8,574,141 113,023,3154 16,794.663 23,765,366
Mortgades, notes, and bonds payable in less than one year .......... 1,083,947,776 7,914,078 10,341,287 14.563.438 20,004,690
Other current liabilities . % . . . : ............................... 4,599,886,537 .6,781,206 8,209,910 9.984,088 12,474,034
Loans from stockholders ......................... *............ 185,034,570 18,467,166 14,191,852 13,299,380 11,574,550
Mortgages, notes, and bonds payable in one year or more .......... 1,958,477,161 14,004,086 19,841,226 25,735,436 32,386,509
Other liabilities ................. ......... .................

1,728,638,194 2.174,660 3,276,969 3,841,327 5,443,690
I;

Capital stock ..............
...... ................ * * .... *

1.190,628,800 13,079,805 12,231,981 12,914,470 14,171,478
Paid-in or capital surplus .........

* ... * " * * * .... * *
........... 4 1.725,785,087 8,997,096 6,867,845 8,608,063 '10,360,346

Retained earnings, appropriated
....

............
*
.........

....
64.975.012 164,106 323,790 797,332 554,877

Retained earnings, unappropr~iied .... ...................... 1,313,686,600 -10,027,972 16,143,398 23,488,660 32,084,250
Retained earnings, 1120S -. ~ ......................... ......... - 15,584;590 -9,550,737- - 2,916,150; -2.506,034 -264J53
Less:'Cost of treasury stock .................................... 612,525,394 2,627,437 3,760,440 3,841,048 5,022,816

Total receipts ............................................... 8,669,378,501 172,977,785 286,794,530 291,763,WB 304,406,534 352,466,111

Elusiness receipts ............. .............................. 7.535,482.221 121.451,895 278,268,674 281,627,746 293,008,149 340,674.949
Interest ................................................... 635,093.073 36,105,549 806,579 1,412,811 2,841,662 1.851.413
Interest on Government obligations:

State and local ................
........... . * ...... * ...

23,578.340 253,582 28,446 49,752 75.649 66,010
Nonquafitying interest and dividends

........ .......... ........
3.431,878 134,210 195,163 196,820 228,922 219,340

Rents ................................ ................... 93,972,214 1,844,098 1,359.605 1,697,061 2,237,082 2.331.129
Royalties ................................................. 16,411,642 106,609 288.582 102,499 184,766 185,224

Net short-term capital gain reduced by net long-term capital loss ...... 11.797.841 176,980 .77,536 28,534 46,341 54,967
,Net long-term capital gain reduced by net short-term capital loss ...... 93,297.600 3,126,119 531,469 671,073 653,113 936,157
Net gain, noncapital assets ................................... 44,149,399 3,887.057 807,572 618,694 904,241 1.325.846
Dividends received from domestic corporations ................... 15,156,098 322.289 68,296 82.185 128,257 169.536
Dividends received from foreign corporations ..................... 22,747,046 331,657 -5,891 '614 - 10,939
Other receipts .......................................... 174,261,151 5,237,740 4,362,484 5,270,601 4,097,737 4,640.600

Toiw cliductions ....... .................................... 8,394,932,819 '171,452,572 286,962,362 289,116,756 301,025,219 348,364,7"

Cost of sales and operations ......... .......................... 4,922,763,967 81,571,172 120,581,609 151,209,804 176,339,675 222,979.052.
Compensation of officers ..................................... 185,395,342 2,929,411 39,292,352 28,027,619 19,964,240 17.111.295
.Repairs ............... ................................... 83,848,507 1,095,158 2,234,949 2,412,216 2,424,157 2,433,780
Bad debts ......................... ............... . - _ 53,419,371 2,045,422 575,643 647,428 961,747 1,159.016
Rent paid on business property .......... : ..................... 145,188,558 2,673,999 11,952,463 9,423,452 7,539,774 7,529,912

faxes paid ........................ .. ......... .. ........ 203,491',687 3,490,589 8,783,315 8,181,413 7,981,651 8,535.803
Interest paid ...................

* .................. *
.......... 572,973,834 34,806.151 2,792,076 3,625,836

.
5,686,443 5,547,746

Contributions or gifts ........................ :.: ............ 5,178,918 95,054 58,945 73,770 78,041 119.044.
Amortization ........................ ................. .... 14,005,202 383.860 271,973 295,346 261,940 372.567.
Depreciation ............................................... 312,582,789 3,778,773 6,707,534 7,184,018 7,918,833 8,478,831

Depletion .......... : ........................................ 9.bc;~,885 88,201 80.7i2 159,249 158,759 205.085'
Advertising ................................................ 98,959,857 1,579,242 2,879,714 2,502,204 2,719,747 3,126,880
Pension, pfolit-sharing, stock bonus, and annuity plans _ .......... 48.242,217 543,854 3,617,235 3,134,348 2,112,926 2J02,313
Employee benefit programs ........................... ....... 73,633,515 1,726,045 1,451,688 1,492,436 1,533,083 1,659,367
Not loss, noncapital assets ..................................... 12,859,566 3,710,169 353,809 216,065 219,110 156,421
Other deductions ................................... ........ 1,653,353,611 30,935,473 85,328,286 70,531,552 65,125,095 66,847,634
at ieceipts less total deductions ................................Tot 274,445,682 1,525,213 -167.832 2,646,913 3,381,315 4,101,366

Constructive taxable income from related foreign corporations .......... 19,038,861 155,302
.

- - -1,901
Net income oess deficit), total ...............

......... *
.......... 269,530,240 1,344,130 -211,922 2,574,407 3,298,835 3,983,044

:Nit income ....... ..... : ...... ...... . .................. . 408,860,760 12,149,709 10,477,013 9,630,085 9,770,921 10,568,005. . .
Deficit ................................... w ....... .. ....... 139,330,520 10,805,579 10,688,936 7,055,678 6,472,085 6,584,961,:

Income subject to tax ... :..: .................................... 276,172,502 7,929,858 4.435,338 6,198,295 6,395,000 6,946,352

Income tax, total ...............................
* ....... -- 1

11,140,137 3,299,818 773,215 1,173,863 1,405,970 1,804,376
Regular and afternalive tax ............................... ...... 108,773,260 3,110,081 760,677 1,159,195 1,385,049 1,784,289
Tax from recomputing prior-year investment credit ................. 1,319,525 176,236 10,418 13,143 18,772. 16,545
Additional tax for tax preferences ........ ..................... 1,026,194 12,429 -1,799 -1,312 1,481.

Foreign tax credit .................
.

... . .... ....
21 480,508 273018 '2W .1 2,729 737

.....U.S~ possessions tax credit . : ....... ... .......... 2907,256: 94:877 -4 -1,376 3,003
Orphan drug credit ..............

* .... * ....... .... ........
6,530 - - - -

Nonconventional source fuel credit ..
..... .. * ..........

544
63

- - - -
General business credit ........... ................... 912,8 5,999

1
156.299 1 103,499

1
140,629 172,887 1 208,489

Footnotes at end of table. Sea text for "Explanation of Terms" and "Description of the Sample and Urnitations of the Data."
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RETURNS OF ACTIVE'CORPORATIONS.'
Table 7-Selected Balance Sheet, Income Statement, and Tax Items, by Industrial Division, by Size of Business Receipts-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars and size of business receipts are in whole dollars] . -

Size of business receipts

Industrial division Item
Total returnof

solve $25,000 $50,000 $100,000 $250,000 $500.000 $1.000,000 $2,500,000 $6.000.000 $10.OW,000 $50.000.000
,

corporations
Under Under under und r under under under rider

's
nder

u
under under or

$100,0001 $25,0001
$50,000 $100,L $250,000 $500.000 $1,000,000 112 .0,000 .5 DO,.00 $10,000,000 $50.000.000 (note

(1) (2) (3) (4) (5) (6) (7) (a) (10) (11) (12) (13)-

Wholesale and Retall Trade
Number of returns ........................... ....

l tT t
939J59

6971 073 523
237,368

18 013 712
113,737

12 266 090
49,857

827 5711
73,774

920 0523
162,743

40613 067
16i,368
059,52424

142,031
37,150,600

122,130
67,444,583

53,771
60,484,525

29.793
64,053.598

26,116
152,153,476

3,839
637,096,272

s ... ........................ .......a asseo
Notes and account receivable, net ..................

, .,
235969601

, ,
2,667,144

, ,
1.952,517

.,
219,019

, .
495,607

.,
1,474,809

,
3,703,214 6,273,656 14,329.924 14.274,917 15.411,701

35123 169
36,871,976

67355 945
140.962,260
1 50 303 305

Inventories ...................................... 303:014:310
4

2,904,415
0 5 146

1,560,356-
2 083 171

394,721
998357

949,338
977613

3,996,534
1022 293

8,173,951
706 7653

12.677,548
0815 875

23,719,627
4179 903

21,942,089
7,982,909

, ,
7,761.681

..
17.517,485

, .
99,280.208

Cash, Government obligations, and other current assets. .
Other investments and loans .......................

157,375,79
106,724,377

3, 5 ,
3,001,086

, ,
2,440,559

,
211,493

,
349,035

, ,
946,170

.,
1,540,006

. ,
2,622,637

, ,
4,020,836

,
3,295,328 3,626.351 8,044,033 79,627.930

Depreciable &-,-.am ............................ 337,486,238 6,805.182 4,082.732 810,154 1,912,296 6,775,548 11.176.858 16,740,609 26,706,659 22,354,397 22,282.779 48,175,419
810 93622

176,468.788
940 04367

Less: Accumulated depreciation .................. 153,038,196 2,811,155 1,499,971 378,197 932,987 3.764,223 6.372,756 9,643,012 15,438,642 12.364,970
739 6811

11,892,458
2 192 939

,,
4 871 188

, ,
22 299 170

Other capital assets less reserves ................... 37,753.930 1,116,778 756.137 127.768 232.873
4 161

650.917
327 3303

1,060,424
6 625 899

1,365,168
11 210 099

2,457,666
22 572 209

,,
22 863 656

, .
97126 246

. ,
927 04867

, .
202,519,751

Accounts and notes payable .......................
Other current liabilities

368,205,276.
645 665138

4,912,313
1 253 960

3.690,655
956,209

397.496
90,753

,82
206,998

.,
838,244

, ,
1,445,627

, ,
2,647,222

, ,
4,501,955

, .
4,782,451

, ,
5,179,771

. ,
13,246.631 104,749,804

............................
Mortgages, notes, and bonds payable in one year or more

,.
184,334,941

, ,
5,719,038 4,426,142 389,924 902,971

67442
2,898,346

314-2 004
4,929,845
5 820 695

7,022,336
72411 696

11,164,874
797 63223

8,837,384
20 060 116

8,804.410
04136920

21,989.992
42 279 068

112,968.716
173.815,ID9

Net worth ... ..................................
Cost of property used for investment credit ............

300,103,440
7,421,060

260,742
99,71ff-

-156,789
71,289

-25,143
* 17,023

4 ,
* 1 1,406

, ,
87,582

, ,
1 1 3,990

,,
215,463

, .
252,021

, ,
276,235

,.
389,789

, ,
786,908 5.199,354

Total receipts
................ .... .

........... 2,547,440,986 112,071,614 3,950.770 2,200,520 5,920,324 28.188.158 60,107,709 103,130,427
17

194.443,890
191 029 311

192,427,427
143 276189

210,187.913
-206 651 823

524,100,507
782514 471

1.222.783.341
982 6821 175

Business receipts ................................
Cost of sales and operations .......... ............

2,472,495.351
1,895.237,380.

8,036,667
4,398,159

677,374
437,497

1,879,423
1,041.201

5.479.870
2,919.461

27,320,040
14,935,381

58,655,952
35,176,271

101,203,8
63.885,725

, ,
132,602,660

. ,
139,588.406

. ,
161,055,356

.,
418,608.070

, ,,
924,987,353

Taxes paid ..................................... 37,975,611 394,087 121,975 73,606 198.508
7 1

940,872
514 115

1,638,586
423863

2,562.959
2701 285

3,780,596
4281932

3,128,638
2 027 268

2.947,995
6712 092

6.432.006
187 8615

16,149,871
25,239,260

Interest paid .......... : ................ I ..........
...............................Depreciation

39,961,980
37 840,513

558,684
551,667

3113,291.
252,771

45.601
86,109

129. 9
212,787

,
811,105

.
1,330,027

,.
1,907,826

,,
2,940,812

, ,
2,499,485

, .
2.491,216

,.
5,658,002 19,650,374

.....
Pension, profit-sharing, stock bonus, and annuity plans ...

,
6,782.364 52,972 26,440 -6,460 20,072 93,905

35776
195,195

579189
273,439
318 871

758.677
590 959

652,343
629 528

648,058
225682

1,153,785
1 775 102

2.953,988
6,080,050

Employee benefit programs ..........................
Net income Vess deficit) ............ ...............

10,388,228
34,919,948

45.557
-588,368

13.670
-4.03,496

10.019
-236,018

21.868
-248,855

,
-629.511

,
- 168,838

,
402,808

,
2,151,586,

,
2.118,079

,
2,477,735

, ,
6,176.158 22,980,300

Income subject to tax, total
... * ...... ........... * *

43,982,615 809,639 631,910 49.312 128.418 441,497 1,046,992 1.771,976 3,135,049 2,717.462 2,849,553 6,466,114
2 715 235

24,744,333
10 828 579.:

Income tax, total '. . ~ .............................. 17,097,449 290,615 257,956 8,273 24,386 83.093 198.009 367,006 753,075 a37,875
-

1,023,961
*

, , . .

Additional tax for tax preferences ................... 54,324
-

*2,204
-

-
.

- -
-6

'36 '113
155

824
-1 016

592
6103

2,396
14 206

48,088
607.646

Foreign tax credit ....................... ........... 632,766 6,104 6,095
9

*5 630
,

*34 085
.
607

,
a 520 47 617

U.S. possessions tax credit .......................... 96.649 - - - . , . ,

Orphan drug credit ................................
- - -3 16 '16 506

Nonconventional source fuel credit ...................
General business credit .............................

541
1,201,408 12.390

-
10.326

-
'6913

-
1.368 8.377 17,547 32,767 57,789 56,867 61,031 141,343 813,297

Finance, Insurance, and Real Estates
Number of returns .................. .............

Total assets
537.384
641 912-7 985

337.934
84 684 409

213.507
48 105.835

57,264
13,547,007

67,162
23,031,567

83,919
39,052,087

46.651
38,881.419

26,603
45,975.733

19,583
126,603,533

8,603
188,245,477

5,773
284,418,964.

5.864
877,156,406

2,455
6,300.623.884

.....................................
.netNotes and account receivable

.. .
2 366 805 250

, ,
9154 834

,
2,206,492 622,209 2.006,214 3.479.879 5.034,638 8,249,063 36.338,866 67,373,174 96,608.805 214,362,905 1.930,523.006

................. .,
Inventories

,, ,
91427 055

,,
2593 1182 1072 200 . 515,642 544,133 1,333,653 1,419,180, 972,071 1,240,569 1.452,236 1.164,224 5,207,122 11.865,119

......................................
Cash, Government obligations, and other current assets ...

, ,
1,920,356,029

, ,
21,124,714

,,
15,283,342 2,102,491

14 0 309
3,738,881
8 091 259

10,717,997
0249 155

8,855,149
37 2179

11,475,174
90812 620

37,850,616
37813931

59.026.DO2
49244 866

85.038,517
8B483 665

230.120,002
368.899,580

1,456.147,858
2,535,891,249Other investments and loans ........................

Depreciable assets ...............................
3,119,a4l.324

263.329,811
24,232,590
20,901.358

11,961,022
8,367,623

, 8 ,
4,676,513

, ,
7,857,023

,,
13,617,254

. 9,
13,441.668

, ,
12.361.122

, ,
17,313,420

,,
12,495,282

,,
13,553,477 36,832,597 122,823,632

Less: Accumulated depreciation ................... 79.670.594 6,463,302 2,051,103 1,560,421 2,851,778 5,189,518 4,729,806 4,526.291 5,482,251 3,915.270 4,025,500
7

10,561,017
0019 114

34,777,639
907 06332Other capital assets less reserves .................... 77.342,539 12,608,966 7,788,396 2.006.054 2.814,516

7 43
4.665,044
6 400 325

4.137,899
6 281 663

3,031,874
6 665 960

4,418,354
134 61813

13:117:1.
2

11
6811

8313416
477:11016

.,
59 420 691

,.
630.061,877Accounts and notes payable ..... : ..................

Other current liabilities
760,751,320
976 122 4193

10,192,267
4 552 608

5,366,798
2 219,526

1,549.126
1,394,384

3.2 6,3
938.697

, ,
2,426,567

, ,
4,865,657

, ,
9,858.861

,,
58,535,260 121.941,678

,
195.565,119

, ,
529,298,645. 3,049,078,023........ ....................

Mortgages, notes, and bonds payable in one year or more
. , ,
570,555,962

, ,
25,327,843

,
11,702,124 4,632,913 8,992,806 10,471,796 10,354,428

4
10,653,772
14 220325

16,390,549
22831 123

14,263,626
286 44133

14.750,808
49 301585

50,241,378
198 290 755

418.101,762
425 5141151Net worth .......................................

Cost of property used for investment credit .............
1,502,198,831
' 6,267,428

31,337,143
102,367

21,320,495 -
34:435

3,593,172
3,517

6,423,476
64,415

15,501,171
69,821

13,32 ,059
42,253

..
40,103

,,
114,087

,,
59.888

,,
117,202

,,
289,273

, ,,
5,432,435

Total receipts .................................... 1,365,095,368 8.388,130 1,468,15o 2,084-.416 4,835,564 13,480,260 16,449.653 18,581,919 31,142.178 30,672,706 40,330,947 ~ 126.432,801 1,079,616,773
Business receipts ......... ........................ 618,646,549 4,150,793 560,704 919,598 2,670,491 9,274,281 11,994,754 12,595,518 17,747.720 11,754,692 12,463,055 42.658,358 496,007,378

.
.....Cost of sales and operations ................... 320.622,944 460,420 52,866 113,432 294,122 1,147.723 1,599,701 2.649,260 4.944.941 3,397,151 3,736,015 19,993,575 282.694,157.

Taxes paid ......................................
I id

25,298,921
936 465351

845,424
1 612 685

281,294
441603

188,835
363363

375,295
645 880

766,010
1761 853

. 834,597
4141 351

794,289
1,757,155

1,081,215
5,383,741

856,250
9,350,709

973.890.
14,215,403

2,447,726
42,135.048

16,699,519
274.953,457nterest pa .....................................

Depreciation ....................................
, ,

28,990,058
, ,
942.532

,
275.811

,
243,054

,
423,667.

, ,
825,141

,,
806,452 793,255 1,143,209 929,620 1,119,836 2,798.517 19,631,496

Pension, profit-sharing, stock bonus. and annuity plans ... 5,098.306 36,574 4;318 12,930. 19,326 159,737 224,897 234,140 260,063 160,646 218,973 4a3.335
739 310

3,319,941
517 2725Employee benefit programs ..................... ....

Net income Oess deficit) ............................
7,269,031

99.808.908
31.731

-2,341,670
. 8.168
-2,268,775

7,373
-172,774

16,190
99,880

96,323
424,895

90,601
597,727

121.403
1,149,054

187,225
1,721,367

204,860
1,598,960

280.306
2,371.932

,
11,981,147

,,
82,305,496

total .........................Income subject to tax 50,679,641 977,052 189,269 278.040 509.744 1,126,201 1,085,734 1,219,508 1,713.563 1,579,657 2,061.825 5,706,025 35,210,077,
Incoirne tax; total ................................. 18,091,479 178,179 31,487 55,442 91.250 254,425 281,239 355,993 580,006 597,228 821.517 2.415,246 12.607,647

Additional tax for tax preferences ................... 165,786
.

'93 .,w 1,367 2,465 4,879
17

4,153
3319

4,731
270

14,334
36 411

133,383
2 205 789Foreign tax credit ................................. 2,254,655 3 139 1,3

-1 333
,

1 865 681
,

2 330
, ,

8 587U.S. possessions tax credit ......................... 14,8114 3 - 3 85 , , ,
-

,
-Orphan drug credit ...............................

...Nonconventional source fuel credit 306
-
-4

-
-4

-
-

-
'14

'

-
-

-
-2

-
76 .111 91................

General business credit .............. : ...... ........ 1,155,859 4,234 .~189 1 2.489 1 1.556' 1 8,13 11;1881
. 22,174 13.064 19,089 67.045 1,001,312

Footnotes at end of table. See text for "Explanation of Terms.'and "Description of the Sample and Urnitations of the Data."
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Corporation Returns/1986.

RETURNS OF ACTIVE FOREIGN CORPORATIONS WITH U.S. BUSINESS OPERATIONS, FORM 1120F
Table 12-Income Statements and Selected Tax Items, by industrial Division
[All figures are estimates based on samples-money amounts are in thousands of dollars)

bulustri, division

ftem
Ali

Industrial Agriculture. Transportation Wholesale
Finance, Nakao Of

divisions fores", Mining COCIStrMtkin Manufacturing and pubic

P

and Insurance
' Sonloes

IN
and fishing utilwe's retall trade

and real
same

not
allocable

(1) (2) (3) (4) (5) M (8) (9) (10)
Number of returns of active foreign corporations

with U.S now operations, total ..........
=

11,342 309 551 77 2MO4 1. 413 8 970 592 82Vifith net i e ............................ 3,631 75 155 '25 62 60 160
,

2.796 252 47

iatal receipts ........................... 43,625,980 86,315 318,406 125,979 1,305,108 11,232,iff? 7,5110,20111 32,244,709 782,098 20,8918
Business receipts ........................... 15,751,678 67.509 293,971 115.215 1,260,288 1.186.518 7,467,765 4.772 429 577 263 -10 720Interest ..
Interest on dc~~r,ru'n'e'n't'o'b'ii'g'a'ti'o'n's:* S't'a'te''a'n*d' I'ocsi '

24,292,785
26 164

5.383
-.9

2.704
.290

3.479
. W

6.501 -3.719 8,465
.

,
24.247,782

.
14.715

.

.
'39

Rents ....... : ............................
Royalties

,
563.983 5.860 *271

'

-2,623
-

7,802
-

-2,795

82

*3.056
25.744

431,407

1

110,170
-

..................................
Net short-term capital gain reduced by net long-term

25,368 W n - 5 - .'M
8,316 '16,551

, capital loss ................

*Not lwg-term capital gain reduced tw n' eI' s'h*(x't*-t'e'rm''
142,820 - 139 112 - 142.587 *12

capital loss ..............................
Net gain, noricapital assets ....................

1.298.709
168,785

-1,341
'528

4,544
-1 984

-
-2 610

3,042
*110

-21,195
-4 999

1,226,363
153 906

#?7,938
1 744

'10,019

Dividends received from domestic corporations .... 66,369 -
,
.98

,
-

,
-

.
65 993

.
-

-

Dividends received
from

foreign corporations ..... '186
- -

10
-

,
175

-
IOther receipts ..............................

1 ,
289.

,
32 5,651 14,367 *2,014 27,278 13,042 22.952 1.170,007 33,703

iote deduclionto ............................ 43,739,001 126,960 535,025 IS3,273 1,384,786 1,462,854 7,652,494 31,712,717 807,187 ~3,411196 -
Cost of sales and operation .................. 11,802,435 23,225 149,867 108,132 1,018,521 835,915 7,014.183 2 393 305 256 576

Compensation
of officers ..................... 293,124 * 7,771 6.414 1.025 17.254

. ,
246 843

,
12 664

Repairs ...................................
Bad debts

103,177 1,418 4,329
-

.90

-
2.423 2,921 6,477

.
67,157

.
18,354

.......... ......................
Rent paid on business property ................

520,403
404.371 3,820

2,344
11,393

4
-1,221

6,488
11,805

-3,643
18,214

18,135
36.797

486,690
258 236

2.943
62 813Taxes paid ... : ............................ 493.106 3,258 6,263 3,325 23,944 7.858 16.074

,
404 488

,
27 859

=We,b1=d ............
* .... * ...... * .... **or gifts

23,561,904
39 136

30,111 108,140
3

6,680
.

50.921
.

50,763 36,746
'

.
23,216,551

.
61,984 -7

.......
* ....... * .... * ....Amortization ...............................

,
57,025 661

( )
1,469

1

-7

55

1,330
6 662

553
32,388
50,105

5,330
2 747, (3)

Depreciation ...............................
Depletion

684,194
30 482

30,909 51,483 4,786 43,846
-

32,260 17,195 438,862
,

64.849 -4
.................................

Advertising ................................
,

84,549
21,170 (1) 1,168

8.473
-

1,333 37.102
8.058

26 108
-

8 189
-

'"117
Pension. profit_sliaring.

stock bonus. and annuity
P!ans 31 - * -

, ,

...................................
Employee benefit programs ...................

,350
125,949

2,167 20
*961

3,151
10,231 -3,166

1,950
7,571

19,252
86 957

4,189
13 085

-

Net loss, noncepitall assets .................... 108,869 11.074 *15 *2,701 (3) 7 385
,

81 433
,
.8o)

Other deductions ........................... 5.398,927 26,157 151,022 26,828 193,315 504,905
,

334,339
.

3,896.283 265,523 474
Total receipts less total deductions ................ -113,021 -40,645 -216,619 -27,294 -79,678 -230,597 -42 294 531 992 -25 089 17 202Foreign dividend income resulting from foreign taxes

, . . ,

deemed paid ...........................
Net income aess deficit) ........................ -139,186 -40,654 -216,909 -27,332 -79,678 -230.597 -42,376 506,248 -25 090 17 202

Net income ................................. 2,492,836 5,673 8,010 *610 61,783 36,112 56,879 2,251,735
,

54,392
,

17,643Deficit ....................................
Income subject to tax total

-2,632,022
1 817 909

-46,326
*

-224,919 -27,942
'

-141.461 -266,709 -99,255 -1,745.487 -79,482 * - 441, .....................
Total income tax

, ,
687 7

3.627
-

1,153 290
*

50,818 26,065 24,267 1.648,834 45,196 17,669
..............................

Additional tax for tax preferences .
, 83

6 327
1,307
-

423
.9

148 23,081
12

10,370 10.093 620.392 15,685
-

6.285
...............

Foreign tax credit .............................
,

118,341 - -
42 6,134

118 291
5
1

9

U.S. possessions tax credit ..................... -
.

Orphan drug credit ........................... -
-
-

Nonconventional source fuel credit ............... .5
-4 -

General business credit ........................ 5.789 5 025 334
Tax from Section I I ........................... 12,907 - -7 '58 *164 -1,870 3

,
10 712

.9
'84Tax from Section If 2 .............. 17.71 -1,221 399 *148 22.885 10,275 9.927

,
4

1
6 276U.S. income tax paid or withheld ..... 135,120

I 1 1,485 162 1 *165 1 *3.675 46 124471 2,737
,

' Estimate shwid be used with caution because of the =0 number of sample returns on which it is based.
I Tax from Section I is excluded from total income tax amounts Once the income from U.S. sources !a not effectively connected with the condkict of a trade or business in the U.S.2 Tax from Section 11 is the total tax from Schedule J-Ta. Computation on effectively connected income with the conduct of a Ueda or business in the U.S.3 Lem than $500 par return.
NOTE: Detail may not add to total because of mricing. See text for "Explanation of Tems" and "Description of the Sample and Limitations of Me Data."
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RETURNS OF ACTIVE CORPORATIONS
Table 13-Tax Items: Number of Returns by Selected Types of Tax, Dividend Items, Net Income or Deficit, Statutory Special Deductions, Income
Subject to Tax, Income Tax, Credits, Payments, and Selected Items of Corporations (Form 1120S), by Selected Industrial Divisions
[All figures are estimates based on samples-money amounts are in thousands of dollars]

Selected Industrial divisions

horn
All

indU3#W Agriculture Transportation
Wholesale and retail trade

Finance.
divisions I

,
lonestry, and Mining Construction Manufacturing and public

Wholesale Retail
Insurance, Services

fishing utilities Total 2
trade trade

and real estate

(2) (3) (4) (5) M (9) (10)

Number of Returns WIth Income Tax
Number of returns with-

Income tax, total ........................................ 1,264,292 32.132 11,029 126,344 113,373 41,979 352,755 137,234 214,385 196.267 387,105

Form 1120S - ...................................... 4022 166 50 228 586 269 100
1

539 557 710 913

Regular and alternative tax before credits .................. 1,221:581 31,245 9,652 120.513 108,135 40,274 1:6951 132,009 208.553 191,344 375.4
1
5

Tax from recomputing prior-year investment credit ........... 150.759 4.625 2.399 18,249 21,026 6,793 48,054 22.674 25,199 15,706 33,892
Total income tax after-

Nonconventional source fuel, orphan drug, and general business
credits

........ * ............. * .............. *--
1,110,010 25,161 9,592 111,501 98,415 33,919 315,957 125,727 189.156 186,996 325,259

Foreign tax, U.S. possessions tax, nonconventionall source fuel,
orphan drug, and general business credits ................ 1.109,203 25,121 9.547 111,496 98,049 33,898 315,882 125,656 189.152 186,949 325,050

Returns Wfth and Without Not Income

N mber of returns ........................................
p

3,428,515 106,634 40,354 341,816 285,119 138.428 939,159 314,115 620,956 537,384 1,012,178

m-dends received from domestic corporations, total .............Di 15.156,098 54,656 403,766 135.413 4,312,921 1,114,987 1.023,268 510,021 509,733 7,631,047 473.142

Amount qualifying for Sea. 243(a)(1) deduction ............... 13,569,915 54,107 320,452 134,274 3,312,530 1,095,633 944,507 439,852 501,142 7,257,796 443,717
Amount on certain preferred stock of public utility .............. 21,068 63 5,135 *72 1,356 .608 748 11.829 2,187
Intragroup dividends qualifying for 100 percent deduction ....... 665,825 (3) '80,914 290,920 364 19,505 14,169 5,336 261.609 12.432
Amounts received from IC-DISCS or former DISCS ............ 490,874 -1,493 519 397,171 3,531 48,054 47,355 '699 30,158 9,463

Dividends received from foreign corporations, total ............... 22,747,046 45.745 SW,456 99,440 18,906,008 324,701 819,447 411,161 404,439 1,549,681 409,415

Amount qualifying for Sec. 245(a) deduction .................. 42,676 1 -7 - 2666 26,116 -7,624 - 8,306 '65

Intragroup dividends qualifying for 100 percent deduction ....... 1.764.065 -9,018 -3,121 1,561,500 38,519 33,485 -2,901 88,397 19.598
Other foreign dividends .................................. 20,940,305 '40,916 571,431 96,052 17,318,392 277,993 780,638 377,386 401,539 1,452.977 389,753

Constructive taxable income from related foreign corporations, total . . 19,038,861 -5,705 445.628 69,632 16.049,445 496,711 673.671 249,062 424,609 1,051.273 246,797
Includable income of Controlled Foreign Corporations .......... 4,766,865 976 216,809 29.167 3,445,899 321,706 221,429 81,025 140,404 439,848 91,030

Foreign dividend income resulting from foreign taxes deemed paid 14,271,996 -4,730 228,718 40,465 12,603,546 175,005 452,242 168.037 284,205 611.425 155,767

Not income lless deficit) .................................... 269.530,240 1,148,686 -3,122,565 5,781,722 101,827,271 21,803.663 34,919.948 16,786,801 18,109,915 99,808.908 7,448,023
Statutory special deductions, total ................... I ........ 53,603,316 1,016,062 1,718,966 2,539,670 15,176,845 3,631,049 4,947,520 2,706.838 2,219,424 20.682,013 3,1146,559
Net operating loss deduction .............................. 41.422,810 965,914 1.357.510 2,424,376 10.295,720 2.599,705 4,092.945 2,286,900 1,787,774 16,207,524 3,440,350

Dividends received deduction ............................. 12,146.695 50,149 361.456 115,294 4.880,607 998,111 854,575 419,938 431,650 4.474.431 406.210

Deduction for dividends paid on certain public utility stock ....... 33,810 - - (3) 33,233 - - - .58 -

Income subject to tax . .................................... 276,172,502 1,883,473 3.241.899 7,578,399 116,666,065 36,663,610 43,982,615 19,666,427 24,255,197 50,679.641 15,326,352
Income tax, total ......................................... 111,140.137 589,887 1.453.090 2,525,994 50,222.612 16.156,499 17,097,449 7,781,984 9.296.057 18,091,479 4.942,317
Regular and alternative tax ............................... 108,773,260 579,120 1,339,161 2,484,009 49,025.411 15,807.771 16,862,842 7,694,330 9.149,195 17.799,986 4.818,018
Personal holding company tax ............................. 10,248 - lM -600

.,w 7,970

Tax from recomputing prior-year investment credit ............. 1,319,525 7,682 21,389 28,275 653.088 212,432 179,319 73,791 106,436 115.785 97,697
Additional tax for tax preferences ........................... 1,026,194 3.085 86,903 12,240 543,146 134,608 54,324 13,429 40,895 165,786 26.094

Foreign tax credit
... ... .........................

21,480.508 12,641 618,542 71,340 17,340,711 232,474 632,765 280,896 351,868 2,254,655 317,281

U.S. possessions tax cr~xiilt 2,907,256 1 - 6 2,702,270 79,338 96,649 32,620 '64,030 14.884 14,107

Orphan drug credit ....................................... 6.530 - - - 6,530 - - - - - -

Nonconventional source fuel credit ........................... 63,544 - 7,137 37,519 16,731 541 306 1"

General business credit .................................... 12.805,999 101,639 132.721 270,387 4.373,632 4,822.922 1,201,408 342= 857,600 1,155,859 746,497
Total income tax after

Nonconventional source fuel, orphan drug, and general business
credits .............................................. 98,264,064 488,248 1,313,232 2,255,166 45,804,931 11.316.846 15,895.499 7,438,759 8.438.337 16,935,314 4,194.953

Foreign tax, U.S. possessions tax, nonconventional source fuel,
orphan drug, and general business credits ................. 73,876,301 475,606 694,690 2.183.820 25,761,951 11.005,034 15,166.086 7,125,243 8.022.439 14,665,774 3,863,565

Estimated tax payments:
1985 overpayments claimed as a credit ..................... 7,022,354 41,033 104,962 191,665 2.566,494 770,599 1,494,366 735,746 754,787 1.408,714 442.878
1986 estimated tax payments ............................. 58,418,536 304,687 459,646 1.253.852 21,989,126 9,018,321 11,603,408 5,784,326 5,804,893 11,103,043 2,678.998
Less: Refund of 1986 estimated tax payments ................. 3,053,365 15,453 23.104 78,361 1,297,753 485.731 380,890 220,552 160,338 606,515 164.989

Payments with application for extension of filing time ............. 15,967,131 111,848 211,705 670,346 4.678,350 2,760.904 3,363,247 1,260,388 2,101.237 3,227,583 922,922
Credit for tax paid by regulated investment companies ............ 21,140 5 9,350 152 1,334 9,799 '461

Credit for tax on special fuels, nonhighway gasoline, and lubricating
Oil ........................ ..................... 86,803 11,260 5,602 6,868 16.5M 21,115 10,451 6,435 4,015 2,270 6,226

Tax from Section 1 (11 20 F only) ............................. 12,907 - -7 '58 -1,870 3 3 - 10,712
.9

U.S. tax paid or withheld at source ........................... 135,120 1,485 '162 *3,675 46 46 - 124,471 2.737
Overpaid windfall profit tax ................................. 34.136 '15 2,042 30,591 611 279 277 3 339

. 85

Tax due at time of filing .................................... 6,810,852 129,773 80,611 569,422 1,548,188 280.578 1,450,190 673,394 772,815 1,891,084 831,139

Tax overpayment ......................................... 11.359,385 106,793 146,221 422,184 3,764,069 1,357,797 2,358,398 1.105,424 1,247,673 2,355,227 843,334

Returns of S Corporations, Form I I 20S

Number of returns ........................................ 826,214 34,671 10,197 79,452 57,945 40,705 236,451 56,632 179,308 121,857 238.837
Net income:
Number of returns ...................................... 396,377 15,318 4.296 46,815 27,415 16,221 110,806 31.856 78,439 56,611 117,523
Amount .............................................. 23,942,506 786,593 531,627 2,358,563 5.163,373 1.069.752 6,397,430 3.126,425 3,255,004 3,231,495 4.371.136

Deficit ................................................. 15,649,265 998,466 436.786 925,769 1.497,325 1,281,589 3,868,442 729,739 3,138,703 3,096,375 3,443,678
Income subject to corporation tax ............................ 113,4B4 '92,172 -7,938

Income tax, total ......................................... 67,081 414 10.267 2,154 5,845 1,676 5,184 1,933 3,210 35,625 5.917
Regular and alternative tax ............................... 46,265 *367 -4,592 1 *311 1 -3,469 '289 *2.322

W 1,357 1 *32,303 1 *2,612

* Estimate should be used with caution because of the small number of sample returns on which R is based.
I Includes "Nature of business not allocable" which is not shown separately.
2 Includes "Wholesale and retail trade not allocable" which is root shown separately.
3 Less than M per return.
NOTE: Detail may riot add to total because of rounding. See text for "Explanation of Terms" and "Descyiption of the Sample and Limitations of the Data."



Corporation Returns/1986

RETURNS OF ACTIVE CORPORATIONS, OTHER THAN FORMS 1120S, 1120-Ic-DISC, AND
1120-FSC
Table 14-Number of Returns, Selected Income, Tax, Credits, and General Business Credit Items, by SelectedIndustrial Divisions
(All figures are estimates based on samples-money amounts are in thousands of dollars]

Selected industrial divisions

ftern
All

Industrial Agriculture
forestry Tralrolportation

Wholesale and retail Veda Finance.
divisions I .

and Mining Cortstruction Manufacturing and trooffanoe
services

fishing public, wildidais Toted 2 Wholesale
trade Rated traft

and need
estate

(1) (2) (3) (4) -(5) M (e) (9) (10) (11)

of

Number of returns ........................
Net income

2.597,959 71,963 30,158 262.363 227,167 97.722 698,463 253,283 441,617 415.527 773,253....
Income subject to ie~

383.436,250
274 798 559

2.890,052 4.821.090 10.084,522 130.917,110 40,028,003 47,383,553 20,971.351 26,332.062 128.052,739 19,064.149
Income

tax before
c~ : , . 1.883.105 3,237.308 7,577,595 116.665,305 36,662.421 42,726.4a2 18.417.097 24,248,393 50,587,470 15,308.427

Total .................................
of afternative tax

110=,539
106 156 4

589,473 1,442,824 2,523,840 50,216.434 16.154,704 16,526.611 7.214.512 9,292,731 18,055.854 4,931.990................
R

, , 81 578,753 1,334,569 2,483,697 49,021.609 15.807,363 16,294.868 7,127,828 9,147,723 17.767,684 4,810,995

Foreign tax credit ....................... 21.480.221 12,641 618,542 71,340 17.340,711 232,474 632,477 280,609 351.868 2 254 655 317 281U.S. possessions tax credit ................ 2,907,256 1 - 6 2,702.270 79.338 96.649 32.620 -64 030
, .

14 884
,

14 107
Nonconventional source fuel credit ......... 63,544 7,137 37.519 16,731 .541 '422

,
'120

,
306

.
M

Orphan drug credit ...................... 6,530 - - 6 530
- -

,

- - - -
General business credit .................. 12,805,999 101.639 132,721 270,387

,
4,373,632 4.822,922 1.201,408 342,803 857,600 1,155,859 746.497

General business credit items:
Tentative general business credit ........... 49,157,483 527.902 2,308,988 1,048.198 19,086.330 15,248.603 3,394.296 1,389920 1.999441 3 727 990 3 806 263Current yew regular investment credit ..... 12.158,444 39,463 119,479 93.630 5,225,258 4,738,&33 689,656 267:712 421:525

, .
676 281

, ,
317673Tentative business energy investrnert credit . 186,206 '24 *577 *2,132 85,037 55,205 14,305 2,894 11 411

,
19 083

,
9 841

Total allowable research credit .... ; ...... 1,292,012 4,762 1,804 1,635 1,062,873 101,646 30,906 26,178
,
7104

.
21 699

,
66 689

Toted jobs credit for current year .......... 289.094 1,074 2,287 2,524 92,495 6,860 137,623 7.153
.

130 331
.

12 553
,

33 679Current year alcohol fuel credit ........... 4.472 - - - 1.800 1
. , .

1 965Current year employee stock ownership .

credit ...........................
Current year low-income housing credit ....

1.391,341
-

960 7,993 4.103 812,066 329,516 130,072 11,272 118,800 77,243 29.388

Carryforward of general business credit from
prior years .......... .....

.. . * ...
33822,235 481,672 2,176,859 944,224 11.794,264 10.016,620 2,390,511 1,074.423 1,311.729 9202 624 3 091 075

........ncome tax after credits ..... .. 73:238,991 475,192 684,424 2.181,666 25.755.773 11,003,239 14,595,535 6,558,058 8.019.114
, .

14,630.149
, ,

3,853.237

- Estimate should be used with caution because of the small number of sample return on which it is based.
1 Includes "Nature of business not allocable" which is not shown separately.
2 Includes "Wholesale and retail trade not allocable" which is not shown separately.
NOTE: Detail may not add to total because of rounding. See text for "Explanation of Terms" and "Deactiption of the Sarnple and Urnitaficris of the Data."

68



RETURNS OF ACTIVE CORPORATIONS, OTHER THAN FORMS 1120S, 1120-IC-DISC and 1120-FSC
Table 15-Tax Preference Items: Number of Returns, and Tax Preference and Related Items, by Selected Industrial Divisions
(All figures are estimates based on samples-money amounts are in thousands of dollars)

Selected Industrial divisions

All Wholesale and retail trade Finance,
Item industrial Agriculture Transportation Insurance

divisions 1
,

forestry, and Mining Construction Manufacturing and public Wholesal
9

Retail
,

and Services
fishing utilities Total 2

trade trade real estate

(1) (2) (3) (4) (5) (6) (7) (10)

Numbef of "ftmsal wthre corponstions, atheir Own
Fonrns 1120S. 11204C4DISC arid 1120-FSC ....... 2,597,959 71,963 30,168 262,363 227,167 g7,722 698,463 253,283 441,617 415,527 773,253

Returns with tax preference items:
Number of returns .............................. 24487 524 1,813 1,245 4,212 883 3,882 1.804 2,075 9,749 2,167

Total assets ................................... 8,500,729:295 5,916,246 121,428,943 50,420,317 2,226,645,165 1,020,558,565 424,240,093 174,224,808 249,924,725 4,539,426.061 112,063.046

Business receipts ............................... 3,171,810,903 7,358,452 49,425,623 49,983,727 1.679,258,597 478,460,966 575,341,353 226,663,652 348,649,183 252,528,349 79,453.836

Bad debts ..................................... 28,966,812 19.555 216,933 98,440 5,483,172 2,759.537 1,655,999 485,261 1,370,672 17,973,065 559,769

Depreciation ................................... 189,863,471 260.839 3,392,566 1,009,108 95,330,275 55,343,182 11,885,937 3,090,110 8,795,215 15,936,892 6,703,059

Amortizati n ................................... 6,926,027 2,619 82,707 35,694 3,495,615 914,932 571,933 166,052 405,866 1,150,966 671,561

Depletion ..................................... 6,251,716 11,653 953,292 69,867 4,286,628 707,582 71,693 62,482 9,211 144,592 6,391

Net income .................................... 185,450,052 542,587 1,821,652 1,641,552 90,858.025 31,569,784 16,423,429 6.121,502 10,298.702 38,751,856 3.838.152

.......Regular and alternative tax before crecIAS3 .. 67,957,683 184,967 503,134 523,881 34,404,043 13,086,679 6,510,086 2,400,949 4,108,042 11,368,036 1,376,033.
Tax from recomputing prior-year investment credit ..... 849,450 1,459 13,712 5,539 519.566 167,493 63,191 22,484 40,702 59,937 18.471

Additional tax for tax preferences ................... 1,006.991 3,oa3 86,798 11,863 536,592 133.430 51,894 12,989 38,905 158,961 24.361

Additional tax for tax preferences deferred from prior
years ..................................... 41,274 46 7,728 3,166 18,350 515 2,210 1,306 904 7,148 2.111

Income tax after cfeditS3 ......................... 40,538,813 152,030 464,413 414,560 15.344,124 8,842,898 5,558,510 2,213,829 3.343,582 8,812,918 948,502

Tax preference items:
Accelerated depreciation on-

Low income rental housing ...................... 124.278 7 12.631 717 91,268 -1,031 82 '949 .17,548
Other real property ............................ 2,414,359 9,485 16,445 24,045 1,193,060 289.955 362.900 66,946 295,953 322,152 196,317

'Amortization ................................... 87,542 *12 2 - 4,759 77,121 113 3 110 5,290 246

Reserves for losses on bad debts of finarrial institutions . 1.317.112 8 - 1,121 6,143 56 4,366 4,311 54 1,299.840 5,577

Depletion ..................................... 1,581,106 4,308 568,007 53,862 743,777 132,098 .19,735 1 7,966 1,770 54,680 4,621

Capital gains .................................. 14,464,699 68,753 153,461 101.279 6,335,153 1,504,856 1,409,564 425.382 983,430 4,480.577 410.228

Leased personal property ........................ 25,994 '30 109 10,801 485 3,256 1,089 -2,167 10,828 141
.

Mining exploration and development costs ........... 4,021 1,162 - -3.804
M

'Circulation, research and experimental expenditures .... 43.001 - '20,756 - - - - -6.480 15.765
*Intangible drilling costs ........................... 26.480 '10,594 - -3,764 206 6,265 6,229 36 1,235 1,818

Total items of tax preference ........................ . 20,041,694 85,201 815,189 181,367 8,303.690 2,009.974 1,807.242 522,019 1,284,470 6,202,416 635,770

Estimate should be used with caubon because Of the mail number of sample returns on which it is based.
des Nature of business riot allocable" which is not shown separately.

2:r_dudes::WholesaIe and retail trade not allocainie" which is not shown separately.
3 Credits include foreign tax, U.S. possessions tax, nonoonventional source fuel, orphan drug, and general business credits.
NOTE: Detail may not add to total because of rounding. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Data."



RETURNS* OF ACTIVE CORPORATIONSIlOTHER THAN FORMS 11 20S, 112040 DISC9' AND *1 1,20 FSC
Table. 16-Number of Returns and Selected Tax Items, by Size of Total Income Tax After Credits
(All figures are estimates based.on samples-money amounts are in thousands of dollars and size of total income tax after credits are in whole dollars]

Number of returns
of active corpor. Total

income tax before credital

f total Income tax after credits llons, other
than Forms 11 20S

ncome
subject otal

Regular arid Foreign
ta r dit

.S.
Possesslo

hlor~
conventional orloft-

drug
General
business

income
tax after.

11204C-DISC. to tax
alternative tax x c e

tax credit
source fuel

credit credit credit credits I
1120-FSC

. . . . (1) (2) (3) (4) !1 (5) (a) M (a) (9) (10)
Tafti ........... . ..... ............

.
2,597,959

.
274,798,559 110,502,539 108,156,481 21,480,221 2,907,256 63,

.
544 6,530 12,805,999 73,238.991

Returns with net income .. ........... 1,507,1!i72 274.437,591

.

110,192,248 108.096.331 21.472,960 2,907,256 63,627 6.530 12.799,214 72,942,763

Returns without net income .......................... 1.090,387 2360,968 310,291 60,150 7,261 - 17 - 6.785. 296,228

Returns with total income tax before credits I ...........

'

1,257,713 274.795.172 1
.

10.502,539 108,156,481 21,480,221 2,907,256 63,544 6.630 12,805.999 73.238.991

Returns with total income tax after credits I .............
1

1.102,498 267,326,407 107,743.354 105,397,296, 20,827.653 1,174.339 .63.527 6.&30 12,432.315 73,238,991

Under $6,000 .......................... ......E..
36,000 under $10 000 ........

788911
98:635

11373747
4:718:065

2,260,376 2,212393
:

552405 70.239 '154 352,957 1.284,622, ...................
$10,000 under $15,000 ......

' * .........
.52,261 3,450,537

868,105
753 334

847 626
735 976

3:586
42012

1 8.640
'16 221

- 94,125 751,754

. * .... * "$15,000 under $20,000 .... :.
' * ...... *

...........
$20 000 under $25 000

5.836 ,318,669
,

611,518
,

598,825
,

2,516
,

89,325
7
-

81.2"
71,625

643,292
448,053, , .................... .19,581 2,077.365 577.332 565,30

1
9 15,330 67!1159 *35 -57.004 437,804

$25.000 under S50,000 ...... ...................
$50 000 under $75 000

43,541 5,757,768 1,877.489 1,820,833 i3,037 1 j4,123 -2.66~3--, 185,499 1,532,138, . ..........................
$75,000 under $100,000 .........................

17,743
9 744

3,561,119
2 506 332

1,297.066
963 047

1,278,532
946

61,206
*

32,311 *327 1119,66 1.083,&q8
$100,000 under $250,000 ........................

,
24,375

, ,
11,719,731

.
4,780,927

,829
4,704,394

42,530
492,873

459
165 420

306
1 6D4

77.779
300 460

841,972
11203 570$250,OOD under $500,000 ........................ .9,611 10,656,485 4,592,185 4,518,465 764,263

,
238.622

.
.663

.
255.888

, ,
3,332.749

$500,000 under $1,000,ODD .......................
$1 000 1000 under $10 000 000

5,479 10,719,755 4648671 4567277 471,611 23,373 *2,299 315,900 3.835 488, , , , ....................
$10,000,000 under $50.000,000 ...................

5.872
725

49,769.306
66 618 195

21:449:416
28 542 688

20:886:744
27 879 639

3,400,055
10 261 403

338.145 18,582 666 1,977,110
,

15,714.858
$50,000,000 under $100,000,000 ........ 109

, ,
29,901,952

, ,
12,788,007

, ,
12 507459

, .
2 964 029

23,086
6 600'

4:725
886

3,504,789
2 016 89

14.748,6134
$100,0100,000 or more ................. 76 52,177,380 21,733,193

,.
21,385,948

, .
1.740,390 305

,
7.021- 252

. , 0
3,021.360

7,799.602 -
16,963,867

I Dedits irdude foreign tax, U.S. possessions 6, nonconventional source fuel. orphan drug. and general business credits.2 Amount as reported by life insurance companies and banks vith life insurance deparonents taxable under special provision of Me Internal Revenue Code.NOTE: Detail may not add to total because of rourdng. See text for "Explanation of Terms" and "Description of the Sample and Limitations of the Data."



INDEX TO EXPLANATION OF TERMS

Accounting periods, 73
Accounts and notes payable, 73
*Accounts payable, 73
Accumulated adjustments account, 73
*Additional tax for tax preferences, 73
Advertising, 74
*Alcohol fuel credit, 74
Allowance for bad debts, 74
Alternative tax, 75
*Amortization, 75

Bad debts, 75
*Business receipts, 76
Calendar year returns, 77
Capital stock, 77
Cash, 77
Compensation of officers, 77
Consolidated returns, 77
*Constructive taxable income from related foreign

corporations, 77
Contributions or gifts, 78
Cost of property used for investment credit, 78

Cost of sales and operations, 79
Cost of treasury stock, 79
Credit for tax on special fuels, nonhighway gasoline

and lubricating oil, 79
Credit for tax paid by regulated investment companies,
Deficit, 80
Depletable assets, 80
Depletion, 80
Depreciable assets, 80
*Depreciation, 81
*Dividends received from domestic corporations, 82

*Dividends received from foreign corporations, 82
Domestic international sales corporation returns, 83
*Employee benefit programs, 84
*Employee stock ownership credit, 84
Estimated tax payments, 84

* Definition has been modified from prioryear reports to reflect processing
or tax law changes as well as clarification of the explanations.

Excessive net passive income tax, 84
Foreign sales. corporations, 85
*Foreign tax credit, 85
*General business credit, 86
Income subject to tax, 86
Income tax, 87 -
*Intangible assets, 88
Interest, 88
Interest on government obligations: state and local, 88
Interest paid, 88

Inventories, 88
* Investment credit, 88
Investment credit carryover 89
investment qualified for credit, 89
Investment in government obligations, 89
*Jobs credit, 90
Land, 90
Loans from stockholders, 90
Loans to stockholders, 90
*Low-income housing credit, 90

Members of controlled groups, 90
Mortgage and real estate loans, 91
Mortgage, notes, and bonds payable, 91
Net capital gains, 91
*Net gain (or loss), noncapital assets, 92
*Net income (or deficit), 94
Net long-term capital gain reduced by net short-term

capital loss, 95
Net long-term capital gain taxed at alternative rate, 95
Net short-term capital gain reduced by net long-term

capital loss, 95
*Net worth, 95

Noncalendar year returns, 95
Nonconventional source fuel credit, 95
Nonqualifying interest and dividends, 96
Notes and accounts receivable, 96
Number of returns, 96
Orphan drug credit, 96
Other adjustments account, 96
*Other assets, 96
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Corporation Returns/1986 9 Index to Explanation of Terms

Other capital assets less reserves, 97
Other credits and payments, 97
Other current assets, 97
Other current liabilities, 97
*Other deductions, 97
*Other investments, 97
Other investments and loans, 98
-Other liabilities, 98
Other receipts, 98
Overpaid windfall profit tax, 98

*Overpayments claimed as a credit, 98
Paid-in or capital surplus, 99
Part-year returns, 99
*Payments with applications for extension of filing time

(Forms 7004), 09
Pension,' profit-sheilring, stock bonus, and annuity plans,

99
Personal holding company tax, 99
*Refun,ds of estimated tax payments,'99
Rent paid on business property, 99
Rents, 100
Repairs, 100

Research activities credit, 100
*Retained earnings, appropriated, 100
*Retained earnings, unappropriated, 100*
*Retained earnings, 1120S, 100

Returns of active corporations, 101
*Returns of inactive corporations, 101
*Returns with book net income or deficit, 101
Returns with net income, 101
Returns without net income, 101
Royalties, 101
*S corporation returns, 101
*Shareholders' undistributed taxable income previously

taxed, 102
Size of business receipts, 102
*Size of income tax after credits, 102
Size of total assets, 102

*.Statutory special deductions, 102
Taxable income, 104
*Tax due at time of filing, 104
Tax from recomputing, prior year investment,creditj 104
.*Tax overpayment, 105
Tax preference items, 105

Jaxes paid, 105
Total assets and total liabilities, 105
Total deductions, 105
TotalAncom6 tax. 106

Total qualified investment in' 10 percent property, 106
,Total receipts, 106
.Total receipts less total deductions, 106
U.S. possessions tax credit, 106
Zero assets, 106
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Section 5

The following explanations include definitions and limita-
tions of terms used, and adjustments made in preparing the
statistics. These explanations are designed to aid the user
'in interpreting the statistical content of this report and
should not be construed as interpretations of the Internal
Revenue Code or policies. Code sections cited were those
in effect for the Income Years of the report. Whenever a year
is cited, it refers to the calendar year, unless otherwise
stated.

The instructions for the tax forms in section 6 will provide
additional information about many items. Finally, definitions
marked with the symbol (#) have been modified from prior
year reports to reflect processing or tax law changes as well
as clarifications of the explanations.

Accounting Periods

Among the several classifications used in this report, tax
return data are classified according to the accounting
periods used by corporations. For a detailed discussion of
this classification, see "Time Period Employed" in section
1, Introduction.

Accounts and Notes Payable

This item consisted of accounts payable and mortgages,
notes, and bonds payable in lesb than one year. Each is
described separately under its own heading below.

Accounts Payable (#)

Relatively short-term liabilities arising from the conduct of
trade or business which were not secured by promissory
notes were generally included under this heading. Banks
and savings institutions may have reported deposits and
withdrawable shares in accounts payable.

Accumulated Adjustments Account

The Subchapter S Revision Act of 1982 established this
new balance sheet account for S corporations for the most
recent continuous period during which the corporation was

EXPLANATION OF TERMS

an S corporation for taxable years beginning after Decem-
ber 31, 1982. The accumulated adjustments account was
determined by taking into account all items of income, loss
and deductions for the tax year (including nontaxable
income and nondeductible losses and expenses). After the
year-end income and expense adjustments were made, the
account was reduced by distributions made during the tax
year.

At the end of the tax year, if the corporation had a
balance in its retained earnings account, the accumulated
adjustments account was determined by taking into ac-
count only the taxable income and deductible losses and
expenses for the current tax year.

Additional Tax for Tax Preferences (#)

Additional tax for tax preferences, the so-called
"minimum tax:'was intended to make possible the taxation,
to some extent, of selected income and deduction items
(described by law as "tax preferences") afforded special tax
treatment in the computation of taxable income.

For the most part, the 15 percent tax was levied on the
sum of a corporation's tax preferences which exceeded
$10,000 or the current-year income tax (including tax from
recomputing prior-year investment credit) reduced by for-
eign tax credit, U.S. possessions tax credit, nonconven-
tional source fuel credit, orphan drug credit and general
business credit. For tax years beginning after 1984, the tax
benefits of certain corporate tax preference items were
subject to a 20 percent reduction under Section 291 and
then adjusted by including a limited amount of the reduced
tax preference items in the minimum tax base. This was
done in order to prevent the combination of incentive
cutbacks and minimum tax from reducing the tax benefits
from these preferences even further.

Members of a controlled group of corporations filing
separate returns were required to apportion a single
$10,000 statutory exclusion among the members of the
group in proportion to the members' respective regular tax
deductions.
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Corpomt0on Returns/1986 o Explanation ol Terms

Tax preference items were: (1) accelerated depreciation
(depreciation in excess of the amount computed under the
straight-line method allowed on real property); (2) amortiza-
tion of certified pollution control facilities (special rapid
write-offs in excess of what otherwise would have been a
depreciation deduction under Code section 167); (3) re-
serves for losses on bad debts of financial institutions
(additions to reserves for bad debts in excess of actual bad
debt losses, based on prescribed rules); (4) depletion
(depletion deduction in excess of the cost or other basis of
the property, reduced by depletion taken in prior years);
and (5) capital gains (net long-term capital gain in excess of
netsho

'
rt-term capital loss) when this amount was taxed at

the special lower capital gains rate; the preference item
applied only if the alternative tax under Code section 1201
applied. (The preference item equaled the tax if alternative
tax had not been used minus the alternative tax, divided, by
0.46). Other tax preference items that personal holding
companies took into account included (1) accelerated
depreciation on leased property; (2) mining exploration and
development costs; (3) circulation and research and exper-
imental expenditures; and (4) intangible drilling costs. There
were also special rules in effect for timber income, including
both gains from the cutting of timber and the long-term
gains from the sale of timber.

In general, all corporations, other than Interest Charge
Domestic International Sales Corporations (IC7DISC's),
were liable for the additional tax. However, regulated invest-
ment companies and real estate investment trusts were
subject to the tax only on the net long-term capital gain in
excess of the net short-term capital loss that was not taken
into account as income by stockholders. S corporations
were subject to the minimum tax only on . capital gains
imposed by section 1374. All other items of tax preference
for these corporations were divided among the stockhold-
ers and included in their income.

company and a few companies did not separately identify
advertising when it was included in the cost of sales and
operations. In addition, certain kinds of advertising expen-
ditures, such as for billboards, were capitalized and recov-
ered only as part of depreciation.

Alcohol Fuel Credit (#)

The Windfall Profit Tax Act of 1980 contained provisions
for an alcohol fuel credit. If alcohol (other than alcohol
produced from petroleum, natural gas, or coal) was used
as a fuel (whether partially or completely comprised of
alcohol) of a type suitable for use in internal combustion
engines, a nonrefundable income tax credit was provided.
In general, the credit was available to the blender in the
case of blended fuels and to the user or retail seller in the
case of pure alcohol fuels. The amount of the credit was 60
cents per gallon for alcohol of at least 190 proof and 45
cents (1984) per gallon for alcohol between 150 and 190
proof. No credit was available for alcohol of less than 150
proof.

The credits were generally available for alcohol sold or
used after September 30, 1980, and before January 1,
1993. The Economic Recovery Tax Act of 1981 extended the
carryforward provision of unused credits from 7 years to 15
years; the carryback provision of 3 years was not changed.
The 1984 Act changed the manner in which alcohol fuel
credit was reported. The credit was computed as in prior
years, but was claimed as one of the components of the
general business credit under Code Section 38. As a
component of the general business credit, the alcohol fuel
credit was subject to the net tax liability limitation of Code
section 38.

The alcohol fuel credit is not shown separately in the
tables in this report; however, it is included as a component
of the general business credit.

vertising

Advertising expenses were allowable as a deduction
under Code section 162, if they were ordinary and neces-
sary and bore a reasonable relation to the trade or business
of the corporation. The amount shown in the statistics
includes advertising identified as a cost of sales and
operations as well as advertising reported separately *as a
business deduction. However, for corporations whose prin-
cipal business activity was the printing and publishing of
newspapers and periodicals or engaging in radio and
television broadcasting, the statistics do not include adver-
tising expenses incurred in the preparation of customers'
advertising; if identified, these amounts were treated as part
of the cost of sales and operations.

The types of expenditures covered by the advertising
deduction may have varied somewhat from company to

Allowance for Bad Debts

Most corporations identified on their balance sheet the
allowance or reserve set aside to cover uncollectible or
doubtful notes, accounts, and loans as an adjustment to
notes and accounts receivable. A few corporations, how-
ever, reported only net receivables and, thus, did not show
their allowance for bad debts. In addition, tax return
balance sheets used by life and certain mutual insurance
companies did not require the allowance to be reported.
The statistics for both the allowance and for the gross
amount of "Notes and Accounts Receivable" are under-
stated by these unidentified amounts.

Since corporation tax return balance sheets did not
provide for the separate reporting of reserves for uncollect-
ible mortgage and real estate loans, many banks and
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savings and loan associations may have included the item
in the allowance for bad debts. If, on the other hand, these
reserves were reported in supporting schedules, they were
later added to the allowance for bad debts during statistical
processing. However, in some cases, the supporting sched-
ules were not attached to the return and the amount may be
understated.

Alternative Tax

See "Income Tax."

Amortization (#)

tions, on page 1; Form 1120 (see Form 1120 return
facsimile in section 6 of this report). Because some corpo-
rations may not have identified amortization separately on
Form 4562, the statistics for 'Amortization" may be under-
stated and "Other Deductions" may be overstated by the
same amounts.

Beginning with the 1986 statistics, all deduction amounts
identified as amortization by the taxpayer were included in
amortization with the following exceptions: (1) When the
property appeared to actually be depreciable rather than
amortizable property, and (2) when the amortization was for
intangible drilling costs.

Amortization was a deduction for recovery of certain
expenditures over a certain period of time in a manner
similar to straight-line depreciation. Typically, the period of
time over which the expenditure was written off was much
shorter than if depreciation had been used; often, depend-
ing on the specific provision of the law, the period of time
was only 60 months. The following types of amortization,
applicable to the statistics in this report, were specifically
mentioned in the Code as allowable deductions:

bond premiums (Code section 171)
certain business startup costs paid or incurred (Code

section 195)
child care facilities (Code section 188)
construction period interest and taxes on real property

(except low-income housing) (Code section 189)
forestation and reforestation expenditures (Code section

194)
lessee's improvements to leased property, leasehold

improvements (Code section 178)
motion picture film, videotape, sound recording and

books (Code section 280)
organizational expenditures of corporations (Code sec-

tion 248)
pollution control facilities (Code section 169 limited by

Code section 291)
railroad rolling stock (Code section 184)
railroad tunnel bores and grading (Code section 185)
research and experimental expenditures (Code section

174)
trademark and trade name expenditures (Code section

177).

The amounts shown in the statistics include any identifi-
able amortization (as described above) reported as part of
the cost of sales and operations or in the schedule in
support of depreciation as described below.

On Forms 11 20 prior to 1982, amortization was shown on
a separate line of the income statement on page 1.
However, since 1982, amortization has been shown sepa-
rately only on Form 4562, Depreciation, and that amount
was carried forward and included in line 26, other deduc-

See also "Additional Tax for Tax Preferences."

Bad Debts

Bad debts occurring during the year, or a reasonable
addition to an ailowance or reserve for bad debts, were
allowable as a deduction under Code section 166.

Commercial banks, mutual savings banks, savings and
loan associations, small business investment companies
and other financial institutions were permitted to take a
deduction for a reasonable addition to their bad debt
balance which was far greater than that allowed other
businesses. Unlike other businesses, which could deduct
additions to their reserves only to the extent justified by their
actual loss experience, these financial institutions could
elect to increase their reserves based on percentages of
outstanding loans. However, certain restrictions were intro-
duced in 1969 to begin to bring these institutions in line with
other businesses.

For commercial banks, beginning with 1969, deductible
additions to the reserves were to decrease in three transi-
tional steps. These steps were to be completed by 1988, at
which time the deduction would have to be based on actual
losses for the current and 5 preceding years, the same as
for other businesses. For taxable years beginning after
1975, but before 1982, the percentage for eligible loans
outstanding used as the basis for the deduction was 1.2
percent; 1.0 percent was used for taxable years beginning
in 1982 and 0.6 percent for taxable years beginning after
1982.

For small business investment companies, deductions
for additions to the reserves, using an industry average as
the norm, were permitted during the first 10 years of a
company's existence. Thereafter, additions to the reserves
had to be based on a corporation's own experience.

For mutual savings banks, savings and loan associations,
cooperative banks and certain stock associations, the
deduction was 40 percent of an adjusted taxable income
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figure before reduction by the bad debts deduction, pro-
vided it did not increase the reserve beyond 6 percent of
qualifying loans.

,. For banks and other financial institutions, corporate or
government debts evidenced by certain bonds which be-
came worthless during the year were chargeable as bad
debts under Code section 582. For other corporations,
such losses were subject to the special capital gain or loss
provisions of the law. See the explanation for "Net Capital
Gains" in this section.

Amounts of recovered bad debts reported by corpora-
tions which deducted actual bad debts were included in
"Other Receipts."

quired for the few banking institutions which reported the
purchase and sale of Federal funds as part of cost of sales
and operations and business receipts, respectively. For the
statistics, the amount paid by the banking institutions for
these funds was excluded from the "Cost of Sales and
Operations" and a corresponding amount was excluded
from business receipts.

Also in the finance, insurance, and real estate industries,
premium income of most insurance companies was in-
cluded in business receipts. However, certain mutual insur-
ance companies with total receipts of less than $500,000
were not required to report premium income. Therefore,
total business receipts for insurance carriers are slightly
understated.

See also "Additional Tax for Tax Preferences."

Business Receipts (#)

Business receipts were, in general, the gross operating
receipts of the corporation reduced by the cost of returned
goods and allowances.

Business receipts included rents reported as a principal
business income by real estate operators and by certain
types of manufacturing, public utility, and service corpora-
tions. The latter corporations included manufacturers that
frequently rented rather than sold products, such as auto-
matic data processing equipment; lessors of public utility
facilities, such as docks, warehouses, and pipelines; and
companies engaged in rental services, such as.the rental of
automobiles or clothing.

Some corporations treated sales taxes and excise and
related taxes which were included in the sales price of their
products as part of their gross receipts from sales; others
reported their receipts after adjustment for these taxes.
When treated as receipts, sales taxes and excise and
related taxes were deducted on the tax return as part of the
cost of sales and operations or were included in the
separately itemized deduction for taxes paid. In any case,
the receipts as reported by the taxpayer were included in
the statistics. See also "Cost of Sales and Operations" and
"Taxes Paid."

,.
In the finance, insurance, and real estate industries;

business receipts included such banking items as fees,
commissions, trust department earnings, exchange collec-
tions, discounts, and service charges, when identified in
schedules attached to the return. Business receipts also
included interest which could not be separately identified
as such. (Interest, the principal operating income of bank-
ing and savings institutions, is shown separately in the
statistics under "Interest" and is, therefore, excluded from
business receipts.) Special statistical treatment was, re-

Generally, in the finance, insurance,, and real- estate
industries, income from investments, when identified in
schedules attached to the return, was alloc6ted to one of
the specific types of investment income for which statistics
are shown separately. Rent reported by real estate opera-
.tors; however, was~-acc6oted -as business receipts.

Business receipts reported by stock and commodity
brokers, dealers, and exchanges, by condominium man-
agement and cooperative housing associations, and by
real estate subdividers, developers, and operative builders
required special statistical treatment. For these operations,
net profit or loss from the sale of stocks, commodities, or
real estate, when identifiable, was allocated to the statistics
for net gain or loss from sales or exchanges of noncapital
assets.

For Interest Charge Domestic International Sales Corpo-
rations (IC-DISC's), business receipts included only export
receipts which were "qualified" according to Code Section
993(a), i.e., the sum of (1) gross receipts from noncommis-
sion sales of export property, leasing or renting of export
property, services related and subsidiary to a qualified
export sale or lease, engineering and architectural services,
and export management services, and (2) commissions
earned by IC-DISC's acting as commission agents for
someone else (rather than the gross receipts on which the
commissions were earned). In other words, certain "qual-
ified". receipts were those which were considered to be
export-related and as such were the only receipts included
in the statistics for business receipts.. Nonqualifying receipts
were included in "Other Receipts."

For Foreign Sales Corporations (FSC's), business re-
ceipts included unique FSC income amounts from the sale
of (or services related to the sale oo export property for
noncommission FSC's. For commission FSC's, the amount
represented only the commission earned by the FSC
activity as an agent rather than the gross sales amount..
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In addition to the income types described above which
were uniquely treated by law, by the tax return, or for the
statistics, there were certain other kinds of income from
sales and operations that are not reflected in business
receipts. In general, this income was included as part of the
much broader category, sales of property used in trade or
business. For additional information about this income, see
"Net Capital Gains" and "Net Gain (or Loss), Noncapital
Assets."

Calendar Year Returns

Calendar year returns were those filed for the 12-month
period beginning in January and ending in December
Most of the larger corporations filed for this period. Figure
B in section 1 shows the percentage of returns filed for each
of the accounting periods covered in this report.

Capital Stock

This end-of-year balance sheet equity item included
amounts shown for outstanding shares of both common
and preferred stock.

common parent corporation owned at least 80 percent of
the voting power of all classes of stock and at least 80
percent of each class of nonvoting stock (except stock
which was limited and preferred as to dividends) of at least
one member of the group; and (2) these same proportions
of stock of each other member of the group were owned
within the group.

Corporations electing to file consolidated returns in one
year had to file consolidated returns in subsequent years,
with certain exceptions. The consolidated filing privilege
could be granted to all affiliated domestic corporations
connected through stock ownership with a common parent
corporation except: (1) regulated investment companies;
(2) real estate investment trusts; (3) corporations for which
an election to be treated as a possessions corporation
under Code section 936(e) was in effect; (4) corporations
designated tax-exempt under Code section 501; and (5)
Interest Charge Domestic International Sales Corporations
(IC-DISC's) or Former DISC's; and (6) life and mutual
insurance companies (and affiliates under sections 802 and
821 (Section 1504(c)). Foreign Sales Corporations (FSC's)
are also denied the privilege of filing a consolidated return.

Cash

This balance sheet asset item included the amount of
actual money or instruments and claims which were usable
and acceptable as money on hand at the end of the taxable
year.

For Interest Charge Domestic International Sales Corpo-
rations (IC-DISC's), this item was the sum of the following
accounts shown separately on the tax return: working
capital (i.e., cash and necessary temporary investments)
and funds awaiting investment (i.e., cash in U.S. banks in
excess of working capital needed to acquire other qualified
assets).

Compensation of Officers

Salaries, wages, stock bonuses, bonds, and other forms
of compensation were included in this deduction item if they
were identified as having been paid to officers for personal
services rendered. Understatement was possible to the
extent compensation was reported as part of another
deduction item (such as an overall employee compensation
figure) and, if not clearly identified, was included in the
statistics for "Cost of Sales and Operations" or "Other
Deductions."

Consolidated Returns

Consolidated returns were income tax returns which
contained the combined financial data of two or more
corporations meeting the following requirements: (1) a

A consolidated return, filed by the common parent
company, was treated as a unit, each statistical classifica-
tion being determined on the basis of the combined data of
the affiliated group. Therefore, filing changes to or from a
consolidated return basis affect year-to-year comparability
of certain statistics (such as data classified by industry and
size of total assets).

Constructive Taxable Income from Related Foreign
Corporations (#)

This item represented the sum of (1) "Includable Income
from Controlled Foreign Corporations" identified as
"Income from Controlled Foreign Corporations under Sub-
part F" on the Form 1120 tax form and (2) "Foreign
Dividend Income Resulting from Foreign Taxes Deemed
Paid:' identified as "Foreign Dividend Gross-Up (section
78)" on the Form 11 20 tax form.

Includable income from Controlled Foreign Corporations
represented amounts, not actually received, which a do-
mestic corporation owning at least 10 percent of a Con-
trolled Foreign Corporation was required by Code section
951 to include in its gross income. For most purposes, the
foreign corporation was considered controlled if more than
50 percent of its voting stock was controlled by U.S.
persons, including domestic corporations, each of whom
owned at least 10 percent of its voting stock.

The includable income consisted of:
(1) subpart F income, defined below;
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(2) any previously excluded subpart F income which had
been invested in qualified assets in "less developed
countries," but which was now either withdrawn from
these countries or remitted to the U.S. stockholders
and was thereupon taxable;

(3) any previously excluded subpart F income which had
been withdrawn from foreign base company ship-
ping operations; and

(4) any increase in Controlled Foreign, Corporation earn-
ings due to investment in U.S. property.

Subpart F income, defined in Code. section 952, in-
cluded:

. (1) income attributable to premiums received by foreign
insurance companies that were Controlled Foreign
Corporations whose insurance business was on U.S.
risks (as determined under Code section 953); and

(2) "foreign base company income," which included:
(a) "foreign personal holding company income" (in-

come derived from portfolio investments or from
"passive" investments);

(b)- "foreign base company sales incomd' (generally
from the sale of property produced in the United
States or a foreign country by one corporation
and sold by a related. corporation, generally a
trading company, organized in another country
having a low rate of taxation, for use outside that
country);

(3)

0)

(c) '.'foreign bas
'
e company services income"(in gen-

eral, income from
.
services performed or -fur-

nished for a related person', which included cor-
porations, outside'the country of incorporation of
the Controlled Foreign, Corporation, but with cer-
ta:in exceptions);

(d) "foreign base company shipping income!' (in
general, income derived from use of aircraft or
vessels in foreign commerce or income derived
in connection with the performance of services
directly related to any such aircraft or vessel); and

(e) "foreign base company oil related incomd' (in
general, this is foreign oil related income other
than income derived from a source within a
foreign country in connection with oil or gas
which- was extracted within such country, or oil or
gas or derived products, which were sold by the
foreign corporation for use or consumption within
such country).

international boycott income;
illegal bribes, kickbacks, or other payments to a
government official.

Fo
'
reigrr dividend income resulting from foreign, taxes

deemed paid related to certain foreign taxes on.profits of
companies which were 10 percent or more owned by
don~estic corporations. If dividends were actually or con-
structively distributed to a domestic corporation (from these
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Joreign profits), the domestic corporation
*
was.required to

increase (or "gross-upP) such dividends b~ a proportionate
amount of the foreign taxes deemed paid on the foreign
profits for which, the domestic corporation claimed a foreign
tax credit. See also "Foreign Tax Credit.".

Analysis of returns of some of the larger corporations
revealed instances where amounts reported as foreign
dividend income resulting from foreign taxes deemed paid
were actually dividends received from foreign corporations,
and instances where amounts reported as dividends re-
ceived from foreign corporations were actually the gross-up
of foreign taxes deemed paid. (Both of these items were
reportable on the dividends received schedule of the
income tax return.) If these amounts were so identified on
supporting schedules, they were transferred to the correct
item for the statistics.

Foreign dividend income resulting from foreign taxes
deemed paid and includable income from controlled for-
eign corporations are combined in the tables and shown
T
under-the statistics for constructive taxable income from
related foreign corporations.

Contributions or Gifts

Contributions or gifts to charitable, religious, educational,
and similar organizations were deductible under Code
sections 170, 809, and 882. In general, the deduction was
limited to 10 percent of taxable income computed without
regard to:

(1) the deduction for contributions;

(2) special deductions for dividends received and for
dividends paid on certain preferred stock of public
utilities;

(3) any net operating loss carryback; and

(4) any capital loss carryback to the tax year.

Also, certain additional adjustments were required in the
case of life insurance companies. Charitable contributions
over the 10 percent limitation could be carried forward to
the next 5 tax years; however, the carryover was not allowed
if it increased a net operating loss carryover.

Cost of Property Used for Investment Credit

Amounts included under this heading are. estimates for
the total cost or basis of depreciable property (defined in
Code section 48 and described Under "Investment Credit"
in this.section) reported in connection with the computation
of the investment credit. Only property with a useful life of 3
years or more was eligible for investment credit.
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Although corporations generally reported their invest-
ments at cost, most corporations claiming the investment
credit for leased property used the fair market value
instead.

The statistics include amounts reported but not used for
the computation of the investment credit. A limitation, for
instance, was placed on the amount of used property which
could be taken into account in the computation of the
credit. (See "Investment Credit" as a component of the
general business credit.) Also included were amounts
which were ultimately used in the computation of the credit
by end-of-the-year shareholders of S corporations electing
to be taxed through those shareholders.

Cost of Sales and Operations

schedules, they were added to the statistics shown for the
separate deduction for "Taxes Paid." Similarly, expenses for
depreciation, depletion, amortization, rent of buildings or
real estate, advertising, contributions to pension plans,
contributions to employee benefit programs, bad debts,
compensation of officers, contributions to charitable organ-
izations, intangible drilling costs and interest were trans-
ferred to their respective deduction categories when iden-
tified in cost of goods sold schedules.

The income or loss from sales of securities, commodities,
or real estate by stock and commodity brokers, dealers,
and exchanges, and by real estate subdividers, developers,
and operative builders was transferred from business re-
ceipts, and the net profit or loss from these transactions
included in net gain or loss from sales or exchanges of
noncapital assets.

Cost of sales and operations generally consisted of the
direct costs incurred by the corporation in producing goods
or providing services. Included were costs of materials
used in manufacturing; costs of goods purchased for
resale; direct labor; and certain overhead expenses, such
as rent, utilities, supplies, maintenance, and repairs. The
valuation methods the corporation used to value its inven-
tories consisted of

(1) cost;
(2) cost or market value (whichever was lower); or
(3) any other method that was approved by the Commis-

sioner of Internal Revenue.

Corporations with manufacturing or production opera-
tions were required to compute taxable income in accor-
dance with the "full absorption" method of inventory cost-
ing as prescribed by the income tax regulations. In general,
under full absorption costing, certain indirect production
costs as well as direct production costs were allocated to
goods produced during the taxable year, whether included
as costs of the taxable year or as inventory at the close of
the year determined in accordance with the corporation's
method of identifying goods in inventory. In determining
inventory costs, indirect production costs were: (1) always
included, such as for repairs, indirect labor, and indirect
materials and supplies; (2) not required to be included,
such as for marketing expenses, selling or other distribution
expenses, and interest; or (3) included or excluded from the
cost of sales and operations depending on how such costs
were treated in the corporation's books of account. These
costs included insurance costs, taxes paid, and depletion
expenses. Thus, the statistics also include certain indirect
production costs reported by corporations as a cost of
sales.

Sales taxes and excise and related taxes may have been
reported in cost of goods sold schedules when corpora-
tions treated these taxes as part of the sales price of
products. When taxes were identified in cost of goods sold

See also "Business Receipts."

Cost of Treasury Stock

This item was the total value of issued common or
preferred stock which had been reacquired and was held at
the end of the accounting year by issuing corporations. The
stock, which was available again for resale or cancellation,

may have been purchased by the corporation or acquired
through donation or as settlement of a debt. Treasury stock
was not a part of capital stock outstanding and did not
include unissued capital stock.

The amounts shown may be somewhat understated.
Treasury stock intended for resale may have been reported
as an asset on some tax returns and, if not clearly identified
as for resale, would have been included in the statistics for
"Other Investments." When identified, though, such stock
was transferred to the statistics for "Cost of Treasury Stock."

Credit for Tax on Special Fuels, Nonhighway
Gasoline and Lubricating Oil

Code section 39 allowed a credit in full or in stated
amounts for excise taxes on:

(1) gasoline used on farms for farming purposes (Code
section 6420);

(2) gasoline used for nonhighway purposes or by local
transit systems (Code section 6421); and

(3) fuel not used for taxable purposes (Code section
6427).

These taxes could be applied as a credit against income
tax liability or could have been, under certain conditions,
refunded directly.
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Credit for Tax Paid by Regulated Investment
Compani6s

Regulated investment companies were required to pay a
ta.x.(at capital gains rates) on amounts of undistributed net
long-term capital gain less net short-term capital loss.
Stockholder corporations,' for their part, wete required to

.include in the,computation of their long-term capital'gaihs
any such gains designated. by the parent as undistributed
dividends. The stockholder corporations were then
deemed to have paid the tax on the undistributed long-term
capital'"0ain dividends and were allowed a credit (or a
refund) for the tax they were deemed to have paid. It is this
credit'whidh comprises this item.

Deficit

See, "Net'Income (or Deficit). "

Depletable Assets

-~:, Depletable assets represented, in general, the gross
end-of-year value of mineral property, oil and gas wells,
'other natural deposits, standing timber, intangible develop-
ment ~and drilling ~ costs capitalized,- and leases and lease-
holds, each subject to~ depletion. Accumulated depletion
represented the cumulative adjustment to these assets
shown on the corporation's books of account. In some
instances, depletable, assets may have been included with

~."Depreciable Assets," or may have been reported as land
or as "Other Investments" by the taxpayer, and, could not be
'identified for this, report.

The value of depletable assets and accumulated deple-
,tion may not be closely related to the current year depletion
deduction. The depletable assets and accumulated deple-
tion balance sheet accounts reflected book values; the
,depletion reflected4he amount claimed for tax purposes.

Depletion

~deduction was'allowed for the exhaustion of mines,,
oil and gas wells, other natural deposits and timber For

-standing'timber, depletion was computed on the basis of
-c6st:lh the case-6f natural deposits, the depletiorfc6uld be
computed either on the basis of cost or upon a fixed
percentage' of the gross income, less rents and royalties,
from the depletable property. Generally, for'gas and oil
wells the gross income was the actual sales 'price, or
representative market or field price if the gas or oil was later
'converted or manufactured prior to sale. Foe other natural
'dep.

osit
.
s
,,

,
g

,
ross in

I
c&ne

I
wag the gross indome'fr'om mining,

d6fihed to include extractive arid certain treatment proc-
6sses. Also, included as gross income were exploration
expenditures, previously deducted, that were required un-

Explanation of Terms

der provisions of Code section 617 to be recaptured when
the mine reached the production stage.

Under elective provisions of the Code, exploration and
development expenditures connected with certain domes-
tic natural deposits (except gas and oil) could be deducted
currently, treated as deferred expenses, or capitalized. The
write-offs of amounts

"
deferred or capitalized were not

included as part of depletion.

Percentage depletion, though based owpercentages of
gross income from depletable property, was limited. Gen-
erally, it could not exceed 50 percent of the taxable income
from the property computed without the depletion deduc-
tion. Percentage rates of gross income for each' type of
natural deposit were listed in Code section 613 and ranged
from 5 to 22 percent.

Generally, percentage depletion could not be used for oil
and gas wells. However, independent- producers (and
royalty owners) could have used percentage depletion,

Provided they did not refine more than the taxpayer's
depletable oil quantity of domestic crude oil in any day and
that the taxpayer's average daily production of domestic
natural gas does not exceed the taxpayer's depletable
natural gas quantity. The depletion rate for small producers
was 15 percent- for a maximum daily average of 1,000
barrels.

As explained under "Net capital gains", the cuffing of
timber was eligible for net long term capital gain treatment
under Code section .1231. if timber depletion was used in
the computation of gain (or loss), it could not be identified
for the statistics. Because of taxpayer reporting variations
involving the computation of gain or loss, or of gross
receipts from sales (and the cost of sales and operations or
depletion deduction), the depletion statistics may be incom-
plete for industries in which sales of cut timber or of lumber
or wood products are a major source of income.

The amounts shown in the statistics include any identifi-
able depletion reported.as part of the-cost of sales and
operations.

See also. "Additional Tax for Tax Preferences."

Depreciable Assets

Depreciable assets, reported on the corporation's end-
of-year balance sheet, consisted of tangible property (such
as buildings and equipment) which was used in the trade or
business or held for the production of income and Which
had a useful life of one year or more. The statistics for this
item could include fully depreciated assets still in use and
partially completed assets for which no deduction was
allowed, when the corporation reported them as deprecia-
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ble in its balance sheet. The statistics for depreciable assets
exclude those intangible assets which were depreciable or
amortizable only for tax purposes. Such assets, patents and
copyrights for example, were includable in "Intangible
Assets." The amounts shown as accumulated depreciation
represent the portion of the assets that were written off in the
current year, as well as in prior years.

The amounts shown for depreciable assets are, in gen-
eral, the gross amounts before adjustments for depreciation
or amortization charged in current and prior years. Some
corporations, however, reported only the net amount of
depreciable assets after adjusting for these depreciation or
amortization charges. Among the corporations reporting
only a net amount of depreciable assets were many insur-
ance carriers reporting balance sheet information in the
format required by State insurance regulations. This format
usually provided for the reporting of only net depreciable
assets and only the home and branch office buildings and
equipment were included. Other real estate holdings.of
these corporations were reported as "other investments."

The value of depreciable assets and accumulated depre-
ciation may not be closely related to the current-year
depreciation deduction. The depreciable assets and accu-
mulated depreciation balance sheet accounts reflected
book values; the depreciation deduction reflected the
amount claimed for tax purposes.

of property. The deduction was determined by applying the
statutory percentage for the appropriate class of property to
its unadjusted basis. An Alternate Depreciation System, a
straight-line method, could have been used for 3-, 5-, and
10-year property using a half-year convention. The Alter-
nate System could have also been elected for 15-, 18-,
19-y6ar real property and low income housing property, but
the mid-month convention applied. Salvage value was
treated as zero.

There were four types of property that had to be depreci-
ated using the straight-line method: 1) property used mainly
outside the U.S., 2) retirement-replacement-betterment prop-
erty, 3) qualified leased property, and 4) property financed by
tax-exempt obligations.

The Tax Reform Act of 1986 introduced the Modified
Accelerated Cost Recovery System (MACRS) and changed
the rules for section 179 property for property placed in
service after December 31, 1986. Corporations could also
elect to use the new rules for property placed in service
between July 31, 1986 and January 1, 1987. The maxi-
mum amount of section 179 expense that can be claimed
had been increased to $10,000. However, if total cost for
179 property placed in service after December 31, 1986
was more than $200,000, then the total expense deduction
must be reduced by the amount by which the cost ex-
ceeded $200,000.

On the Form 11 20-A balance sheet, depreciable assets
are combined with depletable and intangible assets, how-
ever, the majority of this item represents depreciable assets.

Depreciation (#)

Depreciation on tangible assets first placed in service
after 1980 and before 1987 was to be determined under
the Accelerated Cost Recovery System (ACRS), except to
the extent that the property did not qualify as recovery
property.

Post-1 980 depreciation on tangible assets first placed in
service before 1981 was computed under the method
elected for the years they were placed in service. For assets
placed in service after 1970 and before 1981, the taxpayer
had a choice of the Asset Depreciation Range (ADR)
System or the general depreciation rules. For tangible
assets first placed in service before 1971, the taxpayer
could have elected the Class Life System (CLS) for pre-1 971
assets or the general depreciation rules.

Form 4562, Depreciation and Amortization, is used to
compute the recovery allowance for post-1980 assets and
the depreciation deduction for pre-1981 assets. Under
ACRS, the cost of eligible property was recovered over a 3-,
5-, 10-, 15-, 18-, or 19-year period, depending on the type

There were eight classes of recovery property under
MACRS and reported on Form 4562-A-Depreciation of
Property Placed in Service After December 31, 1986. They
included: 3-, 5-, 7-, 10-, 15-, 20-year property, Residential
Rental property and Nonresidential Real Property. The last
two classifications were "real property", which generally
means buildings, and the first six were for depreciable
property, generally other then buildings.

The 3-year class included tangible depreciable property
with a class life of 4 years or less, 5-year property included
property with a class life of more than 4 years, but less than
10 years. The 7-year property had a class life of 10 years or
more, but less than 16 years; this class also included any
property which did not have a class life and which had not
been designated by law is being in any other class. The
property in the 1 0-year class included property with a class
life of 16 years or more, but less than 20 years. The 15-year
property had class lives of 20 years or more, but less than
25 years; and the 20-year property included class lives of
25 years or more.

The prescribed method for property in the 3-, 5-, 7-, or
10-year classes was a method called "200 percent declin-
ing balance" over 3, 5, 7, or 10 years, switching to the
straight-line method for the first taxable year in which that
method resulted in a higher deduction. For property in the
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15- or 20-year class, the 150 percent declining balance
method over 15 or 20 years was prescribed. In both cases,
a half-year convention (half-year's depreciation for the first
year in service, no matter when in the tax year the property
was acquired) had to be used.

If more than 40 percent of the total cost or other basis of
all property placed in service during the tax year was
placed in service during the last 3 months of that year, then
the mid-quarter convention must be used for all property
placed in service during the year. This rule did not apply to
nonresidential real or residential rental property. For resi-
dential rental property the prescribed method was straight-
line over 27.5 years and for non-residential real property,
straight-line over 31.5 years. The applicable convention was
the mid-month convention which treated all property placed
in service during any month as placed in service on the
mid-point of such month.

For most of the domestic dividends received, the deduct-
ible portion was equal to 85 percent (80 percent after
December 31, 1986) (about 60 percent for dividends
received on certain preferred stock of public utilities).
However, a 100-percent deduction was allowed for divi-
dends received by members of a controlled group from
other members of the same controlled group when a
consolidated return was not used to report for the group as
a whole. This deduction was allowed when the group did
not elect to file a consolidated return and agreed instead to
apportion a single tax bracket amount exemption among
the group members in computing income tax.

Dividend distributions among member corporations
electing to file a consolidated return were eliminated from
the statistics as part of the consolidated reporting of tax.
accounts. For tax purposes, dividends reported on these
returns represented amounts received from corporations
that were outside the tax-defined affiliated group.

Instead of using the declining balance method, the
straight-line method could be elected over the recovery
period for 3-, 5-, 7-, 10-, 15-, or 20-year classes. The
election to use the straight-line method for a class of
property applied to all property in that class that was placed
in service during the tax year of the election. For all classes,
salvage value was treated as zero.

Taxpayers who use the new depreciation rules also had
to recompute their depreciation for purposes of figuring
their minimum tax.

Dividends Received from.Domestic Corporations (#)

. Dividends received from domestic corporations repre-
sented most distributions from current as well as accumu-
lated earnings and profits of companies incorporated in the
United States. (For a discussion of other distributions of
domestic corporations, see "Other Receipts" in this sec-
tion.) For the most part, dividends received from domestic
corporations represented those recognized in computing
the special deduction from net income for domestic inter-
corporate dividends received. (See also "Statutory Special
Deductions.")

Certain domestic dividends, although not deductible,
were nevertheless included in dividends received from
domestic corporations. These were dividends received by
regulated investment companies, real estate investment
trusts, and S corporations electing to be taxed through
shareholders. Dividends from Interest Charge Domestic
International Sales Corporations (IC-DISC's) were also
included as domestic dividends received, but were not
deductible. Certain other dividends, not deductible, were
treated for the statistics as "Other Receipts."

Under provisions of the 1984 Act, corporate sharehold-
ers reduced the deduction for dividends received on
debt-financed portfolio stock. The provision generally re-
duced the deduction for dividends received on debt-
financed portfolio stock so that the deduction was available,
in effect, only with respect to dividends attributable to that
portion of the stock which is not debt financed. Generally,
this was accomplished by determining the percentage. of
the cost of an investment in stock which is debt financed
and by reducing the otherwise allowable dividends re-
ceived deduction with respect to any dividends received on
that stock by that percentage. The reduction in the amount
allowable as a dividends received deduction could not
exceed the amount of interest deduction allocable to-the
dividend.

For a discussion of the dividends received from an
IC-DISC see "Domestic International Sales Corporation
Returns."

Dividends Received from Foreign Corporations (#)

These dividends were paid from current as well as
accumulated earnings and profits of companies incorpo-
rated in foreign countries.

Dividends received from foreign corporations consisted
of:

dividends, subject to the 85-percent (80 percent after
December 31, 1986) deduction, received by U.S.-
corporations from those foreign corporations at least
50 percent or more of whose gross income was
11 effectively connected" with business conducted in
the United States;

(2) dividends, subject to the 100-percent deduction,
received by U.S. corporations from wholly-owned
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foreign subsidiaries all of whose gross income was
.1 effectively connected" with the conduct of a U.S.
trade or business, or received from a FSC when the
dividends were from earnings and profits attributable
to foreign trade income; and

(3) any other foreign dividends, not subject to a deduction,
which included: certain gains from the sale, exchange,
or redemption of Controlled Foreign Corporation stock
and foreign dividends received by S corporations elect-
ing to be taxed through shareholders.

Excluded from the dividend statistics was the "gross-up~'
of foreign taxes deemed paid on the profits from which the
dividends of foreign subsidiaries were distributed. This was
done even though "foreign dividend income resulting from
foreign taxes deemed paid" (gross-up) was considered by
law to be part of the dividends received. Dividends only
constructively received from foreign subsidiaries, reported
on the tax returns as "includable income from Controlled
Foreign Corporations:' were also excluded. If these
amounts were actually distributed at a later date, they were
neither retaxed nor reported. For the statistics, both items
were combined and shown under "Constructive Taxable
Income from Related Foreign Corporations."

The foreign dividend statistics presented in this report are
subject to certain limitations. Some corporations reported
certain foreign dividends as "includable income from Con-
trolled Foreign Corporations:' while others did the reverse,
since both were reported in the schedule for dividends
received. Also, some corporations included as foreign
dividends the gross-up of dividends by foreign taxes paid
or deemed paid while others did the reverse. Where these
variations in taxpayer reporting were identified, the amounts
were transferred to the correct item for the statistics.

Domestic International Sales Corporation Returns

The pre-1985 system for Domestic International Sales
Corporations (DISC's) has largely been replaced by a
system of Foreign Sales Corporations (FSC's). DISC's were
not entirely abolished, however, since a DISC has the option
of electing to be an Interest Charge DISC (IC-DISC). The
IC-DISC form is geared toward smaller exporters.

Generally, an IC-DISC is not taxed on its income. Share-
holders of an IC-DISC are taxed on its income when the
income is actually or deemed distributed. In addition,
section 995 (0 imposes an interest charge on shareholders
for their share of DISC-related deferred tax liability.

To qualify as an IC-DISC, a corporation must have been
organized under the laws of any State or the District of
Columbia, have only one class of stock, issued outstanding
capital stock with a par or stated value of at least $2,500,
and 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." Qualified export receipts were: gross receipts
from the sale, exchange, or other disposition of "export
property" (described below); gross receipts from the lease
or rental of export property, which were used by the lessee
of such property outside the United States; gross receipts
from the sale, exchange, or other disposition of "qualified
export assets" (other than export property); gross receipts
from services which were related and subsidiary to any
qualified sale, exchange, lease, rental, or other disposition
of export property; dividends with respect to stock of a
related foreign export corporation; interest on any obliga-
tion which was a qualified export asset; gross receipts from
engineering or architectural services for construction
projects located (or proposed for location) outside the
United States; and gross receipts from the performance of
managerial services performed for an unrelated IC-DISC.

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" (i.e., property which: (1) had been manufactured,
produced, grown or extracted in the United States by other
than an IC-DISC; (2) was held primarily for sale or lease in
the ordinary course of business for direct use, consump-
tion, or disposition outside the United States; and (3) had at
the time of sale or lease by the IC-DISC not more than
one-half of its fair market value attributable to imported
articles); necessary operational equipment and supplies;
trade receivables from export sales (including commissions
receivable); producer's loans (i.e., loans of the IC-DISC's
profits to a U.S. export producer whether or not related to
the IC-DISC); working capital (i.e., cash and necessary
temporary investments); investments in related foreign ex-
port corporations (including real property holding compa-
nies and associated foreign corporations); obligations is-
sued, guaranteed, or insured by the Export Import Bank or
the Foreign Credit Insurance Association; and, obligations
of the Private Export Funding Corporation.

An IC-DISC, which for a taxable year failed to satisfy the
gross receipts test or the gross assets test, could neverthe-
less satisfy these qualification requirements by making a
"deficiency distribution" for such a year, whereby the IC-
DISC made a distribution to its stockholders after the close
of the taxable year. The IC-DISC, at this time, had to
demonstrate that the failure to make these distributions
prior to the close of the year was due to reasonable cause.
If the IC-DISC makes this distribution after the date Form
1120-IC-DISC is due, an interest charge must be paid,
equal to 4.5 percent of the distribution times the number of
tax years that begin after the tax year to which the distribu-
tion relates until the date the IC-DISC made the distribution.
No dividend received deduction was allowed for a defi-
ciency distribution. However, a deduction was permitted for
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dividends- received from domestic corporations subject to
85 percent deduction and from debt-financed , stock- -of
domestic corporations.

To qualify as an IC-DISC, a new ot'~previously existing
corporation had to file an election requesting to be treated
as an IC-DISC on the Form 4876A, Election To-Be Treated
as an Interest Charge DISC.

An IC-DISC usually acquired export property from its
parent or an affiliated corporation ("related:suppliers'.') and
then sold the property abroad;~ however,~ it could act simply
as a commission agent on'export sales of related suppliers.
The method used for allocating income between an IC-
DISC and its related suppliers was achieved,,through:spe-
ciall intercompany pricing rules. This. allocation- of income
was affected to the extent that the IC-DISC itself incurred
"export promotion expenses", (i.e., the ordinary and ~neces-
sary expenses incurred-to obtain qualified export receipts).

. The types of corporate organizations not eligible to be
treated as an IC-DISC were: (1) tax-exempt corporations;
(2

1
) Personal H

-
olding Compani6s; (3)* banks~-and'trust

companies; (4) mutual savings and other. banks, domestic
building and loan associations, and cooperative banks; (5)
insurance companies; (6) regulated investment companies;
and (7) S -corporations electing to, be taxed through their
shareholders.

.,.If a corporation is an IC-DISC or former IC-DISC, a Form
1120-IC-DISC must be filed under. certain conditions. The
term "former DISC'! means, with respect to-any taxable
year, a corporation which is hot d DISC for such- year but
was - a DISC in -a preceding Jaxable, year . and at the
beginning of the taxable year had undistributed previously
taxed income or accumulated DISC.Jncome~'

Employee Benefit Programs (#)

Contributions made by employers to such plans as death
benefit plans, health plans, accident and sickness 'plans,
and other welfare 'plans were. deductible under.

.
Code

section 162.3he statistics for this item also include amounts
identified in the cost of sales and operations schedules.

Employee Stock Ownership (ESOP), Credit (#)

The Tax Reform Act of-1 98&repealed the ESOP credit for
compensation paid or accrued after December 31, 1986,- in
tax years ending after that'date. However, credits~. towhich
an employer became entitled prior to January .1, 1987,
were not affected.

acquire employer securities) under prior*law'in order to
qualify for a credit against income tax liability., - - -

1~ Under.prior law, for taxable years ending after December
31, 1982, An electing employer was allowed an income tax
credit for contributions to a tax-credit ESOP limited to a
prescribed percentage of the aggregate. compensation of
all employees under the plan. The tax credit was limited to
1/2 of 1 percent of compensation for compensation paid or
accrued in calendar years 1983 through 1987. A tax,credit
-was not permitted for compensation paid,,-or accrued in
calendar years beginning after 1987.

The ESOP credit is not-shown separately in the-tables in
this report;, however, it is included. as a component of,the
general business credit.

Estimated Tax Payments (#)

Corporations subject to taxation under Code sections 11,
,1201 (a) or subchapter L of Chapter 1 (relati.n.9 to insurance
companies) were required to make quarterly tax payments
if the estimated tax for-the4axable year was expecteclAo-be
$40 or more. Estimated tax was the excess of the income
tax (estimated) imposed by Code sections 11, 1201 (a), or
Subchapter L of Chapter 1 (excluding minimum tax on tax
preferences) over the amount the corporation estimated as
th& sum of credits against tax (including foreign tax, pos-
.sessions-tax, nonconventionall sourc

'
e fuel, orphari.drug

and general business credits). Also, the Tax Equity and
Fiscal Responsibility Act of -1982 increased the percentage

.of current year.tax liability which 'corporations had to pay in
estimated tax payment from 80 to 90 percent for taxable
.years beginning after 1982. -

Estimated tax payments shown in this report may be
somewhat less than the legal maximum percentages of tax
due because, under the provision s of Code section 6655,
certain tolerances were allowed in the relationship of the
installment payments to the tax. For example, a corporation

'was not.required to paiy an estimated tax greater than the
amount of tax liability for the previous year provided that the
corporation had a tax liability forthe previous year. Beside'*s
the limitations, based on law, payments shown in the
statistics may be slightly understated because of taxpayer
repprting variations and the inability to identify_ all of. the
amounts from the tax returns.

Separate statistics are presented for the components of
net estimated tax payments which include 1985 overpay-
ments'claimed as a credit, 1986 estimated tax payments,
And refund of estimated tax payments.

:'Excessive Net Passive Income Tax

A tax-credit ESOP.is
'
an ESOP.,.under which an employer

contributed employer securities (or cash with which to
In general, under prior law (Code section 1372), an S

corporation was not allowed to have passive investment
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income greater than 20 percent of its gross receipts unless
that taxable year was the first or second year the corpora-
tion commenced the active conduct of any trade or busi-
ness or the passive investment income for such taxable
year was less than $3,000.

gross receipts in excess of the limitation are treated as
non-foreign trading gross receipts.

Foreign Tax Credit (#)

Effective for tax years beginning in 1982, the Subchapter
S Revision Act of 1982, Public Law 97-354 repealed the old
20 percent limitation on passive income for S corporations.
The new law increased the limit on passive income to 25
percent for S corporations that had accumulated earnings
or profits from prior subchapter C status and provided for a
46 percent tax on excessive net passive income. Passive
investment income, in general, was gross receipts derived
from royalties, rents, dividends, interest, annuities, or the
sales or exchange of stock or securities.

Foreign Sales Corporation

Domestic International Sales Corporations (DISC's) have
largely been replaced by Foreign Sales Corporations
(FSC's). Under the FSC system, a portion of foreign trade
income was exempt from corporate tax.

To be a FSC or small FSC (as defined below), a corpo-
ration must be created or organized under the laws of a
qualifying foreign country or U.S. possession. The FSC
cannot have more than 25 shareholders nor can it have
preferred stock.

A FSC, other than a small FSC, must also meet certain
foreign management and foreign economic process re-
quirements which require that certain activities take place
outside the U.S.

FSC's must maintain an office in a qualifying foreign
country or U.S. possession where it maintains a permanent
set of books, and must also maintain a location in the U.S.
for financial records. At least one FSC director must not be
a U.S. resident, and a FSC may not be a member of a
controlled group of which an IC-DISC is a member.

The tax year of a FSC must conform to the tax year of the
principal shareholder who at the beginning of the FSC's tax
year has the highest percentage of voting power. Further-
more, each shareholder must consent to the election to be
a FSC or small FSC.

A corporation can elect to be a FSC or small FSC. In
order to qualify as a small FSC, a corporation must have
filed Form 8279 as part of its election and cannot be a
member of a controlled group which includes a FSC unless
it is a small FSC. A small FSC is treated as a FSC on the first
$5,000,000 of its foreign trading gross receipts without
meeting the foreign economic process requirements. Any

Code section 901 allowed a credit against the U.S. income
tax for income, war profits and excess profits taxes paid or
accrued to foreign countries or U.S. possessions including
Puerto RiccL Credit was also allowed against the U.S. tax
under Code sections 902 and 960 for foreign taxes "deemed
paid" including taxes deemed paid on distributions construc-
tively received from controlled foreign corporations under
Code section 951. The credit was allowed for these distribu-
tons if the domestic corporation owned 10 percent or more of
the voting stock of the first-tier controlled foreign corporation.
Moreover, creditable foreign taxes included amounts paid by
partnerships that were allocated directly to the partners (in-
cluding those that were corporations).

The credit could be claimed by domestic corporations,
and also by foreign corporations engaged in trade or
business in the United States for foreign taxes on income
"effectively connected" with the U.S. business.

However, the credit was not allowed for S Corporations
electing to be taxed through shareholders even when these
corporations were taxed on certain capital gains income.
These corporations had to deduct from gross income any
foreign taxes they paid and could not pass them on to their
shareholders for their use as a foreign tax credit. The credit
was also not allowed for regulated investment companies
which elected under Code section 853 to allow their
stockholders to claim the credit for the foreign taxes paid by
these companies. Since Interest Charge Domestic Interna-
tional Sales Corporations (IC-DISC's) themselves were not
taxable, the foreign tax credit was not applicable; however,
IC-DISC stockholders could claim a credit for foreign taxes
paid by an IC-DISC.

A corporation that claimed the foreign tax credit could
not also claim a business deduction for foreign taxes paid.
The U.S. income tax which could be reduced by the credit
excluded the tax from recomputing prior-year investment
credit, the additional tax for tax preferences (minimum tax),
and the Personal Holding Company tax.

For purposes of computing the foreign tax credit, a
corporation had to allocate its foreign source income taxes
to one of five categories of income. These categories
included certain interest income, dividends from a IC-DISC
or former DISC, foreign trade income of a FSC, distribution
from a FSC or former FSC, and all other income from
sources without the U.S. The corporation had to compute a
separate foreign tax credit limitation for each category of
income.
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Foreign taxes in excess of the limitation for any one year
could be carried back, chronologically, to the 2 preceding
years and then carried over to the 5 succeeding years to
reduce-income tax, subject to the foreign tax credit limita-
tion of the years to which they were carried. (Excess taxes
carried back or carried over were applied against the
amount by which a limitation exceeded the creditable
foreign taxes in a given year.)

Generel Business Credit (#)

Tax Reform Act of 1986 made several changes to the
general business credit. This credit is now a combination of
six individual credits-investment credit (Form 3468), jobs
credit (Form 5884), alcohol fuel credit (Form 6478), em-
ployee stock. ownership plan (ESOP) credit (Form 8007),
research credit (Form 6765) and the new low-in

*
come

housing credit (new Form 8586). The last two are additions
for 1986. The orphan drug credit, which is also reported on
Forms 6765 is not included as part of the general business
credit. The Tax Reform Act of 1986extended the research
credit beyond 1985 and made a reduction in the credit to
20 percent of the increase in research expenses. The
definition of qualified research has been narrowed. The
research credit, since it is now part of the general business
credit, is now subject to the general business credit tax
liability limitations. If a taxpayer claimed more than one of
these credits, on their tax return, Form 3800 was to be filed
with the return. The purpose of the new general business
credit was to provide a uniform limitation on the amount that
may be offset against tax liability and uniform rules for
carrybacks and carryforwards. Each of the six credits were
computed separately and then the total of these credits'
became the general business credit for the purpose- of
applying the maximum tax liability rules and the carryback
and carryforward rules.

Effective for tax years beginning after December 31,
1985, the general business credit reduces the tax liability to
the extent of 100 percent of the first $25,000 of net tax
liability and 75 percent of the net tax liability over W5,000.
When the credit exceeds, the $25,000-plus-75 percent
limitation in any year,, the excess is an unused business
credit. An unused business credit could be carried back to
the three years preceding the unused credit year and
forward to the 15 years following that year.

Income Subject to Tax

. The 1954.Code provided different tax bases upon which
tax was levied for different types of corporations. These
were the "taxable income" bases defined by Code section
63, used by the majority of corporations, and to which the
tax rates applied; a variation of this base in combination
with long-term capital gain when the lower capital gains rate
was applicable; the special capital gains* tax base of S

corporations electing to be taxed through their sharehold-
ers; the several tax bases applicable to insurance compa-
nies; and the amounts taxable to regulated investment
companies and real estate investment trusts. All of these tax
bases are under the heading, Income Subject to Tax.
However, small amounts of regulated investment company
undistributed long-term capital gains (described below)
were excluded. Since Interest Charge Domestic Interna-
tional Sales Corporations (IC-DISC's) themselves were not
taxable, income subject to tax for these corporations was
not applicable (see "Domestic International Sales Corpora-
tion Returns").

For most corporations, income subject to tax consisted of
net income minus certain "statutory special deductions"
(described in this report under a separate heading). How-
ever, there were certain exceptions. In some cases, the
statutory special ded6ctions for dividends received and for
dividends paid on certain preferred stock of public utilities
exceeded net income. For these returns, income subject to
tax was reduced to zero and the excess of the two special
deductions

-
became-the statutory loss for the year, -available

for net operating loss deduction purposes over the pre-
scribed carryback and carryover periods.

Also, the tax bases applicable to S corporations electing
to be taxed through their shareholders, life insurance
.companies, regulated investment companies, and real
estate investment trusts were not defined as net income less
statutory special deductions.

Depending on which resulted in the lowest tax, the tax
.base for S corporations electing to be taxed through their
shareholders was: (1) net income; (2) net long-term capital
gain in excess of $25,000, when net.long-term capital gain
was more than 50 percent of a net income that was over
$25,000; or (3) the amount attributed to gain from the
disposition of property using a "substituted basis" (i.e., the
basis that was transferred from another corporation which
was not a S corporation electing to be taxed through its
shareholders). No net operating loss or "special deduc-
tions" were available. In addition, effective for tax years
beginning in 1982, S corporations were subject to a 46
percent tax on excessive net passive income, which is
described in this section.

For the life insurance company statistics, net income was
derived from gain or loss from operations to which statutory
special deductions were added back; income subject to tax
was the smaller of gain from operations (which included
statutory special deductions) or taxable investment income.
To this amount the following were added: (1) when taxable
investment income was smaller than gain from operations,
50 percent of the difference between these two amounts,
and (2) amounts subtracted from the policyholders' surplus
account (which contained income nontaxable in the year
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earned, but taxable later on when withdrawn from this
reserve account, even if the company had no current-year
net income). In addition, the life insurance company provi-
sions applied to life insurance departments of mutual
savings banks, where the departments were separately
taxed from the remainder of the banks. However, data for
the banking and life insurance departments were combined
in the statistics.

In the case of regulated investment companies and real
estate investment trusts, any net long-term capital gain
(reduced by net short-term capital loss) which was not
distributed to stockholders was taxed to the companies at
the capital gains rate, even though the alternative tax
method was not allowed. The balance of undistributed
income was taxed at the normal tax rates. Undistributed net
long-term capital gain taxed at the capital gains rate was not
available from the income tax computation schedule of the
return form and no attempt was made to obtain it from
attached schedules for the statistics.

See also "Income Tax."

Income Tax (#)

Income tax was the gross amount of income tax liability
before deducting the foreign tax, U.S. possessions tax,
.orphan drug, nonconventional source fuel, and general
business credits.

Effective for taxable years beginning after December 31,
1982, the corporate tax rates were:

TaxaWe i~

Under $25,000 .............................................................
$25,000 to $50,000 ......................................................
$50,000 to $75,000 ......................................................
$75,000 to $100,000 ....................................................
Over $100,000 ....................

Tax rate

15 percent
18 percent
30 percent
40 percent
46 percent

For tax years beginning after 1983, a corporation with
taxable income over $1,000,000, besides paying its regular
tax, paid an additional tax equal to the lesser of; 5% of its
taxable income that exceeds 1,000,000, or $20,250. Com-
ponent members of a controlled group of corporations are
treated as one corporation for the additional tax. The
taxable income of all component members is taken into
account, and the new tax is divided among them in the
same manner as they share the group's single taxable
income amount in each tax bracket.

For corporations with net long-term capital gains, an
alternative method of tax computation was advantageous if
using the alternative method resulted in a lower tax liability
than the regular method. For these corporations the excess
of net long-term capital gain over net short-term capital loss
was taxed at the capital gains rate while the balance of

income was taxed at the regular tax rate. This method of
computing income tax was not available to regulated
investment companies and real estate investment trusts.
The alternative capital gains rate was 28 percent. (See "Net
Capital Gains" in this section.)

In addition to the regular and alternative taxes, the
statistics for income tax also include:

(1) an additional tax for tax preferences ("minimum tax"
described under a separate heading);

(2) the tax from recomputing a prior-year investment
credit (described under a separate heading);

(3) the personal holding company tax (described under
a separate heading);

(4) the excessive net passive income tax for S corpora-
tions (described under a separate heading);

(5) the 28-percent tax on certain long-term capital gains
of S corporations electing to be taxed through their
shareholders; and

(6) the 28-percent tax on undistributed net long-term
capital gain (reduced by net short-term capital loss),
and the regular tax and surtax on the balance of
undistributed income of regulated investment com-
panies and real estate investment trusts.

Income tax shown in this report for returns without net
income was attributable to the small number of returns
showing:

(1) income tax under speciaJ provisions of the Internal
Revenue Code applicable to life insurance businesses;

(2) tax from recomputing a prior-year investment credit;
(3) additional tax for tax preferences ("minimum tax");
(4) personal holding company tax; and

Statistics for income tax do not reflect any adjustments to
the tax liability such as those resulting from:

(1) recomputation of the current year taxable income to
reflect the carryback of net operating losses and
certain capital losses for future years;

(2) reduction of income tax by foreign tax, U.S. posses-
sions tax, orphan drug, nonconventional source fuel,
research, and general business credits recomputed
to take account of the carryback of unused general
business credits and of unused foreign taxes, of
certain future years; and

(3) audit examinations and other enforcement activities.

Therefore, the statistics differ somewhat from the actual
income tax collections and the final income tax liability of
corporations for the Tax Year. Publication 55, Annual Report
of the Commissioner and Chief Counsel of Internal Reve-
nue, contains income tax collection data on a fiscal year
basis as opposed to the income year basis used in this
publication. Publication 55 is available from the Superinten-
dent of Documents, U.S. Government Printing Office, Wash-
ington, DC, 20402.
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Intangible Assets (#)

The total gross value (before the reduction by amounts of
accumulated amortization) of contracts, copyrights, formu-
las, licenses, patents, registered trademarks, research or
experimental expenditures and similar assets were included
in this category only if amortization (or depreciation) was
actually being taken. These assets could be amortized only
if they had a definite life and value.

Accumulated amortization yepresented the cumulative
adjustment to these 'intangible assets as shown -on the
corporation's books of account. Amounts of accumulated
depreciation shown as adjustments to intangible assets, are
included in the statistics with "Accumulated Amortization."

Interest

Taxable interest, a component of..'total receipts, was
received from obligations issued by the.United States, its
a

.
gencies, or-its instrumentalities.

Also included in this item were amounts received on
loans, notes, mortgages, bonds, bank deposits, and cor-
pprate bonds. The amounts shown for,this item were
reduced by the amortizable. bo.nd premium. For installment
sales, interest received included amounts stated in the
contract and certain unstated amounts of interest, as pro-
vided in Code section 483.~

For I nterest Charge Domestic -International'Sales Corpo-
rations (IC-DISC's), this item included "Interest on Produc-
er's Loans" and "Other Interest".. See the"explahation of
"Domestic International Sales Corporation Returns" in this
section.

Interest Paid

These-amounts include- interest paid by corporations on
business indebtedness including amounts paid on install-
ment purchases if they were stated in the contract, as well
as certain "unstated" amounts under Code section 483.
For banking and savings, institutions the, amounts. also
included

"
interest paid on deposits and withdrawable

shares.

Inventories

. Based on ~ amounts reported on the balance sheet,
inventories included such items as raw materials, finished
and partially finished goods,(work in progress), merchan-
dise on hand or in transit, and growing crops reportedas
assets by agricultural concerns. Inventories were generally
valued at cost or at the lower of cost or market price; When
valued at cost, inventories were generally identified by
first-in, first-out (FIFO) or last-in, first-out (LIFO) methods.

Amounts reported by mutual life insurance companies,
life insurance companies and:life insu

-
rande- departments of

mutual savings banks were excluded from inventories and
included in the statistics for "Other Current Assets."
Amounts -reported by nonconsolidated. security,and com-
modity brokers, dealers and exchanges, and, holding and
other investment companies (except bank holding compa-
nies) were, excluded from inventories, and. included in
"Other Investments." For other nonconsolidated corpora-
tions within the "Finance, Insurance, and Real Estate"
industrial - division ~and for -all. bank holding companies,
amounts reported as inventories were excluded. and in-
cluded in "Other Current Assets."

See also "Cost of Sales and Operations."-

Investment Credit (#) -

Interest on Government Obligations: State and ~Local

The interest on tax-exempt obligations issued -by States,
mun'icipAliti'es and other local Governme

.
nts; the - District "of. a

Columbia, and U.S.' 'possessions, including Puerto Rico,
was not subject to'the' income tax. The.amouints shown for
this46m'Are reduced by'th

.
eamortiza

.
ble, bond prer

.
hium.

For statistical presentation, this interest is shown as part
of the income statement and is included.in "Total Receipts~."
Most corporations reported this tax-exempt interest in the
"Reconciliation of income per books with income per
returns" (see Schedule M-1 on the Form 1120 tax return
facsimile in section 6 of this reRprt).. Because of,taxpayer
reporting variations this item could not always be identified
and,therefore the state and local interest statistics may be
understated.

The Tax Reform Act -of 1986 repealed the. investment
credit for. most taxpayers. Forproperty, placed in service
after:December 31, 1985, no investment. credit could be
claimed unless the property was:

(1) Transition~ propertyi for example, construction in
progress., on.December, 3 1, -1985-1 - 1 1

(2) Qualified progress, expenditure property-,
-(3) Qualified timber property treated as section 38 prop-

erty under section 48(a)(1)(F);
(4) Certain rehabilitation property; or
(5) Business energy property. - ,

No investment credit for property,. such as, automobiles,
delivery trucks, office equipment, and farm equipment
could be claimed unless it was transition property on

December 31, 1985, or it fell into one of the other catego-
ries listed above.. The business energy portion of the,
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investment credit was extended, and the rehabilitation
portion of the credit was modified through lower percent-
ages. Credit could be taken for certain capital costs in-
curred for additions or improvements to qualified existing
buildings and for rehabilitation of certain historic structures.

Generally, investment credit property included the
following:

(1) tangible personal property defined in Code section
48(a)(1). Tangible personal property comprised all
property contained in or attached to a building, such
as, machinery or equipment. Certain types of prop-
erty, even though physically located outside a build-
ing or accessory to a building, were also considered
tangible personal property;
elevators and escalators;
other tangible property, including certain real prop-
erty, used as an integral part of manufacturing,
production, or extraction, or used as a research
facility or bulk storage facility;

(4) livestock other than horses as long as not sold and

(5)

replaced by substantially identical animals during a
relatively short period of time;
certain single-purpose agricultural or horticultural
structures defined in Code section 48(p);

(6) rehabilitation expenditures for qualified 30-year build-

(7)

(8)

ings, 40-year buildings, and certified historic structures;
forestation and reforestation expenditures that are
amortizable under Code section 194; and
petroleum storage facilities.

Property ineligible for the investment credit were:
(1)

(2)

(3)
(4)

(5)

property used for lodging, except for coin-operated
machines in apartment buildings;
property used predominately outside the United
States, except for commercial communication satel-
lites, submarine telephone cable used exclusively in
communication links between the United States and
foreign countries, and drilling equipment used in
international or territorial waters;
property used by certain tax-exempt organizations;
property used by governmental units, or international
organizations;
amortized or depreciated pollution control facilities,
railroad rolling stock, coal mine safety equipment,
on-the-job training and child care facilities, and ex-
penditures for the rehabilitation of low-income rental
housing;

(6) certain property acquired or constructed from grants
made after September 30, 1979 under any program
listed in Code section 126(a) or by grants under the
Energy Security Act.

Property eligible for investment credit also included
"qualified progress expenditures" property the corporation
elected to claim advance credits for taxable years before

the qualified property was placed in service. The invest-
ment credit (before limitations) was equal to 10 percent for
"investment qualified for credit" (total qualified investment
in 10 percent property) for all corporate taxpayers.

Generally a corporation could claim an investment credit
of half of the regular investment credit for certain vessels, as
specified in Code sections 46(g)(1) through (6).

Certain limitations on the credit were applicable to special
classes or kinds of corporations. Code section 46(e) limited
the applicability of the credit for mutual savings banks,
regulated investment companies and real estate investment
trusts. Also, Code section 48(k) placed limitations on figur-
ing investment credit for movie and television films or tapes.

The income tax available for investment credit did not
include the tax from recomputing prior-year investment
credit, the additional tax for tax preferences, the Personal
Holding Company tax, and the special capital gains tax on
S corporations electing to be taxed through their sharehold-
ers. (Since these corporations were not eligible to claim the
investment credit, their investment was allocated among the
stockholders who then claimed the credit.)

As a component of the general business credit, the
investment credit was subject to the net tax liability limitation
of Code Section 38 and the carryback and carryforward
rules of Code Section 39.

The investment credit is not shown separately in the
tables in this report; however, it is included as a component
of the general business credit.

Investment Credit Carryover

The 1984 Act provided that unexpired investment credit
from each pre-1984 taxable year will be combined with
other credits into the general business credit carryforward
from each unused credit year to be carried to post-1983
years. The carryforward period will not exceed 15 years
from the year of the original unused credit. The unused
credit was applied first to the earliest of the years to which
it could be carried, and then to each of the other tax years,
in chronological order. Because the data in this book do not
include any information from amended returns, the statistics
will not reflect any changes in tax liability due to investment
credit carryback.

Investment Qualified for Credit

See "Investment Credit."

Investments in Government Obligations

This balance sheet asset item comprised (1) bonds or other
obligations of a State or U.S. possession (including Puerto
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Rico), including obligations of politicaJ subdi\Asions and of the
District of Columbia, and (2) U.S. obligations, including those
of instrumentalities of the FederaJ Government.

Loans to Stockholders

This balance sheet asset item was regarded as long-term
in duration and included loans to persons who held stock in
the corporation.

Jobs Credit (#)

The credit was allowed to taxpayers who hired individuals
from any of the following targeted groups: (1) vocational
rehabilitation referrals; (2) economically disadvantaged
young adults; (3) Vietnam era veterans from an economi-
cally disadvantaged family; (4) federal, state, and local
welfare recipients; (5) general assistance recipients; (6)
economically-disadvantaged former felons; (7) youths par-
ticipating in a qualified cooperative education program; (8)
eligible work incentive employees; or (9) qualified summer
youth employees, age 16 or 17, who first worked for the
corporation between May 1 and September 15, 1986.

The credit was taken with respect to wages paid to
employees who began work after December 31, 1985. The
credit was limited to the sum of 40 percent of the first $6,000
of-"qualified first-year wages" and no credit for. "qualified
second-year wages" and 85 percent of the first $3,000 of
"qualified summer youth employee wages:' for work done
in any 90-day period between May 1 and September 15.

The jobs credit was combined with the credits for invest-
ment tax, alcohol fuels, research, low-income housing, and
employee stock ownership under the rules of the general
business credit. As a component of the general business
credit, the jobs credit was subject to the net tax liability
limitation of Code Section 38 and carryback and carryfor-
ward rules of Code section 39.

The jobs credit is not shown separately in the tables in
this report; however, it is included as a component of the.
general business credit.

Land

Land, which was reported as a separate capital asset on
the balance sheet, may be understated in this report
because it could not always LIJ6 Identified. Some corpora-
tions may have included land as part of depreciable or
depletable assets or included it in "other investments."
Whenever corporations included Land identified land as part
of depreciable assets, the amount was reclassified as land.

Loans from Stockholders

This balance sheet liability item was regarded as long-
term in duration and included loans to the company from
holders of the company's stock.

Low-income Housing Credit (#)

The Tax Reform Act of 1986 introduced new credits for
owners of residential rental property providing low-income
housing. These credits replace existing tax incentives for
low-income housing such as preferential depreciating, five-
year amortization of rehabilitation expenditures and special
treatment of construction period interest and taxes.

The Tax Reform Act of 1986 provided a credit of 70 percent
of the qualified basis of each new low-income building placed
in service during 1987 (30 percent in the case of certain
Federally subsidized new buildings or certain existing build-
ings purchased and placed in service). This credit is taken
over a 10-year period so that the present value of the 10
annual credit amounts at the beginning of the credit period
equals 70,percent (or 30 percent) of the qualified basis. .

The maximum annual credit percentage for new build-.
ings placed in service during 1987 was 9 percent for each
of the 10 years in the' credit period (4 percent for Federally
subsidized new buildings, and existing buildings). For
buildings placed in service after 1987 the credit percentage
was determined by the Internal Revenue Service.

The low-income housing credit can only be claimed for
residential rental projects that meet the requirements of one
of the following tests:

(1) 20 percent or more of the residential units in the
project must be both rent restricted.and occupied by
individuals whose income is 50 percent or less of the
area median gross income, or

(2) 40 percent or more of the residential units in the
project must be both rent restricted and occupied by
individuals whose income is 60 percent or less of the
area median gross income.

A unit is "rent restricted" if the gross rent does not exceed
30 percent of the income limitation in (1) or (2) above for
individuals occupying the unit. You may choose to meet either
test for the project, but once made, the election is irrevocable.

The low-income housing credit is not shown separately in
the tables in this report; however, it is included as a
component of the general business credit.

Members of Controlled Groups

Members of controlled groups were those corporations
related to one another generally through 80 percent or
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more common stock ownership and which could file sep-
arate tax returns, under special provisions of the Code.

These provisions also effectively covered the filing pre-
requisites for most consolidated returns since the stock
ownership requirement used to define an affiliated group
eligible to file a consolidated return was similar to the
controlled group ownership requirements. In computing
income tax, Code section 1561 limited the taxable income
brackets to a maximum amount in such brackets, whether
or not the group was included in a consolidated return. (See
"Consolidated Returns.")

The controlled group provisions applied when (1) a com-
mon parent corporation had 80 percent or more control of
one or more chains of subsidiaries (parent-subsidiary group),
or (2) five or fewer persons (individuals, estates, or trusts),
individually or in combination, had 80 percent or more control
of each of two or more corporations, but where the sum of
each person's "identical" ownership in the group totaled
more than 50 percent (brother-sister group). "Identical" own-
ership was considered to be the lowest common percent of
ownership of an individual owner in each of the corporations
comprising the group. Thus, if a company had ownership in
each corporation in a given group and the smallest percent
ownership was, for example, 5 percent of corporation A, that
company's identical ownership in the entire group was con-
sidered to be 5 percent. Combination groups were possible
when a person or persons controlled two or more corpora-
tions, one of which was the parent of one or more subsidiary
corporations.

Under prior law, two or more related life insurance
companies were required to be treated as a controlled
group separate from any other corporation to which they
have been

'
related. Starting with taxable years beginning

after December 31, 1980, insurance companies were
allowed to be included with noninsurance companies as
long as the noninsurance companies had been members
of the affiliated group for 5 taxable years (see "Consolidated
Returns"). Interest Charge Domestic International Sales
Corporations (IC-DISC's) were generally members of con-
trolled groups, however, control was defined in terms of 50
percent stock ownership. Foreign Sales Corporations
(FSC's) were also likely to be controlled group members,
however a FSC could not be a member of a controlled
group of corporations of which an IC-DISC was a member
at any time during the taxable year.

Because the return form did not provide a separate place
for reporting any reserve for uncollectible mortgage and
real estate loan accounts, such reserves may have been
included in the 'Allowance for Bad Debts:' shown in this
report as an adjustment to "Notes and Accounts Receiv-
able." If a corporation reported an uncollectible mortgage
and real estate loan reserve on a separate schedule, those
amounts were moved, in this report, to "Allowance for Bad
Debts."

Mortgages, Notes, and Bonds Payable

These liabilities were separated on the balance sheet
according-to the length of time to maturity of the obligations
payable in less than one year or payable in more than one
year. The length of time to maturity was based on the date
of the balance sheet rather than on the date of issue of the
obligations. Accordingly, long-term obligations, maturing
within the coming year were included together with short-
term obligations in the statistics for mortgages, notes, and
bonds payable in less than one year.

Deposits and withdrawable shares may have been re-
ported in mortgages, notes, and bonds payable by banks
and savings institutions. When identified, such amounts
were transferred to "Other Current Liabilities."

Net Capital Gains

Net capital gains represented the excess of gains over
losses from the sales or exchanges of capital assets subject
to the limitations described below. For assets acquired after
June 22, 1984, the 1984 Act decreased the long-term
capital gain holding period to "more than 6 months" from
the prior law's "more than one year" requirement. The
"more than a one year" holding period was scheduled to
be effective again for assets acquired after December 31,
1987. For assets purchased within this time period, any
recognized gain or loss eligible for capital gain or loss
treatment will qualify for long-term treatment only if the asset
has been held,for more than six months. If the asset was
held for six months or less, the gain or loss will be
short-term.

Net short-term gains (reduced by net long-term losses)
were taxed as ordinary income. However, net long-term
gains (reduced by net short-term losses) were taxed at a
rate of 28 percent.

Mortgage and Real Estate Loans

In general, mortgage and real estate loans were the total
amount a, corporation loaned on a long-term basis, accept-
ing mortgages, deeds of trust, land contracts, or other liens
on real estate as security.

Excess net losses could be carried back as short-term
losses to be applied against the net capital gains of the 3
preceding years; any losses remaining after carryback were
carried over the 5 succeeding years. Use of the carryback
for excess net losses was limited; it was not allowed to
increase or cause a deductible "net operating loss" for
prior years and was not allowed for foreign expropriation
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capital losses (although a special carryover period of 10
years for such losses was allowed instead) or for capital
losses of S corporations electing to be taxed through their
shareholders. If the unused capital loss carryover was not
eliminated within the prescribed span of years, it could not
be taken. Regardless of origin, all carrybacks and carry-
overs are treated as short-term capital losses for carryback
and carryover purposes.

In general, "capital assets" for tax purposes meant
property regarded or treated as an investment, such as
stocks.and . bonds. Code section 1221 defined the capital
assets (or transactions) to which special treatment applied
as all property held by the corporation except:

(1) stock in trade, or property of a kind includable in
inventories;

(2) property held for sale to customers in the ordinary
course of business;

(3) notes and accounts receivable acquired in the ordi-
nary course of business;
certain short-term Government obligations sold at a
discount;

(5) depreciable property used in the trade or business;
1(6) real property used in the trade or business; and
.(7) certain copyrights, literary, musical, or artistic compo-

sitions or similar properties.

Net gains from dispositions of some of the property types
excluded from the definition of capital assets under Code
section 1221 could receive capital gain treatment under
special conditions set forth in other sections, while net gains
from some of the property types included under the
definition could be denied capital gain treatment under still
other sections. The latter are referred to under the heading,
"Net Gain (or Loss), Noncapital Assets."

Property used in trade.or business, excluded from the tax
definition of capital assets, received special treatment under
Code section 1231. Gains and losses from sales or other
dispositions of this property had to be aggregated first. If
the overall result was a net gain, it was included in the
computation of net long-term capital gain or loss. If the
overall result was a net loss, it was included in the compu-
tation of net gain or

'
loss from sales of property other than

capital assets. Thus, a net gain under section 1231 could
receive the more beneficial treatment of a long-term capital
gain taxable at the alternative tax rate, while a net loss
under section 1231 could receive the more beneficial
treatment as an ordinary loss fully deductible against all
types of income and not just against capital gain income.

. The types of property (or transactions) to which Code
section 1231 applied were:

(1) real and depreciable property used in the trade or
business, held for more than 12 months (six months
for property acquired after June 22, 1984) and not

includable in inventory or not held for sale in the
ordinary course of business;

(2) timber cut by the taxpayer. during the year, if owned,

(3)

or held under contract to cut, for more than 12
months (six months for property acquired after June
22, 1984) and if an election was made under Code
section 631 to treat the cutting as a sale or exchange
of property used in trade or business (the holding
period was measured up to the time of cutting);
domestic iron ore, timber, or coal, held for more than
12 months (six months for property acquired after
June 22, 1984), if disposed of under a royalty con-
tract whereby the owner retained an economic inter-
est in the property, so that under Code section 631,
the net gain or loss on the royalty income was treated
as a net gain or loss on a sale or. exchange of
property used in trade or business;

(4) unharvested crops disposed of with the land on

(5)

which they were growing and used in the business of
farming if the land was held for more than 12 months
(six months for property acquired after June 22,
1984); prld_
certain livestock.

The amounts of gain eligible for capital gains treatment
under Code section- 1231 was reduced in the case of
certain real and depreciable property by Code sections
1245, 1251, 1252, and 1254, and in the case of. certain
mining property, by section 617.

Net gains and certain net losses under Code section
1231 also resulted from "involuntary conversions:, not only
of the property types or transactions otherwise covered by
Code section 1231, but also of the capital assets defined in
Code section 1221, if they were held for more than 6
months. Gain or loss from involuntary conversions such as
by condemnation were included in the regular consolida-
tion of Code section 1231 gains and losses previously
described. However, a separate netting of gains and losses
,was required for involuntary conversions by theft, or from
fire, storm, shipwreck or other casualty, whether insured

*
or

uninsured. If the result was a net loss, it was treated as a
fully deductible loss (without regard to other.Code section
1231 transactions) and was excluded from the capital gain
statistics. If, on the other hand, the result was a net gain,
then it was consolidated with other gains and losses under
Code section 1231. See the discussions of ."Net Gain (or
Loss), Noncapital Assets" and "Other Deductions."

See also, "Additional Tax for Tax Preferences."

Net Gain (or Loss), Woncapitall Assets (#)

In general, "noncapital assets'.' related to property of a
business nature. The computation of net gain or loss,
noncapitall assets, resulted mostly from the sale or ex-
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change of: (1) certain depreciable, depletable, and real
property (described below); (2) notes and accounts receiv-
able acquired in the ordinary course of business for serv-
ices rendered or from the sale of property includable in
inventory, or ordinarily held for sale; (3) certain copyrights,
literary, musical, or artistic compositions or similar proper-
ties; (4) securities by dealers; (5) securities, including
Government obligations, and other evidence of indebted-
ness, such as convertible debentures, by banking, savings,
and certain other financial institutions; (6) certain patents,
inventions or designs, secret formulas or processes, and
similar property rights by domestic corporations to their
more-than-50-percent owned foreign subsidiaries; and (7)
qualified export assets by Domestic International Sales
Corporations (DISC's). Also included in the computation
were amounts resulting from certain "involuntary conver-
sions" including net losses from casualty and theft, and
amounts resulting from certain sales, exchanges, or re-
demptions of Controlled Foreign Corporation stock (see
"Dividends Received from Foreign Corporations").

As explained under "Net Capital Gains:' a net gain from
dispositions of (or certain transactions involving) specified
types of business assets that were considered noncapital
assets based on Code section 1221 could receive capital
gains treatment under section 1231. Gains and losses from
these dispositions or transactions first had to be aggregated.
If the overall result was a net gain, it was included in the
computation of net long-term capital gain, but if the overall
result was a net loss, it was included in the computation of net
gain or loss, noncapital assets. The special treatment in this
computation of gains and losses resulting from involuntary
conversions, due mostly to casualty and theft, is described
under "Net Capital Gains." Form 4797, Supplemental Sched-
ule of Gains and Losses, called for net losses from casualty
and theft to be included in the computation of "net gain or
loss, noncapitall assets" (although some corporations reported
them in "other deductions~').

The amount of gains (but not losses) on dispositions of
property includable in the computation of net gain or loss
under Code section 1231, was limited as a result of sections
1245,1250, 1252, 1254 (described below), and 617. To the
extent the amount eligible for capital gains treatment was
thereby reduced, the amount included in the statistics for
net gain or loss, noncapital assets, was increased.

Code sections 1245 and 1250 applied to certain depre-
ciable property. Section 1252 prescribed additional rules
for much of this same property if it was used in the business
of farming, as well as for certain other types of property
used in farming and covered under section 1231. Section
617 applied to certain depletable property.

Code sections 1245 and 1250:

The depreciable property to which Code section 1245
applied was: (1) personal property other than livestock,

whether tangible (such as machinery and equipment) or
intangible (such as patents and copyrights); and (2) other
tangible property including certain realty other than build-
ings and their structural components, if it was an integral
part of specified business activities, or which constituted
research or storage facilities used in connection with such
activities. The business activities qualifying were manufac-
turing, production, or the providing of transportation, com-
munications, electrical energy, gas, water, or sewage dis-
posal services. %

The depreciable property to which Code section 1250
applied was real property not already covered by section
1245. In general, this property consisted of buildings and
their structural components, in the case of tangible prop-
erty; or leaseholds of land, in the case of intangible
property. The Tax Reform Act of 1984 changed the recovery
period for property defined as section 1250 class property.
The Act extended the recovery period from 15 to 18 years
for certain realty placed in service after March 15, 1984. A
further explanation of section 1250 property is contained in
the Explanation of Terms section of this report under
"Depreciation."

The amount of gain on dispositions of depreciable prop-
erty under Code sections 1245 and 1250, treated as
ordinary income and included in the statistics for net gain or
loss, noncapital assets, generally depended upon the
amount of depreciation claimed on the asset after a certain
date prior to its disposition, although other factors were also
considered in the case of section 1250 dispositions.

Under Code section 1245, the amount of gain treated as
ordinary income was based on the depreciation (or amor-
tization in the case of defense "emergency facilities")
allowed or allowable after 1961 (after 1963 for elevators and
escalators and after 1969 for livestock (including fur-
bearing animals such as chinchillas, minks, and foxes)).
This "depreciation recapture" applied to dispositions of
property made during taxable years beginning after 1962
(after 1963 for elevators and escalators and after 1969 for
livestock).

Under Code section 1250, the amount of gain treated as
ordinary income was based, in general, on the excess of
accelerated over straight-line depreciation allowed or allow-
able after 1963. However, this "depreciation recapture" was
further qualified in the case of depreciation taken during
1963-69 so that if the property was held for more than 20
months, the "recapture" was further reduced to a propor-
tion of this difference until, when the property was held for
10 years, the "recapture" as ordinary gain was not appli-
cable at all. For depreciation taken after 1969, these
qualifications were rescinded (with certain exceptions for
residential rental housing, housing rehabilitation expendi-
tures, and Government subsidized housing), so that the
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entire amount of post-1969 excess depreciation was "re-
captured" as ordinary income.

Code sections 1252:

Under Code section 1252, net gain or loss from noncap-
ital assets included ordinary gains from the sale or other
disposition of certain types of farm lands - which would
otherwise have been eligible for long-term capital gain
treatment under section 1231. Dispositions already re-
garded as ordinary gain or loss using section 1250 rules
were excluded.

This recapture was based on a declining annual percent-
age of -total post-1969 deductions for expenditures. The
percentage was reduced to zero when land was held for 10
years or more, at which time the additional recapture did
not apply.

Code section 1254:

- Code section- 1254 required ~recapture of amounts de-
ducted for intangible drilling expenses on productive wells
to the extent that those amounts deducted exceeded the
amounts which were allowable had the intangible drilling
expenses been capitalized and amortized over the useful
life of the well. This was in addition to the requirement that
the gain on the sale of oil and gas property be recognized
as ordinary income to the extent of depreciation of tangible
personal property.

Code section 617:

Under Code section 617, corporations engaged in do-
mestic mining operations that elected to claim unlimited
deductions for exploration and development expenses
(except for oil and gas) had to "repay" their post-1969
deductions when the mine reached the producing stage or
when it was sold. If the mine was sold, the profit was treated
as an ordinary net gain from a noncapital asset to the extent
that the gain was equal to or less than any post-1969
deductions not already "recaptured" prior to the sale. Such
gains are reflected in the statistics for net gain (or loss),
noncapital assets. Any net gain in excess of the deductions
was a net gain under section 1231, and eligible for capital
gains treatment.

Net Income (or Deficit) (#)

This was the difference between gross receipts and the
ordinary and necessary business deductions allowed by
the Code, and reflected not only actual receipts but "con-
structive" receipts (i.e., certain income from Controlled
Foreign Corporations and foreign dividend income, result-

ing from foreign taxes deemed paid) as well. Interest from
State and local government obligations was excluded from
this item.

Because certain statutory special deductions including
the net operating loss deduction were allowed most corpo-
rations in computing their income subject to tax, the
statistics for net income are generally larger than the
amounts shown for "Income Subject to Tax." Included in
the net income statistics are amounts for S corporations
(only certain long-term capital gains were taxable to these
corporations). Also, included are amounts from Interest
Charge Domestic International Sales Corporations (IC-
DISC's); these corporations were not taxable. Net income
from Foreign Sales Corporations (FSC's) also was included.
For FSC's net income (or deficit) represents the amount
after an exemption of certain foreign trade income and
Subpart F income taxable to its corporate owners.

These statistics also include foreign corporations with
income effectively connected in the United States. Income
is considered effectively connected if the corporation has a
fixed place of business in the United States and-the income
is attributable to that place of business.

For mutual insurance companies other than life or marine
and other than certain fire or flood insurance companies,
the net income (or deficit) in this report is the sum of the net
investment income or loss, the statutory underwriting in-
come or loss, and the subtractions from the "protection
against loss" (PAL) account before reduction by the statu-
tory special deductions allowed corporations in general.
Consequently, net income (or deficit) reflects not only the
ordinary business deductions, but the statutory deductions
from underwriting income allowed only *to these mutual
insurance companies. Net income (or deficit) also reflects
the additions (if any) to taxable income of amounts in the
PAL account previously deferred from taxation. Further, for
some small mutual insurance companies electing to report
under Code section 821(c), net income was net investment
income only. (Electing companies were not required to
report underwriting income.) The section 821(c) provisions
were applicable only to companies with income from
investments (other than capital gains), with premiums of
less than $500,000, and with no reserve in the PAL
account.

I For life insurance companies, the net income (or deficit)
used for statistical purposes comprised the gain or loss
from operations adjusted by adding back the dividends
received and the operations loss deductions. Gain or loss
from operations (which included both underwriting and
investment income) represented gross taxable receipts
reduced by ordinary and necessary business deductions
and by additions to required reserves, certain other statu-
tory deductions pertinent only to these companies, a

'
nd by

the dividends received and operations loss deductions.
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Net Long-Term Capital Gain Reduced by Net
Short-Term Capital Loss

Each of these items is explained under its own heading in
this section.

See "Net Capital Gains" in this section.

Net Long-Term Capital Gain Taxed at Alternative
Rate

This part of the tax base was used for the tax computation
for those returns using the alternative tax rate. The alterna-
tive method, allowed under Code section 1201, was used if
it provided a lower tax liability than did the use of the tax
rates on total taxable income. See the discussions of
"Income Subject to Tax" and "Income Tax."

Income subject to tax for returns with alternative tax was
the sum of (1) net long-term capital gain (reduced by net
short-term capital loss), and (2) income taxed at regular
rates (the balance of taxable income).

For most corporations, use of the alternative tax did not
affect the amount shown as "Income Subject to Tax."
However, when net long-term capital gain (reduced by net
short-term capital loss) was greater than taxable income
(net income minus statutory special deductions), the alter-
native rate (28 percent) applied to the capital gains was less
than the regular rates applied to taxable income. Therefore,
the capital gains, rather than taxable income, became the
tax base and was used for the "Income Subject to Tax"
statistics.

Net Short-Term Capital Gain Reduced by Net
Long-Term Capital Loss

See "Net Capital Gains" in this section.

Net Worth (#)

Net worth represented the stockholders' equity in the
corporation (total assets minus the claims of creditors). In
the statistics, net worth comprises the net sum of the
following items:

(1) capital stock;
(2) paid-in or capital surplus;
(3) retained earnings, appropriated;
(4) retained earnings, unappropriated;
(5) less the cost of treasury stock;

Four additional items are included in net worth for
corporations filing Form 11 20S:

(6) accumulated adjustments account;
(7) other adjustments account;
(8) retained earnings, 1120S; and
(9) shareholders' undistributed taxable income.

Noncalendar Year Returns

Returns filed for a 12-month accounting period ending in
other than December were included in this classification.
Figure B in section 1 shows the percentage of returns filed
for each of the accounting periods covered in this report.

Nonconventional Source Fuel Credit

Prior to 1980, no income tax credit was available for the
production and sale of fuel derived from energy sources
other than oil and conventional sources of natural gas.
Congress believed that the use of fuels derived from other
energy sources should be encouraged by providing a tax
incentive for their production and sale. Currently a credit is
allowed for the sale of qualified fuels produced from a
nonconventional source. Because these alternative fuels
frequently compete with oil and gas, Congress believed
that production incentives should be linked to the uncon-
trolled price of domestic oil and should phase out as that
price rose to the level where efficiently produced alternative
fuels could compete effectively with oil.

In general, the amount of credit is equal to $3 for each
quantity of fuel that would yield energy equal to that of a
barrel of oil, the so-called barrel-of-oil equivalent which is
approximately 5.8 million British Thermal Units (BTU's). The
Crude Oil Windfall Profit Tax Act of 1980 provided a tax
credit for the domestic production and sale of qualified fuels
to unrelated persons. Such fuels generally had to be
produced and sold after December 31, 1979, and before
January 1, 2001, from facilities placed in service after
December 31, 1979, and before January 1, 1990, or from
wells drilled after December 31, 1979, and before January
1, 1990, on properties which began production after De-
cember 31, 1979. Only production within the U.S. or a U.S.
possession is taken into account.

The credit was available for production and sale of the
following:

(1) fuel produced from shale and tar sands;
(2) gas produced from geopressurized brine, Devonian

shale, coal seams, or a tight formation;
(3) gas produced from biomass;
(4) liquid, gaseous, or solid synthetic fuel (including

alcohol) produced from coal (including lignite), in-

cluding such fuels when used as feedstocks;
(5) qualifying processed wood fuels; and
(6) steam from solid agricultural byproducts (not includ-

ing timber byproducts).

The tax credit was to be phased out proportionately as
the annual average wellhead price for a barrel of uncon-
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trolled domestic oil (the "reference price") rose, adjusted for
inflation. The reference price was to be estimated by the
Secretary of the Treasury and published, together with the
inflation adjustment factor, by April of the year following that
for which the credit was to be computed. The inflation
adjustment factor is a fraction of which the numerator is the
gross national product (GNP) implicit price deflator for the
~calendar year and the denominator is the GNP implicit
price deflator for 1979.

Nonquallifying Interest and Dividends

This was an income item for an S corporation. Nonqual-
ifying interest was taxable interest that was included 'in
.ordinary income from all sources. It did not include interest
exempt from tax and interest on tax-free convenant bonds.
Nonqualifying dividends were taxable dividends that were
included in, ordinaryincome and for which the individual
shareholder was not entitled to an exclusion under section
116. These include taxable dividends from controlled for-
eig

.
n corporations, exempt organizations, farmer's cooper-

atives, regulated investment companies and real estate
investment trusts.

Notes and Accounts Receivable

. In general, notes and accounts receivable were the gross
amounts arising from business sales or services to custom-
ers on credit during the ordinary course of trade or *busi-
ness which would normally be converted to cash Within 1
year. Current nontrade receivables were generally included
'in "Other Current Assets." This category includes certifi-
cates of deposit, commercial paper, charge accounts,
current intercompany receivables, property improvement
loans, and trade acceptances. For Form 11 20-FSC, notes
and accounts receivable include commissions receivable.

The balance sheets on most corporation income tax
forms called for the reporting of both "gross" receivables
and the "allowance for bad debts" (explained under a
separate heading in this section). However, some corpora-

'tions reported only the net amount. In the case of insurance
companies filing balance sheets in the form required under
State law, only the net amount was reported.

Loans and mortgages may have been reported in notes
16nd accounts receivable by savings and loan associations.
When identified, such mortgage loans were transferred to
"Mortgage and Real Estate Loans."

The "Allowance for Bad Debts:' shown as an adjustment,
may also include the reserves for the separate account
"Mortgage and Real Estate Loans." As a result, it was
possible for the "Allowance for Bad Debts" to exceed the
-amount of notes and accounts receivable.

In those tables where the item "Notes and Accounts
Receivable, Net" appears, the amount shown includes a
deduction of "Allowance for Bad Debts."

Number of Returns

Returns of inactive corporations were excluded from the
statistics. (See "Returns of Inactive Corporations.") The
number of Form 1120-IC-DISC 1120-FSC and Form
1120S returns filed, respectively, by' Interest Charge Do-
mestic International Sales Corporations, Foreign Sales Cor-
porations and S corporations are included in each total
number (except for those tables which specifically exclude
these returns) and are also shown separately in some of the
tables.

See also "Consolidated Returns" and "Returns of Active
Corporations.

Orphan Drug Credit

Orphan drug credit was
*
a credit against tax. for an

amount equal to 50 percent of the qualified clinical testing
expenses of certain drugs for rare disease or conditions. In
order to claim the credit, the expenses must have been for
a drug that was designated as an orphan drug under
Section 526 of the Federal Food, Drug and Cosmetic Act.
Form 6765 is used for claiming the orphan drug credit. The
income tax against which the credit was applied was after
reduction by foreign tax and possessions tax credits.

Other Adjustments Account

The other adjustments account was maintained only by S
corporations that had retained earnings at year end. The
account was adjusted for tax-exempt income and nonde-
ductible expenses of the corporation. After- these adjust:
ments the account was reduced for distributions made
during the tax year,

Other Assets (#)

In general, other assets comprised noncurrent assets
which were not allocable to a specific account on the
balance sheet, and certain accounts for which no distinc-
tion could be made between current and noncurrent status.
Both tangible and intangible assets are included in this
category.

Includable were items such as deposits on contracts
reported as noncurrent by the corporation, interest dis-
counts when reported as noncurrent by the corporation,
and guaranty deposits. Other assets of life insurance com-
panies included the market value of real estate and that
portion of stock and bond holdings in excess of book value.
For Interest Charge Domestic International Sales Corpora-
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tions (IC-DISC's), this item also included "nonqualified
assets" (i.e., assets that were not export-related or that
failed to meet the requirements indicated for "qualified
export assets" in Code section 993). It does not include any
asset with a life of less than one year, nor any asset properly
considered an investment.

Other Capital Assets Less Reserves

This item, shown in tables 6 and 7, consisted of deple-
table assets less accumulated depletion, land and intangi-
ble assets less accumulated amortization. Each is de-
scribed separately under its own heading in this section.

Other Credits and Payments

This amount, shown in table 8, was the total of overpaid
windfall profits tax, credit for tax paid by regulated invest-
ment companies and federal tax on special fuels and oils.
Each is explained under its own heading in this section.

Other Current Assets

Other current assets included assets not allocable to a
specific current account on the balance sheet, and assets
specifically reported as short-term by the corporation.

Includable were marketable securities, prepaid expenses
(unless reported as long-term), nontrade receivables, cou-
pons and dividends receivable, and similar items. For con-
struction corporations, amounts reported as current for con-
tract work in progress in excess of billings were includable.

Also includable in other current assets were amounts
reported as inventories on nonconsolidated returns of
banks, credit agencies, insurance companies, insurance
agents, brokers, real estate operators, lessors, condomin-
ium management and cooperative housing associations.
Also, inventories for all bank holding companies were
included.

Other Current Liabilities

Other current liabilities included certain amounts due and
payable within the coming year. The account comprised
accrued expenses, as well as current payables not arising
from the purchase of goods and services. Examples of
other current liabilities were taxes accrued or payable,
accrued employee accounts such as for payrolls and
contributions to benefit plans, dividends payable, over-
drafts, accrued interest or rent, and deposits and withdraw-
able shares of banking and savings institutions, if not
reported as long-term by the corporation.

For construction corporations, amounts for uncompleted
contracts or jobs in progress were included in this item, if
reported as current.

Other Deductions (#)

Other deductions comprised (1) business expenses
which were not allocable to a specific deduction item on the
return form, or which were not included elsewhere on the
return form, and (2) certain amounts which were given
special treatment in the course of statistical processing.

The first category included such items as administrative,
general, and selling expenses; bonuses and commissions
(unless reported as cost of goods or salaries and wages);
deliver)4 freight, and shipping expenses; sales discounts;
travel and entertainment expenses; utility expenses not
reported as part of the cost of goods sold; and similar items.

The second category included amortization of intangible
drilling costs, unrealized profit on current-year installment
sales, direct pensions (paid by a company to an individual
but not to pension plans), employee welfare (but not
payments to welfare or benefit plans), moving expenses (for
employees), partnership net losses, and patronage divi-
dends paid. Also included were itemized business deduc-
tions and other deductions unique to Interest Charge
Domestic International Sales Corporations (IC-DISC's),
Foreign Sales Corporations (FSC's), life and most mutual
insurance companies. In the case of IC-DISC's, the statis-
tics include deductions such as those for market studies,
sales commissions, and freight and other expenses
(whether or not they were considered export promotion
expenses). For corporations filing a Form 11 20-A, deple-
tion, pension, profit-sharing and employee benefit plans are
included in Other Deductions.

The statistics for other deductions may include losses
resulting from involuntary conversions by theft, or from fire,
storm, shipwreck, or other casualty, if these losses were
reported in the taxpayer's own schedule for other deduc-
tions. For the statistics, no attempt was made to transfer the
data to the ordinary gains or losses computation. Losses
from involuntary conversions which were reported as ordi-
nary losses derived from Form 4797, Supplemental Sched-
ule of Gains and Losses, were included in the estimates for
"Net Gain (or Loss), Noncapital Assets." See also the
discussion under "Net Capital Gains" in this section.

Other Investments (#)

This category generally included long-term non-
Government investments and certain investments for which
no distinction could be made as to their current or long-
term nature. Non-Government investments generally not
held for conversion to another form within the coming year
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included stocks, bonds, loans on notes or bonds, loans to
subsidiaries, and other types of financial securities. Also
included in this category were investments unique to Inter-
est Charge Domestic International Sales Corporations (IC-
DISC's), such as investments in related foreign export
corporations, Export-Import Bank obligations, and produc-
er's loans.

, Real estate not reported as a fixed asset could also be
included. In certain instances, land and buildings owned by
real estate operators (except lessors of real property other
than buildings), and real holdings of insurance carriers
(other than their home office and branch office buildings
and equipment), were reported as "other investments."

In one respect the statistics may be somewhat over-
stated. Treasury stock held for resale or for future distribu-
tion may have been reported as an asset on some tax
returns and would have been included,in the statistics for
"Other Investments."

Also includable in other investments were amounts re-
ported as inventories on nonconsolidated returns of holding
and other investment companies (except operating holding
companies); and security and commodity brokers, dealers,
and exchanges.

Other Investments and Loans

This item, shown in tables 6, 7 and 10, is the sum of loans
to stockholders, mortgage and real estate loans, and other
investments. Each is described separately under its own
heading.in this section.

ities other than the principal commodity in which the
corporation dealt; income from minor operations; cash
discounts; income from claims, license rights, judgments,
and joint ventures; net amount earned under operating
agreements; profit from commissaries; profit on prior-years'
collections (installment basis); profit on the purchase of a
corporation's own bonds; recoveries of losses and bad
debts previously claimed for tax purposes; refunds for the
cancellation of contracts; and income from sales of scrap,
salvage, or waste. Also regarded as other receipts were
certain dividends received, such as from Federal Reserve
and Federal Home Loan Banks, and from the following
special classes of corporations: corporations deriving a
large percent of their gross income from sources within a
U.S. possession; and tax-exempt charitable, educational,
religious, scientific and literary organizations, and mutual
and cooperative societies including farmers' cooperatives.

For Interest Charge Domestic International Sales Corpora-
tions (IC-DISC's), other receipts comprised all "nonqualified"
gross receipts reported on the return except nonqualified
dividends. In addition, in the case of IC-DISC's acting as
commission agents for someone else, only the commissions
earned and not the underlying gross receipts on which the
commissions were earned were included in the statistics.
Nonqualified gross receipts thus took into account: (1) sales of
goods and services for ultimate use or consumption in the
United States; (2) exports subsidized by the U.S. Government;
(3) certain direct or indirect sales or leases for use by the U.S.
Government; and (4) sales to other IC-DISC's in the same
controlled group of corporations.

See also "Business. Receipts."

Other Liabilities

Other liabilities were obligations which were not allocable
to a specific account on the balance sheet and which were
either noncurrent accounts, in general not due within 1
year, or accounts which could not be identified as either
current or long-term. Included are the excess of reserves for
amortization, depreciation, depletion over the asset ac-
counts they are shown against.

Examples of other liabilities were deferred or unearned
income not reported as part of a current account, provi-
sions for future taxes based on the effects of either accel-
erated depreciation or possible income tax adjustments
such as for the investment credit, and principal amounts of
employee and similar funds. Accounts and notes payable,
borrowed securities, commissions, intercompany accounts,
loans, overdrafts, and unearned income are also included.

Other Receipts

Other receipts included amounts not elsewhere reported
on the return form, such as: profits from sales of commod-

Overpaid Windfall Profits Tax

A corporation that overpaid its windfall profit tax could
claim a tax credit for such overpayment as a credit on its
income tax return. The windfall profit tax was a federal
excise tax on the "windfall" profit from domestically pro-
duced crude oil. Although the producer of oil was liable for
the tax, the first purchaser of the oil generally withheld the
tax and deposited it. The producer could claim any.over-
withholding as a credit against its income tax. For newly
discovered oil, the tax rate ranges from 22.5 percent in
1985, to 15 percent after 1988.

Overpaid windfall profits tax credit is shown in table 13.

Overpayments Claimed as a Credit (#)

This was the amount of the 1985 overpaymenV thi5~
corporation specifically requested to be credited td,' thl~p
1986 year's estimated tax, in lieu of requesting a refuridlih,
1985. The credit is reflected in the amount shown)
estimated tax payments in table 8.
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Paid-in or Capital Surplus

This balance sheet item comprised additions to the
corporation's capital from sources other than earnings.
These sources included appreciation of assets, receipts
from the sale of capital stock in excess of stated value, stock
redemptions or conversions, and similar transactions. The
amounts shown are after deducting any negative amounts.

Part-Year Returns

Part-year returns were those filed for accounting periods
of less than 12 months. Such returns were filed as a result
of business liquidations, reorganizations, mergers, and
changes to new accounting periods. Figure B in section 1
shows the percentage of returns filed for each of the
accounting periods covered in this report. Data from part-
year returns are included in the statistics.

Payments With Applications for Extension of Filing
Time (Form 7004) (#)

Personal Holding Company Tax

In addition to being subject to regular income tax and
additional tax for tax preferences, corporations classified as
personal holding companies were subject to another tax
equal to 50 percent of their "undistributed personal holding
company income." A corporation is taxed as a personal
holding company under Section 542 if at least 60 percent of
its adjusted ordinary gross income for the tax year is
personal holding company income and at any time during
the last half of the tax year more than 50 percent in value of
its outstanding stock is owned directly or indirectly by not
more than five individuals.

The personal holding company tax is a tax on undistrib-
uted personal holding company income which is taxable
income with certain adjustments, minus the dividends paid
deduction. Since most personal holding companies distrib-
ute all of their personal holding company income, only a
small number were actually subject to the tax. In addition,
the tax is slightly understated because the personal holding
company tax was not always reported separately from the
regular income tax.

These statistics were derived from the income tax returns
rather than from the application for extension of time to file,
Form 7004. The automatic extension of time to file a
corporate tax return is 6 months.

Requesting the extension of time to file the return did not
postpone the payment of tax. When an extension was filed
on Form 7004, the full amount of tax liability was due.

The statistics may be slightly understated because of
taxpayer reporting variations and because of the inability to
identify the total amount from the tax returns.

Pension, Profit-Sharing, Stock Bonus, and Annuity
Plans

Employers who maintain a pension, profit-sharing or
other funded deferred compensation plan are required to
file a Form 5500, 5500-C or 5500-R depending on the
number of participants. Contributions made by employers
to these plans were deductible under Code section 404
allowing deductible employer contributions made to benefit
plans established for U.S. citizens and for certain citizens
employed by foreign subsidiaries and branches of domes-
tic corporations. Affiliated corporations eligible to file a
consolidated return may establish and maintain a joint profit
sharing or stock bonus plan. The statistics for this item
include such amounts identified in the cost of sales and
operations schedules. Excess contributions may be carried
over to succeeding years.

The tax appears in the statistics for industries other than
"Holding and Other Investment Companies" because a
personal holding company could be a subsidiary included
in a consolidated return classified in some other industry.
The following corporations are exempt from personal hold-
ing tax: corporations exempt from income tax, banks,
domestic building and loan associations, life insurance and
security companies, certain lending and finance compa-
nies, foreign personal holding companies, and certain
small business investment companies.

Refunds of Estimated Tax Payments (#)

A corporation which determined that it had overpaid its
estimated tax could file for a quick refund or adjustment of
the overpayment even before it filed its return. The esti-
mated tax overpayment had to be at least $500 and be at
least 10 percent of the expected "final" income tax liability
reported on the tax return.

The application for refund had to be made within 2-1/2
months after the close of the taxable year and before the
corporation had filed its income tax return.

Rent Paid on Business Property

This deduction consisted of rents paid for the use of land
or structures, and rents paid for leased roads, rolling stock,
and work equipment for railroad companies. Identifiable
amounts of taxes paid and other expenses of lessees in
connection with rent paid were included in their respective
deduction headings.
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Rents

These were the gross amounts received for the use or
occupancy of property. Expenses related to rental property,
such as depreciation, repairs, interest paid, and taxes paid,
were not deducted directly from the rental income, but were
reported as business deductions from total receipts. The
rental income of manufacturing, public utility, and service
corporations, which frequently leased rather than sold their

.products, was included in the "Business Receipts" rather
than in rents.

Repairs

Repairs reported as an ordinary and necessary business
expense were the costs of maintenance and incidental
repairs and could include the cost. of labor, supplies and
other items which did not add to the value or appreciably
prolong the life of the property. Expenditures for new
buildings, machinery or equipment, or for permanent im-

.provements which increased the cost or basis of -the
property were not deductible currently and were charged to
capital expenditures, which were generally depreciable.

Research Activities Credit (#)

: The Tax Reform Act of 1986 extended the research credit
beyond 1985 and made several major changes. The credit
will be available for- eligible expenses paid or incurred
through December 31, 1988. The credit has been reduced
from 25 percent to 20 percent of the increase in research
expenses, and the definition of qualified research has been
narrowed considerably Also, the research credit (but not
the 'orphan drug credit) has been redesignated as a
general business -credit".. and is.now subject to the general
business credit tax liability limitations.

The credit was limited to 20 percent of the excess of
current year expenses over the average research expenses

..in the base period. In most cases the. base period was the
three taxable years preceeding the tax year for which the
credit was being determined. The base period research
expenses could never comprise less.than half of the
qualified research expenses for the current tax year. In the
case of a short taxable year, research expenditures were
annualized.

experimental model, process, product, formula, invention
or an improvement. -Starting in 1986, research has been
limited to research undertaken to discover information
technological in nature and useful in the development of a
new or improved business component. It must be done
within the United States and may not involve the social
sciences or humanities. Research funded by another per-
son, by a grant, or by a government agency were also
ineligible for the credit.

The research activities credit is not shown separately in
the - tables in this report; however, it is included as a
component of the general business credit.

Retained Earnings, Appropriated (#)

Earnings set aside for specific purposes and not avail-
able for distribution to stockholders were included under
this heading. Included were guaranty funds (for certain
finance 'companies), reserves for plant expansion, bond
retirements, contingencies for extraordinary losses and
general loss reserves. Also included were the total amount
of all the -companies- reserves not- defined as- valuation
reserves or reserves included in other liabilities. Specifically
excluded were the reserves for - bad debts, depreciation,
depletion, and amortization, which are shown separately in
this report. Unrealized profits were included in other liabili-
ties. Unearned income, if not current, was also included in
other liabilities. Any amount of retained earnings not iden-
tified as appropriated or unappropriated was considered
unappropriated for purposes of these statistics.

Retained Earnings, Unappropriated

Retained earnings, unappropriated, consisted- of the
retained earnings-and profits of the corporation less any
reserves (these reserves are shown in the statistics as
"Retained Earnings, Appropriated"). These accumulated
earnings include income from normal and discontinued
operations, extraordinary gains or losses and prior period
adjustments. Also included were undistributed earnings
(income or profits) and undivided earnings (income. or
profits). For railroads;, funded debt retired through income
and surplus, and additions to property through income and
surplus were included. Dividends and distributions to stock-
holders are paid from this account. The statistics shown are
net figures after deduction of any negative amounts.

I Two types of research were considered to be qualified for
this credit. The first type consisted of the expenses incurred
for the taxpayer's own wages and supplies for research,
plus certain other charges for the use of research equip-
ment. The other type consisted of the expenses paid to
qualified -organizations, such as colleges and other tax-
exempt organizations, for basic research. The taxpayer was
allowed a credit on 65 percent of this latter type of expense.
Qualified research -involves the development of a pilot or

For Interest Charge Domestic International Sales Corpo-
rations (IC-DISC's), this item included previously taxed
income, accumulated IC-DISC income, accumulated pre-
1985 DISC income, and other earnings and profits.

Retained Earnings, 1120S (#)

I The retained earnings, 11 20S, include the appropriated
and unappropriated retained earnings accumulated inprior
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years when the S Corporation was a C corporation or a
"small business corporation" prior to 1983. Generally, the S
Corporation will have a balance in Retained Earnings,
1120S only if it had ending balances in appropriated or
unappropriated retain earnings prior to the current tax year.

Returns of Active Corporations

These returns were the basis for all financial statistics
presented in the report. They comprised the vast majority of
the returns filed, and were defined for the statistics as
returns of corporations reporting any income or deduction
items including tax-exempt interest.

Returns of Inactive Corporations (#)

Corporations in existence during any portion of the
taxable year were required to file a return even though they
may have been inactive (Code section 6012(a)(2)). Inactive
corporations are defined for this report as returns showing
no item of income or deduction. Financial data from these
returns were excluded from the statistics.

deducted directly from this income, but were reported
among the various business deductions from total gross
income.

Excluded from the statistics were certain royalties re-
ceived under a lease agreement on timber, coal deposits,
and domestic iron ore deposits, which were allowed special
tax treatment. Under elective provisions of Code section
631, the net gain or loss on such royalties was included in
the computation of net gain or loss on sales or exchanges
of certain business property under section 1231. If the
overall result of this computation was a net gain, it was
eligible for treatment as a long-term capital gain, taxable at
the capital gains rates. If the overall result was a net loss, it
was fully deductible in the current year as an ordinary
noncapital loss. See the discussions of "Net Capital Gains"
and "Net Gain (or Loss), Noncapital Assets."

S Corporation Returns (#)

Form 1120S, U.S. Income Tax Return for an S Corpora-
tion, was filed by corporations electing to be taxed through
shareholders under section 1372 of the Code.

Returns With Book Net Income or Deficit (#)

Returns with book net income or deficit were those which
reported tax return schedules reconciling their income per
books with income as reported on the tax return. (See
"Book Net Income (or Deficit).")

Returns With Net Income

Returns with net income were those showing gross
taxable receipts exceeding the ordinary and necessary
business deductions allowed by the Code. (See "Net
Income (or Deficit).")

Returns Without Net Income

Returns without net income were those for which ordi-
nary and necessary business deductions allowed by the
Code exceeded gross taxable receipts. In addition to deficit
returns, this classification also included returns whose
gross taxable receipts and business deductions were
equal. (See "Net Income (or Deficit).")

Royalties

Royalties were gross payments received, generally on an
agreed percentage basis, for the use of property rights.
Included were amounts received from such properties as
copyrights, patents, and trademarks; and from natural
resources such as timber, mineral mines, and oil wells.
Expenses relating to royalties, depletion or taxes, were not

To qualify as an S corporation, a firm had to be a
domestic corporation which was not a member of an
affiliated group (as defined by Code section 1504) and did
not:

(1) have more than 35 shareholders;
(2) have as a shareholder a person (other than an estate

or trust) who was not an individual;
(3) have a nonresident alien as a shareholder;
(4) have more than one class of stock; or
(5) for each of three consecutive tax years, have both

Subchapter C earnings and profits, and gross re-
ceipts more than 25 percent of which are derived
from passive investment income as defined in Sec-
tion 1362(d)(3)(D).

An S corporation also could not be a financial institution that
is allowed a bad debt deduction, an insurance company
(other than certain stock casualty companies), a corpora-
tion electing a possessions tax credit, or an IC-DISC or
former DISC.

Net income of S corporations was computed in the same
manner as for most corporations. However, the net operat-
ing loss deduction and other statutory special deductions
allowed most corporations, such as for dividends received,
could not be taken.

An electing S corporation was generally not taxed. Only
capital gains are a taxable preference item for S corpora-
tions. Other tax preference items realized pass through
proportionately to the shareholders. However, an existing
corporation that elected (under Code section 1362) to
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become an S corporation was subject to a special tax for
the first 3 taxable ybars'of the election. On the other hand,
a new corporation which had been in existence for less than
4 years and which was an electing S corporation for each
year of its existence was not subject to the special tax at all.
Section 1374 of the Code provided that the amount of the
tax was the lower of the following: (1) 28 percent of the
excess of net long-term capital gain (reduced by net
short-term ~ capital loss) over $25,000 when net long-term
capital gain was more than 50 percent of a net income that
was over $25,000; (2) 30 percent of the gain from the
disposition of property using a "substituted basis" (i.e., the
basis that was. transferred from another corporation which
was not also an electing S corporation); or (3) the tax rates
applied to net income. Foreign tax credit, U.S. possessions
tax credit, orphan drug credit, nonconventional source fuel
credit, and general business credit were not available to the
corpqration'to reduce this tax (although the cost of invest-
ment credit property was allocated to shareholders for their
use inlicomputing their credits). Also, see ~'Excessive Net
Passive Income Tax."

represents accumulated taxable income, i.e., net income
(or deficit), earned by S corporations since they had first
elected to be taxed through their sharehol

*
ders, to the extent

that the taxable income had not yet been distributed to the
shareholders. Taxable income, whether distributed or not to
the shareholders, was taxable to the shareholders in the
year earned so that later distributions from this account
were nontaxable. (See "S Corporation Returns.") This item
is reflected in the statistics for "Retained Earnings, 1120S
and "Net Worth" in tables which show these items..

Size of Business Receipts

Size of business. receipts was based on the gross
amounts from sales and operations for industries except
those in the finance, insurance, and real estate divisions.
For these industries, total receipts, which is the sum of
business receipts and investment income, were used as the
basis for classification. See the discussions of "Business
Receipts" and "Total Receipts."

Every S corporation was required to file a return on Form
1.120S even though it, may not be: subject'to tax. The
co

'
rporation reported gross income and allowable deduc-

tions as well -as information about the shareholders. The
corporation's ordinary income is passed through (deemed
distributed) as one amount. Generally, each shareholder's
share of the income (loss) and expense

-
s of the corporation

is passed through Oro-rata on a.per-share, daily. basis.
Dividends are paid from prior year earnings (retained
earnings).

AS a 'result of the Tax Reform'Act 6f"1986, for tax years
which begin after December 31, 1986, all S corporations
regardless.of when 'they 'became S corporations are re-
quired to use a permitted tax year. A permitted tax year is a
tax year ending December 31 (a calendar tax year) or any
other accounting period for which the corporation estab-
lishes a business purpose to the satisfaction of the Internal
Revenue Service.

Also. added by the Act, new,Code section 469 limits
losses and credits from passive activities., These limitations
require that fiscal year corporations report income or loss

-separately on Schedule K for each of the following,types of
. passive activities: (1) rental real estate activity, (2) rental
i.activity other than real and estate rental, and (3) portfolio
income and related expenses not derived in the ordinary
course,of a trade or business.

Shareholders' Undistributed Taxable Income
Previously Taxed (#)

Shareholders' undistributed Jaxable income previously
taxed is a balance sheet item unique to S co,rporations. It

gize of'Income Tax After Credits (#)

This classification is based on the net amount of income
tax liability after deducting the foreign tax, possessions tax,
orphan drug, no, nconventional source fuel, and general
business credits. It included the regular tax and alternative
tax, personal holding company tax, tax from recomputing
prior-year investment credit, additional tax , for tax prefer-
ences, and excessive net passive income tax.

SIzd of Total Assets

Size of total assets was based on the amount reported in the
end-of-year balance sheet. Returns with zero assets were
used as a classification for returns of: (1) liquidating or
dissolving corporations which had disposed of all their assets
and whose income tax returns were final returns; (2) merging
corporations whose assets and liabilities were included in the
returns of the 'acquiring corporations; (3) corporations filing a
part-year tax return because of -a change in accounting
period; and (4) foreign corporations with income effectively
connected with the conduct of a trade or business within the
United States (except foreign insurance companies providing
balance sheet information for U.S. branches). See also "Total
Assets and Total Lia6ilities."

Statutory Special Deductions (#)

. Statutory special deductions is the term used for the
statistics to describe the deductions for: (1) net operating
losses of prior years, and (2) total "special deductions" as
defined by the Code, i.e., the sum of deductions for
intercorporate dividends received and for dividends paid
on certain preferred stock of public utilities. Since these
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deductions were allowed by law, in addition to ordinary and
necessary business deductions, they are shown as deduc-
tions from net income.

In general, net income less statutory special deductions
equaled income subject to tax. However, the two dividend
deductions were not restricted to returns with net income,
nor, in general, to the amount of net income, and thus
became part of the statutory "net operating loss" for some
corporations. Statutory special deductions were not allowed
to S corporations for which an election was made to be
taxed through shareholders, nor to regulated investment
companies and real estate investment trusts.

Although Interest Charge Domestic International Sales
Corporations (IC-DISC's) were not taxable, in order to
compute "tax deferred income and income taxable to
stockholders:' two of the statutory special deductions, i.e.,
net operating loss deduction and intercorporate dividends
received deduction, discussed below, were allowed.

Definitions for the statutory special deductions contained
in the statistics are as follows:

(1) Net operating loss deduction (NOLD).-The total net
operating loss deduction was based on statutory net
operating losses of prior or subsequent years which
could be used to reduce taxable income for a
specified number of years. The amount shown in this
report, however, consists only of losses from prior
years actually used to reduce taxable income for the
current year. Losses incurred after the current year
and carried back to that year at a later date could not
be reported on the returns used for this report. In
general, losses were carried back over a 3-year
period, chronologically, and any amount not offset
against income during that time could then be car-
ried forward against income for a period not exceed-
ing 15 years. Real Estate Investment Trusts (REIT's)
and Regulated Investment Companies (RIC's) can-
not carry back a NOLD. Instead, a fifteen year
carryover is allowed for REIT's and an eight year
carryover is allowed for RIC's. Banks have a ten year
carryback and a five year carryover period.

Net operating losses on which the current year
deduction was based included: (a) the excess of
ordinary and necessary business expenses over
income in the previous loss years, and (b) statutory
special deductions claimed in the loss year for divi-
dends received and for dividends paid on certain
preferred stock of public utilities (or any excess of
such deductions over net income).

The net operating loss deducted for the current year
was the excess of allowable deductions over gross
income with certain adjustments: no NOLD is al-

lowed, and capital losses are only deductible to the
extent of capital gains. A deduction for dividends
received is allowed without regard to limitations.

Net operating losses incurred by Interest Charge
Domestic International Sales Corporations (IC-
DISC's) were deductible from net income only if the
IC-DISC had been a corporation prior to its election
to become a IC-DISC (or former DISC) and only for
losses incurred prior to the election. The statistics are
overstated to the extent small amounts of net operat-
ing loss deductions were reported by DISC's without
net income; no attempt was made to suppress these
amounts for the statistics.

(2) Total special deductions.-The total special deduc-
tions contained in this report were the sum of the
following deductions:
(a) Intercorporate dividends received deduction-

The intercorporate dividends received deduction,
under Code sections 243-246, was the sum of
the following components:
(1) A deduction equal to 85 percent (80 percent
after December 31, 1986) of dividends received
from domestic corporations which were themselves
subject to the income tax. This particular dedudon
accounted for the major portion of the intercorpo-
rate dividends received deduction. Since IC-
DISC's were not subject to tax, the intercorporate
dividends received deduction was not allowed for
dividends received by their stockholders. However,
if the dividends were paid out of earnings and
profits from a year before the election was made to
become an IC-DISC, the stockholders were enti-
tled to the deduction for such dividends. .

(2) A deduction limited to the percentage of the
dividend determined by computing the product of
(a) 85 percent (80 percent after December 31,
1986), and (b) 100 percent minus the average
indebtedness percentage. The average indebted-
ness percentage is obtained by dividing the (a)
average amount of portfolio indebtedness with re-
spect to stock during the base period, by (b) the
corporations average amount of the adjusted basis
of stock during the same period.

(3) A deduction equal to 85 percent (80 percent after
December 31, 1986) of certain dividends received
from foreign corporations (a) which had been en-
gaged in a trade or business within the United States
for at least 3 years, and (b) which also had at least 50
percent of their gross income "effectively connected"
with the U.S. trade or business.

(4) A deduction equal to 100 percent of certain
intragroup dividends allowed members of controlled

103



Coirporaition Returnth 986 o Exp0anation of, Terms

groups not electing to file consolidated returns, but
sharing instead, one $25,000 amount in each of- the
four income tax brackets under Code section 1561.

(5) A deduction equal- to 100 percent of - dividends
received from, mholly~owned - foreign . subsidiaries
whose entire gross income was "effectively con-
hected" with the conduct of a trade or business within
the United States.

(6) A deduction equal to about 59. 13 percent (55.65
percent after

L
December 31, 1986) of dividends re-

'oeived on certain preferred stock of public utilities for
which. a dividends paid deduction, described,below,
was also'allowed the'distribubn oorporati n.'The.9

*
0

applicable. percentage was based on the income tax
rate.

(7) A cleduction equal to 100 percent of dividends
received by small business investment companies.
For tax returns with net income for the taxable year,
there was a limitation on the deduction, based on net
incomejor dividends received not subject to the 100
percent cleduction (Code section 246). For these
returns the. deduction could not exceed .85 percent

bons were further reduced by the ratio of investment
yield less total exclusions (operations) to investment

(80 percent after December 31, 1986) of net income
less arty 1,00 percent deduction for domestic intra-
group dividends. This limitation was not applicable if

. the corporation had no net income for the year In this
case, the deduction became part of the statutory net
operating loss previously described. In the case of life
insurance companies, the above percentage deduc

; ~ yield. I : .
(b) Deduclion'. for - dividends paid on certain prefeffed

sto6k ofpublic tklifies.-For* public'utility companies,
as defined by laiw, a special deduction was allowable
under Code section 247 for dividends if paid on
certain preferred cumulative stock deemed issued
prior to October 1, 1942. This deduction, based on
the income tax rate, amounted to about 30.4 percent
oi'tke dividends paid

.
on such stock

If-the dividends paid were greater than net irayne
reduced ~(ih genei~al) b.y all other statutory special
cleductions for the year, the deduction could not
ece6d the above-clescribed percentage of net'in-
come after this,adjustment.

income

See "Income Subject to Tax."

Tax Due at Time of Filing (#)

.1ax due was the amount of income tax liability reported
as due at the time the return was filed. To show the amount

of tax due the return had to have income tax after foreign
tax, possessions tax, orphan drug, nonconventional source
fuel, and general business credits: For this purpose, the
income tax included tax from recomputing prior-year invest-
ment credit, additional tax for tax preferences, tax on
undistributed personal holding company income, and ex-
cess net passive income tax. Tax due based on this-total tax
was the amount payable after taking into account (a) credit

- for taxes deemed paid by regulated investment companies
on undistributed capital gain dividends; (b) payments -with
applications for extension of time in which to file; (c)
-payments and refunds on estimated tax; (d) credit for taxes
on special fuels, nonhighway gasoline, and lubricating oil;
and (e) overpaid windfall profit tax.

, The entire tax due could be paid with the return at the
time of filing, or the corporation could- elect to pay the tax
due in two equal installments. One installment had to be
paid at the prescribed time of filing. The balance was due
not later than 3 months afterAhat date.

The amounts shown do not reflect adjustments made
after the return was filed. The-results of tax audit, the
carryback of net operating losses, the carryback of foreign
taxes paid or accrued in future years, the carryback of
unused tax credits or the carryback of certain capital
losses, , may affect the final tax liability and the. tax due.

Tax from Recomputing Prior Year Investment Credit

This tax, a recapture of investment credit,,was required
when depreciable (or amortizable) property used in com-
puting the investment credit of d'prior year was either
disposed of or ceased to be qualifying property before the

"end of its useful life assumed at'thb time the credit was
originally computed.

The tax was payable for the year in which the property
was disposed of or became disqualified. It amounted to the
difference between the credit originally 'claimed bated on
the intended life in the year of acquisition and the credit that
would have been allowed based on' the actual- life in the
year of disposition or disqualification.

For investment credit property placed in service after
1980, a new "2-percent" recapture rule applied. The
regular credit was computed upon early disposition by
allowing a 2 percent credit for each year the property was
held. Therefore, no recapture was, required for eligible
5-year,. 10-year, or 15-year recovery property held for 'at
least 5 years or for eligible 3-year property held for at least
3 years. If certain "listed property" such as transportation,
entertainment, recreation or amusement property-placed-in
service after June 18, 1984 ceased to be used predomi-
nantly for business corporations may have to recapture the
investment credit taken on the property.
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Unless otherwise indicated, tax from recomputing prior-
year investment credit is included in the statistics for
"Income Tax" in this report.

See also "Investment Credit" in this section.

Tax Overpayment (#)

This was the amount reported as the excess of payments
and credits for the tax already paid over total income tax
liability at the tirne the return was filed. For this purpose, the
income tax liability included tax from recomputing prior-
year investment credit, additional tax for tax preferences,
and tax on undistributed personal holding company in-
come; but it was after reduction by the foreign tax, posses-
sions tax, nonconventionall source fuel, orphan drug, and
general business credits. Overpayment then, was the ex-
cess of payments and credits over total tax liability after
taking into account (a) credit for taxes deemed paid by
regulated investment companies on undistributed capital
gain dividends; (b) payments with applications for exten-
sion of time in which to file; (c) payments and refunds on
estimated tax; (d) credit for taxes on special fuels, nonhigh-
way gasoline, and lubricating oil, and (e) overpaid windfall
profits tax.

The overpayment could be credited toward the following
year's estimated tax, refunded, or partially refunded and
partially credited.

The amounts shown do not reflect adjustments made
after the return was filed. The results of audit, the carryback
of net operating losses incurred in future years, the carry-
back of certain foreign taxes paid or accrued in future years
used to increase the current year foreign tax credit, the
carryback of unused tax credits, or the carryback of certain
capital losses, may affect the final tax liability and the tax
overpayment.

Also, see "Tax Due at Time of Filing."

Tax Preference Items

See "Additional Tax for Tax Preferences."

Taxes Paid

Taxes paid included the amounts reported as an ordinary
and necessary business deduction as well as identifiable
amounts reported in the cost of sales and operations
schedules. Included among the deductible taxes were
ordinary State and local taxes paid or accrued during the
year; social security and payroll taxes; unemployment
insurance taxes; import and tariff duties; and business,
license and privilege taxes. Income and profit taxes paid to
foreign countries or U.S. possessions were also deductible

unless claimed as a credit against income tax. However, S
corporations electing to be taxed through their sharehold-
ers had to deduct from gross income any foreign taxes they
paid. They could not claim a foreign tax credit, nor could
they pass these taxes on to their shareholders for their use
as a foreign tax credit. (See "Foreign Tax Credit.")

Taxes not deductible included Federal income and ex-
cess profits taxes, gift taxes and taxes assessed against
local benefits.

Some corporations included sales taxes and excise and
related taxes, which were part of the sales price of their
products, as receipts. When this occurred, an equal and
offsetting amount was usually included in the cost of sales
and operations or as part of the separate deduction for
taxes paid. When included in the cost of sales and opera-
tions, these taxes often were not identifiable and, therefore,
could not be included in the statistics for taxes paid.

Total Assets and Total Liabilities

Total assets and total liabilities were those reported in the
end-of-year balance sheet in the corporations' books of
account. Total assets were net amounts after reduction by
accumulated depreciation, accumulated amortization, ac-
cumulated depletion, and the reserve for bad debts. When
reserves for bad debts were reported as liabilities, they were
treated as reductions from the asset accounts to which they
related and the totals of assets and liabilities were adjusted
accordingly. When used in this report, the term total liabili-
ties includes both the claims of creditors and stockholders'
equity (see "Net Worth"). In addition, total liabilities were net
amounts after reduction by the cost of Treasury stock.

Asset and liability estimates for returns of corporations
that failed to provide complete balance sheet information
were imputed from data in other schedules on the return
form or by using either reference books or relationships
between income statement and balance sheet items on
similar returns in the same industrial group.

Because Forms 11 20L and 11 20M used by life insurance
companies and certain mutual insurance companies did
not provide for the complete reporting of balance sheet
information, asset and liability data for these companies
were obtained from reference books or from balance sheets
filed with the returns in the form required by State law.
These sources were also used for any other insurance
companies, not filing returns on Forms 1120L or 1120M,
which filed balance sheets in the form required by State law
in lieu of the income tax return schedule. (See also "Size of
Total Assets. ")

Total Deductions

As presented in the tables of this publication, total
deductions comprised (1) the cost of sales and operations,
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(2) the ordinary and necessary business deductions -from
gross income, and (3) net loss from sales of noncapital
assets. Components of total deductions are shown in the

'income statement segment of various tables throughout this
report.

For certain mutual insurance companies, with total re-
ceipts under $500,000, total deductions represents only
investment expenses; business expenses were excluded by
law. (See also "Total Receipts.")

Total Income Tax

See "Income Tax."

Total Qualified Investment In 10 Percent Property

See "Investment Credit."

Total Receipts

The components of total receipts are shown in. the
income statement segment of various tables throughout this
report. This amount was derived as follows:

Included items-(1) Gross taxable receipts (before de-
duction of cost of sales and operations, ordinary and
necessary business expenses, and net loss from sales of
noncapital assets), and (2) Nontaxable interest received
from State and local Government obligations.

Excluded items-(1) Other nontaxable income recognized
by the corporation, and (2) Certain taxable income from
related foreign corporations only constructively received.

U.S. Possessions Tax Credit

In order to provide a tax incentive for domestic corpora-
tions to invest in Puerto Rico and U.S. possessions (in-
cluding American Samoa, Guam, Johnston Island, Midway
Islands, and Wake Island), the Tax Reform Act of 1976
added a tax credit-the U.S. possessions tax credit in lieu of
the ordinary foreign tax credit. Under Code section 936, the
U.S. possessions tax credit was equal to the U.S. tax on the
corporations' income from sources within a possession in
which the corporations actively condudted a trade or
business. Qualification for the credit is generally effective
ten years and cannot !be revoked except by IRS consent.

Before the U.S. possessions tax credit could be claimed,
a domestic corporation had to make an election and satisfy
two tests: (1) receive for the "applicable" period immedi-
ately preceding the close of the taxable year at least 80
percent of its gross income from sources within a U.S.
possession, and (2) receive for the "applicable" period at
least 65 percent of its gross income from the active conduct
of- a trade -or business within a U.S. possession. - "Appli-
cable" period was the lesser of 3 years or the period during
which the corporation was engaged in the active conduct of
a trade or business within a U.S. possession. IC-DISC's
and FSC's were ineligible for the credit. A possessions
corporation cann

'
ot claim a foreign tax credit for the same

taxes credited under the possessions tax credit. In addition,
if the possessions tax credit is taken, a corporation is
prohibited- from joining in a consolidated return.

Zero Assets

For certain mutual insurance companies, with total re-
ceipts under $500,000, the gross taxable receipts included
in the statistics represent only the receipts from invest-
ments; operating income was excluded by law. (See also
"Total Deductions.")

Total Receipts Less Total Deductions

This item differed from net income (less deficit) for tax
purposes in that it included nontaxable "Interest on State
and local Government Obligations" and excluded "Con-
structive Taxable Income from Related Foreign Corpora-
tions." As such, it included all of the income "actually" (as
opposed to "constructively") received by the corporation
and reported on the income tax return.

In general, returns in this total assets-size class were:
(1) final returns of liquidating or dissolving corporations

which had disposed of all assets;
(2) final returns of merging corporations whose assets

and liabilities were reported in the returns. of the
acquiring corporations;

(3) part-year returns of corporations (except initial returns
of newly incorporated businesses); and

(4) returns of foreign corporations with income "effec-
tively connected" with the conduct of a trade or
business in the-United States (however, balance sheet
data for U.S. branches of foreign insurance compa-
nies are included in the statistics and are classified by
the size of total assets of these branches). See also
"Size of Total Assets!'.
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a 20 Depreciation (attach Form 4562) . . . . .

. . . . -

20 111111111
.2 21 Less depreciation claimed in Schedule A and elsewhere on return . ~2 21to

22 Depletion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22

23 Advertising . . . . . . . . . . . . . . . . . . . . . . . . . . ., 23

24 Pension. profit-sharing, etc., plans . . . . . . . . . . . . . . . . . . .. . 24

.25 Employee benefit programs . . . . . . . . . . . . . . . . . . . . . . ~5

26 Other deductions (attach schedule) . . . . . . . . . . . . . . . . . . . . _~16

27 TOTAL deductions-Add lines 12 through 26 and enter here . . .

. . . . .

11, 27

28 Taxable income before net operating loss deduction and special deductions (line I I less line 2~) . 28

29 Less: a Net operating ion deduction (see instructions) 29 MR,
to Special deductions (Schedule Q . . . 29c

30 Taxable income (line 28 less line 29c) . . . . . . . . . . . . . . . . . . . . 30

.31 TOTAL TAX (Schedule J) . . . . . . . . . . . . . . . . . 31

an,

.

32 Payments: a 1985 overpayment credited to 1986

Is 1986 estimated tax payments . . . . .

E I Less 1986 refund applied for on Form 4466

m d Tax deposited with Form 7004 . . . . . . . . . . . . .
IL

0 Credit from regulated investment companies (attach Form 2439) .

as f Credit for Federal tax on gasoline and special fuels(attach Form 4136) . 32

m 33 Enter any PENALTY for underpayment of estimated tax-check 11- El if Form 2220 is attached 33
1.. 34 TAX DUE-if the total of lines 31 and 33 is larger than line 32, enter AMOUNT OWED . . . . 34

35 OVERPAYM ENT-if line 32 is larger than the total of lines 31 and 33. enter AMOUNT OVERPAID 35 1

36 Ent amount of line 35 you want: Credited to 1987 estimated tax I- I Re 36 1

under,Ienalbehi4pilhu, Ideclare that ihaw-minedun-tum, including accom"mynrisched0nand statements, and tot" fill my knowledge andi

Please firkin, it " in...
correct,

a rd
complete. Elect tkm,f pharxine, (care, thantaoPayan),s based on all informal of which inepaer h,,,ny knowledge,

Sign
Here Squature of office, ..,a ink,

Pheiparer , If

Cho k

P

'' c̀'f

re"rerssocialsecuntlinum r

Paid
irphature

Date emp oyed1

Use Cloly In,', nrrh,%1op,.wkd)',se in
ouns

'
y
..add,- Zilicadell-

Farm 11200986) page 2

Cost of Goods Sold and/or Operations (See instructions for line 2, page 1)
I Inventory at beginning of year. . . . . . . . . . . . . . . . . . . . . .

. I2 Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
3 Cost of labor l~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
4 Other costs (~ttufch schedule). . . . . . . . . . . . . . . . . . . . . . . 4
5 Total-Add lines 1 through 4 . . . . . . . . . . . . . . . . . . . . . . . 5
6 Inventory at end of year. . . . . . . . . . . . . . . . . . . . . . . . . 6
7 Cost of goods sold and/or operations-Line 5 less line 6. Enter here and on line 2, page I . . . 7

go Check all methods used for valuing closing inventory:

(l) El Cost (if) El Lower of cost or market as described in Regulations section 1.471.4 (see instructions)

(m) Writedown of "subnormal" goods as described in Regulations section 1.471-2(c) (see instructions)

(w) Other (Specify method used and attach explanation) 0. ........... _ ............................................

Is Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970) . . . . . . El

c If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of

closing inventory computed under LIFO . . . . . . . . . . . . .. . . . . .

d if you are engaged in manufacturing, did you value your inventory using the full absorption method (Regula.

tionssection 1.471-11)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . D Yes El No

as Was the!e any change in determining quantities, cost, or valuations between opening and closing inventory? . . . 0 Yes C3 No
If "Yes, 'attach explanation.

LJJQ~= Dividends and Special Deductions (See Schedule C instructions)
I urf."';=

% ~ -,ssor,pi-ty-(-) -Xil

I Domestic corporations subject to section 243(a) deduction (other than debt-
financed stock) . . . . . . . . . . . . . . . . .

2 Debt-financed stock of domestic and foreign corporations (section 246A)
3 Certain preferred stock of public utilities . . . . . . . . . . . . . .
4 Foreign corporations and certain FSCs subject to section 245 deduction . . . . -4

5 Wholly-owned foreign subsidiaries and FSCs subject to 100% deduction (sections 245b) and (c)) 100

6 Total-Add lines I through 5. See instructions for limitation . . . . . . . . ~/~

7 Affiliated groups subject to the 100% deduction (section 243(aX3)) . . . . . . 100

Other dividends from foreign corporations not included in lines 4 and 5 . . . .
Income frorricontrolled foreign corporations under subpart F (attach Forms 5471)

10 Foreign dividend gross-up (section 78) . . . . . . . . . . . . . . .

' I
IC-DISC or former DISC dividends not included in lines I and/or 2 (section 246(d))

12 Other dividends . . . . . . . . . . . . . . .
.

. .

.13 Oeduction for dividends paid on certain preferred stock of public utilities (see
instructions)

. . . .

14 Total dividends-Add lines 1 through 12. Enter here and on line 4, page I . . . a.,
25 Total deductions-Add lines 6, 7. and 13. Enter here and on line 29b, page 1

tion of Officers (See instructions for line 12, page 1)
Complete Schedule E only it total receipts (line la, plus lines 4 throug 10, of page 1, Form 1120) are $150,000 or more.

(c) Percent of Percent 11 orwatch
Name of office, (II)Swal,ec-ty-oh, hmedewn-0 I (f) Amount of compensation

business atiCimincin (a) Preferred I

% %

1% %
Total compensation of officers-Enter here and on line 12, page 1 . . . . . ... . . . . . . .
IgUgjam tied Debtli-K erve Method (See in iruciionSTor line iD, page i)

(a) Year (b)Traden esinhoaccount, (,)Sl A-nt add. on- (f) Amount charged (9) Real for bed
of'ece-ble onnsui at m.-nt (d)(Cumentyran't,chision (a) Reconerieli pinst resime debt, at W of year

end of Year

1981
1982
1983
1984



1- 11200986) Page 3
Tax Computation (See instructions) (Fiscal year corporations see page 12 of instructions before completing
Schedule J)

I Check if you are a member of a controlled group (see sections 1561 and 1563)
2alfline 1 ischecked. see instructions, Enter your portion of each $25.000 taxable income bracke; amount

(i) $ --------------------to $ --------------- ( ) $ ------------------- firy) $ .................
bit your tax year includes July 1, 1987, see instructions and enter share of tax bracket amounts

(1) 1`11)
3 Income tax (see instructions to figure the tax; enter this tax or alternative tax. whichever is less). Check

it alternative taxis used I- n . . . . . . . . . . . . . . . . . . . . . .
4a Foreign tax credit (attach Form 1118) . . . . . . . . . . 4a

Is Possessions tox credit (attach For. 5735) . . . . . . . . to
C Orphan drug credit (attach Form 6765) . . . .

.

c
of Credit for fuel produced from a nonconventional source (see in- W///

structions) . . . . . . . . . . . . . . . . . . of

e General business credit. Enter here and check which forms are
attachedEl Forni El Forni El For.5884 V1111111
El Form 6478 0 Form 8007 0 Form 6765 El Form 8586 . 1 0 1

W/

ml
5 Total-Add lines 4a through 4e . . . . . . . . . . . . . . . . . . . . . . . .
6 Line 3 less line 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
7 Personal holding company tax (attach Schedule PH (Form 1 120)) . . . . . . . . . . . . L-7
8 Tax from recomputing prior-year investment credit (attach Form 4255) . . . . . . . . . . . a
9 Minimum tax on tax preference items (see instructions-attach Form 4626) .

.
. . . . . . . 9

9
10 Total tax-Add lines 6 through 9. Enter here and on line 3 1, page 1 . . . . ~ I . . . . . . IT1.
Additional Information (See instruction F)
H Did the corporation claim a deduction for expenses connected with:

(1) Entertainment facility (but. resort, ranch, etc.)? . . . .
(2) Living accommodations (except employeeson business)? . .
(3) Employees attlonfing conventions or rruntings outside the North

American area? IS" section 274(h).) . . . . . . .
(4) Employees'familtes at conventions of meetings? . . . .

It "Yes," were any of thew conventions or meetings outside the
North American area? See section 274(h).) . . . . .

(5) Employ" or family vacations not reported on Form W-2?
1 (1) Did the corporation at the end of the tax year own, directly or

indirectly, 50% or mote of the voting stock of a domestic
corporation? (For rules of attribution, we section 267(c).) . .
It "Yes," attach a schedule showing: (a) name, addrem, and
identifying number; (b) percentage owned; (c) taxable income or
(loss) before Not and special deductions (eg, It a Form 1120:
from Form 1120, line 28, page 1) of such corporation for the tax
year ending with or within your tax year; (it) highest amount wed
by the corporation to such corporation during the year; and (e)
highest amount owed to the corporation by such corporation
during the yea,.

(2) Did any indwidual, partnership, corporation, estate, or trust at
the end of the tax year own. directly or indirectly, 50% or more
of the corporation's voting stock? (For ruin of attribution, see
section 267(cf) It "Yes," complete (a) through (e) . . . .
(a) Attach a schedule showing name, address and identifying

number.
(b) Enter percentage owned 10 ---------------
(c) Was the owner of such voting stock a person other than a

U.S. person? (See instructions.) Mate: If 'Yer* the
corporation my have to file Form 5472. . . . . .
If "Yes," enter owner's country 0---------------

(d) Enter highest amount owed by the corporation to such
ownendining the year 0---------------------

Ye No

FIX
-_

F//,FX

-xFX7///,

/td

(e) Enter highest amount owed to the corporation by such
owner during the year I---------------------

Note: Forpurpowr of /(I) and 1(2), "highest amount ow-ed-inchudes
loans and account, recevablelpayable

J Refer to the list in the instructions and state the principal:
Business activity 10, _ ~ ~ ~ . _ ~ ...... ........
Productorservice W .. ............

..
.

......

' 'K Was the corporation a U.S. shareholder of any rolled foreigncont
corporation? (See sections 951 and 957.) . . . . . . . .
If "Yes" attach Form 5471 for each such corporation.

L At any time during the tax year, did the corporation have an interest
in or a signature of other authority over a financial account in a
foreign country (such as a bank account, securities account, of
other financial account)? . . . . . . . . . . . .
(See instruction F and filing requirements for form TO F 90 22.1.)
It "Yes," enter name of foreign country No -----__------

M Was the corporation the grantor of, of transferor to, a foreign trust
which existed during the current tax yeat, whether or not the
corporation has any beneficial interest in it? . . . . . . .
It "Yes," thecorporation may have to file Forms 3520,3520-A, or 926.

IN During this tax year, did the corporation pay dividends lother than
stock dividends and distributions in exchange for stock) in excess of the
corporations current and accumulated earnings and profits? (See,
sections 301 and 316.) . . . . . . . . . . . . .
If "Yes," file Form 5452. If this is a consolitted ret:rh~chan:werato he'i'llems ad
here for parent corporation and on Form 851. Affiliations Schecl
for each subsidiary.

0 During this tax year did the corporation maintain any part of its
accounting/tax records on a computerized system? . . . .

Is Check method of accounting:

(1) 11 cash
(2) El Accrual
(3) El Other(specity) I-----------------------
Check this box if the corporation issued pubfictI offered debt
instruments with original issue ifiscourill . . . . . . E]
If so, the corporation my have to file Form 8281.

YeslNo

11

Fo- 1120(1986)

Balance Sheets
Assets

1 Cash . . . . . . . . . . . . .
2 Trade notes and accounts receivable

a Less allowance forbad debts . .
3 Inventories . . . . . . . . . ... .
4 Federal and state government obligations . .
5 Other current assets (attach schedule) . . .
6 Loans to stockholders . . . . . . . .
7 Mortgage and real estate lopns . . . . .
8 Other investments (attach schedule)
9 Buildings and other depreciable assets . . .

a Less accumulated depreciation10
Depletable assets . . . . . . . . .

a Less accumulated depletion . . . . .,
Land (net of any amortization) . . . .

12 Intangible assets (amortizable only) . . . .
a Less accumulated amorbization . . . .

13 Other assets (attach schedule) . . . . .
14 Total assets . . . . . . . . . . .

Liabilities and Stockholders' Equity
15 Accounts payable . . . . . . . . .
16 Mortgages, notes, bonds payable in less than 1 year
17 Other current liabilities (attach schedule)
18 Loans from stockholders . . ~ . .
19 Mortgages, notes. bonds payable in I year or more
20 Other liabilities (attach schedule) . . . .
21 Capital stock: a Preferred stock . . . .

Is Cornmonstock . . . .
22 Paid-in or capital surplus .

. . . .23 Retained earnings-Approoriated (attach schedule)
24 Retained earnings-Unappropriated . . .
25 Less cost of treasury stock . . . . . . .
26 Total liabilities and stockholders'equity

111/s/

Reconciliation of Income per Books With Income per Return
Do not complete this schedule if the total assets on line 14, column (d), of Schedule L are less than $25,000.

I Net income per books . . . . . . . .
2 Federal income tax . . . .

. . .3 Excess of capital losses over capitalgains
4 Income subject to tax not recorded on books

this year (itemize) ...____ ........

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

Depreciation $ ------------------
18, Contributions carryover $ ........

6 Total of lines 1 through 5 . . . . . . . 10
income

(line 28. Page I)-4ire 6 less tin 9
Analysis of Unappropriated Retained Earnings per Books (line 24, Schedule L)
Do not complete this schedule if the total assets on line 14, column (d), of Schedule L are less than $25.000.

I Balance at beginning of year . . . . . .
2 Net income per books . . . . . . . .
3 Other increases (itemize) ..................

4 Toiilix3i i1nes 1. 2. and 3 . . . . . . .-- ------------------------------

Page 4

7 Income recorded on books this year not
included in this return (iternize)

a Tax-exempt interest $.... .... ___

------ I--------------- I I .......-

----------------------------------8 Deductions in this tax return not charged
aga inst book i ncome this year (item ize)

a Depreciation $ ...........
Is Contributions carryover $ _ ~ ~ ~ ~ ~ ~ ~ ~ ~ _

..................... __,

----------------------------------9 Total of lines 7 and 8 . . . . .

5 Distributions: a Cash . . . . .
to Stock . . . . .
c Property . . . .

6 Other decreases (iterrize)..... ------

----------------------------------

7 Total of lines 5 and 6
8 Balance at end of year me 4 iesi line 7)



1120 A U.S.-Corporation Short-Form Income Tax Return- -F- To am if you qualify to file Form 1120-A. a" Instructions.

41thaTreakeer FmcoMadwigg6wtxyw g! - .19manding 1086lefterealle S- W lehical Yeer 2=dn Sae hadvandom; likefors, colleagues T-

a. A Aellaft U.M$ Name

0

lelac
l Iad- on-.
"a fe, a healect.- eilea, We*- swe smile E Distake-Porwhe
id.f

'bushisees, c cial. Citylatown,stene.laveZIPcode F Total assets, bee SpeadficImolocepre),

I -arm - pope.

C-11I

Check, math
.
lat of accounting: (i) El caah'(2) El Accrual (3)0 other (specify) oe~ F-

ChWistswiftherehantsearitchimpiriamr-f~ j
. - nce ll~BataI. Gnse nowns , sain J

2 Cost of goods sold and/ordpandopen (see ipp&ucfiogos~ . . . . . . . . . . . . . . . . .

3 Grow, profit (line Ic Ieps line 2) . . . . . . . . . . . . . . . . . . . . . . . . 3

4 Domestic corporation dividends subject to the Section 243(aX 1) deduction . . . . . . . . . . . 4

aE
.

5 interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .5

0. 6 Grose reirts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6

-E 7 Grossroyalfiess . . . . . . . . . . . . . . 7

Capiulgainnet irsoo-l(altach separate Schedule D(Form 1120)) . . . . . 8

Net pig or (loss) fmrn Form 4797, line 17, Part 11 (attach Form 4797) . . . . . . . . . . . 9
10 Other income (see instructions) . . . . . . . . . . . . . . . . . . .
11 TOTAL incenne-Add lines 3 through 10 . . . . . . . . . . .
12 Compensation of officers see insmuct . . . . . . . . . . . . . . . . . . 12

13cl~-
I
3a Salaries and wages to Less jobs credit Balan.
14 Repatims . . ... . . . . . . . . . . . . . . . . . . . . . . . . . 1.
15 Bad debts (if reserve method is used, answer Questm K on page 2). . . . . . . . . . . . 15
16 Rents . . . . . . . . . ... . . . . . . . . . . . . . . . . . . .

j

1.

17 T .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Is Interest . . . . . . . . . . . . . . . . . . . . . . . . ..

a
Is

u 19 Contributions (soe Instructions file 10% Ilreftation) . . . . .

t9

19

,ci 20 Depreciation (attach Form 4 562) . . . . . . . . . . .
1PEF

Z

FA
0
0 21 .21 Lessdepreciation claimed elsewhere ons return . . .

. .
21b

22 Other deductions (attach schedule) . . . . . . . . I . .. . I . . . . 22

23 TOTAL deductions-Add lines 12 through 22, . . . . . . . . . . . . . . . . 23
24 Taxable income before net operating Ims deduction and special deductions (line 11 less me 23). . . . 24

25, I i -25 Laxa~ A Net operating loss deduction (sale instructions I . . .1 ii;

b Special it tions (see instructions) , , 25.

26 Taxable income (line 24 less line 25,). . . . . . . . . . .. . . . . . . . . . . 26

27 TOTAL TAX (from Part 1, line 6 on page 2) . . . . . . . . . . . . . . . 27

28 Payment.
c 1985 overpayment allowed as a cre"I
asE !b 1986-limatedla.paymm,ntli.

faL c Less 1986 refund applied for an Form 4466 . . .
V 4 Tax deplysted with Form 7004 . . . . .. . . . . . . . . .
a a Credit from regulated investment companies (attach Form 2439) . . . .
as, 6.f Credit for Federal tax on gasoline and special fuels (attach Form 413 28M if

29 Enter any PENALTY for underpayment of estimated tax-Check W Form 2220
is

attached . . . 29

3 TAX DUE-if the total of lines 27 and 29 is larger than line 28, enter AMOUNT OWED ... .... ....
0

30

4E~~
31 OVERPAYMENT-If line 28 is larger than the total of lines 27 and 29 enter AMOUNT

IIE'PA"~~
31

~ Itehinekind32 Elitaimpoeatellis,31y. .~t:C,.ditdt~1987..ti-td..br 32
u Mmit,~ofMqu~.idftWret~tiNwe~,~n~th,r~,,n,,.,Iud,~gwcmpny,n~h .1-rd,mit.ments,imd1.the,testfnnyknmvIdgwvJ

Please belief. it is true, conett. ancl complete. Decuirabon of pepiner (mines then
is

belied on alimformabon of which aepiner has any knmWge,

Sign
Here

Il' S-lurestoll-r Date fine

Preparer's Din, I1-1, leper 1-untyninme,
! ida . signat."

E]
f self
emplo- I-

Use OD4
Firm s"emefoxyo- I,
risen -no-'ed)-vol

E.I. No 10

Form 1120-A (igaii)Far Paperwork Reduction Act Notice, sam page 1 of the Instructions.
Z,pc- I.

Form 1120-A(1986) [&M Tax Computation (See Instructions) Pop 2 Enter EIN 0-

I lisconne in (Sm instrudises tofiru. the tax. Enter lexper of ilia tallor Aftersithe to.)CW 0 aftedive tes spas saW la 1:1 . . . 1
ChKkiff= EjFwm38WOF"3MEIF=59UOF"64780F~SM70F.6765[:)F"nu . .

2C""hb

!.
. . . . . . .. . . . . . . . . . . . . . .3 Line I less line 2 . . . . . . . . . . .

- -

-
3..

. . . . . . . . . . . .ear investment credit (attach Form 4255)4 Tax from recomputin prior-
4. .g y

Minimum tax on tax preference item (sea instructions-attach Form 4626) . . . . . I ., . . ~ . . . 5
Totaltax-Add lines3through 5. Enterhereandon line27, pop I . ... . . . . . : . 6

Additional Information (See instruction F) (b) Recowerries, I. . . . . . . .

I Was a deduction taken for expenses connected with: 1 (2) Ameast derpoll pilot to.- accoont le,

11) An ent,dainnum, facility (boat, resort. ranch. etc.)? Yes 0 NoD L If an amount for cost of goods sold arld/or operations is entered on line 2.I,)
Employees' families at conventions or meetings? Yes 0 NoO pap 1. complete (1) arid (2):I

Did any individual~~ partnership, estate, w trust at the end of the tax year (1) Purchases le, .
.

.
. . .

. . .
own, directly or indirectly. 50% or more of the corporation's voting

' * (2) Other costs (attach schedule) 0-
Yes, completestock? (For rules of attribution, sea section 267(c).) If

(1) and (2) . . . * . . . . . . . . . . . Yes [3 No 0 M At any time during the tax year, did you have an interest in or a Signatures a

(1) Attach a schedule showing name, address, and identifying number. other authority over a financial account in a foreign country (such as i bank

(2) Enter "highlat iniount ond;" inclied. anuand appoints reamblil/pirylibir account. securities amount. in other finincial account)? (Sea Instruction F

(a) Enter highest amount owed b th I I uch owner for filing requirements for Form TO ~ 90-22. 1.) . . . . Yea 0 No 0
during the year 11,

(b) Enter highest amount owed I th I b h owner if 'Yel write in the name ofthe foreign country

during the year W. . . P, F_
K If the reserve method is used for bad debts~ complete (1) and (2)for the N During this tax year was any part of your accounting1tax records maintsiped

current year: ors a computerized system? . . . . . . . . . . . YwO NoO
unL-----------c(1) Amount added to th 0 Enter amount of cash distributions and the book val. of propertyTr=r

'i's
than cash) distributions made in thl I

Ul Balance ~heeths owning 0 tax seen (b) Else of las year

I Cash . . . . . . . . . . . . . . . . . . .

2 Trade notes and accounts receivable . . . . . . . .
a Less: allonvoince forbad debts . . . . . . . . . .

3 inventories . . . . . . . . . . . . . . . . .

4 Federal and State government obligations . . . . . . .
5 Other current assets (attach schedule) . . . .

v, 6 Loans to stockholders . . . . . . . . . . . . .
7 Mortgage and real estate loans . . . . . . . . . .
8 Depreciable, depletable, and intangible assets . . . . .

a Less: accumulated depreciation. depletion. and amortization
9 Land (net of any amortization) . . . . . . . . . .

10 Other assets (attach schedule) . . . . . . . . . . .I ,
Total assets . . . . . . . . . . . . . . .

12 Accotintspayable . . . . . . . . . . .

P 13 Other current liabilities (aftach schedule) . . . . . . .
& 14 Loans fr.. stockholders . . . . . . . . . . . .
!~ 15 Mortgages, notes, bonds payable . . . . . . . . . .

so 16 Other liabilities (Attach schedule) . . . . . . . . . .tir
Capital stock (Preferred and Common stock) . . . . . .

18 Paid-in or capital surplus . . . . . . . . . . . .
19 Retained earnings . . . . . .

. . V11111AL 20 Lesscost of treasury stock . . . . . . . . . . 11
21 Total Us hilities and stockholders' equity . . . . . . . . 111111111A

1~ Reconciliation of Income Per Books With Income Per Return (See Instructions)

I Enter not incowu trbooks . . . . . . . . 5 Income recorded ors books this year not included in

1

2 Federal income tax .
.

. . .
. . '

this return (itemize)

3 Imcome subject to tax not recorded an books this IFAMFA 6 Deducticna in this tax return not charged against
yea, (itemize) ..............................

'

book income this Year (itemize) ..................
ei4 Expenses recorded cm book, this yea, not deduc

I
7 1. (line 24, pap 1). Enter the sum of Una 1,

9

in this return (itemize) . . . . . . . . . . 2. 3. and 4 Ins the sum of lines 5 and 6 . . . .

1 2 12 2 3 13 33131 ,31 3 3 4 4 4
1
4

1
4 5 1-1 1 5 tj IL6 1 6,1 1

2j3J3 131 31 3131 3J 8 9 10111
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Changes You Should Note
The Tax Re arm Act of 1986 made several
changes tofthe way corporations compute
their taxable income and their tat, liability.
See pa es 10 nd 11 for information on
how, thee Tax Ref-irm Act of 1986 affects
calendar year, fiscal year, and 1987
corporations.

Form 1120-A
It a corporation meets all the qualifications
under General Instruction 8, Who May File
Fam 1120-A. it can file Form 1120-A, U.S.
Car ration Short-Form Income Tax Return,
instpead of Form 1120, U.S. Corporation
Income Tax Return.
c.,F.,. 1120 -A is printed in a special

ored ink to permit processing by optical
character recognition (OCR) equipment.
This equipment cannot process
photocopies. Therefore, please file the
original Form I 120-A, rather than a copy.

Instructions for
Forms 1 120 and 1 120-A

(Section references are to the Internal Revenue Code, unless otherwise noted.)

Voluntary Contributions To
Reduce the Public Debt
Quite often inquiries are received about
how voluntary contributions to reduce the
public debt may be made. A corporation
may contribute by enclosing a separate
check. payable to *Bureau of the Public
Debt," with the tax return Theseamounts
are tax deductible subject to the rules and
limitations for charitable contributions.
Please keep the contribution to reduce the
public debt separate from any amount
payable with the tax return. Tax remittances
should be made payable to "Internal
Revenue Service.'

rtment of the Treasury
nal Revenue ServiceCA Dne?ea,

B. Filing Form 1120 and Form
1120-A
Who Must File
The organizations listed below must file m
Form 1 120, unless they qualify to file For
1 120'A (Note: Ilan organization
nearly resembles a corporation than a
partnership or trust, it wilf be considered a,
association taxed as a corporatiorr.)
e Domestic corporations, whether or not
they have any taxable income, unless
exempt under section 50 1.
a Real estate investment trusts defined in
section 856.

a Regulated investment companies defined
in section 851.
a Insurance companies described in
section 831.

Who May File Form 1120-A
Form I 120-A may be filed by a corporation
if it meets all of the following requirements:
a Its gross receipts (line Is on page 1) must
be under $250,000;
:elts total income (line I I on page 1) must

under $250.000;
a Its total assets (line 11, column (b) Part
11 on page 2) must be under $250 006
a It does not have any ownership ut ato

reign corporation:
ae It does not have foreign shareholders who
own. directly or indirectly, 50% or more of
,is stock;
6 It is not a member of a controlled group of
corporations (sections 1561 and 1563);
a It is not p personal holding company
(sections 541 through 547);as it

is
not a consolidated corporate return

filer;
to It is not a corporation undergoing aPaperwork Reduction Act . di l ti li isso u on or qu aon;Nti e It is not filing its final tax return;

We ask for this information to carry out the is Its only dividend income is from domestic
W.Internal Revenue laws of the United States. corporations (none of which represents
c a need it to ensure that taxpayers are debt-financed securities), and those

omplying with thew laws and to allow us to dividends quality for the 85% deduction
figure and collect the right amount of tax. (80% for dividends received after 1986).
You are required to give us this information. a It has no nonrefundable tax credits other

than the general business cleat , h.ch is
the su. of the investment crectit. jobsGeneral Instructions
credit, alcohol fuel credit, employee stock

Note: In addition to those publications ownership plan credit, research credit, and
listed throughout these Instructions,
taxpayers may wish to get: Publication

low-income housing credit.

534, Depreciation; Publication 535 a It is not required to file a special tax

Business Expenses; and Publication'542.
return as stated below under Special
Returns for Certain Organizations

Tax Information on Corporations.

A. Purpose of Form
Form 1120-A Filers
To make it easier for us to process Form

In general, Form 1120 and Form I I 20-A I 120-A. we ask all filers to:
are used to report income, gain , losses, as Keep all entries inside the entry boxes;
deductions, and credits of U.S. 5
corporations.

o Not use dollar signs:
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as ltfpossibi type
of

machine print allen ries 0
e turn; ann th tax a dth

is File e original form instead of a copy.

Special Returns for Certain
Org litigations
Certain organizations. listed below, have to

afile special returns,
a Foreign corporations other than life and
mutual insurance companies filing Forms
1120L and 1120M: File For. 1120F.

te Foreign sales corporations (section 922):
File Form 1120TSC.
%Life insurance companies (section 801):
as e Farm 1 120L.

Mutual insurance companies (section
82 1): File Form 1 120M.
;,,Famriers' cooperatives (section 138 1):

e Form 990-C.
Exempt organizations with unrelated

trade or business income: File Form 990-T.
a S corporations (section 1361): File Form
1120S.
aSalnterest Charge Domestic International

es Corporations (section 992): File Form
1 120-IC-DISC.

Political organizations (section 527): File
;arm 1120-POL.

,,Homeowners' associations (section 528):
e Form 1 120-H.

a Funds set up to pay for nuclear
decommission costs (section 468A): File
Form I 120-ND.

When To File
In general. a corporation must file its
income tax return by the 15th day of the 3d
month after the end of the tax year. A new
corporation filing a short-period return rhust
generally file by the 15th day of the 3d
month after the short period ends. A
corporation that has dissolved must
generally file by the 15th day of the 3d
month after the date it dissolved.
Extension.-File Form 7004, Application
for Automatic Extension of Time to File
Corporation Income Tax Return, to request
an automatic 6-month extension of time to
file.
Period covered.-File the 1986 return for
calendar year 1986 and fiscal years that
begin in 1986 and end in 1987. For a fiscal
year, fill in the tax year space at the top of
the form,
Final return~,-nff the corporation ceases to
exi I, write ' inaI return" at the top of the
fors Do notfile Form 1120-A; useForm
1 1 2'0*.

Where To File
Use the preaddressed envelope, If you do
not use the envelope, file your return at the
applicable IRS address listed below.
lifth-luilki,ink-', Use the fokil-ing
pl.,lp.l lanal......fit ., lelaue.1 R....u. S-1c.

as
......

ocat'id In clue,
V V

Nea 1,,;;;,~tNiceow 1,,,.l .N,*C un a

., Flock'... Sufl.11. and 1-1ciluunike. NY 00501'No"-
We. neeneu
Newitc, (1111tre-unnes).

kConnecticut, lila-,
ma-la.unt , mu,nealaa.
N H-calke, Rhod,
Island, Vernsent

And over, MA 05501

Fl.ea.
sausk-edi. sounn

k..u,ky, Michigan. Ohio
Weat Virgin.

K.n..r Nis. ste-cs
Oduationst. Teses

Alaska, Ant- CI,fm,a
(count of At in,, Arn-,

9B.. 1-m. Co,uxe. Unt.
C.U. pan ~.. El Doed"
Glen , H-teindt. take Lealn.
..,in. stoodc. ..Pa,
Nevada Pl, lii-

'
L

Sacrxm~nto n joequ.,
Sunra. Su~,;otv Souns, Sonma.S_r Tonanui~

Trinity. V,vc. and
Y,toe). C-,do nc, AA.-ru.

"Neo-ka. N..d N-1, Dittkot.,
Oregon. South Oak-, Wait,
Washington, Wy,,,,g

Uddrn.. all oth., co-nou,
H aun,

r. lAnsoun,
...on,'

Adenu, GA 31101

Cincinnati, OH 459%

Auslon. Ta 73301

Ogden, UT 6420,

Fruits, CA 93888

x-, C,ty. MO U999

Arkanoa.,--, Nixth
C,nonr Tennessee min.pliu, TN 37501

v""n

a

Data -e. Duano of
c.,un,txii, mliriianid. ftoadelptna, PA 19255

n n,t-usP

Corporations having their principal place
of business outside the United States or
claiming a Pos s,,ions tax credit (section

-936) must file with the nternal Revenue
VService Center, Phda phi., PA 19255.

The separate income tax returns of a
up of corporations located in severaI

led
ice Center regions may be fi e with the

Service Center for the area in which the
principal office of the managing corporationI
hat keeps all the books and records is

located.

Signature
The return must be signed and dated by the
president, vice president

'
treasurer

assistant treasurer, chief accounting
officer. or any other corporate officer (such
as tax officer) authorized to gign. A receiver-t
ru or assignee must sign and date any

stee'ret urn required to be filed on behalf of aa
rporation.
If a corporate officer filled in the

corporate tax return. the Paid Preparer'ssp
ace under "Signature of officer" should

remain blank. If samesme prepares the tax
re urn and does not charge the corporation -

ath t person should not ign the return.
s
P

ax returnCertain others who pre are the I
should not sign. For example,

a
regular, full.

time employ" of the corporation, such as a
clerk, secretary, etc.. does not have to sign.

Generally, anyone who is paid to prepare
the tax return must sign it and fill in the
other blanks in the Paid Prep3ref's Use
Only area

of
the return.pa

The pre rer required to sign the returnM compi
LIST ete the required preparer

information and:
a Sign it. by hand, in the space provided for
the preparer's signature, (Signature stamps
or labels are not acceptable.)
as Give a copy of the tax return to the
taxpayer in addition to the copy filed with
IRS.

Tax return preparers should be familiarwit
h their responsibilities. See Publication

1045. Information and Order Blanks for
Preparers of Federal Income Tax Returns,
for more details.
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C. Figuring and Paying the Tax
1. Accounting
Accounting methods.-Taxable income
must be computed using the method of
accounting regularly used in keeping the

'corporation s books and records. In all
cases. the method adopted must clearly
reflect taxable income. (See section 446.)

Generally, corporations engaged in
farming operations must use the accrual
method of accounting. Sea section 447 for
exce tions.P

Unless the law specifically permits
othenvise, the corporation may change themet a

ad of ccounting used to report taxable
hincome in earlier years (for income as

a

whole or for any material item) only by first
getting consent on Form 3115, Application
for Change in Accounting Method. Also see
PUblicartion 538, Accounting Periods

and

Methods.
See page 10 for treatment of costs

related to long-term contracts entered into
after February 28. 1986, and see ge 11

p"for mandatory use of accrual metho .
Change in accounting period.-Generally,
before changir~g an accounting period. the
Commissioner s approval must be obtained
(Regulations section 1.442-1) by filing Farm
1128, Application for Change in Accounting
Period, Also see Publication 538
2. Rounding Off to Who e. o ar0 11
Amounts
The corporation may show the money items
on the return and accompanying schedule
as whole-dollar amounts. To do so. drop an
amount less than 50 cents and in~reardke an

yamount from 50 cents through 99 cents to
the next higher dollar.
3. Depositary Method of Tax Payment
The corporation must pay the tax due in full
when the return is filed but no later than
21A months after the end of the tax year.

Deposit corporation income tax payments
(and estimated tax payments) with a Federal
Tax Deposit Coupon (Form 8109). Make
these tax deposits with either a finaricial
institution qualified as a Depositary for
Federal taxes or the Federal Reserve Bank or
Branch servicing the geogralphic area where
the corporation is located. Do not submit
deposits directly to an IRS office; otherwise,may
the corporation be subject to a failure to
deposit penalty. Records of deposits will be
sent to IRS for crediting to the corporation 'sac

count. See the instructions contained in
the coupon book (Form 8 109) for more
information

In order for us to better process your
deposits, please write your employer

it didentification number, type of tax Pat , an
the tax period to hich the deposit applies
on your check.

To get more deposit coupons, use the
reorder form (Farm 8109A) provided in the
coupon book

nformation concerningFor mre~~
deposits. Publication S931, Information
for Business Taxpayers.

Backup Withholding
If a perscr~ receives certain payments and
does not give the payor the correct employer
den rin be a pa

urn r. "
'a'

will

fificafio

w, as pa
hh late those an- This

from
1 0' y

,

is ca"
.

Yet c u
ithis ding

'II P

vin
, I

thh.ld n

it

little

cakpo
hon

he.

had any
backup withholding withheld from
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Payments. the corporation should show this
amount in the blank space in the right. hand
column between lines 31 and 32. page 1F

arm 1120, and label the amo nt as backupu
withholding. The corporation s ould then
include the amount in the total for line 32,
On Form I 120-A, include the ameount of
backup withholding in line 28, page 1, and
write 'backup withholding' in the margin
and the amount.
4. Estimated Tax
A corporation must make estimated tax
payments if it an expect its estimated tax
(income tax minus credits) to be $40 or
more. Use Form 1120-W, Corporation
Estimated Tax, as a worksheet to compute
estimated tax. Use the Payment Coupons
(Forms 8109) in making deposits of
estimated tax.

Fair changes that affect the computationI
a estimated tax tar 1987. see pages 10 and
it.

If the corporation overpaid estimated tax,
"it may be able to get a quick refund by

fill Form 4466, Corporation Application
for uick Refund Of Overpayment of
Estimated Tax. The Overpayment must be
both, (1) at least 10% of expected income'tax I bility. and (2) at least $500. To apply,

Fofile rm 4466 kvithm 2% months after the
end of the tax year and before the
corporation files its tax return.
5. Timing Change In Deducting
Accrued Expenses
Generally, an accrual basis taxpayer can

educt accrued expenses in the tax year thatdall averts have occurred that detfrmine the
liability, and the amount of the liability can
be figured with reasonable accuracy.
However. generally all the events that
establish liability for the amount are treated
as occurring only when economic
performance takes place. There are
exceprtims for recurring items. See section
461(h).
6. Rule of 78's Not an Acceptable
Method of Figuring Interest
Taxpayers are reminded that, generally, the
Rule of 78's is not an acceptable method tar
computing interest income and expense.
Anyone using the Rule of 78's should we
Revenue Procedures 84-27. 84-28,84-29
and 84-30, (which are in Cumulative Bulletin
1984. 1) to change their method.

D. Penalties
Avoid penalties and interest by correctly

filing and paying the tax when due, The
corporation may ham to pay the foil" ng

'Penaltift unless it an show that failure to
file or to pay was due to reasonable cause
andnot ilifulneglect:lThesepersaftiesare

*in adclition to the interest charge on unpaid
tax that is figured at a rate that is
determined under section 6621.)
a A corporation that fails to file its tax
return when due (including any extensions
of time for filing) may be subject to a
penalty of 5% a month or fraction of a
month. up to a maximum of 25%, for each
month the return is not filed. (The penalty is
imposed on the net amount due.) The
minimum penalty for failure to file a tax
return within 60 days of the due date far
filing(ineludingexten ons)istheleswrofsit
he underpayment of tax or $100.

A corporation that fails to pay the tax
when duetnena ily May be subject to a% m
pentafty of nth or fraction of a



month, up to a maximum of 25%, for each individual retirement arrangements,
month the tax is not paid. (The penalty is simplified employ" pensions, and
imposed on the net amount due.) deductible voluntary employ" contributions.

A corporation that fails to pay the proper Form 5713. International Boycott Report,
stimated tax when due may be subject to for persons having operations in or related

an underpayment penalty for the period of te"boycotting" countries. 19 addition,
underpayment. To avoid the estimated tax persons who participate in'dr cooperate with
penalty, the amount of estimated tax an international boycott may have to .
payments required by a corporation is 90%. complete Schedule A or Schedule 8 and-
See sections 6655(bX 1) and (d)(3). Schedule C of Form 5713 to compute their
Underpaid estimated tax.-If the loss of the following items: the foreign tax
corporation underpaid estimated tax, credit, the deferral of earnings of a
attach Form 2220, Underpayment of controlled foreign corporation, IC-DISC
Estimated Tax by Corporations. to show benefits, and FSC benefits.
how the corporation figured the penalty or Form 8264. Application for Registration of
which exceptions the corporation believes it a Tax Shelter. It is used by tax shelter
meets. Also be sure to check the box on line orrizers to register tax sheltem with the
33

,
Form 1 120 or line 29, Form

11
20.A. If

R
for the purpose of receiving a tax

the corporation owes a penalty, enter the shelter registration numbef.
amount of the penalty on this line. Form 8271. Investor Reportingof Tax
Penalty for overstated tax deposits.- If Shelter Registration Number. It is used by
deposits are overstated, the corporation taxpayers who have acquired an interest in a
may be subject to a penalty. See section tax shelter, which is required to be
66Wb). registered, to report the tax shelter's

E. Other Forms, Returns,
Schedules, and Statements
That May Be Required
1. Forms
The corporation may have to file any of the

registration number. Form 8271 must be
attached to any tax return (including an
application for tentative refund (Form 1139)
and an amended return (Form 1 120X)) on
which a deduction. credit, loss, or other tax
benefit attributable to a tax shelter is taken
or any income attributable to a tax shelter is

following: - reported.
Forms W-2 and W-3. Wage and Tax Form 8281. Information Return for Publicly

Statement; and Transmittal of Income and Offered Original Issue Discount Instruments.

Tax Statements. This form is generally required to be filed by

Form W-2P. Statement for Recipients of Issuers of public offerings of debt

Annuities, Pensions, Retired Pay, or IRA instruments within 30 days of the issuance

Payments. of the debt instrument,

Form 966. Corporate Dissolution or Form 8300. Report of Cash Payments Over

Liquidation. $10,000 Received in a Trade or Business.

Form 1096. Annual Summary and
Generally, this form is used to report the

Transmittal of U.S. Information Returns.
receipt of more than $10,000 in Cash or

Form 1098. Mortgage Interest Statement.
foreign currency in one transaction (or a

This form is used to report the receipt from
series of related transactions).

any individual of $600 or more of mortgage 2: Consolidated Return -

interest in the Course of the corporation's The parent corporation of an affiliated group

trade or business for any calendar year. of corporations must attach Form 85 1,

Forms 1099-A. B. DIV. INT, MISC. OID. Affiliations Schedule, to the consolidated

PATR, and R. Information returns for return. For the first year a consolidated

reporting abandonments, acquisitions return is filed, each subsidiary must attach

through foreclosure, proceeds from brokers Form 1 122, Authorization and Consent of

and barter exchange transictions certain Subsidiary Corporation to be Included in a

dividends and distributions, inter~st Consolidated Income Tax Return.

payments, payments for certain fishing boat File supporting statements for each

crew members, medical and dental health corporation included in the consolidated

care payments, direct sales of consumer return. Use columns to show the following,

goods for resale, miscellaneous income both before and after adjustments:

payments, nonemployee compensation, * Items of gross income and deductions.
original issue discount, patronage dividends. e A computation of taxable income.
and total distributions from profit-sharing e Balance sheets as of the beginning and
plans, retirement plans, and individual I end of the tax year.
retirement arrangements. Also use thew A reconciliation of retained earnings.
returns to report amounts that were

received as a nominee on behalf of another A reconciliation of income per books with

person.
For more information. we Publication

916, Information Returns.
Note: Every corporation must file

income per return,
Attach consolidated balance sheets and

a reconciliation of consolidated retained
earnings.

information returns if, in the course of its 3. Real Estate Investment Trusts
trade or business, it makes payments of
rents, commissions, or other fixed or
determinable income

isee

se"hon
6041)

totaling $600 or more toany oneperson
during the calendaryear.

Attach the appropriate schedules to Form
1129. See sections 856 through 860 for
special rules.

4. Statements
Form 5452. Corporate Report of Stock ownership In foreign
Nontaxable Dividends. . corporations.-Attach the required
Form 5498. Individual Retirement . statement to Form 11 20 if the corporation
Arrangement Information. It is to be used to owned 5% or more in value of the
provide IRS with contribution information on
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outstanding stock of a foreign personal
holding company and the corporation was
required to include in its gross income any
undistributed foreign personal holding
company income from a foreign personal
holding company. See section 55 I(c).

.. A corporation that controls a foreign
corporation, or that is a 10%.or-more
shareholder of a controlled foreign
corporation, or acquires, disposes of, or
owns 5% or mom ownership in the
outstanding stock of a foreign corporation
may have to file Form 547 1. Information
Return with Respect to a Foreign
Corporation.

A dom6stic corporation or a foreign
corporation that is engaged in a trade or
business in the United States and is
controlled by a foreign person may have to
file Form 5472, Information Return of a
Foreign Owned Corporation.
Transfers to a corporation controlled by
the transforor.-If a person receives stock
or securities of a corporation in exchange
for property, and no gain or loss is
recognized under section 35 1, the person
(transferor) and the transferee must attach
to Form 1 120 the information required by
Regulations section 1.351-3.
Corporations that liquidate within one
Calendar month under section 333-
Thew corporations must attach to Form
1 120 a computation of accumulated
earnings and profits, including all items of
income nd expense accrued up to the date -
the transfer of all property is completed.a'
Use the format in Rev. Proc. 75-17, 1975.1
C.B. 677. Section 333 has been repealed.
See sections 631 and 633 of the Tax
Reform Act of 1~86 for more information.

5. Amended Return
Use For. 1120X, Amended U.S.
Corporation Income Tax Return, to correct
aity error in a previously filed Form 1 120 or
Form

,
120.A.

6. Financial Statements
Do not complete Schedules M-1 and M-2
(Form 1 120 only) if the corporation's total
assets at the end of the tax year (line 14,
column (d) of Schedule L, Form 11 20) are
less than $25,000.

A corporation that files Form I 120-A
must complete a11 applicable lines of the
return including Part III, Reconciliation of
Income per Books with Income per Return.
The less than $25,000 assets exception
noted in the previous paragraph does.rtot
apply to Form I 120-A.

7. Attachments
Attach Form 4136, Computation of Credit
for Federal Tax on Gasoline and Special
Fuels, after page 4, Form 1 120 or page 2,
Form 1120-A

'
Attach schedules in

alphabetical order and other forms in
numerical orderafterthe Form 4136.

In order to process the return we ask
that you complete every applicable entry
space on Form 1 120. Please do not attach
statements and write 'See attached" in lieu
of completing the entry spaces on For.
1120.

If more space is needed.on the forms or
schedules, attach separate sheets
indicating at the top of each attachment the
form number or schedule letter of the form
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or schedule being continued. Also, show the
wine information Called for on the form in
the same order as on the printed forms, Be
sure to shm totals on the printed famn&
Please use sheets that are the same size as
the forms and schedules. Attach these
separate sheets after all the schedules and
forms. Also. put the corporation's name and
employer identification number (EIN) on
each

sheet

F. Additional Information

Be sure to answer questions H through 0
on page 3, Form 1 120, or questions I
through 0 on page 2, Form 1 120.A. The'
instructions that follow are keyed to these
questions.

1. Question 1(2)(c), Form 1120 only
U.S. person.-The term "U.S. person"
means:
1. A citizen or resident of the United States;
2. A domestic partnership:
3. A domestic corporation; or
4. Any estate or trust (other than a foreign
estate or trust within the meaning of
section 7701(aX31)).
"Owner's counlry." for individuals, is the
owner's country of residence. For all others,
it is the country where incorporated,
organized, created, or administered.

2. Question L. Form 1 1210, and
Question M, Form 1120-A
Foreign financial UCOUntL- Check the
Yes box if either a or b, below. applies to the
corporation; otherwise. check the No box:
a. At any time during the year the

corporation had an interest in or
signature or other authority over a
financial :ceount in a foreign country
suchas bank account, securities
account, or other financial account);
AND
e The combined value of the accounts
was

more
than $ 10,000 at any time

during the year; AND
e The account was NOT with a U.S.
military banking facility operated by a
U.S. financial institution.

It. The corporation owns more than 50% of
the stock in any corporation that would
answer "Yeti" to item a above.
Get form TD F 90-22. 1, Report of

Foreign Bank and Financial Accounts, to
see if the corporation is considered to he"
an interest in or signature or other authority
over a financial account in a foreign country
(such as a bank account, securities
account

,
or other financial account).

If Yes is checked for this question, file
form TD F 90-22. 1 by June 30, 1987, with
the Department of the Treasury at the
address shown on the form. Form TO F 90-
22. 1 is not a tax return, so do not file it with
Form 1 120. '

Form TO F 90-22.1 may be obtained
from IRS Forms Distribution Centers.

Also, if Yes is checked for this question.
write the name of the foreign country or
countries. Attach a separate sheet if mom
space is needed.
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Specific Instructions
Employer Identification number. If the
employer identification number (EIN) on
the label is wrong or if the corporation did
not receive a label. enter the Correct

number at the top of the return. Also, filers
of Form I 120-A should enter their EiN at
the top of page 2 of the return.

A corporation that does not have an EIN

should apply for one on Form SS-4,
Application for Employer Identification
Number. This form may be obtained from
most IRS and Social Security Administration
offices. Send Form SSA to the same -

Internal Revenue Service Center to which

Form 11 20 or Form 11 20-A is mailed. If the
EIN has not been received by the filing time
for the corporation return, write "Applied

for'* in the space for the EIN.

For more information concerning an
EIN, see Publication 583.

Total Assets. Enter the total assets of the

corporation, If there are no assets at the

end of the tax year, enter the total assets as

of the beginning of the tax year.

Income
Line I
Gross receipts

Enter gross receipts or wles from all
business operations except those that must
be reported in lines 4 through 10. For

reporting advance payments and long-temn
contracts, see Regulations sections
1.451-3 and 1.451-5. Also. see page 10.

If the installment method is used, enter

on line 1 the gross profit on collections from

installment sales, and Carry the same
amount to line 3. Attach a schedule
showing the following for the current year
and the 3 preceding years: a. gross wles.
It. cost of goods sold. c. gross profits,

d. percentage of gross profits to gro"fes.
.. amount collected, and I. gross prOM on
amount collected. I

Also, see page 10 for certain changes
regarding installment win.

Line 2

Cost of goods sold andirm operations

Both Form 1120 and Form 1120-A filers

must enter-their cost of goods sold and/or

operations on line 2, page 1, of their
respective forms, However, a Form 1120
filer must also complete Schedule A on

page 2 of the form.

While them is not a similar schedule on
Form 1120-A to compute this entry. the
following worksheet is provided to help in

figuring this amount.

Kate: its corporation is usinlit either
Schedule A, Form 1 220 w the following
workstreet to figure cost ofoperations
where inventories am hot on income-

determining factor, it should do so by
entering a zent on lines I and6 of the
schedule or "itirshatet.

workshw

opf.;12'
P.4 Ili It. 3..W... I.).
F- 12GA) . .

.
. . .

2. Pu,cntnott (Wa, Irm and
2. "- L(l). F-
. . . . . . . . . .

3. C.1 . .- I— -
.ral ii,cluft

'"2 It W2). F=1 luffl
,t. &=Ort., W. .~

ml.dr, -- I.IM - 2.

5. Subtt,W-Add in., I
""ough 4 : . . . . . . . .

6. i...tM tn .. W .r
2

IT'=M(b):
F- 1120 At

7. Total-Lin. 5 ievi 1,- 6
I.- I,- .. - ~ 1,
fire2j.-II20-A) . . . -

Inventory valuation methods. Inventories
Can be valued at: 1. cost; 2. cost or market
value (whichever is lower); or 3. any other
method that is approved by the
Commissioner of Internal Revenue and that
conforms to the provisions of the applicable
regulations cited below.

Taxpayers using erroneous valuation
methods must change to a method pern.itted
for Federal income tax purposes Such a
change should be made by filing Form 3115.
For more information about the change. we
Regulations section 1.446.1(eX3) and Rev.
Proc. 84-74

- ,
984-2 C.S. 738.

In line Be of Schedule A, Form 1 120 only.
check the method(s) used for valuing
inventories. Under "Imer of cost or
marker" market generally appfid& to normal
market conditions where there is$ Current
bid price prevailing at the date the inventory
is valued. When no regular open market
exists or when quxilations are nominal
because of inactive market conditions, use
fair market prices from the most reliable
sales or purchase transactions that
occurred near the date the inventory is
valued. For mom requirements, see
Regulations section 1.471-4.

Inventory may be valued below cost
when the merchandise is 1. unsalable at
normal prices or 2. unusable in the normal
way because the goods are "subnorintil"
(that is because of damage, imperfections,
shop wear, etc.) within the meaning of
Regulations section 1.471-2(c). Such
goods may be valued at a current bone fide
selling price minus direct cost of disposition
(but not less then scrap, value) if such a
price Can be established. See Regulations
section 1.471-2(c) for more requirements.

If this is the first year the "Ust-in First.
out" (LIFO) inventory method was either
adopted or extended tomvento goods not
previously valued under the LIFZ method
provided in section 472

.
attach Fortin 970.

Application To Use LIFO Inventory Method,
or a statement with the information
required by For. 970. Also check the LIFO
box in line 8b of Schedule A, Form 1 120
only. Enter the amount or percent of total
closing inventories covered under section
472 in line 8c. Estimates am acceptable.

11 the corporation changed or extended
its inventory method to LIFO and had to
"write up" its opening inventory to cost in
the year of election, report the effect of this
writeup as income (line 10, page 1)
proportionately ever a 3-year period that
begins in the tax yeariou made this
election. (Section 47 M)



Full absorption method of Inventory reduced income subject to tax in the year
costing. For a corporation engaged in deducted (see section I 11). Do not offset
manufacturing or production operations, current year's taxes with tax refunds.
use the full absorption method of inventory If "other income" consists of only one
costing. If the corporation is not using the item, explain what it is in parentheses on
full absorption method, it must change to it. line 10.
Under this method, both direct and certain

Deductions
indirect production costs are included for
inventory valuation purposes. Change to full Limitations on deductions
absorption by filing Form 3115. For more I

-
Transactions between related taxpayers.

details, see: Rev. Proc. 75-40, 1975-2 C-8- Generally, an accrual basis taxpayer may
57 1; Regulations section 1.47 1-11; and only deduct business expenses and interest
Rev. Rul. 8 1-272. 1981.2 C. B. 116. owed to a related party in the year the
Line 4 payment is included in the income of the
Dividends related party. See section 267 for limitation

Form I 120-A filers.-Because Form
on deductions for unpaid expenses and

I 120-A can be filed by corporations that
interest.

only received dividends from domestic 2. Limitation on deductions for tax
I it C tions ma be

corporations (.hich are not from debt.
financed stock) which qualify for the 85%
(8D% for dividends receivedafter 1986)
dividends-reamed deduction for dividends
received in 1986, they should enter the
total of those dividends on

,
ne 4, page 1,

Form 1120-A.
Form 1 120 filers.-See the instructions
for SchecluleC, Form 1120.
Line 5
Interest
Enter interest on U.S. obligations and on
loans, notes. mortgages, bonds, bank
deposits, corporate bonds, tax refunds, etc.

Do not offset interest income against
interest expense.

Line 6
Gross rents
Enter the gross amount received for the
rent of property. Deduct expenses such as
repairs, interest. taxes, and depreciation in
the proper lines for deductions,

Line 8
Capital gain net income
Every sale or exchange of a capital asset
must be reported in detail on Schedule D
(Form 11 20), Capital Gains and Lowes,
even though no gain or low is indicated.

If the net long-term capital gain is more
than the net short-term capital low

'
or if

there is only a net long-term capital gain,
compute the alternative tax to see if it
produces a smaller tax.

Fiscal year corporations who use the
alternative method of computing their tax
liability, see pages 12 and 13 !or
computation of the alternative tax.
Line 9

pre erence ems. orpora y
required to reduce deductions for the
following tax preference items by 20%
except where noted:
a. Depletion of iron ore and coal (including
ligniteX15%);
b. Section 1250 capital gain;
c. Amortizable basis of pollution control
facilities;
d. Intangible drilling, and exploration and
development costs; (30% for costs paid or
incurred after 1986); and
e. Bad debt deductions for financial
institutions.
3. Real property construction period
interest and taxes. For construction started
after 1982, no deduction (except as allowed
under section 189(d)) shall be allowed for
real property construction period interest
and taxes. Section 189 has been repealed
for costs incurred after 1986.
4. Golden parachute payments. A portion of
the payments made by a corporation to key
personnel that exceeds their usual
compensation may not be deductible. This
occurs when the corporation has an
agreement (golden parachute) with these
key employees to pay them these excessive
amounts if control of the corporation
changes See section 280G for changes to
the golden parachute rules.
5. Business startup expenses are required
to be capitalized unless an election is made
to amorto a over a period of 60 months. See
section 1 5.

Line 12
Compensation of officers
Besides entering the total officer's
compensation on line 12, Form 1 120 filers
must complete Schedule E on page 2 if

Met gain or (loss) their total receipts (line to, plus lines 4

Enter the net gain or (loss) from line 17 Part through 10, of page 1, Form 1120) are

11. Form 4797, Gains and
Lowas

From ~ales $150,000 or more.

or Exchanges of Assets Used in a Trade or Complete Schedule E, columns (a)

Business and Involuntary Conversions. through (f), for all officers. The corporation

Line 10
determines who is an officer under the laws

of the state where incorporated.
Other Income In a consolidated return, each member

Enter any other taxable income not listed of an affiliated group must furnish this
above, and explain its nature on an information.
attached schedule. Examples of other Line 13
income are recoveries of bad debts

deducted in prior years under the specific Salaries and wages

charge-off method; the amount of credit for Enter on line 13a the amount of total
alcohol used as fuel (determined without salaries and wages paid or incurred for the
regard to the limitation based on tax) that tax year. Do not include salaries and wages
was entered on Form 6478, Credit for deducted elsewhere on the return, such as
Alcohol Used as Fuel; and refunds of taxes contributions to a simplified employee

deducted in prior years to the extent they pension,
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Caution: If you provided taxable fringe
benefits to your employees, such as
personal use of a car, do not deduct as
wages the amount allocated for
depreciation and other expenses that you
claimed on lines 20 and 26. Form 1120 or
lines 20 and 22. Form 1120-A.

Enter on line 13b the amount of jobs
credit from Form 5894. Jobs Credit.

The jobs credit has been extended
through 1988. See page 10 for more
information.
Line 14
Repairs
Enter the cost of incidental repairs, such as
labor and supplies, that de not add to the
value of the property or appreciably prolong
its life.

Line 15
Bad debts
Bad debts may be treated either:
1. As a deduction for debts that become
worthless in whole or in part, or
2. As a deduction for a reasonable addition
to a reserve for bad debts. (See section
166.)

Financial institutions should see section
29 1 for the limitation on the amount that
may be deducted.

Generally, use Form 3115 to apply for a
change in the method of computing bad
debts.

For most corporations the reserve
method of computing bad debts has been
repealed. See page 11 for new rules for
computing bad debts for tax years beginning
after 1986.
Line 17
Taxes
Enter taxes paid or accrued during the tax
year. but do not include the following:
1. Federal income taxes;
2. Foreign or U.S. possession income taxes
if a tax credit is claimed; or
3. Taxes not imposed on the corporation.

See section 164(d) for apportionment of
taxes on real property between seller and
purchaser.
Line 18
Interest
Do not include interest on indebtedness
incurred orcontinued to purchase orcarry
obligations or. which the interest is wholly
exempt from income tax. (For exceptions,
see section 265(b).)

Mutual savings banks, building and loan
associations, and cooperative banks can
deduct the amounts paid or credited to the
accounts of depositors as dividends,
interest

-
or earnings. (See section 591.)

Generally, a cash basis taxpayer cannot
deduct prepaid interest allocable to years
following the current tax year, For example,
a cash basis calendar year taxpayer who in
1986 prepaid interest allocable to any
period after 1986 can deduct only the
amount alloatile to 1986. See Publication
545. Interest Expense.

Generally, the interest and carrying
charges on straddles cannot be deducted
and must be capitalized. (See section
263(g).)
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Line 19
Contributions
Enter contributiorts or gifts actually paid
within the tax year to or for the use of
charitable and governmental organizations
described in section 170(c) and any unused
contributions carried over from prior years.

The total amount claimed may not be
more than 10% of taxable income (line 30,
Form 1120 or line 26, Form 1120-A)
computed without regard to the following:
1. Any deduction for contributions;
2. The special deductions in line 29b, Form
1 120 or line 25b, Form 1 120.A;
3. Deductions allowed under sections 249
and 250:
4. Any net operating loss carryback to the
tax year under section 172; and
5. Any capital loss carryback to the tax year
under section 1212(aXl).

Charitable contributions over the 10%
limitation may not be deducted for the

taxyear but may be carried over to the next 5
tax years.

A contribution carryover is not allowed,
however, to the extent that it increases a
net operating low carryover. See section
170(dX2XB).

Corporations on the accrual basis may
elect to deduct contributions paid by the
15th day of the 3d month after the end of
the tax year if the contributions are
authorized by the board of directors during
the tax year. Attach to the return a
declaration, signed by

an officer,
stating

that the resolution authorizing the
contributions was adopted by the board of
directors during the tax year. Also attach a
copy of the resolution.

If a contribution is in property other than
money and the total claimed value of all
property contributed exceeds $500.
corporations (except closely held and
personal service corporations) shall attach a
schedule describing the kind of property
contributed and the method used in
determining its fair market value.

Closely held corporations and personal
service corporations must complete Form
8283, Noncash Charitable Contributions.
and attach it to their returns.

Also, a corporation must keep records,
as required by the regulations for section
170. for all of its charitable contributions.

If the corporation made a "qualified
conservation contribution" under section
170(h), also include the fair market value of
the underlying property before and after the
donation. as "It as the type of legal
interest contributed, and describe the
conservation purpose furthered by the
donation.

If a contribution catryover is included,
show the amount and ho. it was
determined.
Special rule for contributions of certain
property. For a charitable contribution of
property, the corporation must reduce the
contribution by the sum of:
1. The ordinary income, short-term capital
pin that would he" resulted if the
property were sold at its fair market value:
and
2. For contributions made in tax years
beginning in 1986.60,87% of the I

termcapital gain that would he" finuJIM'thir
property were sold at its fair market value.
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The reduction for 60.87% of the long.
term capital gain applies to:
1. Contributions of tangible personal
property for use by an exempt organization
for a purpose or function unrelated to the
basis for its exemption; and
2. Contributions of any property (except
stock for which market quotations are
readily available-see section 170(eX5)) to
or for the use of certain private foundations.
(See section 170(e) and regulations section
1. 170A-4.)

For special rules for contributions of
inventory and other property to certain
organizations. see section 170(eX3) and
Regulations section 1. 170A-4A.
Charitable contributions of scientiffic
property used for research. A corporation
(other than a personal holding company or a
personal service organization) an receive a
larger deduction for contributing scientific
property used for research to an institution
of higher education. For further
information, see section 170(e).
Line 20
Depreciation
Besides depreciation, include in line 20 the
part of the cost that the corporation elected
to expense for certain recovery property
placed in service during tax year 1986. See
the instructions for Form 4562.
Depreciation and Amortization.

The rules for depreciation for property
placed in service in 1987 he" been
changed. Also. the taxpayer may elect toapply

the ne. rules to property placed in
service after July 3 1, 1986. Effective for
property placed in service after December
31, 1986, the amount the taxpayer may
expense under section 179 has been raised
from $5.000 to $10.000. See Form 4562-A
for more information.

The deduction for amortization of
trademark and trade name expenses has
been repeated for expenses paid or incurred
after 1986.
Line 22, Form 1120 only
Depletion
Sao sections 613 and 613A for percentage
depletion rates applicable to natural
deposits. Also, see section 291 for the
limitation on the depletion deduction for
iron ore and

coal
(including lignite).

See page 10 for rules concerning
foreign intangible drilling costs and mining
and development costs paid or incurred
after 1996.

Attach Form T (Timber), Forest
Industries Schedules, if a deduction for
depletion of timber is taken.
Line 24, Form 1 120 only
Pension, prolit-sharring, etc., plains
Employers who maintain a pension, profit-
sharing, or other funded deferned
compensation plan, whether or not
qualified under the Internal Revenue Code
and nether or not a deduction is claimed
for the current tax year, generally are
required to file one of the forms described
below. There are penalties for failure to file
then forms on time.

In addition, them is a new penalty for
overstating the pension plan deduction for
returns filed after October 22, 1986. See
new section 6659A.

Form 5500-Complete this form for
each plan with 100 or more participants.

as

Form 55MC or 5500-1111-Complarbe
the applicable form for each plan with faiver

than 100 participants.

Form 5500EL-Complete this form for
a one participant plan.

Line 25, Form 11 20 only

Employ" benefit profDams

Enter the amount of contributions to
employee benefit pro rams (for example
insurance, health annelfare programs)'that

are not an incidental part of a pension.
profit-sharing, etc., plan included on line 24.

Line 26, Form 1120, and Line 22,

Form 1120-A

Other deductions

Include in this line the deduction taken for

amortization of pollution control facilities,

organization expenses, etc. See Form 4562.
A corporation may deduct dividends it

pays in cash on stock held by an employee
stock ownership plan. However, a deduction
may only be taken if, according to the plan,
the dividends are:

1, Paid in cash directly to the plan
participants: or

2. Paid to the plan, which distributes them

in cash to the plan participants no later then
90 days after the end of the plan year in
which the dividends are paid. (Sao section
404(k).)

Generally, a deduction my not be taken
for the amount of any item or part thereof
allocable to a class of exempt income. (See
section 265(b) for exceptions.)

Generally, a corporation an crecluct all

ordinary and necessary travel amill
entertainment expenses paid or incurred in
its trade or business. However, it cannot
deduct an expense paid or incurred for a
facility (such as a yacht or hunting lodge)

that is used for an activity that is usually

considered entertainment. amusement, or
recreation. (Note: The corporation may be
able todeduct the expense it the amount is

treated as compensation andreported on
Form W-2 for an employee or on Form
1099-MISC foran independent contractor.)

See Publication 463, Travel,
Entertainment, and Gift Expenses. for more

details.

Note: Do not deduct penalties imposed on
corporations such as those included in
General instruction D.

Form I 120-A filers.-These filers should
also include on line 22 of Form I 120-A the

expenses described above for lines 22, 24,
and 25 of Form 11 20 and any other
deductible expense not discussed above.

Line 28, Form 1120, and Line 24,

Form 1120-A

Taxable Income before HOL deduction
and special deductions

Special 'at 6W ruin under section 465
generally apply to closely held corporation
engaged in any activity as a trade or
business or for the production of income.
Such corporations my he" to adjust the
amount on line 28, Form 1 120 or line 24,

Form 1120-A. (Sao below.) However, the
"at risk" miss do not apply to: 1. holding
real property (acquired before 1987) other
than mineral property: 2. equipment lening
under sections 465(cX4),(5), and (6); and

3. any qualifying business of a qualified
corporation under section 465(cX7).

The *at risk" win generally apply to real
property acquired after 1986. See page I I
for details.



Personal service corporations. Adjust the
amount on this line for section 465(d)
losses. These losses are limited to the
amount for which such corporation is 'at
risk* for each separate activity at the close
of the tax year. A corporation involved in
more than one activity that incurs a loss for
the year should report each loss separately
and file Form 6198, Computation of
Deductible Loss From an Activity Described
in Section 465(c), for each 'at risk' activity.

If the corporation sells or otherwise
disposes of an asset or its interest (either
total or partial) in an activity to which the
'at risk" rules apply, determine the net
profit or loss from the activity by combining
the gain or loss on the sale or disposition
with the profit or loss from the activity. If
the corporation has a net loss it may be
limited because of the "at risli* rules

Treat any loss from an activity noi
allowed for the tax year as a deduction

9
It-ble to the activity in the next tax year.
=net holding companies For the

amount to enter on line 28, F~,m 1 1 20
only, see Schedule PH (Form

11
20).

Computation of U.S. Personal Holding
Company Tax, Specific Instructions for line
1. regarding section 465 losses.
Line 29a, Form 1120, and Line 25s.
Form 1120-A
Met operating loss deduction
The "net operating toss deduction" is the

:
mount of the net operating loss carryovers
nd crinybacks that can be deducted in the

tax year. See section 172(a). If this
deduction is taken, explain its computation
on an attached schedule.

Generally. a corporation may carry a net
operating loss back to each of the 3 years
preceding the year of the loss and carry it
over to each of the 15 years following the
year of the loss. A corporation may carry
back 10 years the part of the net operating
loss attributable to a product liability loss.
(See section 172(bX 1)(1),) See regulations
section 1:172-13(c) for the required
statement that must be attach:d to Form
1120 when claiming the 10 ye

r
carryback

on product liability losses.
There is also an available election to

carry a net operating loss over to just each
of the 15 years following the year of!he
loss. The election may be made by
ttaching a statement to a return th I is

filed on time (including extensions)I The
election is irrevocable. In addition he 15
yearcarryforward election

does
not apply

tolosses described in section 172(bXl)(C)
through (H) and (J).

After applying the net operating loss to
the first tax year to which it may be carried,
the portion of the loss the corporation may
carry to each of the remaining tax years is
the excess. if any. of the loss over the sum
of the modified taxable income for each of
the prior tax years to which the corporation
may carry the loss. (See section 172(b) )

If there is a carryback of a net operai~ng
loss. net capital loss, or an unused credit,
file Form 1139, Corporation Application for
Tentative Refund, within 12 months after
the close of the tax year for a "quick refund"
of taxes. (See section 64 11.)

See section 172 for special rules.
limitations, and definitions pertaining to net
operating loss carrybacks and carryovers.
Also sea Publication 536. Net Operating
Losses and the At-Risk Limits.

See page 11 for new limitations on NOL
carryovers.

Line 29b, Form 1120, and Line 25b,
Form 1120-A
Special deductions
Form 1 120 filers.- See the instructions
for Line 6, Column (c) under Schedule C.
Form 1120,
Form I 120-A filers.-Enter85%of Ine4,
page 1, on line 25b for dividends recei~ed in
1986. For dividends received after 1986,
the dividerids-received deduction is 80%.

Fiscal year filers multiply the dividends
received in each period by the proper
percentage to determine the correct
dividends-received deduction. However,
this deduction may not be more than 85%
of line 24, page 1. For this purpose,
compute line 24 without regard to any
adjustment under section 1059, and
without regard to any capital loss unryback
to the tax year under section 1212(aXI).

Ina ye~r in which a netoperating loss
occurs, this 85% limitation does not apply
even if the loss is created by the dividends
received deduction. (See sections 172(d)
and 246(b).)
LIne32e*For 1120, and Line 28e,
Form 11 io-Am
Credit for overpaid windfall profit tax
A corporation that has overpaid its windfall
profit tax may claim a credit on its income
tax return. Use Form 6249, Computation of
Overpaid Windfall Profit Tax, to figure the
credit. Include the amount of the credit in
the total for this line. Write in the m. in

rg~ .next to the entry on this line. the amount of
thecreditand identify itas 'Overpaid
Windfall Profit Tax."

Schedule C
Form 1120 Only
Dividends and Special Deductions

Line 1. Column (a)
Enter dividends (except those received on
debt-financed stock acquired after July 18.
1984-see section 246A and line 2,
column (a)) that are received from domestic
corporations subject to income tax and that
are subject to the deduction under section
243(aX

1
). Include on this line taxable

distributions from an IC-DISC or former
DISC that are designated as being eligible
for the section 243(aX 1) deduction and
certain dividends of Federal Home Loan
Banks. (See section 246(a)(2).)

Small business investment companies
must enter dividends received from
domestic corporations subject to income tax
even though a deduction is allowed for the
entire amount of such dividends in line 1,
column (c). For dividends received from a
regulated investment company, see section
854 for the amount subject to the section
243(aX 1) deduction. .

So-called dividends or earnings received
from mutual savings banks, etc., are really
interest Do not treat them as dividends.
Line 2, Column (a)
Enter dividends on debt-financed stock
(acquired after July 18, 1984) that are
received from domestic corporations
subject to income tax and that would
otherwise be subject to the dividends.
received deduction under section
243(aXI). Generally, debt-financed stock is
stock that the corporation acquired and, in
doing so, incurred a debt (for example,

it

borrowed money to buy the stock),
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Dividends on debt-financed stock of foreign
corporations acquired after July 18, 1984,
are also subject to the rules of section 246A.
See section 246A for more information.

Line 3, Column (a)
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.
Line 4, Column (a)
Enter dividends that are received from
foreign corporations and dividends received
from a FSC that are attributable to qualified
interest and carrying charges and that
qualify for the deduction provided in section
245(a).

Line 5, Column (a)
Enter dividends that are received from
wholly owned foreign subsidiaries and from
FSCs that are attributable to export sales
income, and that are eligible for the 10096
deduction provided in sections 245(b) and
(c), respectively.

In general, the deduction under section
245(b) applies to dividends paid out of the
earnings and profits of a foreign corporation
for a tax year during which:
I All of its outstanding stock is owned
(~irectly or indirectly) by the domestic
corporation receiving the dividends, and
2. All of its gross income from all sources is
effectively connected with the conduct of a
trade or business within the U.S.
Line 1, Columns (b) and (c)
The dividends-received deduction
percentage for dividends received before
January 1, 1987, is 85%. For dividends
received after December 31. 1986, it is
80%. Multiply the dividends received in
each period by the proper percentage to
determine the correct dividends-received
deduction.

A small business investment company
operating under the Small Business
Investment Act of 1958 may deduct 100%
of dividends received from domestic
corporations subject to income tax. (Section
243(a)(2))

Line 2, Columns (b) and (c)
The dividends-received deduction for
dividends received on debt-financed stock is
explained in section 246A. This section
applies troth to dividends received from
debt-financed stock of domestic and foreign
corporations acquired after July 18, 1984.
The percentages to use for computing the
dividends-received deduction for debt.
financed stock under section 246A(aXI)
are 85% for dividends received before
January 1, 1987, and 80% for dividends
received after December 31, 1986,
Line 3, Columns (b) and (c)
Dividends on certain preferred stock of
public utilities are entitled to a dividends.
received deduction percentage of 59.13% it
they are received before January 1, 1987,
For dividends on certain preferred stock of
public utilities received after December 31,
1986, but before July 1, 1987, the
dwidends-received deduction percentage is
55.652%. For these dividends received
after June 30, 1987, the dividends-received
deduction percentage is 47.059%.

Multiply the dividends received in each
period by the proper percentage to
Zermine the correct dividends-received
d duction. ..
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Line 4, Columns (b) and (c)
The dividends-received deduction
percentage for dividends received from
foreign corporations emitted to the
clMdends-received deduction under section
245(a) and section 245(cX 1) for certain
FSCs is 85% for dividends received before
January 1, 1987. The dividends-received
deduction percentage for these dividends
received after December 31. 1986, is 80%.

Multiply the dividends received in each
period try the proper percentage to
determine the correct dividends-received
deduction.
Line 6, Column (c)
Limitation on dividends-received
deduction. Line 6 of column (c) may not be
more than 85% of the difference between
line 28, page 1.'Form 1120. and line 7 of
column (c). For this purpose. compute line
28 (Form 1 120 ) without rerd! to any
adjustment under section 1 59 and without
regard to any capital loss carryback to the
tax year under section 1212(aXI).

In a year in which a net operating loss
occurs, this 85% limitation does not apply
even if the loss is created by the dividends.
received deduction. (See sections 172(d)
and 246(b).) 11

For a small business investment
company, the clividends-received deduction
of 100% included i

n
line 6 of column (c) is

not subject to the overall limitation. The
100% dividends-received deduction under
section 245(cX 1) for dividends received
from a FSC included in line 6 of column (c)
is not subject to the overall 85% limitation.

Financial institutions should see section
596 for the special limitation on the
dividends-received deduction.
Line 7, Columns (a) and (c)
Enter only those dividends that are subject
to the efective provisions of section 243(b)
and that are entitled to the 100%
clividends-received deduction under section
243(aX3), Corporations making this
election are subject to the provisions of
saction1561. ,
Line 8, Column (a)
Enter foreign dividends not reportable on
lines 4 and 5 ofcolumn (a). Exclude
distributions of amounts constructively taxed
in the current year or in prior years under
subpart F (sections 951 through 964).
Line 9, Column (a)
Include income'constructively received
from controlled foreign corporations under
subpart F. This amount should equal the
total of amounts reported on Schedule J,
Form(s) 547 1. :
Line 10, Column (a)
Include gross-up for taxes

deemed
paid

under sections 902 and 960.
Line 11, Column (a)
Enter taxable distributions from an IC-DISC
or former DISC that are des n ted as not
being eligible for the 85%(V

for

dividends received after 1986) deduction.
No deduction is allowed under section

243 for a dividend from an IC.OISC or
former DISC (as defined in section 992(a))
to the extent the dividend:
1. Is paid out of the corporation's
accumulated IC-DISC income or previously
taxed income, or
2. Is a deemed distribution under section
995(bXl).
Page 8 1

Line 12, Column (a)
Include the following:
1. Dividends (other than capital pin
dividends and exempt interest dividends)
that am received from regulated investment
companies and that am not subject to the
deduction.
2. Dividends from tax-exempt organizations.
3. Dividends (other than capital gain
dividends) received from a real estate
investment trust which,

for
the tax year Of

the trust in which the dividends
are

paid.
quality under sections 856 through 860.
4. Dividends not eligible for a dividends-
received deduction because

of
the holding

period of the stock or an obligation to make
corresponding payments with respect to
similar stock.

Two situations in which the dividends.
received deduction will not be alkrwed on
any share of stock are:

(1) If the corporation held it 45 days or
less (see section 246(cX I XA)), or

(2) To the extent the corporation is under
an obligation to make related payments for
substantially similar or related property.
5

*
Any other taxable dividend income not

properly reported above (including
distributions under section 934(eX3) or
936(hX4)). If patronage dividends or per.
unit retain allocations are included in
Schedule C, line 12, column (a), identity the
total of these amounts in a schedule
attached to For. 1 120.
Line 13, Column (c)
Deduction for dividends paid on certain
preferred stock of public utilities, Section
247 allows public utilities a deduction of
30.435% (for dividends received before
July 1, 1987) OR 41.176% (for dividends
received after June 30, 1987, of the lesser
of:
1. Dividends paid on their preferred stock
during the tax year, or
2. Taxable income computed without regard
to this deduction.

In a year in which a net operating loss
occurs, compute the deduction without
regard to section 247(aXlXB). (See section
172(d).)

Tax Computation
Line 1, Part 1, Form 1120-A
Line 3, Schedule J, Form 1120.

Important: Fiscal year corporations. ass
pages 10 and I I before completing
Schedule J, and use Schedulas A end 8,...

12 (if applicable) to computer tax
liability.
A csienclar year corporation that files Form
11204 or Form 1 120 will compute its tax
on its taxable income as follows (members
of a controlled group, see the instructions
below for lines I and 2 under heading B.):

thtsunalo.,-
0- 30. Fo-,n 11 20.
iv 1- 26, Foqr,
1120,A) W Pap 1 is: Its

Of the
an"ouni

0 $25.000 15% 0
$25.ODO 50.ODO $3.7SO.18% $25,000

50.000 75.ODO 8.250 . 2110% 50,000
75,01Y) 100,000 15.750+40% 75,001)

100,OOD ----- 25,750.46% 100,000
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Additional Tax. If a calendar year
corporation's taxable income exceeds
$1.000.ODO. the total tax imposed under
section I I (See the table above) is
increased by the lesser of: 5% of the excess
over $1.000,000 or $20,250.

Ifthecontroiled ouphasatoxyearthat
includes July 1. 191ff, see the instructiom;
for the fiscal year computation on pap 13
to compute the additional tax in Schedule 9
of the worksheets.

Atternatim Tax. If the alternative tax for a
calendar year corporation does not apply,
enter on line 1. Part 1. Form I 1204, or line
3, Schedule J. Form 11 20, the amount
computed above. If the alternative tax
applies, see Schedule D (Form 1120).

The alternative tax has generaily been
repe led for sales or dispositions of capital
assets after 1986. See piliges 11, 12, and8'
13 for more details.

A. Form 1120-A, Part 1, Page 2
Line 2
General business credit. This credit is
made up of the sum of the following credits:

Investment credit. The investment credit
was generally repealed for property placed
in service after 1985. See Form 3468,
Computation of Investment Credit. for
exceptions.

Jobs credit. The jobs credit, if elected, is
allowed for hiring members of targeted

f
ps during the tax year. See Fairin 5884,

ot. Credit. for definitions, special rules,
and limitations, Also see Putill.1tion, 906,
Jobs and Research Credits. ,

Do not take an expense deduction for the
part of the wages or reforms paid or
incurred which is equal to the amount of the
jobs credit (determined without regard to
the limitation based on the tax (section
38(c))).

The jobs credit has been revised for
employees hired after 1985. See page 10
for details.

Ak&W fuel craffit. A corporation me be
able to take a credit for alcohol used as luel.
Use Form 6478. Credit for Alcohol Used As
Fuel. to figure the credit.

Employee stock owmersi plan credit.
Corporations may take a tax credit equal to
the value of employer stock (or the amount
of cash used to buy stock) that they
contribute to a tax credit employee stock
ownershi Ian (ESOP). See Form 8007,
Credit forPeImployee Stock Ownership Plan,
for definitions, limitations, and the
computation of the credit. Contributions
made to employee stock ownership plans
after 1986 are not to be used in computing
the credit. See page I I for more
information.

The credit for increasing research
activities is now part of the general business
credit for tax years beginning after 1985.
See Form 6765. Also, a new lovi-incomis
housi reclit is part of the general business
credi'Vexpenditures made after 1986.I
See section 42 and Form 8586, Low-income
Housing Credit.
Form 3800. General Business Credit. Enter
on the appropriate line of the corporate tax
return the amount of the credit from Form
3800, and check the boxes indicating which
forms am attliached to the return. If the
corporation is claiming only one of the
above credits, you do not have to complete
Form 3800. Instead, check the appropriate



box and attach the form for which the credit
is being taken. However. if the corporation
has a carryforviard or carryback of any of
thew credits, it must use Form 3800.

See pages 10 and I I for new rules an the
General Business Credit.
Line 4
Tax from recomputing pri*r,year
Investment credit. If property is disposed of
or ceases to be qualified property before the
end of the life-years used in computing the
the regular or energy investment credit, there
may be a recapture of the credit. See Form
4255. Recapture of Investment Credit.
Line 5
Minimum tax. Attach Form 4626.
Computation of Minimum Tax-Corporations,
if the corporation has tax preference items in
excess of $ 10.000, OR if there is any
minimum tax liability deferred from a prior
tax year.

B. Form 1120, Schedule J
Lines I and 2
Members of a controlled group. as defined
in section 1563, are entitled to only one
$25,000 amount in each taxable income
bracket on line 2a.

Members of a controlled group that have
tax years that include July 1. 1987, are
entitled to only one $50.000 amount and
one $25,000 amount (in that order) in each
taxable income bracket on line 2b.

When a controlled group adopts or later
amends an apportionment plan, each
member must attach to its tax return a copy
of its consent to this plan. The copy (or an
attached statement) must show the pan of
the amount in each taxable income bracket
apportioned to that member. There are
other requirements as well. Sea regulations
section 1. 1561.3(b) for the requirements
and for the time and manner of making the
consent.
Note: Members ofa controffedgroup of
corporations whose taxyears end before
July 1, 1987, am treated

as one
corporation

for purposes of figuring the applicability of
the additional tax that must be paid by
corporations with taxable income in excessof

$1,000,000. If the additional tax applies,
each member of the contralledgroup will
pay that tax based on the portion of the
$25,000 amount that is used in each
taxable income bracket. (Sao section
1561(a).) Each member of the group must
attach to

its
tax return a schedule that

shows the taxable income of the entire
group as well as how its portion of the
additional tax was figured

If the controlled group has a tax year that
includes July 1. 1987, sea the instructions
for fiscal year corporations, page 13, to
compute the additional tax in Schedule 8 of
the orksheieU.

if all members of the controlled group
or included in the consolidated return and
th: tax year ends before July 1. 1987, enter
$25,000 in the four taxable income
brackets in line 2a of Schedule J. If all
members of the controlled group are
included in the consolidated return and the
tax year ends after June 30, 1987, also
enter $50,000 in the first taxable income
bracket and $25,000 in the second taxable
income bracket on line 2b of Schedule J.

Equal Apportionment Plan. It no
apportionment plan is adopted, the
members of the controlled group must
divide the amount in each taxable income
bracket (e.g. $25,000) equally among
themselves. For example, controlled group
AB consists of corporation A and
corporation B, both calendar year
corporations. They do not elect an
apportionment plan. Therefore, corporation
A is entitled to $12,500 (one-half of
$25,000) in each taxable income bracket.
Corporation B is also entitled to $12,500 in
each taxable income bracket.
Unequal Apportionment Plan. Members
of a controlled group may elect an unequal
apportionment plan and divide the taxable
income bracket as they wish. There is no
need for consistency between taxable
income brackets. Any member of the
controlled group may be entitled to all,
some, or none of the taxable income
bracket. (But the total amount for all
members of the controlled group cannot be
more than the total amount in each taxable
income bracket.)

Each member of a controlled group
havi

I
ng a calendar tax year must compute

the tax as follows:
1. Enter taxable income (line

30. page 1, Form 1120).
2. Enter line 1 or the cor-

poration's portion of the
first $25,000 taxable in.
come bracket, whichever
is less . . . . . . . . . . .

3. Subtract line 2 from line I
4. Enter line 3 or the cor-

poration's portion of the
second $25,000 taxable
income b r a c k a t ,
whichever is less . . . . .

5. Subtract line 4 from line 3
6. Enter line 5 or the cor.

poration's portion of the
third $25,000 taxable in.
come bracket, whichever

is I s' . . .7. Subtract line 6 from line 5
8. Enter line 7 or the cor-

poration's portion of the
fourth $25,000 taxable
income b r a c k e I ,
whichever is less . . . . .-

9. Subtract line 8 from line 7
10. 15% of line 2 . . . .
11. 18%ofline4 . . . .
12. 30% of line 6
13. 40% of line 8 . . . .
Is. 46% of line 9 . . . .

1. Complete lines I and 2 of Schedule J;
2. On line I above, instead of entering
amount fro. line 30, page 1, Form 1120,
enter amount from line 24, Schedule D;
3. Complete lines 2 through 16 above; and
4. Enter amount from line 16 above on line
15 of Schedule 0 and complete balance of
Schedule D.
Line 3
Bank Holding Companies. Section 6158
provides that a bank holding company may
elect to pay in installments the tax
attributable to the sale of certain assets
whose divestiture is certified by the Board
of Governors of the Federal Reserve
System, If the bank holding company
chooses this election, attach a statement
showing the tax computation and the
amount of the installment paid with this
return. Also, in the right hand margin next
to line 3, Schedule J, enter the amount of
the installment payment followed by the
words ~computed under section 6158." If
an election under section I 103(g) or (h)
applies, enter the words 'section I 103(g)
election" or *section I 103(h) election," as
the case may be.Mutual

savings bank conducting life
Insurance business. The tax under section
594 consists of the sum of: 1. a partial tax
computed on Form 1 120 on the taxable
income of the bank determined without
regard to income or deductions allocable to
the life insurance department, and 2. a
partial tax an the taxable income computed
on Form I 120L of the life insurance
department. Enter the combined tax on line
3 of Schedule J, Form 1 120. Attach Form
1 120L as a schedule and identify it as such.
Line 4a
Foreign tax credit. See Form I 118.
Computation of Foreign Tax Credit-
Corporations, for an explanation of when a
corporation can take this credit for payment
of income tax to a foreign country.
Line 4b
Possessions tax credit. See Form 5712,
Election To be Treated as a Possessions
Corporation Under Section 936, for rules on
how to elect to claim the possessions tax
credit (section 936). Compute the credit on
Form 5735, Computation of Possessions
Corporation Tax Credit Allowed Under
Section 936.

. . Line 4c

15. If the taxable income
(line I above) of the con.
trolled group exceeds
$1.000,000, enter the
portion of the lesser of:
5% of the excess over
$1,000,000 or $20,250
that this member must
pay . . . . . . . . .

16. Total of lines 10 through
15. Enter this amount on
line 3 of Form 1120,
ScheduleJ . . . . . . . .

Orphan drug credit. See section 28 and
Form 6765, Credit for Increasing Research
Activities (or for claiming the orphan drug
credit), for an explanation of hen a
corporation can take this credit as well as
how it is figured.
Line 4d
Credit for fuel produced from a
nonconventional source. A credit is
allowed for the sale of qualified fuels
produced from a nonconventional source.
Section 29 contains a definition of qualified
fuels, provisions for figuring the credit, and
other special rules. Attach a separate
schedule to the return showing the
computation of the credit.
Line 4e

Note: Ifthe alternative tax applies for General business credit. See the earlier
calendaryear filem, do the following (fiscal instructions for Form 1 120-A, line 2 under
year filers, see pages 12 and 13): the heading. Tax Computation.
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Line 7
Personal holding company tast A
corporation is taxed as a penson~l holding
company under section 542 if:
a At least 60% of its adjusted ordinary

grossincome, defined in section 543(b)(2), for
the tax year is personal holding company
income as defined in section 543(a), and
a At any time during the last half of the tax
year more than 50% in value of its
outstanding stock is owned. directly or
indirectly, by not more than 5 individuals.

Use Schedule PH (Form 1120),
Computation of U.S. Personal Holding
Company Tax, to figure this tax,
Note: Generally, personal holding
companies that qualify as regulated
investment companies are taxed at the
highest corporate rate on their
undistributed taxable income. (See section
852.)
Line 8
Tax from recomputing prior-year
Investment credit. See the earlier
instructions for Form I 120-A, Line 4. under
the heading Tax Computation.
Line 9
Minimum Tax. S" the earlier instructions
for Form 1 120-A. line 5, under the heading
Tax Computation.
Line 10
Real estate Investment trust excl" tn.
An excise tax is imposed on certain real
estate investment trust taxable income not
distributed during the tax year (section
498 1). Attach a copy of the tax computation
and include the amount of tax in the total
for line 10, Schedule J, Form 1 120. Write in
the margin, next to the entry on line 10, the
amount of the tax and identify it as "section
4981 tax." See sections 4981, 856, 857,
and 859 for new rules for real estate
investment trusts.

mean thermal, biomass. and wind property
has been extended for tax years beginning
after

1
985. Sea Form 3468, Computation

of Investment Credit. and section 46(bX2)
for applicable rules.
Regular Investment Tax Credits
Repealed.-For property placed in service
after 1985, the regular investment tax
credit has been repeated. See new section
49 for special rules and Form 3468.
Tn Credit for Increasing Research
Expenditures Extended.-The tn credit
for increasing research expenditures has
been extended for 3 more tax years. and
new rules apply to the computation.
Additionally, the credit is part of the
general business tax credit for tax years
beginning after 1985. Sao section 41 and
Form 6765, Credit for Increasing Research
Activities (or claiming the orphan drug
credit).
Targeted Jobs Credit Extended and
Revisaid.-The jobs credit for hiring
members of certain targeted groups has
been extended and modified. For
:mployees hired after lc - - , -

credit for only the first-yeW.I.ebsilutid to
the employ". See

Form

5
Credit,

and section 51 for more information.
General Business Credit Reduced.-For
tax years beginning after 1985, the
maximum amount of tax liability against
which the general business tax credit can be
applied is reduced to 75%. Formerly the
business tax credit could be applied io 85%
of tax liability. See section 38.
Long-Term ContrSdL-For long-term
contracts entered into after February 28,
1986, all costs (including research and
experimental costs attributable to the
contract) must be allocated to the contract
:s set forth in section 460. Special rules

pply to cost-plus and Federal contracts.
Expenses for unsuccessful bids and
proposals and marketing, wiling, and
advertising expenses, independent research

Schedule M-2 (Form 1120 Only) and development expenses are not
Unappropriated Retained Earnings considered aftrilbutable

to
long-term

contracts. Production period interest
Line 5 expense attributable to long-term contracts

Distributions under the Bank Holding
is to be capitalized under the rules of now

Cominny Act. If an election under section code section 263A.(f). For mom rules,
I 103(g) or (h) applies to a section 1101 definitions, and exceptions, see new section
distribution, the bank holding company 460

'making the distribution must enter the Deduction for Removing Barriers to th.-
,vords "section I 103(g) election" or Handicapped Eidended.-The election to
"section 1 103(h) election.- as the case deduct expenses for the removal of
ma be, in the right-hand margin next to line :rchitectur I barriers to the handicapped
51heduie M-2, Form 1120. nd elderlya.as scheduled to expire on

Tax Reform Act of 1986
The Tax Reform Act of 1986 made several
changes that affect corporations, Some of
the changes are effective starting with
calendar year 1996 tax returns; sorne are
effective starting with fiscal year 1986.
1987 tax returns; and some are effective
starting with calendar year 1987 tax returns
which are highlighted for purposes of
computing estimated taxes.

Tax changes taking effect beginning
In 1986
Business Energy Investment Tim Credits
Exthinded.-The business energy
investment tax credit for solar, geothermal.

Page 10

December 31, 1985. It has been
permanently extended, See section 190.
Increase In Penalty for Failure To File
Information Returns.-For returns

duoafter December 31, 1986. the maximum
penalty for

failure
to file information returr

has been increased. A new penalty of $5 for
supplying incorrect information has also
been added. For mom information, see
sections 6652, 6676,6678, and new
sections 6721 through 6724.

Asset Allocation Ruses.-Now asset
allocation ruin apply in certain cam of
asset acquisitions, and literately are

effective for transters made after May 6,
1986. In addition, there are reporting miss
whe thew transfers take place. See now
sect

n
ion 1060 for more informatim.
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The following provisions ~eyrs In
1987 and affect fiscal 19.6-1987
tax yeam
Reduction In Corporate Tim Rstn.-
Effective July 1. 1987, tax rates for
corporations are reduced. The new tax rates
are 15% of the find $50,000 of taxable
income; 25% of the next $25,000 of
taxable income: and 34% for any amount of
taxable income over $75,000. An additional
tax applies to taxable income over
$ 100,000. The tax is the lesser of 5% of the
excess over $100.000 or $11,750. See the
tax computation worksheet on page 12 for
more details,
Gain or Laos R Ind On Distributions
In Complete =Ion--Generolly,
corporations will recognize gain or kiss on
distributions of their property in complete
liquidation as if they had sold the property
at its fair market value.

These new ruin apply to liquidation
completed after December 31, 1986. See
sections 336 and 337.

dlim 1. nIvIdwidsfilecalved
Deduction.-The dividends-received
deduction for dividends received from
certain corporations has been reduced from
85% to 80%for dividends received after
1986. See sections 243, 244. and 246A.
Installment Solets.-The installment

d
method has been revised for certain win or

ispositions made after February 28, 1986,
for tax years that end after 1996. Thesis
new ruln generally apply to: 1. sale of
personal property by a corporatioli that
usually sells that type of personal property
on the installment method and 2. sate of
real property that is held by the taxpayer for
sets to customers in the ordinary course of
the taxpayer's trade or business. For more
information including new rules for
members Wan affiliated group. see section
453C.
Fortilgin Intangible Drilling; Mlnln& and
Development C00tL-Foreign inhislipble
drilling, mining, and development costs paid
or incurred after 1986 must either be added
to the corporation's basis for cost depletion
purposes or be deducted ratably over a 10
year period. See sections 263(i), 616, and
617 for more information.
Certain Costs Required To Be Capitalized
cor Included In ln"ntOfY C011116-New
code section 263A requires that certain
costs incurred in the production of real and
intangible property produced by the
taxpayer or property acquired for resale be
capitalized or included in inventory costs
rather then deducted.

Generally, the ch.anrx affecting
inventory am effective or tax years
beginning after 1986 and the changes
affecting capitalization are effective for
costs incurred after 1986. Pleasis see now
code section 263A.
Deproclastion.-The rules for computing
depreciation haw substantially charged for
property placed in samilice after 1986.
Corporations my also elect these new, rules
for roperty placed in service after July 3 1,
1916. The new system provides specific
methods for each claw of assets.
Additionally, the section 179 deduction is
incr from $5.000 to $10.000 for
property placed in service after 1996. See
Form 4562-A. Depreciation of Prop"
Placed in Service after December 31, 1986.
and section 168.



"At Risk" Ruin To Apply to Real Reserve Method for Bad Debts.-For tax
Property.-The "at risk* rules of section years beginning after 1986 only certain
465 apply to real property acquired after financial institutions will be able to use the
1986. For more information. see section reserve method of,computing bad debts. All
465 and Farm 6198. Computation of. other taxpayers must use the specific
Deductible Lon From an Activity Described . charge-off method for computing bad debts.
in Section 465(c). . ' Corporations not entitled to use the reserve
New Low-income Housing Cr*dlt.-A new, method must include in income any amount
Imr-income housing credit applies to certain remaining i n the reserve as income ratably
buildings placed in service after 1986. See over a 4 year period.' -
Form 8586 and section 42 for rules and For additional information. we sections
computations. 166, 585, and 593. .
Investment Tax Credit for Rehabilitation Also, for tax years beginning after 1986.
Eiqlaindituret.-An investment tax credit section 586, reserve for losses on loans
,will be allowed for qualified rehabilitation of small business corporations, etc.. hati
expenditures made to property placed in been repealed.
service after 1986. See Form 3468. Limitation on Net Operating Loss

Repeal of ESOP Credit.-The credit for Carryov*rs.-The amount of net operating

contributions to an employee stock loss carryovers is limited when there has

ownership plan (ESOP) has been repealed en a change in ownership or I'luity for net
for compensation paid or accrued after operating losses incurred after 1986. The
December 31. 1986. limitation is described in section 382(b) and

Infonmatim Reporting on Royalties-
applies enerally when a 5% shareholder or

Reporting requirements for payers of
group of5% shareholders increases its or

royalties have been changed for payments
their ownership in a corporation by more

made after December 31, 1986.
than 50 percentage points, or when there

information reportjn~lis required on a
has been a change in equity. Sao section

royalty Payment of 0 or more to a payee. 382 for rules and definitions.

See new section 6050N. Limitation on Certain Excess Credits.-

Alternative Tax for Fiscal Year
For certain ownership changes occurring

Corporation.-Generally, the alternative
after 1986. a change in ownership of a

tax has been repealed for tax years
corporation will result in the amount of the

beginning after 1986. However, transitional
following excess credits being limited for

rules allow fiscal year corporations to
subsequent years: the unused general
business credit, any unused minimum tax

compute the alternative tax. The alternative credit. and any capital loss carryover. The
tax computation for fiscal year corporations foreign tax credit carryover is also limited.
is (a) 28% of the lesser of: the net capital See section 383 for more information.
gain determined by taking into account only Meals, Travel. and Entertainment
gain and Ioss for the portion of the tax year Expen"s.-For tax years beginning after
before January 1, 1987, or the net capital 1986 many of the rules on what are
gain for the tax year, plus (b) 34% of the allowable expenses for meals,
excess of the net capital gain for the tax

entertainment, travel, and certain other
year over the amount of net capital gain business expenses have been changed. Seetaken into account in (a) above. See section section 274.
1201. Meals and entertainment. The anjount

deductible for meals and entertainment
The following provisions begin In :xpenses is generally limited to 80% of the
1987 and affect calendar year 1987 mount otherwise allowable. In addition,
tax returns. meals must not be lavish or extravagant; a
Revolving Credit Sales.-For tax years bona fide business discussion must precede
beginning after 1986, corporations that sell or directly follow the meal; and your
personal prop" on a revolving credit plan employee must be present at the meal. If
will not be permitted to account for such the corporation claims a deduction for
sales on the installment method. Any unalloviable meal expenses, it may have to
adjustment resulting from the corporation's pay a penalty.
not being able to use the installment Limits on Losses and Credits From
method will be treated as a change in Passive Activities

of
Personal Son,vics,

method of accounting far the first tax year Corporations and Closely Hold
beginning after December 31. 1986. and Corporations.-For tax years beginning
the period for taking into account after 1986, losses from passive trade or
adjustments under section 481 shall not business activities generally may not offset
exceed 4 years. This change in method of active business income. Credits from
accounting will be treated as initiated by the passive activities generally are limited

to tax

corporation and as having been made with allocable to the passive activities. See
the consent of the Secretary. See sections section 469 for more detailed information.
453 and 453A for more information.

Reporting of Tax-Exempt Interett.-For
tax years beginning after 1986, any
taxpayer required to file a tax return must
report, as an item of information, on that
return the amount of the tax-exempt
interest received or accrued during the tax
year.
Taxable Year of Personal Service
Corporations.-For tax years beginning
after 1986, all personal service
corporations are generally required to adopt
the calendar year. See section 44 1.
Real Estate Mortgage Investment
Conduits.-For tax years beginning after
1986, new code section 860A requires that
real estate mortgage investment conduits
(REMICs) allocate their income to their
interest holders. REMICs may take the form
of a corporation, partnership. or trust. See
section 860A through 860G for rules,
definitions, and other information.
Regulated Investment Companies-
Regulated investment companies are
subject to a 4% excise tax for tax years
beginning after 1986, For more
information, see new code section 4982.
Cooperative Housing Corporations.-For
tax years beginning after 1986,
corporations. trusts, and other nonindividual
persons may be tenant-stockholders in a
cooperative housing corporation.
Additionally, the method for computing the
tenant-stockholder's interest and taxes is
changed for t3X years beginning after 1986.
See section 216 for more information.
Minimum Tax.- For tax years beginning
after 1986, the add-on minimum tax will be
replaced by an alternative minimum tax
based on alternative minimum taxable
income. A corporation will have to compute
its tax under the regular system and under
the minimum tax provisions, See sections
55 through 59 for more information. For tax
years beginning after 1986, corporations
must take minimum tax into account when
computing estimated tax. See 1987 Form
1 120W for more information.
Certain Entities Required To Use the
Accrual Method of Accounting-
Generally, C corporations, partnerships with
C corporations as partners, tax-exempt
entities with unrelated business income,
and tax shelters are prohibited from using
the cash method of accounting for tax years
beginning after. 1986. See new section 448.
Special Rule for Dividends Received From
Foreign Corporation (Section 245).-For
tax years beginning after 1986. only
corporations that own at least 10% of stock
(by vote and value) of a foreign corporation
are entitled to claim the section 245
dividends-received deductions. To obtain
the proper amount of deduction, the 10%
owner should we section 245.

For additional information on these
changes, we Publication 553, Highlights
of 1986 Tax Changes.

Effective July 1, 1987, the tax rates for corporations were reduced. The now rates of tax are:
15% on the first $50.000 of income:
25% on the next $25,000 of income; and
34% on any amount over $75,000.
Also. an a,dditional tax of 5% is applied against income in excess of $ 100,000. The maximum amount of this additional tax is
$11.750:'In addition.'different rules apply for computing the alternative tax on net capital pins for fiscal year corporations that have
a tax year that includes January 1, 1987. Thew rules are explained in the instructions that follow Schedule B. If the corporation's
fiscal tax year includes July 1; 1987, the tax liability shall be Computed by completing Schedules A and 8 of the worksheet below. If
the corporation's tax year ends on or before June 30, 1987. only Schedule A must be completed. Supplemental Instructions for,
completing Sched6les A and B follow Schedule B.

. Fiscalyear corporations co late the following schedules to determine tax liability,
Tax Computed for Period Before July 1, 1987

I Taxable income (line 30, Form 1120. or line 26. Form 11 20-A). . . . . . . . -
2

,
Net capital gain incorne from line 10a. Schedule D (Form 1 1 20), if applicable (see instructions) . . . . . . -

3 Subtract line 2 from line I . . . . . . . . . . . . . . . ... . . . . . . -
4 Enter the ~esser of line 3 or $25,000 (members of a controlled group, see instructions) ... . . . . .
5 Subtract line 4 from line 3 . . . . .

. . .6 Enter the lesser of line 5 or $25.000 (memberi of a controlled group, see instructions)
7 Subtract lire:6 from line 5 . . . . . .. . . . . . . * . . . . . . . . . . . . ... . . -
8 Enter the lesser of line 7 or $25.000 (members of a controlled group. see instructions) , . . . . . . . . -

9 Subtract line 8 from line 7 . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .

10 Enter the Zser of line 9 or $25,000 (members of a control edgrou p. sea instructions) . . . . . . . .. .

I I Subtract line 10 from line 9 . ..... . . . . . . . . . . . . . . . . . . . . . . . .
12 Multiply line 4 times 15% . . . . . . . . . . . . . . . . . . . . ...
13 Multiply line 6 times 18% . . . .. . . . . . . . . . . . ... . . . . . . . . . . . .
14 Multiply line 8 times 30% . . . . .. . . . . . . . . . . . . .
15 Multiply line 10 times 40% . . . . . . . . . . . . . . . . . . . . .. . . . . ... .
16 Multiply line I I times 46%17

If line 3 is' greater than $l*,DO0,0D0. enter the lesser of: (a) 5% of the excess of line 3 over il',O:IO.0~0'or Ili)`
$20,250 (members of a controlled group, we instructions), Fiscal year corporations whose
June 30, 1§87, skip lines 18 and 19, and complete Schedule B of this ~vofksheuit . . . - . I

13 Alternative tax on net capital gain from the worksheet on page 13 . . . . . . . . . . . . . . . . ..

19 ~ Add amounts on lines 12 through 18 : ... . . . . . . . . . . . . . . . . . . ... . ..

Fiscal year corporations whc~e tax years end before July 1, 1987, enter the tax liability before credits (line 19)
on line 1 Part 1. For I 120-A, or line 3. Schedule J. Form 1120. Do Not complete Schedule B.r

T
!x

Computed for Period After June 30, 1987

20 Enter arn unt from line 3, Schedule A ... . . . . . . ... . . ... . . .. . . . . . .
.21 Enter the lesser of line 20 or $50,000 (members of a controlled group, see instructionsi.

22 Subtract line 21 from line 20 . . . . . . . . . . . . . . . . . . .
.

. . . . . . . .
23 Enter the lesser of line 22 or $25,000 (members of a controlled group, see instructions) . . . . . . . .
24 Subtracthne 23 from line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
25 Multiply line 21 times 15% . . . . . . . ... . . . . . . . . . . . . . . . . . .
26 Multiply line 23 times 25% . . . . . . . . . . . . . .. . . . . . . . . . . . .

27 Multiply line 24 times 34% . . . . . . . . . . . ... . . . . . . . . . . . . . . .
28 Additional tax. If line 20 is more than $100,000, enter the lesser of: (a) 5% of the excess of line 20 over

$100.000o,(b)$11.750 . . . . . . . . . - - - - - . . . . . . . . .

29 Add Iines25 through 28 . . . . . . . . . . . . . . . . . . . . . . . . ... . . .

30 Add lines~ 12 through 17, Schedule A . . . . . . . . . . . . . . . . . . . . . . . . .

31 Line30 x -
number of days in tax year before 7.1-87 . . . . . . . . . . . . .

number of days in tax year

32 Line 29
' x number of days in tax year after 6.30-87

number of days in tax year

33 Alternative tax on net capital gain from the worksheet on page 13 . . . . . . ..... . . . . .

34 Tax liability before credits. Add amounts on lines 31, 32, and 33. Enter here and on line 3, Schedule J, Form
1 120, or on line 1. Part 1, Form 1 120-A . . . . . . . . . . . . . .

93
Page 11
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Supplemental Instructions

Not Capital Gain and Alternative Test
(Umas 2. 18, and 33).-In general the
altemative tax is the sum of (a) a ta;
computed on taxable income reduced by
the net capital gain using the applicable tax
brackets and tax rates. and (b) a tax (line 18
or 33) computed on the net capital gain
(see below for this part of the computation).
If the alternative tax is less than the regulartax

computed on total taxable income using
the applicable tax brackets and tax rates.
then the corporation may enter the
altemative tax in Part 1, line

1
page 2, Form

1120-A, or line 3, Schedule
J: Form

1120
and check the block for alternative tax. If
corporation has a net capital gain both
computations (the regular tax co;putation
and the atternative tax computation) should
be made to determine which results in the
lower tax.

For fiscal year corporations, the net capital

gain times the alternative tax rate is

determined as follows:

1. Enter the net capital gain
from line 10a, Schedule D
(Form 1 120) . . . . .

2. Enter the amount from line

10b, Schedule D. Caution: If
this amount is greater than
the amount on line 1. enter
the amount from line I here

3. Subtract line 2 from line I

4. Multiply line 2 times 28%

5. Multiply line 3 times 34%

6. Alternative tax on net capita)
gain. Add lines 4 and 5. Enter
here and on lines 18 or 33, if
applicable . . . . . .

It the alternative tax is not used, lines 2 and
18, Schedule A. and line 33, Schedule B,
should be blank.

Unes 4,6. 8, and 10-Members of a
controlled group must enter their portion of

each taxable income bracket, See the
instructions for Schedule J (Form 1 120) for
rul,~,s regarding how controlled groups (as

de ned in section 1563) may divide these

amounts.

95

Une 17.-If the total taxable income of the
controlleWd I at'ons is morecorpor I
than $1, each member should
enter its portion of the additional tax on line
17 as explained in the instructions for
Schedule J (Form 1120).
Line 2 I.-Members of a controlled grou p
(as defined in section 1563) are to allocate
'he $ 50,000 in the first taxable income
bracket. The controlled group is entitled to
one $50,000 amount in the first taxable
income bracket and may use the equal and
unequal apportionment rules explained in
the instructions for Schedule J (Form
1120).
Une 23-Members of a controlled group
(as defined in section 1563) are to allocate
the $25,000 amount in the Second taxable
income bracket. The controlled group is
entitled to one $25,000 amount in the
bracket, The members may use the equal
and unequal apportionment rules explained
in the instructions for Schedule J (Form
1120).
Una 28.-If total taxable income of the
controlled group of corporations is more
than $ 100,000, each member should enter
its portion of the additional tax an line 28.
Sea section 1561 for rules on determining
each member's share of the additional tax.

Page 13

Codes for Principal Business Activity
Thne industry titles and definitions are bersed- general. on the Standard
Industrial Classification System uthorued by Regulatory and Statistical
Analysis Division, Office of Information and Regulatory Affa- Office of
Management and Budget, to classify enterprises by type of act,,,ty,n which
they are engaged

Using the list bel-, enter on page 1. under C, the code mi riper for the
spec,ficmd ustry group from Inch the largest percentage of 'totaI receipts"
derived. 'Total receipts * means gross receipts (line la, page 1) plus atI other
income (lines 4 through 10. page 1)

On page 3, under J. Form 1 1 20 or items A and 6, page 1, Form I 120-A.
state the principal business acl,,,ty and prmc,lpal product or service that
account for the largest percentage of total receipts. For example, it the
principal business act ty is "Grain m0l products." the pn nc,pal prod uct or
sery,ce may be 'Cereal prepa,at,onS.'

if. as,ts principal business activity, the corporation (1) purchases
'awmaterials, (2) subcontracts out for labor to make a fi rhshed product from the

ray, materials. and (3) retains title to the goods. the co,porabo- considered
to be a manufacture, and must enter one of the codes (2010-3998) under
'Manufacturing.*

Agriculture. Forestry, and
Fishing
Code
0100 Api-nunil Woo-ion
0600 Ar,uit,r,l w,,c,, a.cept

wnennanvin,), I-hy, fishing.
hunt.%, and trapping

Mining
Martail mining
1010 1'...
1070 Cooper, Old and vnc. gold and

ll- ones
ION Other metal .,n.n
150 C.1-rang

Olleahl", Onectia,,
1330 C,ud:-r..u.

rahil, all

and n.lu.1 pi ko-
1380 0,-gar,h.la-ce,
el-bink ma-la. .-pt fu.la
1430 0--n-u-norra-

s1--rd,-1
1498 Chnihniar.-II-n-la.

e-Pi fuel,

Construction
c-al Well oolit aclora.vhl
-,.I. bulade.
~510 General building contractors
531 Opeat,ve burldera

3600

Sale time '"theal-
1111 Pl-ta,. lral.,, .. air

c.rd.lorans
1;31 Elecl-I -rk

98 oth'specuiltnxi-micton,

Manutacturing

Fividaval rallied Wall"n'
2010 meat products
1011 Da,qproducll
20M

'""""ved

f ..a.

2040 Gain nall k.-

2050 "k.", P-....2060 SW;... -fiect,on., P,oduttl
2081 M ft -a-lit
2088 Allorokc oevelagel. -.0 -ft

1--nd inall
2Oe9 Bintleavot, drinks. and fl,-np
2096 0 he, lood.. ii-ed products
21M Too- imuuu~t-r,

T. Ill. anal product,
2228 waving ,If, - tiuhl, f-r.ni,
2250 kvmh, -11,
2298 Otherte.t,l, -I preoucts

Appia I and off ounia pliki.ch,
231

'
an ..

2341
vv.,hL I no Cla.,en S Clothing

2 r
9
so M,
0 M no ` "r:'I" Of23 =`hibr`~`atad 1. Irk,

P-ts

turn., and-Pilau-

2
lm.,. - P-,, m.,

2:1305 -1-k. plynvood and el,tvo
9'.."

n ~2198 Oil., ooll p;ao
Uo-' a,cod build.

a

2500 Furniture ival bar....
Page 14

CodePeaverener. I"P,"_.

.I.2625 Pulp, paper, and bain] ndf,
2699 Other Paper .,..is

Printing and p,blialift
2710 N-Pas
2720 Penftcals
2735 B-ii, -.n,-, and

1,114-1 111,11i"S
2199 Clim.-Wrinal other onnt,,

a.
printing

Chineic.l. am
2815 li,culln.10--

,naten,l,.-ynthahcS
2830 Drugs
2840 Seat' clearer, and toilet sood,
28M Pa,n-rd allied products
2M8 Agricullual .. ame, chemical

Products

fal-il .11.1n, are .Will
inaki.r.al (Including unne Interminee
.iffriat-tion)

2910 Pen,l- ernint0-ni,

"T"2.a Other coal

A..., - .1al. pierfic. Product.
3050 Put, product,. pWlt,.

f"'"' "'a""""3070 Mr. ple.- Inoducl,

Wteav,eeal Warren ww-
3,140

98

stava. car. anal a- tuiee-
3225 Ghissproducl,
3240 C. -.10-ac3270

C.Zrme,gpuu-..rdPkr-

3298 Other nonmetallic ,n,,l pnoluch,VW'ds
ftime, -1
3370 Far- marilaklushes:

3380 Nonferous-1,ndustnes

F-1catiall matter product,
3410 Metal can, and shipping
3428 C.tilly. haird looll.

Ino hard

-11: V11. lach,=-1.
Wit, and urriar P

3430 Pl...n,.nd rauu,, .-P,

""and metal3440
product,

3160 and at.Zp.;,n.,,
3470 Ciuitq, engraving,

34BO Ordal-nd
. -- no gu,d.

3490 vinc. Nbr-lea -.1 produch,

Machinery. ..P.P1.1-11c.1
3520 Farm machinery
3530 Coostructi.n."

r,ach-v
3540 Wal-r-ir machinery
3550 S-lvaiu.,y machinery
3560 0-11,16-1.11 .111,1ey
3570 Off pining. -

rc_nhhV

nuich ne,
311B Othe, inich-neiy euept

96

Codelifachical a" afeconavic leativarvarn

3630 Houlahold appliances
3655 R-,, telev- and

-u-St-arment
3670 Electronic compone.,

.cc-nes
3698 0trinek.1-1-P...
3710 MWw varietal ." laiiiinam

Tnuripart1fle, ".1polem,
-.,

lifict..

3725 arcr:ft.,u.d -sia-dPam,
3730

Shia no
-11,10,~giuoesuv,ng

3798 Other larsoomat,an mu-mt
e-ot

niot"

vehiclesImbuir.yt, and I.Ited area-
3815 Soenifi-stuments-

ins d-c- -c-..='
31315 OP-1, ni,ni-1, no .,hmal-c

solos
38W Proto,niph.c -orent am

supplies
3998 other mankfact-fit, proilue,

Transportation and Public
Utilities
T-apomidlean
4000 Railroad transportation
4100 Local-rununtainpiewer

u."4. T-iing....ehovivng
4400 War,, tr,n,mnat,n
4500 Tansoomilion r-r
4600 P.Palln. inC.Pinalunilgas
4700 Miscellaneous nalspodloon

se-es
cory-iciti.
4825 Telephone li,ftnah..~,

olhercar,,unk,u,on
se

4830 Radio a. I.I.-ran
ci=~ as

c,,t,,g
cla,th, a.. am .-Karv al,*are
4910 Electric-.

49 0
Q, Production .. d-ouban

4930 Con,taninvan
4990 Wifte-pi I

nuary
il-la

Wholesale Trade
Durable
sooe vachina

,-ke,
yol~ .1vd. and-0.
-oment

5020 Furniture .. home furnishings,
5030 Lumbe-comu.n.

"t-1,

5040 Span,ng
ohologam C.

and no

good, .,a.. l"W",5050
Metals and -ner,h. ,icapt

5060 Elich-I goods
5070 H,rd.,r,. plurnbN and

hl-taWlo.,plent And

5098 Other curable goods

fland5
5110 Paper no Pa, t1W.-

29 brut, or
and,JrM;ah`1 P-

'5130 Apparel, pac
lood" an5140 G-l-ral

S'110 FF
r.-a am I- an. aa'- P`-

-` "5~70 Penainunrin.,ol'oerva"8,
a1c.W,c oew"e"

5190 M- n,ndullo,a, a-$

Retail Trade
Building audini.l., a.m. Pll-
and ovi theme lai
5220 81 Id"gaugenals dellim,525

1 Z.-Var.
5265 3ard.r-pl-N-Ink.c ki

"*,:, a.3300 a..
froell M.-
5410 G-hr,tore,
5490 Othufrodunnes
A lervalow
1111 -rCi1,ed:::l155.~ =ig.L c xhon,

5598 Other -nno- pleale,
$600 01anal

-a5700 Fu-it- and reva,
f...41amp,tereaslide
Elul, .. drinking p-

Code
Ifilea. ruled ableal
5912 Dmall shaves,and proprietary annie,
5WI I-—-
5995 One -I-

Finance, Insurance, and Real
Estate
Banking
6030 Munualue-pol
BOW B.nkfoldr,ookmainvis
6090 Banan-ept,rutualsenho

banks .. bank hold.1
comparan

Crean mancial, on- Vul sense
6120 Savings .. kan,
66140 Personal credit inamut-

50 0--haddlyamupon,
6199 ot"'oeddiaernines
SacwIt'. -rally--aahvea~
6210 Security bro- clears. ime

flailo. -par-
1529,51 c-ty contracts broker,'no

dealers: security and con,holi
--ges; int! a-I..,-

6355 W-ranx.
6356 M.tualk-an,a, .cW life or

nuun 11. or Road

6359 Ot-mauninc. companes
6411 Insurance agaval,biand!

Raw
6511

of thand.,V
6516 La,sox of ,,,M ial, and! -Wr

or-pany
6518 Livilav, at nalhord onxem, a,kI

6530 conaom.u. maragairene
C-.- -ina-..-

6550 S.W.-nad-191
65% Other-tindrate
Holding lial allaw, a-
coneparlar., ..W seek Wall,

6742 Re"had-t-compenval
6743 Rallaultearannamennuour,
67" S-11 buslaria

comperes
67,19 Other holding andaveahrent

u-pervis al'apt tank hoicang
Pria.

Services
7000 "allere sea allka" P40M
7200
a"- alankle,
7310 Advert-'
7389

adveneing

Autonaii nam *Pk "railleas

75M Aut-rall.oll-
7600 W...,alasem-
Arnaleareaven leal recreation ,A-
7812 Motain Picture product-

d~,Inb kv, and.-
Mat to,, master,
Am marn Ind racriaten
- . a 0 mad- pachues,

ou",
-=

8015 On..
cativalth poh ov.8021

08040 off.. .1 amen, reafth precirtaxam
8050 Nursing and pinali

I-h.
8060 Hourtill,
8071 MW-IWW--
8099 ft. haaccal --aa
Bill Ll serv-
82100 Eduunkrulaw,nal
8300 Socral-es
$600 Membamimp arparviabone
8911 Arch-unat W ang.neenng

8930 and
learis

8980 M-11a (-Wq



SCHEDULED
(Form 1120)

DeadertmenexattletTeenu
Imemal Revenue S.-

Capital Gains and Losses
To baffled with Forms 1120,1120-A, 1120-IC-DISC, 1120F. 1120-FSC,

1120-H, 1120L. 1120M, 1120-POL, 990-C, andcartaln Forms990-T

Short-term Capital Gains and Losses-Assets Held Six Months or Less
(a) KIM of am deac of=
(Edunpla= Of 71 1 c..)

(b) Dato -.I-
mo.. dary. In.)

(c) Date mid -
(mo.. day, yr.) (it) Gross .1. Wil.

OMB No 1545-0123

~ U086
Easplay. ld..~l- hounion

(a) cout la, othar burs,
of" expense of Ole

2 Short-term capital gain from installment sales from Form 6252, line 22 or 30
3 Unused capital loss carryloyer (attach computation) . . . . . . . . . . . . . . . . .

4 Net short-term ca pital gain or (loss) . . . . . . . . . . . . . . . . . . . . . . .

Long-term Capital Gains and Losses-Assets Held More Than Six Months

3

4

(f) Gun or on
((it)I- a))

6
. . . . . . . . .

7 Long-tem capital gain from installment sales from Form 6252, line 22 or 30. . . . . . . . . .

8 Net long-term capital pin or (loss) . . . . . I . . . . . . .

7

I

~ Summary of Parts I and 11

9 Enter excess of net short-term capital gain (line 4) over net long-term capital loss (line 8) . . . . . .

10a Net capital gain. Enter excess of net long-term capital gain (line 8) over net short-temil capital loss (line 4).
Is Fiscal year corporations that are using the alternartiVe method to compute tax, enter the net capital pin

for the period before 1987 . ... . ... .. . . . . . . . . . . . 1101, 1

11 Total of ines 9 and 10a. Enter here and on Form 1 120, line 8. page 1; or the proper line on other returns.
Note. If= exceed gains; Saff instructions on capital Imes for explanation of capital low carrybacks.

9

108

M
I I

NO,
Alternative Tax Computation for Calendar Year Corporations Only. Fiscal Year Corporations See the
Instructions for Forms 11 20 and I I 20A. (Forms I I 20-H and I 120-IC-DISC Filers Omit Part IV)

Form 1 120, line 30, page 1
12 Taxable income. Enter the amount from ~ ab Others-Ente, amount from the proper

line of other returns )
13 Not capital pin from line 10a . . . . . . . . . . . . . . . . . . . . . . . . .

14 Subtract line 13 from line 12 . . . . . . . . . . . . . . . . . . . . . . .

is Partial tax. Compute the I a Form 1120-In accordance with the instructions for Forms

,tax on line 14 as follows
1120

a
nd I 120-A, Tax Computation

b Others-In accordance with the tax computation instructions
for applicable retur

16 Enter28%of line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
17 Alternative tax-total of lines 15 and 16, If Ins than amount of tax figured by regular method, enter here

and on Forrin 1 120, Schedule J, line 3; or the proper line on other returns. Also check box for Schedule D. .

12

13

14

15

16

17]

2

Fair Papenwark Reduction Act Notice, me pap I of the Infractions fair Forms 1120 and 1120-A. Schedule D (Form 1120) 1986

SCh1d,l,D(Fo- 1120)1986

Instructions
(Sect,on refefe~ces are to the Otemal Revenue
Code.)
Purpose of Form
Schedule D should be used by a t-1 liver who
files either Forms 1 120. 1120 A. I I 20-IC-DISC
,120F.1120FSC.1120H.1120L. 20M.

20 POL. 990 C. or certain Forms 990-T, to
report sales or exchanges of capital assets Sale,0,

exchanges of property other than capital
anets-ducing property sedm a trade or
'business. involuntary conversioris (other than
casuner:lffies or thefts) gain from the disposition of

st in oil, gas, or geothermal property. and
the section 291 adjustment to section 1250
gainsrd L=d rb.e~reiporled on Form 4797. Gains,

F Sales of Exchanges of Assets
Used in a Trade or Business and Involuntary
Conversions, See the instuct,ors for Form 4797
for more

inf
rmat,on.

If property is involunta,dy converted because

of
a casualty or thelt. use Form 4684. Casualties

and Thefts.

Alternative Method of Computing Tax
..Repealed

The alternative to, has been repealed for far
years beginning after 1986. Cenain transitional
rule' apply to to, beg Im 1986 andn 1 7 For = that
end 1 91 . nI.mmi including the
computation that fiscal year -~~rahona should
,se.,"llemstucturnsforF., 1120.010the,
appl cable form,

Parts I and 11

Generally. a colpo,ation should report sales and
uchanges, including like kind" e,changu,'an

though there is no gain of to,,. No Insm
allowed for a wash sale of

stock or
aticulilie, or

from a transaction between related persons.
(Sections 1091 and 267.)

In Part 1, report the sale or exchange of
capilail infels held 6 month, In len. In Part 11.
report the sale or exchange of capital assets held
more than 6 months.
What are Capital Astias-Each item of
property the corporation held (whether or not
connected with its trade or business) is a capitala

p
I11t "Acs's2s: that can be

I
'nventorieci or property

held mainly for jaze 1. customers
2. Depreciable or real property used in the

trade or business.
3. Certain copyrights; literary, musicisI, or

artistic compositions: letter,
or

memorandums; or similar property.

4.

Accounts

or notes receivable acquired in
the ordinary

c"rse,f
trade o business

for se,vices rendered
0,

from ;he
sale

of
property described in

1
above,

5. A U,S. Government publication (including
the Congressional Record),geceived from
the Government or any of agencies in

amanne, other than by buying it at the price
offered for public sale, which is held by a
taxpayer who received the publication

orby a second taxpayer in whose hands
I
he

basis I the publication,s determined, for
pu,po"s of determining gain from a sale
or exchange, by referring to its basis in the
hands of the first taxpayer.

Exchange ol:;Ilke.kind" property.-Report the
exchange of' Ike kind"

property of,
Schedule D

or o In 4797, whichever applieso. The
ration must report it even though no gain of

loss is re,coginized when business ormy,estment
property Is exchanged for property of "like
kind " (This does not include stock in trade or
,the, property held primanly for sale. It also does
not include slocks. bonds, notes. cho- in
action, certificates

of
trust 0, berieficial interest,

other secur,lies or -den- ofmclebtedriess or

Interest. or transfers made generally after March
31. 1984.fo-telestsm a partnership.)if

Schedule Ds used.,denldy in column 0),he
property disposed of. Enter the dated as

acquired in column (b). and the date,t was
e1chxnge~mco~urnn((c).W,,te lkekind
exchange incolInn

In
d). Enter the cost or other

bas,sincol,mn(~).Ente,ze,oincolu,n(f).,

Special Rules for the Treatment

of Certain Gains and Losses

Note: Formor-fornuation, get Publication
544, Safes ind Other Vispinitions of Assets, and
Publication 542; To, Infonmation on
Corporations.
9 Gains and losses on sarction 1256 -
contracts and stnuddleL ;;c-Ue Form 6781.
Gains and coses From tion 1256 Contracts
and Straddles. to,epool gains and losses from
section 1256 contracts and straddles.
0 Gain or loss an certain short-term Federal.
state and municipal obligations. -Such
oblbi~trons are treated as capital assets in
determining gain or loss. On any gain realized, a

po
tion is treated as ordinary income and the

balancers considered as a short-term capital
gain, See sdction 127 1.
0 Gain from Installment sales.-If property is
sold at a gain this year and the corporation is to
receive any payment in a late, tax year, it must
use themstallment method and file Form 6252,
Computation of Installment Sale Income.

Also

use Form 6252 if a payment is received in 1985
from a sale made in an earlier year on the
installment b sos.However.

the corporation may elect out of
themstallment method by doing the following on
a timely filed return (including extensions):

I . Report the full amount of the sale on.
Schedule 0.

2~ If the corporation received a note oi, other
obligation and is reporting it at III than
face value (includingall contingent
obligations), state that fact in the margi n
and give the percentage of valuation.

0 GaIrforlossonarroptiontoloulyorsell
property. -See sections 1032 and 1234 for the
rules that apply to a purchase, or grantor of an
option.

0 Glifirdirlonfrorn-hertsalitel
property.-Repirl the gain or loss to the extent
that the property used to close the short sale is
consid ~ed a capital asset in the hands of the
taxpay:

from U0 Gains and loans of foreign citud-ration
, 11, porithen of Investment 1. .1tudsurnin .:I,

property.-Froingn corporations are
required to report gains and losses from the
disposition of U.S real property interests. Sao
section 897 for tietails.

0 Gains on certain Insurance property-
Form I 120L filers with gains on property held on
December 31, 1958, and certain substituted
property acquired after 1958 should see section
8 18(ri)

0 Loss from the sale or exchange of an
insurance company's capital anets.-Report
the loss if the assets enne sold or exchanged 10
get funds to meet abnormal insurance

Jones if

an insurance company is III under section83
1 anon, retooling a In on Schedule 0. also

a
ho jimm

ch a schedule lar to Schedule C of Form
I 120M. If an insurance companyo, taxed under
section 82 1. all references to line numbers on
Form 1 120 are to be considered as referenceti to
the a ppropriate line on Form I 120M.
0 Lou from securities that are capital astraft
that b-dity. worthin. during the year.-
Except for securities held by a bank, treat the
,loss asL;ap,trjI loss as of the last day of the to,dar, I

on 582 fcothe,uleson the
treatment MI stelc

u
Win held by a bank.)

page 2

0 Nonrecognition of gain con Ole of stock to
anESOP.-S~s~tionIG42fw,ulesu,der
which a taxpayer may ele,cl not to recognize gain
f~omthe~leoice,tainstmktoanemployed,
stock ownership plan (ESOP)

0 Disposition of market discount bends.-
See section 1276 for rules on the disposition of
any market discount bonds that were issued
after Jul! 18, 1984.

How To Determine the Cost
or Other Basis of the Property
In determining gain or loss, the basis of property
will generally beds cost (section 10 1 2). The
exceptions to the general rule are provided in
sections contained in subchapters C, K. 0. and P
of the Code. For example. if I he torpriation
acquired I he property by dividend, liquidation of
a corporation. transfer from a shareholder,
reorganization ,cmtItb.fior.Ig.ft.beq-t.
bankruptcy. ta,.f,ee exchange. involuntary
conversion. or wash sale of stock, see sections
301 (or 1059).334,362 (or 358),1015.1014.
372 (or 374), 1031, 1033. and 109 1.
respectively. Attach an explanation it the
cooolartion uses a basis other than actual cash
cost of the property.

If the corporation is allowed a charitable
contribution deduction because it sold property
to a charitable organization. figure the adjusted
basis for determining gain from the sale by -
dividing the aryountneahzed by the fair market
value and multiplying that result by the adjusted
basis.
Capital Losses.-The amount of capital losses
allowed may not be more than capital gains A
net capital loss may be carried back 3 years and
forward 5 years as a short-term capital loss. '
Carry back a capital loss to the extent it does not
increase or produce a net operating loss in the
tax year to which it is carried. Foreign
expropriation capital losses may not I>e carried
back. but may be carried forward 10 years
instead of 5. A net capital loss for aegulated
investment company may be carried forward 8
years instead of 5.
At-risk limitations (section 465).-If the
corporation sold or exchanged an asset used in
an activity to which the al-rulknules, apply,
combine the gain or Ins on the sale of exchange
with the profit or loss from the activity. If the
result a a net loss from the activity, it may be
subject to the at risk rules

Part I II-Summary of Parts I and I I
If the net long term capital gain is more than the
net short term capital Ion. there is a net capital
gain. In that case. the corporation may want to
complete Part IV to determine if the rnulting
alternative to, is less than the to, figured using
the regular method.

Part IV-Aiternative Tax
. Computation

9 Forms 1120 Hand 1120-C-OISCtil-mit
Part IV.
0 Form 1120L f,le,s should see Form 1120L
instructions before figuring the alternative to,.

In figuring the alternative tax. do not refigure
deductions limited by the amount of taxable
Income (such as contributions and the special
deductionsm Schicluke C of Form 1 1 20).

If the alternative Ia. amount on line 17 is less
than the to, figured by the regular method, enter
the amount of alternative tax on Form 11 20.
Schedule J. line 3: or the proper line or, other
returns. Also check the box for Schedule D.

If there is a net capital gain. the corporation
may be liable to, minimum to.. See Form 4626,
Computation of Minimum Tax-Corporations,
for more information.



,_ 1120F
Devertment of the Treasury
Internal Revenue Sere6ce . year begurning

U.S. Income Tax Return
of a Foreign Corporation

For calen at year 1986 or other
1986, and ending .19

DaysNo 1545 0126

11986
Exhale", iderhificabou, narele.

Ch.k

.

if hure M. taxien a charl, in

add,,. ftt~ the on-.. year ra. n

Note: Complete Sectrim Ito compute tax on income from U.S. sources that is NOTeffectively carmex,fed with the conduct ofa trade or business in the U.S.

Complete Section If to compute tax or; income effectively connected with the conduct of. trade or business in the U.S.

Corporatiorn, having only income that is NOT effectively connected need file only pages I and 2.

A Country of incorporation _ ~ ~ ~ ~ ~ --------------------------------

9 Foreign country under whose laws the income reported on this return is

subjectitotax .......................... __--------------_

C Date incorporated . _ ~ _ ~ _ ~ .... ...............................

D The corporation's books are in care of . ----------------__-------

located at __-----------------------------

E Were you at any time during the tax year engaged in a

trade or business in the U.S.? . . . . . . . 0 Yes 0 No

F At any time during the tax year, did you have a perma-

nent establishment in the U.S. for purposes of applying

section 894(b) and any applicable tax treaty between the

U.S. and a foreign country? . . . . . . . . . . El Yes ON.

If 'Yes," mine the foreign country ...........

.....

G (1) Did you at the end of the tax year own. directly or

indirectly. 50% or more of the voting stock of a U.S.

corporation? (Fix rules of attribution. we section 267(c).) 0 Yes El No

If "Yes." attach a schedule showing: (a) name. address, and identifying

number, (b) percentage owned, (c) ramble income or (loss) before NOL

and special deductions from line 28, page 1, Form 1120, for the tax year

ending with or within your tax year, (it) highest amount owed by you to that

(2) Did any corporation, individual, partnership,
trust, or association at the end of the tax year own,
directly

or
indirectly, 50% or more of you, voting

stock? (For rules of attribution, we section 267(c).) 0 ins El 0

11 "Yes," attach a schedule showing: (a) name, address, and
identifying number. (b) percentage owned: and
(c) Enter the highest amount owed by you to that owner during the

year le~ -----------_--------------- _ ..............

(it) Enter the highest amount owed to you by that owner during the

Yes, I-------- ..................................

Note: For purposes of G(I) and G(2), "highe,st amount owed"

includes loans and accounts receivablelpayable.

IN Have you filed a U.S. income tax return for the

preceding tax year? . . . . . . . . . . . 13 Yes El No

I If you had an agent in the U.S. at any time during the year, enter:

Kind of agent _ ------------- ------_-_-----------------

Name -------------------------------------------

Address --------------------------------------------

J Are you a foreign personal holding company under

section 552? . . . . . . . . . . . . . 0 Yes 0 No

If "Yes," has Form 547

1

been filed? (Sec. 6035) 0 Yes 0 No

K Are you a personal holding company? (See Schedule

corporation during the year. and (e) highest amount owed to you by that
PH (Form 1120).) . . . . . . . . .I

-HY

0

H

cor n

poratio cluringtheyear.
, It'.

you a controlled foreign corbor ion? (Sec. 957) Y ., 1

I Tax from Section I (line 10. page 2) . . . . . . . . . . . . . . . I

.Schedule J-Tax Computation page 5)2 Tax from Section 11 (line 8 . . . . . . . . 2. . . .,,

3 Personal holding company tax (attach Schedule PH (Form 1120)) . . . . . . . . . . . . . . . . 3

. . . . .4 Minimum tax (Form 4626) . . . . . . . . 4
. . . . . . . . . . . . . . . .

5 TOTAL ta-Add lines I through 4 . . . . . . . . . . . . . . . . . . . 5

6 Crexills, a Overpayment from 1985 allowed as a credit . . .

ib 1986estimated tax payments . . ~ .

c Less refund of 1986 estimated tax applied for on Form 4466 1(

4 Tax deposited with Form 7004 . . . . . . . . . . .

1

a Credit from regulated investment companies (attach Form 2439) ~ . .

t Federal tax on gasoline and special fuels (attach Form 4136) . . . . . . . . .

g U.S. income tax paid or withheld at the source (add line 11, page 2, and amount from

Form 8288 A (attach Form 8288-A)) . . .

.7 Total (add lines Sa throu h 6 ) ~ . . . . ,. . . . . . . . . . . . . . . .g g . .

TAX DUE (subtract line 7 from line 5). See instruction C3 for method of payment . . . a I

OVERPAYMENT (subtract line 5 from line 7) . . . . . . . . . . . . . . . . . . 910

Enter amount of line 9 you want: Credited to 1987 estimated tax Ile, 1 R. 10

under Whalties of pernY. i declare that I- exa,ronevo thise-h-lu,fing aceahiply,lg sch"11-ho Statenients, aM tothe of my knivelexig-M

Please telwi,n is ri.e.-. am oaniplat,, Declaration of prepare, (atha,rtlun t,.Wyer),s bawo an thnform,bon of which pre,oe, he, any showetre,

Sign
Here Sqnature of ni,er Date Title

Reper.,
Data kitIt- Pre".1174,11 ionyho.

Paid
li,

,gaeture

sai,

employed I-

jTe
11

E.I. No. ll-f ,
yaus.

f
am,".)

.. eamex, zlpc.. 0.

For Paperwork Reduction Act Notice, we page I of the hestructions, For. 1120F (1986)

For. 112OF (1986) page 2

SECTION I.-Incom* From U.S. Sources That Is NOT Effectively Connected With the Conduct of a Trade or Business
the U.S.-See Instructions

11 you are required to complete Section 11 or are using the form as a claim for refund of tax withheld at the wurce, include in this section
ALL income from U.S. sources that is NOT effectively connected with the conduct of a trade or business in the U.S. Otherwise, you may
include only those items of income on which the U.S. income tax was not fully paid at the source. The rate of tax on each item of income
listed below is 30% unless limited by tax treaty. Fill in treaty rates where applicable.

Name of treaty country, if any life,

Natun, of -rve A-.. Rate of No Anhountof tax Amou, ofUSAncohetau
law:1 a, exthheld at the saime,

I Interest (see instructions) .. . . . .

2 Dividends . . . . . . . . . . .

3 Rents .. . . . . . . . . .

4 Royalties . . . .. . . . . . .

5 Annuities . . . . . . .
6 Gains from dispowl of timber, coal, or

domestic iron ore with a retained

economic interest (attach statement of

details) . . . . . . . . . . . .

7 Gains from sale or exchange of patents,
copyrights etc, .. . . . . . . . .

8 Fiduciary distributions (attach a
statement showing the kind of income
and rate) . .. . . . . . .

9 Other fixed or determinable annual or
periodic income:

------- I -------- .........................

-------------------- . ..............

---------------------- __ ...........

................... ............

----------------- ..........

............. --------

.................. - -------

10 Total-Enter here and on line 1, page 1

11 Total-Enter here and as part of line 6g, page I . . . . . . . . . . . . . . . . - NO- I



F- 112OF (1996) page 3

SECTION [I.-Income Effectively Connected With the Conduct of a Trade or Business In the U.S.-See Instructions

IMPORTANT-Fill in all applicable lines and schedules. If you need more space, see instruction BW

I a --- Its Lass returns and allwances Balance 111~ Ic
2.Cost of goods sold and/or operations (Schedule A) . . . . . . . . . . . . . . . . 2
3 Gross profit (subtract line 2 from line 1c) . . . . . . . . . . . . . . . . . . . 3
4 Dividends (Schedule C, line 11) . . . . . . . . . . . . . . . . . . . . . . 4

E 5 Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . .or 5

6 Gross rents . . . . . . . . . . . . . . . . . . . . . . . . 6

-E 7 Gross royalties . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

8 Capital gain net income (attach Schedule D (Form 1120)) . . . . . . . . . . . . . 8
9 Net gain or (loss) from line 17, Part 11. Form 4797 (attach Form 4797) . . . . . . 9

10 Other income (see instructions-attach schedule) ... . .. . . . . . . . . 10
I I TOTAL income-Add lines 3 through 10
12 Compensation of officers (Schedule Q. Deduct only amounts connected with-U.S. business. _12-
13 a Salafies and wages _ _ ~ _ ~ ~ ~ ~ ------- ~ 13b Lessjobscredit ... *______:__ ....... Balance 10- 13c

14 Repairs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14

15 Bad debts (Schedule F if reserve method is used) . . . . . . . . . . . . . . . . 15

16 Rents . . . . . . . . . . . . . . . . . . . . . . . . . . -16

17 Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17

18 Intere,st . . . . . . . . . . . . . . . . . . . . . . . . . I . . .
. 18

19 Contributions (see instructions for 10% limitation) . ... . . . . . . . . . . 19

200 20 Depreciation (attach Form 4562) . . . .
. __K021 Depreciation claimed in Schedule A and elsewhere on return 21

'cs 22 Balance (subtract line 21 fro. line 20) . . . . . . . . . . . . . . . . . . . 22

a 23. Depletion . . . . . . . . . . . . . . . . . . . . 23

24 Advertising . . . . . . . . . . . . . . . . . . . . . . . . . . . . _~4

25 Pension, profit-sharing, etc., plans (see instructions) . . . . . . .
.

26 Employee benefit programs (see instructions) . . . . . . . . . . . . . . . . . _L6

27 Other deductions (total from page 5) . . . . . . . . . . . . . . . . _L7_
28 TOTAL deductions-Add lines 12 through 27 and enter here . . . . 28

29 Taxable income before net operating loss deduction and special deductions (subtract line 28 from line 11) 2
30 Less: a Net operating loss deduction (see instructions ~ttachschedule) 30a I I

~b Special deductions (Schedule C, line TZ) . . .
.

~-Ob I 1 30
31 Taxable income or (loss) (subtract line 30 from line 29) . . . ... . . . . . . . . . 31 1

Schedule A.-Cost of Goods Sold and/or Operations (see Instructions)

I Inventory at beginning of year . . . . . . . . . . . . . . . . . . . . . . . .

2 Purchases.. . . . . . . . . . . . . . . . .

3 Costoflabor . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4 Other costs (attach Schedule) . . . . . . . . . . . . . . . . . . . . .

5 Total-Add lineS 1 through 4 . . . . . . . . . . . . . . . . . . . . . . . .

6 Inventory at end of year . . . . . . . . . . . . . . . . . . . . . . .

7 Cost of goods sold-Subtract line 6 from line 5. Enter here and online 2, Section 11
8-a Check all methods used for valuing closing inventory:

(l) 0 cost
00 D Lower of cost or market as descrit,ad in regulations section 1.471-4 (see instructions)

2

4

(X) 0 Writedown of "subnor met" go~cls as described in regulations Section 1.47 1.2(c) (see instructions)
00 El Other (Specify method used and attach explanation.) 10 ..... .......... .......................

b Check if the LIFO inventory method was adopted this tax year for any goods . . . . . . . . . .
If checked, attach Form 970.
If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of closing
inventory computed under LIFO. . . . . . ec:. . . . . . . . . . . . .

d If you are engaged in manufacturing did you value your inventory using the full absorption method
(regulations sex:tion 1.471-11)? . . . . . . . . . . . .. . . . . . . . . . . . . . . . (--]Yes ON*

e-Was there any change in determining quantities, cost, or valuations between opening and closing
inventory? . . . . . . . . . . . . . . . . . ... Dies ONo
If "Yes. " attach explanation:

F- 112OF(1986)

Schedule C-DivIdends and Special Deductions (see Instructions).

I Domestic corporations subject to the Section 243(a) deduction

2 Debt-financed stock of domestic and foreign corporations . . .

3 Certain preferred stocks of public utilities . . . . . . .

4 Foreign corporations and certain FSCs subject to the Section 245(a) deduction

5 Total-Add line,s 1 through 4, column (c). See instructions for limitation

6 Deduction for dividends paid on certain preferred stocks of putil

ic

utilities
(see instructions) . . . . . . . . . . . . . . . . . . .

7 Other dividends from foreign corporations . . . . .

8 Foreign dividend gross-up (section 78) . . . . . . . . . . . .
Taxable dividends from an IC-DISC or former DISC not included in line I
and/or line 2 (section 246(d)) . . . . . . . . . . . . . . .

10 Other dividends . . . . . . . . . . .. . . . . . . .
I I Total dividends-Add lines I through 10, column (a). Enter here and on

line 4, Section 11, page 3 . . . . . . . . . . . . : . .

12 Total special deductions-Add lines 5 and 6, column (c). Enter here and
on line 301b, Section 11, page 3 . . . . . . . ... . . . . . .

(a) Ddedd
Raoe~

Page 4

(b) I (Ct Special Dedwxm,
% ' (Muckply (a) by M)

See
I off t

see
Irs.

t

ns : ,t

-SI .:Ot .

Schedule E.-Compensation of Officers. Complete Schedule E only If your total receipts (line la plus lines 4 through
10, of Section 11, page 3) are $150,000 or more (see Instructions)

Name of off-r (b) Stxf~-,tym P-em of "..

d-ted to
-irl-

Percent of
,t.k

d C.-

o,po-
-n. (f) A, mt of

com""'d-

Total compensation of officers-Enter here and on line 12, Section 11, page 3 . . . . . . . .

Schedule F.'-Bad Debts-Reserve Method (see Instructions)

Year
(b) Trad, m- - -wnls

...1cle --ndim JC) Sal" o' Amox.nt,ocleator- (f) Amoum, (a) R-- 1. sadl,
.1 erx! .1 y_ (df current ye,r's-w R.-es

C.T.Vtr-
debt, .1 .. 0 y...

1081
1982
1983
1984
1985
1986



F- 112OF (1986)

Schedule J.-Tax Computation (see Instructions)

I Check if you are a member of a controlled group (we sections 1561 and 1563) . . . Bi- El
2a ll line 1 is checked, see instructions and enter your portion of the $25,000 amount in each taxable income

bracket: (i) $ .... ........... 00 $ ~ --------------_ 00 $ ............... _ 00 $ -----------------
b If your tax year includes July 1, 1987, enter your share of tax bracket amounts

N $ --- ------------- 00 $ .................
3 Income tax (see instructions to figure the tax: enter this tax or alternative tax whichever is less). Check

if alternative tax used 0- D . . . . . . . . . . . . . . . . . . . . . . . .
4a Foreign tax credit (attach Form 1118)

. . . .

.

.

4a 1
b Credit for fuel produced from a nonconventional source. . . . 4b

4cc Orphan drug credit (attach Form 6765) . . . . .
ms are

d General business credit. Enter here and check which f r
attached: El Form 3800 El Form 3468 El Form 5884

0 Form 6478 E) Form 8007 El Form 6765 04dd
El Form 8586

5 Total-Add lines 4a through 4d . . . . . . . . . . . . . . . . . . . . . . .

11
6 Subtract line 5 from line 3 . . . . . . . . . . . . . . . . . . . . .

8 Total tax-Add lines 6 and 7. Enter here and on line 2. paRe I . . . . . . . . . . . .

Other Deductions

uplamr-

................. --_- -------------
................. ---------
........................ __ ---------
.................. - ------------------
............................. _ ------
------------ --------------

Additional Information Required
M Business description (see page 12 of instructions)

(1) Business code number . ~ ---------
(2) Principal business activity ....__

--............... ------- I I ..
------------------- ...........
............... .................

.....................

............... - ---

......... ............
------------- I .......

(3) Principal product or sem.me

............. I ...................
---- 11 ---------------_-------
............. -------------------

-- ----------------
.....................

---------------------

... -------------------- ..............

-------------------------- I ............
.............. --11 ............

TOTAL-Enter here and on line 27, page 3

Pap 5

yes No
N Did you claim a deduction for expenses connected with:

(1) Entertainment facility (boat, resort, ranch, etc.)? .
(2) Livingummmodations(ex"ptforemploymonbusinm)?
(3) Employees attending conventions or meetings outside

the North American area? (See section 274(h).) . .
(4) Employeesfarmilies at conventions or meetings? .

If "Yes," were any of these conventions or meetings
outside the North American arm? (See section 274(h).)

(5) Employee or family vacations not reported on Form W.V.
0 During the tax year was any part of your accounting/tax

records maintained on a computerized system? . . .

P Check method of accounting: (1) E] Cash (2) 0
(3)_[]_ Other (specify) 10.

Accrual

F- I 12OF (1986)

Schedule L-Balance Sheets
ASSETS

I Cash . . . . . . . . . . . .
2 Trade notes and accounts receivable

a Less allowance for bad debts.
3 Inventories . . . . . . . . . .
4 Federal and State government obligations
5 Other current assets (attach schedule) .
6 Loans to stockholders . . . . . . .
7 Mortgage and real estate loans . . . .
8 Other investments (attach schedule) s
9 Buildings and other fixed depreciable a sets

a Less accumulated depreciation . . .
10 Depletable assets . . . . . . . .

a Le's accumulated depletion . . . .11
Land (net of any amortization) . . . .

12 Intangible assets (amortizable only) . .
;tLeSS accumulated amortization . . .

13 her assets (attach schedule) . . . .
14 Total assets . . . m * 4 w 4 w 4

LIABILITIES AND STOCKHOLDERS'EQUITY
15 Accounts payable . . . . . . . .
16 Miles., notes, bonds payable in less than I year
17 Other current liabilities (attach schedule)

I
Lmns from stockholders

I sitiles., notes, hands payable in I year or wre.
20 Other liabilities (attach schedule) . . .
21 Capital stock: a Preferred stock . . .

b Cornmonstock . . .
22 Paid-in orcapital surplus , . . .
23 Retained eami~gs-Appropriated(attxhxW~le) .
24 Retained earnings-Unappropriated . .
25 Less cost of treasury stock . . . . .
26 Total liabilities and stockholders'equity

(.I (b) W

p~

Pw 6

(d)

...

Schedule M.I.-Reconcillation of Income Per Books With Income Per Return. Do not complete this schedule If your
total assets (line 14, column (d), above) are less than $25,000.

I Net income on books . . . . . .
2 Federal income tax . . . . . . . .
3 Excess of capital losses over capital gains
4 Income subject to tax nut recorded on books this year

(itemize) ..............................

--------------------------------------5 Expenses recorded on books this year not
deducted in this return (itemize)
& Depreciation . . . $
b Corrhibutionsemyover . $

7 Income recorded on books this year
not included in this return (itemize)
a Tax-exempt interest $_
................ -------------- -.

8 Deductions in this tax return not charged----- -----------------------------
against book income this year (itemize)
a Depreciation . . .$_
b Contributionaurryover . $
------ I ............................
.............

fin 7 an~ -i
-------------9 To" O' as

- ---------
6 10 Income 11:ne 29 mefifessli.0. . .

Schedule 101-2-Analysis of Unappropriated Retained Earnings Per Books (line 24 above). Do not complete this
schedule If your total assets (line 14, column (d), above) are less than $25,000.

1 Balance at beginning of year . . . . .
2 Net income on books . . . . . . .
3 Other increases (itemize) .....

.........

4 e;; ' . . .- --------- F_
U- 3 - GOVRRNNENr PRINTIM O"ICE ; 1987- 4 9 3 - 1 8 6 / 0

1300-Mg of W Year Ed .1

5 Distributions: : Cash . . . . .
Stock . . . . .

c Property . . . .
6 Other decreases (itemize) ...........

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



U86 Deliartment of the Treasury
Internal Revenue Service

Instructions for Forml 120F
U.S. Income Tax Return of a Foreign Corporation
(Section references are to the Internal Revenue Code, unless otherwise noted.)

Items You Should Note
The Tax Reform Act of 1986 made several
changes to the way corporations compute
their taxable income and their income tax.
These changes affect calendar year 1986
tax returns, fiscal year 1986-1987 returns,
and calendar year 1987 returns. Pages 7.
8, and 9 list thew qharyges by tax year
involved. The changes for 1987 are to be
used viften computing your estimated tax.

Paperwork Reduction
Act

Notice
We ask for the information tocarry out the
Internal Revenue laws of the United States.
The information is used to ensure that
taxpayers are complying with these lam
and to allow us to figure and collect the
correct amount of tax. You are required to
give us this information.

General Instructions
A. Purpose of Form
Form 11 20F is used to report a foreign
corporation's income. deductions. credits,
and tax to the United States. If a refund is
due, Form 11 20F may be used to claim it.
B. Filing the Return .
1. Who Files Form I I 20F.-Except for
corporations described in instruction B2
every foreign corporation must file this fl~lrn
if. during the tax year, it din any of the
following:

e Had income from any U.S. source.
e Engaged in a trade or business in the

U.S., whether or not it had income from
that trade or business.

a Had tax preference items, as described
in section 57, that affect the corporation's
Fornputation of its unrelated business
mconne.

a Overpaid income tax that it wants
refunded.

The foreign corporation must file Form
11 20F even if its income is tax-exempt
under an income tax treaty or Code section.

The Mexican or Canadian branch of a
U.S. mutual life insurance company must
life For. 1120F on the same basis as a
foreign corporation if the U.S. company
elects to exclude the branch'

s
income and

xpenses from its own growncome.
A receiver, assignee, or trustee in

issolution or bankruptcy must file Form
1 120F if that person has or holds title to
virtually all of a foreign corporation's
property or business. Form 11 20F is due

Z
hether or not the property or business is
ing operated.
An agent in the U.S. must file the return

if the foreign corporation has no office or
place of business in the U.S. when due.

Consolidated returns.-A foreign
corporation cannot belong to an affiliated
group of corporations that files a

consolidated return. An exception is made
for some Carindian and Mexican
subsidiaries n aintained solely to own and
operate prope ty under Canadian or
Mexican law.
2 Who Does Not File Form 1120F.-A
f~reign corporation does not need to file
Form

1
120F in any of the following cases:

* It did not engage in a trade or business
in the U S. during the year, and its full U.S.
tax was withheld at the source.
. It is a beneficiary of an estate or trust

engaged in a trade or business in the U.S.,
but would itself otherwise not need to file .
. It file. Farm I I 20L, U.S. Life .

insurance Company Income Tax Return a,
a foreign life insurance company or Fonin .
1120M, U,S. Mutual Insurance Company
Income Tax Return, as a foreign mutual
insurance company.

s filed Form 8279, Election To Be
It ha~'s a FSC or as a Small FSC. TheseTreated

corporations must file Form I 120-FSC.
U.S. Income Tax Return of a Foreign Sales
Corporation.
3. Foreign bovernments.-Foreign
governments are generally not taxed on
investment income from U.S. sources.
Income firr certain "commercial
activities, however, is taxable. For rules,
definitions, and examples. please see section
892 and regulations section 1.892- 1.
4. Dispositions of U.S. Real Property
Interest by a Foreign Corporation.-A
foreign corporation that disposes of its U.S.
real property interest must treat the gain or
loss as income that is effectively connected
with a U.S. trade or business, even

if
the

corporation is not otherwise engaged in a
U.S. trade or business. This income must be
reported in Section 11 of Form 11 20F and
must be reflected on Schedule D (Form
1 120), Capital Gains and Losses.

If you have had income tax withheld on
Form 8288-A, Statement of Withholding on
Dispositions by Foreign Persons of

U.S

'Real Property Interests, include the amount
withheld as part of line 6g, page 1.

U.S. real property Interest.-Generally,
U.S. real property interest is an interest in
real property located in the United States.
See section 897 for further details.
5. When To File.-Corporations that do not
maintain an office or place of business i

.
n

the U.S. have until the 15th day of the 6th
month after the end of their tax year

to
file

Form 11 20F. They may use Form 7004.
Application for Automatic Extension of Time
To File Corporation Income Tax Return, to
request an automatic 5-month extension of
time to file. However, this extension does
not extend the time for payment of tax.

Corporations that maintain an office or
place of business in the U.S. have until the
15th day of the 3rd month after the end of
their tax year to file Form I 120F.

I
I the- corporations elect underregulations

section
I
.6081-2(a) an

automatic 3-month extension of time to file,
they are not to

use
Form 7004. If a 6-month

extension is anticipated, these corporations
should file Form 7004 by the 15th day of
the 3rd month following the close of the tax
year. However, this extension does not
extend the time for payment of tax .

Period covered.-File the 1986 return
for calendar year 1986 and fiscal years that
began in 1986 and end in 1987. If the
return is for a fiscal year, fill in the tax year
space at the top of the form.

Change In accounting period.-To
change your accounting period, see
regulations section 1.442-1 and Form
1128, Application for Change in Accounting
Period.

Final return.-If the corporation ceased
to exist during the tax year, write "Final
return" at the top of the form.
6. Address.-The address used on the
return should be the location of the books
and records used in the preparation of the
return. For foreign corporations engaged in
a tradif or business in the United States,
this will generally be S. address.
7. Where To File.-;iUle For. 1 120F with
the Internal Revenue Service Center,
Philadelphia, PA 19255.
B. Other Forms, Schedules, and
Statements That May Be Required.
(a) Forms. The corporation may also have
to file other forms.,A partial list includes:

For. 5471-Information Return with
Respect to a Foreign Corporation. This form
is filed by certain officers, directors, or U.S.
shareholders of certain foreign corporations.

Form 54172-Information Return of a
Foreign Owned Corporation. A foreign
corporation that is engaged in a trade or
business in the United States and is
controlled by a foreign person may have to
file Form 5472.

Form 1042S.-Foreign Person's U,S.
Source Income Subject to Withholding. This
form is used to report income payments
that are subject to withholding and the
amount of tax withheld.

For. 1042-Annual Withholding Tax
Return for U S

'
Source Income of Foreign

Persons, is used to report withholding tax
and to transmit Form 1042S.

Form 1096-Annual Summary and
Transmittal of U.S. Information Returns.

Form 1098-Mortgage Interest
Statement, is used to report the receipt from
any individual of $600 or more of mortgage
interest in the course of the corporation's
trade or business for any calendar year.

Forms 1099-DIV, INT, MISC. and R.-
Some of the information returns thatmust
be filed to report certain payments, such as
dividends and interest. For more
information, see Form 1096.

Schedule PH (Form 1120).-
Computation of U.S. Personal Holding
Company Tax. Attach to Form 1 120F if the
foreign corporation is a personal holding
company (section 542) but not a foreign
personal holding company (section 552).

Form 4626-Computation of Minimum
Tax-Corporations. Attach to Form I 1 20F
if the corporation has either more than
$10,000 in tax preference items (whether
or not it has minimum tax) or minimum tax
liability deferred from an earlier year.

Form 5713-finternational Boycott
Report, For persons having operations in or
related to 'boycotting" countries. In .
addition. persons who participate in or
cooperate with an international boycott may
have to complete Schedule A or Schedule B
and Schedule C of Form 5713 to compu!e
their low of the following items: the foreign
tax credit, the deferral of earnings of a
controlled foreign corporation, IC-DISC
benefits, and FSC benefits.

Form 8264-,Application for
Registration of a Tax Shelter. Used by tax
shelter organizers to register tax she!ters.
with the IRS, for the purpose of receiving a
tax shelter registration number.

FormB271. I Investor Reporting of Tax
Shelter Registration Number. Used by
taxpayers who have acquired an interest in
a tax shelter, hich is required to be
registered, to repoq~the tax shelter's
registration nUrIbber. Form 8271 must be
attached to any tax return (including an
application for tentative refund (Form
1139) and an amended ret6m) on which a
deduction, credit, loss, or other tax benefit
attributable to a tax shelter is taken.

Form 8300.-Report of Cash Payments
Over $ 10,000 Received in a Trade or
Business. Generally, this form is used to
report the receipt of more than $ 10,000 in
cash or foreign currency in one transaction
(or in a series of related transactions). -
However, transactions that take place
entirely outside the U.S. are not reportable.
(b) Statements. I

Transfers to corporation controlled by
transferor.-If a person acquires stock or
securities of a corporation in exchange for.,
property, and no gain or loss is recognized
under section 35 1, the transferor and
transferee must attach the information
required by regulations section 1.351-3.

Statement In place of schedules..-If
the foreign corporation has no gross income
for the tax year, do not complete the For.
1 120F schedules. Instead, attach a
statement to the return.showing what types
and amounts of i

'
ncome are excluded from

gross income.
(c) Amended return.
To correct an error in a Form 1 120F already
filed, file an amended Form 1 120F and
write 'Amended~ across the top.
(d) Attachments.
Attach Form 4136, Computation of Credit
for Federal Tax on Gasoline and Special
Fuels, after page 6, Form 1 120F. Attach
schedules in alphabetical order and other
forms in numerical order after Form 4136.

In order to process the return, please
complete every applicable entry space on
Form I 120F. Please do not attach -
statements and write 'See attached" in lieu
of completing the entry spaces on Form
I 120F. I

It more space is needed on the forms or
schedules, attach separate sheets and show
the same information in the same order as
on the printed forms. Be sure to show
totals on the printed forms. Please use
sheets that are the same size as the forms
and schedules, Attach these separate
sheets after all the schedules and forms.
Also, put the corporation's employer
identification number (EIN) on each sheet.
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9. Signature.-The return must be ligned
and dated by the president, vice president.
treasurer, assistant treasurer, chief
accounting officer, or any other corporate
officer (such as tax officer) authorized to sign

A receiver, trustee, or assignee must sign
and date any return required to be filed on
behalf of a corporation.

If a corporate officer filled In Form
I I 20F. the Paid Preparer's space under the
'Signature of officer" should remain blank.
If someone prepares Form I 1 20F and does
not charge the corporation, that person .
should not sign. Certain others who prepare
Form 1 120F should not sign. For example,
a regular, full-time employee such as a
clerk, secretary, etc., of the corporation
does not have to sign.

Generally, anyone ho is paid to prepare
Form 1 120F must sign the return and fill in
the other blanks in the Paid Preparer's Use
Only area of the return. '

The preparer required to x4gn the return
MUST complete the required preparer
information and.,

e Sign it by, hand, in the space provided
for the p~~,;~rer's signature (signature
stamps or lables are not acceptable); and

* Give a copy of Forms I 12OF to the
taxpayer in addition to the copy filed withIRS.

Tax return preparers should be familiar
with their responsibilities. See Publication
1045

1
Information and Order Blanks for

Preparers of Federal Income Tax Returns,
for more details.
C. Figuring and Paying the Tax
1. Accounting Methods.-Taxable income
must be computed using the method of
accounting regularly used in keeping the
c rporation's books and records. In all
cases the method adopted must clearly
refleci taxable income. (See section 446.)

Unless the law specifically permits
otherwise, the corporation may change
fro. the method of accounting it used to
!eport taxable income in earlier years (for
income gls a whole or for any material item)
only by just getting consent on Form 3115.
Application for Change in Accodming
Method. Also see Publication 538,
Accounting Periods and Method . -
2. Gross Income.-For purposes of Form
I 120F. a foreign corporation is taxed only
on its gross income. That includes only:

e Gross income that is derived from
sources in the U.S. and that is not
effectively connected with the conduct of a
trade or business in the U.S. This income is
taxed at 30% or a lower treaty rate. Use
Section 1, page 2, Form I 120F, to report
this income and figure the tax on it.

a Gross inconnif, from any source, that is
effectively connected with the conduct of a
trade or business in the U.S. This income is
taxed at regular corporate tax rates. Use
Section 11, page 3, Form 1 120F, to report
this income and figure the tax on it.

To determine the source of income,
follow sections 861 through 864 and the
related regulations, except as tax treaties
provide otherwise.

Election
to treat real property Income

as effectively connected Income.-If a
foreign corporation has income from real
property in the U.S. or from an interest in
such property. the corporation may elect to
treat the income as effectively connected

with the conduct of a trade or business In
the U.S. Income affected by such an
election includes:

.

. Rents or royaltias from mines, wells, or
other nature, deposits; and

e Gain described in section 631(b) or (c).
To make the election, attach a statement

indicating that you are making it when you
file Form I 1 20F for the first year involved.
That year and each year the election
continues, use Section 11 to figure the tax on
this income. Also attach a schedule each
year, as described in regulations section
1.882-2. concerning the property or the
interest in the property.
3. Paying the Tax.-

A. Foreign corporations vvith no office or
place of business in the U.S. must pay the
tax due in full when they file their tax
return. but not later than the 15th day of
the 6th month after the end of the tax year.

The tax may be paid by check or money
order, payable to the Internal Revenue
Service, and sent to the Internal Revenue
Service Center, Philadelphia, PA 19255.
Note: Write the corporation's employer
identification number on all payments.

B. Foreign corporations with an office or
place of business in the U.S. must pay the
tax due in full when they file their tax
return. but not later than the 15th day of
.the 3rd rnonth after the end of the tax year.
Write the corporation's employer
identification number on all payments.

Also, foreign corporations with an office
or place of business in the U.S. must
deposit their income tax payments (and
estimated tax payments) with a Federal Tax
Deposit Payment Coupon (For. 8109). *

Make these tax deposits with a financial
institution qualified as a Depositary for .
Federal taxes or the Fed ralReserveBankor

Branch serving the geZraphic area
where the corporation is located. Do not
submit deposits directly to an IRS office,
otherwise the corporation may be subject to
a Federal tax deposit penalty. Records of
deposits will be sent to the IRS for crediting
to the corporation's account. See the
instructions contained in the coupon book
for more information.

. To get more deposit coupons, use the
reorder form (Form 8109A) provided in the
coupon book. If the corporation does not
have these coupons, it should contact an
IRS district office. .

,

For more information concerning
deposits, see Publication 583. Information
for Business Taxpayers.
Backup Withholding
If a person receives certain payments and
does not give the payor the correct
employer identification number, the payer
will withhold taxes from those payments. If
this type of withholding was withheld from
payments, the corporation should show!his
amount in the blank space in the right hand
column between lines 6 and 7, page 1, and
label the amount as backup withholding.
The corporation should then include the
a mount in the total for line 7.
4. Estimated Tax.-A corporation must
make e~tima~ed tax payments if it can
expect its estimated tax (income tax minus
credits) to be $40 or more.

Use For. 1120-W (WORKSHEET),
Corporation Estimated Tax. as a worksheet
to compute estimated tax.



If the corporation Overpaid estimated tax,
it may be able to get a %uick refund' by
filing Form 4466, Corporation Application
for Quick Refund of Overpayment of
Estimated Tax. The overpayment must be
both: (1) at least 10% of expected income
tax liability, and (2) at least $500. To apply,
file Form 4466 within 2% months after the
end of the tax year and before Form I 1 20F
is filed. See pages 8 and 9 for changes that
affect estimated tax for 1987.

D. Claim for Refund
If a foreign corporation has only income that
Is not effectively connected with the
conduct of a trade or business in the U.S.
and Form 1120F is being used as a claim
for refund. include all income from sources
in the U.S.. even though all tax on it vas
paid at the source.

If the refund results from withholding tax
at the source, attach a stlitement to Form
I I 20F. The statement should show:

• The amounts of tax withheld;
• The names and post office addresses

of withholding agents;,
The name in which the tax was

w
hhheld, if different from the taxpayer's

name; and .
* If applicable, enough information to

show that the taxpayer was entitled to a
reduced tax rate under a treaty.

L Penalties
Avoid penalties and interest by filing
correctly and paying the tax when due. The
corporation may have to pay the following
penalties unless it can show that not filing
or not paying was due to reasom ble cause
and not willful neglect. (These penalties are
in addition to the interest charge on unpaid
tax at a rate under section 662 1.)

e A corporation that does not file its tax
return when due (including any extensions
of time for filing) may be subject to

apenalty of 5% a month or fraction of a
month, up to a maximum of 25%, for each
month the return is not filed. (The penalty is
imposed on the net amount due.) The
minimum penalty for failure to file a tax
return within 60 days of the due date
(including extensions) is the lesser of the
underpayment of tax or $ 100.

e A corporation that does not pay the tax
when due may generally be subject to a
penalty of .5% a month or fraction of a
month, up to a maximum of 25%,.for each
month the tax is not paid. (The penalty is
imposed on the net amount due.)

* A corporation that does not pay the
proper estimated tax when due may be
subject to ah underpayment penalty. To
amid the estimated tax penalty, deposit at
least 90% of the corporation's tax liability.
See sections 6655(bX 1) and dX3).

If the corporation underpaid estimated
tax. attach Form 2220, Underpayment of
Estimated Tax by Corporation, to show how
the corporation figured the pe~alty or which
exceptions the corporation believes it meets.

If there is tax due on line 8, page 1,
include the penalty in the total. If there is a

F. Rounding Off
Money items may be shown on the return
and accompanying schedules as whole.
dollar amounts. To do so, drop any amount
less than 50 cents and increase any amount
from 50 to 99 cents to the next higher dollar
G. Overpaid Windfall Profit Tax
A corporation that has overpaid its windfall
profit tax may claim a credit on its income
tax return. Use Form 6249, Computation of
Overpaid Windfall Profit Tax, to figure the
credit. Include the amount of the credit in
the total for line 6e, page 1, Form 1 120F
and enter the amount of cred it in the
margin next to line 6e a nd identity it as
"merpaid windfall profit tax."
K Schedules L, M-1. and M-2
You may limit Schedules L, M. 1, and M-2 to:

The corporation's assets in the U.S. and
its other assets effectively connected with
its trade or business in the U.S.; and

Its income effectively connected with the
conduct of a trade or business in the U.S.
and its other income from sources in the U.S.

Do not complete Schedules M-1 and M-2
if your total assets at the end of the tax year
(line 14, column (d) of Schedule L) are law
than $25,000.

Specific InstruCtions
Section I.-Income From U.S.
Sources That Is Not Effectively
Connected With the Conduit of a
Trade or Business In the U.S.
Any gross income of this kind that a foreign
corporation has is taxed at 3096 or a lower
treaty rate. No deductions are allowed
against this income. (Section 881.) A
corporation created or organized in Guam is
not considered a foreign corporation for
purposes of the tax imposed by section 881.

This income includes the following, to the
extent it is not effectively connected with the
conduct of a trade or business in the U.S.:

1. Interest (other than original issue dis.
count as defined in section 1273 and income
described in section 861(c)), dividends
rents, royalties, salaries, wages, preZ.,
annuities, compensation, and other fixed or
determinable periodic income. Certain port-
folio interest is not taxable for obligations
issued after July 18. 1984. See section
881(c) for more details. For rules regarding
income received on original issue discount on
obligations issued after March 31, 1972, see
section 88 1(a)(3):

2. Gains described in section 631(b) or
(c) from disposal of tim ber, coal, or domestic
iron ore with a retained economic interest;

3. Gains from the sale or exchange of
patents, copyrights, and other intangible
property described in section 881(aX4);
and

4. For rules regarding bonds or other
evidences of indebtedness issued before
April 1, 1972, see section 881(a)(3) as it
existed before the Tax Reform Act of 1994.
Section II.-Income Effectively
Connected With the Conduct of a
Trade or Business In the U.S.

refund due. subtract the penalty from the Foreign corporations engaged in a trade or
overpayment on line 9, page 1. business in the U.S. are taxed at regular
Penalty for Overstated Tax Deposits.-If corporate rates on all the following income:
deposits are overstated. the corporation may I

*
Income, gain, or loss from U.S.

be subject to a penalty. See section 66545(b). sources derived in the conduct of the trade
or business.

2. Limited categories of foreign source
income.

3. Certain fixed or determinable periodic
income from U.S. sources.
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Gain or loss from U.S. sources from
the sale or exchange of capital swats if:

o The income, gain, or Ion is from assets
used in, or held for use in, the conduct of
the corporation's trade or business, or

@ The activities of the corporation's trade
or business were a material factor in the
realization of the income. gain, or Iow.

For more information, see section 864(c).
Gains on disposition of stock in an

IC-DISC or former DISC and distributions
from accumulated DISC income, including
deemed distributions, are treated as coming
from a trade or business conducted through
a permanent establishment in the U.S.

A foreign corporation not engaged in a
trade or business in the U.S. will not report
income in Section 11 unless it:

* Elects to treat real property income as
effectively connected income;

e Was created or organized and is
carryingon a banking business in a U.S.
possession, and receives interest on U.S.
obligations. In that case, the interest is
treated as effectively conneated income; or

* Has gain or low from disposition of
interest in U.S. real property.

Income ,
(Numbered to correspond with the line
numbers in Section /I of the return.)

In lines I through 10, enter gross
Income (regardless of source) that Is
effectively connected with the conduct of
a trade or business within the U.S. .
1. Grow recelpts-Enter grow rec;eipts or
sales from all business operations except
those that must be reported in lines 4
through 10. For reporting advance
payments and long-term contracts, see
regulations sections 1.451-3 and 1.451-5.

If the installment method of reporting is
used, enter on line I the gross profit on
collections from installment sales and carry
the same amount to line 3. Attach a
schedule showing for the current and 3
preceding years: (a) gross sales, (b) cost of
goods sold, (c) gross profit, (d) percent of
grow profit to gross sales, (e) amount
collected. and (f) gross profit on amount
collected. Also. see page 8 for new
installment sales rules.
2. Cost of goods sold.-See instructions
for Schedule A.
4. Dividends.-See instructions for
Schedule C.
5. Irittrest.-Enter interest on U.S.
obligations and loans, notes, mortgages,
bonds, bank deposits, corporate bonds, tax
refunds, etc. Do not offset interest income
against interest expense.
6. Gross rents.-Enter the gross amount
received for the rent of property. Deduct
expenses such as repairs, interest, taxes,
and depreciation on the proper lines for
deductions.
B. Capital gain net Income.-Every sale Or
exchange of a capital asset must be
reported in detail in Schedule D (Form
1 120), even though there is no gain or loss.

Page 3

For purposes of computing the adjustments
to the accumulated earnings tax under
section 535(b)(5), foreign corporations
must only include capital gains and losses
that are effectively connected with a trade
or business in the U.S. This new rule is
effective for capital gains and losses
rea:ized after February 28, 1986.

f th: ne long-term capital gain is more
than th Zshort.term capital loss, or if
there is only a net long-term capital gain,
compute the alternative tax on Schedule D
(For. 1 120) to see if it produces a smaller
tax.
9. Net gain or (loss).-Enter the net gain
or loss from line 17. Part 11, Form 4797.
Gains and Losses From Sales

or
Exchanges

of Assets Used in a Trade or Business and
Involuntary Conversions.
10. Other income.-Enter any other
taxable income not4isted above and explain
its nature on ari attached schedule.
Examples of other income would be
recoveries of bad debts deducted in earlier
years under the specific charge-off method
and refunds of taxes deducted in earli
years. Do not offset current year's tax:rs
with tax refunds.

If other income consists of only one item,
explain what it Is in parentheses on line 10.

Deductions
In computing the taxable income Ofa fomgn
corporation engaged in a trade or bus'new
wi

.
thin the U.S., deductions are allowed only

to the extent that they are connected with
income that is effectively connected with the
conduct of a trade or business within the
U.S. Charitable contributions, hoexer, may
be deducted whether or nor they are so
connected. See regulations under sections
861 through 864, and 881 through 883 for
allocation ofileductions.
Limitations on deductions-

1. Transactions between related
taxpayers, Generally, an accrual basis
taxpayer may only deduct business
expenses and interest owed to a related
party in the year the payment is included in
the income of the related party. See section
267 for limitation on deductions for unpaid
expenses and interest.

2. Tax preference items. Corporations
may be required to reduce the following tax
preference items in the following manner:
a) Depletion of iron ore and coal (including

lignite) by 15%:
b) Section 1250 capital gain by 20%:
c) Amortizable basis of pollution control

facilities by 20%;
co~tand exploration andd) Intangible drilling

development
s

by 20% (30% for
costs paid or incurred after 1986); and

e) Bad debt deductions for financial
institutions by 20%.

3. Real property construction period
interest and taxes. For construction started
after 1982, no deduction (except as allowed
under section 189(d)) shall be allowed for
real property construction period interest
and taxes. Section 189 has been repealed
for costs incurred after 1986.

4. Golden parachute payments. A portion
of the payments made by a corporation to
key personnel that exceeds their usual
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compensation may not be deductible. This
occurs when the corporation has an
agreement (golden parachute) with these
key employees to pay them these excessive
amounts if control of the corporation
changes. See section 28OG for changes to
the golden parachute rules.

5. Business start-up expenses are
required to he capitalized, unless an
election is made to amortize them over a
period of 60 months. See section 195.
12 Compensation otofficers.-Enteron
lm~ 12 the total compensation of officers.

Complete Schedule E only if your total
receipts (line la plus lines 4 through 10, of
Sectionli page 3) are $150,000 or more.
Complete Schedule E for all officers.
13. Salaries and wages.-Enteron line
~ 3a the total salaries and wages paid or
incurred for the tax year. Do not include
salaries and wages deducted elsewhere on
the return, such as contributions to a
Simplified Employ" Pension, which are
deducted on line 25.
Caution: If you provide taxable fringe
benefits to your employees, such as
personal use of a car, do not deduct as
wages the amount allocated for
depreciation and other expenses that you
claimed on lines 20 and 27.

Enter on line 13b the amount of jobs
credit from Form 5884, Jobs Credit,
determined without regard to the limitation
on I-
14. Repairs.-Enter the cost of incidental
repairs, such as labor and supplies, that do
not add to the ~Iue of the property or
appreciably prolong its life,
15 Bad debts.-Bad debts maybe treated
in ~ither of two ways: (1) as a deduction for
specific debts that become worthless in
whole or in part, or (2) as a deduction for a
reasonable addition to a 'eserve for bad
debts. (Section 166.) Financial institutions
should see section 291 for the limitation on
the amount that they may deduct.

See page 9 for limitation on who may use
the reserve method for had debts.
17. Taxes.-Enter taxes paid or accrued
during the tax year.

Do not include Federal income tax;
foreign or U.S. possession income tax if a
foreign tax credit is claimed; or taxes not
imposed upon the corporation.

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

See section 906(b)(1) for rules
concerning certain foreign taxes imposed on
income from U.S. sources that may not be
deducted.
18. Interest.-See section 1277 for rules
on the deferral of the interest deduction
that is allocable to accrued market discount
on bonds acquired after July 18, 1984, and
section 1282 for rules on the deferral of the
interest deduction allocable to the accrued
discount on certain short-term obligations
acquired after July 18, 1984.

Do not include interest on indebtedness
incurred or continued to purchase or carry
obligations on which the interest is wholly
exempt from income tax. (For exceptions,
see section 265(b).)

Generally, a cash basis taxpayer cannot
deduct prepaid interest allocable to years

after the current tax year. For example, a
cash basis taxpayer, ho in 1986 prepaid
interest allocable to any period after 1986,
can only deduct the amount allocable to
1986. Please see Publication 545, Interest
Expense.

Generally, the interest and carrying
charges as to straddles are not deductible.
See section 263(g).
19. Contributions. -Enter contributions or
gifts actually paid within the tax year to, or
for the use of, charitable and governmental
organizations described in section 170(c),
and any unused contributions carried over
from earlier years.

The total amount claimed may not
exceed 10% of taxable income (line 31)
computed vithout regard to the following:
(1) any deduction for contributions, (2) the
special deductions in line 30b, (3)
deductions allowed under sections 249 and
250, (4) any net operating tow carryback to
the tax year under section 172, and (5) any
capital loss carryback to the tax year under
section 1212(a)(1).

Charitable contributions over the 10%
liniiiation may not be deducted for the tax
year but ma be carried over to the next 5
tax years. A yortsibution carryover is not
allowed, however,

to
the extent that it

increases a net operating low carryover.
See section 170(d)(2XB),

Corporations on the accrual basis may
elect to deduct contributions paid on or
before the 15th day of the 3rd month after
the end of the tax year if the contributions
are authorized by the board of directors
during the tax year. Attach to the return a
declaration, signed by an officer. stating
that the resolution authorizing the
contributions was adopted by the board of
directors during the tax year. Also attach a
copy of the resolution.

If a contribution is in property other than
money and the total claimed value of all
property contributed is more than $500,
corporations (other than closely held and
personal service corporations) shall attach a
schedule describing the kind of property
contributed and the method used in
determining its fair market value.

Closely held corporations and personal
service corporations must complete Form
8283, Noncash Charitable Contributions,
and attach it to Form 1 120F.

If you made a "qualified conservation
contribution' under section 170(h), also
include the fair market value of the
underlying property before and after the
donation, the type of legal interest
contributed, and describe the conservation
purpose furthered by the donation.

its
contribution carryover is included,

show the amount and how it was
determined.

Special rule for contributions of certain
property.-For a charitable contribution of
property, reduce the contribution by the
sum of:

(1) the ordinary income, short-ter.
capital gain, and

(2) for certain contributions made in tax
years beginning in 1986, 60.87% of
the long-term capital gain,

that would have resulted if the property
were sold at its fair market value. The
reduction for 60.87% of the long-term



capital gain applies to (1) contributions of
tangible personal property for use by an
exempt organization for a purpose or
function unrelated to the basis for its
exemption, and (2) contributions of any
property to or for the use of certain private
foundations. (See section 170(e) and
regulations section 1. 1 70A-4.)

For special rules regarding the
contribution of inventory and other property
to

certain organizations, see section 170
(e)(3) and regulations section I

'
170A-4A.

A corporation (other than a personal.
holding company or a service organization)
can receive a larger deduction for
contributing scientific property used for
research to an institution of higher
education. For further information, see.
section 170(e).
20. Depreciation.-Besides depreciation,
include in line 20 the part of the cost (up to
$5,000 ($ 10.000 f6r property placed in
service after 1986)) that the corporation
may elect to expense under section 179.
See the instructions for Form 4562. See
page 8 for new rules on property placed in
service after 1986 and an election to apply
the new rules to property placed in sen,ice
after July 31. 1986.
23. Depletion.-See section 613 and
613A for percentage depletion rates
applicable to natural deposits.

Attach Form T (Timber), Forest
Industries Schedules, if a deduction for
depletion of timber is claimed.
25. Pension. profit-sharing, etc.. plans.-
Employers who maintain a pension, profirt~
sharing, or other funded deferred
compensation plan, whether 0, not qualified
under the Code and whether or not a
deduction is claimed for the current tax year
generally are required to file one of the
forms described below. There are penalties
for failure to timely file these forms,

Form 5500-Complete this form for
each plan with 100 or more participants.
.

Form 5500-C or 5500-R.-Cornplete
the applicable form for each plan with fewer
than 100 participants.

Form 5500EZ.-Complete this form for
a one participant plan.

In addition, there is a new penalty for
overstating the pension plan deduction for
returns filed after October 22, 1986. For
more information, see new section 6659A.
26. Employee benefit programs.-Enter
the amount of contributions to employee
benefit programs (for

exe
mple insurance

health and welfare programs) ihat are noi
an incidental part of a pension, profit-
sharing, etc., plan included on line 25.
27. Other deductions.-Generally, a
deduction may not be taken for any amount
allocatite to a class of exempt income
including income exempt by tax treaty.
Items directly attributable to wholly exempt
income must be allocated to exempt .
income. Items directly attributable to any
claw of taxable income must be allocated to
taxable income.

If an item is indirectly attributable both
to taxable income and exempt income
allocate a reasonable portion of the it~m to
each class of income. Make the allocation in
light of all the facts involved,

. Attach a statement showing (1) each
clan of exempt income and (2) the expense
items allocated to each class. Show

separately the amount allocated by
apportionment.

A corporation may deduct dividends it
pays in cash on stock held by an employee
stock ownership plan that the corporation
maintains. However, a deduction may only
be taken if the dividends are:
1. Paid directly in cash to the plan

participants: or
2. Paid to the plan, which distributes them

In cash to the plan participants. no later
than 90 days after the end of the plan
year in which the dividends are pa id.
(See section 404(k).)
Generally, deduct all ordinary and

necessary travel and entertainment
expenses paid or incurred in your trade or
business. However, do not deduct an
expense paid or incurred for a facility (such
as a yacht or hunting lodge) that is used for
an activity that is usually considered
entertainment, amusement, or recreation.
(Note: You may be able to deduct the
expense it the amount is treated as
compensation and reported on Form W-2,
Wage and Tax Statement, for an employee
or Form Z099-MISC, Statement for
Recipients ofMiscellaneous, Income. for an
independent contractor.) See Publication
463, Travel, Entertainment, and Gift
Expenses, for more details.
Note: Do nat deduct penalties imposed on
corporations such as those included in
General Instruction E.
29. Taxable income before NOL deduction
and special deductions.-Special 'at-risk"
rules under section 465 generally apply to
personal service corporations (as
determined under section 269A(bXl:I, but
using a 5% test) and personal holding
companies engaged in any activity as a trade
or business or for the production of income
Such corporations may have to adjust the
amount on line 29. However, the at-risk
rules do not apply to; (1) holding real
property other than mineral property ; (2)
equipment leasing under section 465(c)(4),
(5), and (6); and (3) any qualifying business
of a qualified corporation described in
section 465(c)(7).

Real property placed in service in tax
years beginning after 1986 is subject to the
at-risk provisions.

Personal services corporation-
Adjust the amount on line 29 for section
465(d) losses. These losses are limited to
the amount for which such a corporation is
at risk for each separate activity at the close
of the tax year.

A corporation involved in more than one
activity that incurs a loss for the yea

r,

should report each loss separately and file
For. 6198, Computation of Deductible
Law From an Activity Described in Section
465(c), for each 'at~ri~lk" activity.

If the corporation sells or otherwise
disposes of an asset; or its interest (either
total or partial) in an activity to which the
'at-dsk* rules apply, determine the net
profit or loss from the activity by combining
the gain or Ion on the sale or disposition
with the profit or low from the

activity,
if

the corporation has a net loss. it may be
limited because of the at-risk rules.

.
Treat any loss from an activity not

allowed for the tax year as a deduction
allocitble to the activity in the next tax year.

Personal holding compAnles.-For the
amount to be entered on line 29 of Form
1120F, see Schedule PH (Form 1 1 20)
regarding section 465 losses.
30a. Net operating lon deduction.-The
net operating loss deduction is the sum of
the net operating loss carryovers and
carrybacks to the tax year, (Section 172(a).)

Generally. a corporation may carry a net
operating loss back to each of 3 years
before the year of the loss and a carryover
to each of the 15 years after the year of
loss

The corpora tion may also elect to
carryover the loss just to each of the 15
years after the year of loss. The election is
made by attaching a statement to a timely
filed return, including extensions. The
election is irrevocable.

The corporation may carryback 10 years
the part of the net operating loss
attributable to product liability losses. (See
section 172ftl)(1)). See regulations
section 1. 172-13(c) for the required
statement that must be attached to Form
1120F when claiming the 10yearcarryback

,on product liability loss. The election may
be made by attaching a statement to a
timely filed return, including extensions,
The election is irrevocable.

After applying the net operating loss to
the first tax year to which it may be carried.
the part of the loss you may carry to each of
the remaining tax years is any excess of loss
over the sum of the taxable income for each
of the earlier tax years to which the
corporation may carry the loss. (Section
172(b).)

If there is a carryback of a net operating
loss, a net capital loss, or an unused credit,
file Form 1139, Corporation Application for
Tentative Refund, within 12 months after
the end of the tax year for a quick refund of
tax. (Section 641 1.)

See section 172 for special rules,
limitations, and definitions pertaining to net
operating loss carrybacks and carryovers.
Also see Publication 536, Net Operating
Losses and the At-Risk Limits.
30b. Special deductions.-See
instructions for Schedule C.
Schedule A-Cost of Goods Sold
and/or Operations

.

Valuation methods.-Inventories can
be valued at: (a) cost, (b) cost or market
value, whichever is lower. or.(c) any other
method approved by the Commissioner of
Internal Revenue, that conforms to the
applicable regulations cited below.

Taxpayers using erroneous valuation
methods should file Form 3115 to change
to a method permitted for Federal income
tax purposes. For further details, see
regulations section 1,446-1(eX3) and Rev.
Proc. 84-74, 1994-2 C.B. 738:
Line B.-In line Be, check the method(s)
used for valuing inventories. Under lower of
costormarket market generally applies to
normal markei conditions when a current
bid price prevails at the date the inventory is
valued. When no regular open market exists
or when quotation$ are nominal because of
inactive market conditions, use fair market
prices from the most reliable sales or
purchase transactions that occurred near
the date the inventory is valued. See
regulations section 1.47 1-4.
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Inventory may, be valued below cost
when the merchandise is unsalable at
normal prices or unusable in the normal
way because the goods are "subnormal"
(that is, because of damage, imperfections,
shop wear, etc~) within the meaning of
regulations section 1.471-2(c). Such goods
may be valued at a current bona fide selling
price less direct cost of disposition (but not
law than scralivalue) if such a price can be
established. See regulations section1
.471-2(c) for more requirements.

If this is the first year the "Last-in First.
out'

'
(LIFO) inventory method was either

adopted or extended to inventory goods not
previously valued under the LIFO method
attach Form 970, Application To Use UFb
Inventory Method, or a statement with the
information required by Form 970. Also
check the LIFO box in line 8b. Enter the
amount or percent of total closing
inventories cmerediander section 472 in
line Sc. Estimates are acceptable. -

If the corporation changed or extended
its inventory method to LIFO and had to
"writeup' opening inventory to cost in the
year of election, report the effect of this
writeup as income in Section 11, line 10.
page 3. proportionately over a 3-year period
that begins in the tax year the election was
first made. (See section 472(d).)

Full absorption method of inventory
costing.-For a corporation engaged in
manufacturing or production operations,
use the full absorption method of inventory
costing. If the corporation is not using the
full absorption method of inventory costing.
it must change to it. Under this method
both direct and certain indirect production
costs are included for inventory value
purposes. Change to full absorption by filing
Form 3115. For more details, see Rev.
Proc. 75-40,1975.2 C.B. 571 and
regulations section 1.47 1.11: and Rev. Rul.
81-272. 1981.2 C.B. 116.
Schedule C-Olvldends and
Special Deductions
(Line references are to the lines in
Schedule Q
Column (a) Instructions
Line 1. Enter dividends received from
domestic corporations subject to income tax
and the deduction under section 243(aX 1)
and certain dividends received from Federal
Home Loan Banks (section 246(a)(2)). For
dividends received from a regulated
investment company, see section 854 for
the amount subject to the section 243(a)
deduction.

Include on this line taxable distributions
received from an IC-DISC or former DISC
that are designated as being eligible for the
section 243(a) dividends-received
deduction. . .

.
So-called dividends or earnings received

from mutual savings banks. etc., are really
interest: Do not treat them as dividends.

Do not enter on this line any dividends
received on 'debt-financed' domestic stock
acquired after July 18, 1984.

"
Debt-

financed~ stock is stock that the corporation
incurred a debt in acquiring. Dividends from,
debt-financed itock of foreign corporations
are also subject to the same rules as debt.
financed stock of domestic corporations for
stock of foreign corporations acquired after
July 18, 1984.
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Line 2. Enter dividends that would have
been eligible for the section 243(a)
deduction except that they are from 'clebt.fi

nanced " stock acquired after July 18.1
984. Also enter dividends on foreign

corporation stock acquired after July 18,1
984, that is also debt-financed.

Line 3. 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.
Line 4. Enter dividends that are received
from foreign corporations and certain FSCs
and that qualify for the deduction provided
in section 245(a

).Line 7. Enter all other dividends received
from foreign corporations that do not quality
for a d ividends. received deduction.
Line 8. If the corporation claims the foreign
tax credit, the tax that is deemed paid under
section 902(a) (relating to credit for a
corporate stockholder in

a
foreign

corporation) must be treated as a dividend
received from the foreign corporation. (See
section 906(b)(4).)
Line 9. Enter taxable distributions from an
IC-DISC or former DISC that are designated
as not being eligible for the
dividends-received deduction. See sections
246(d), 995(b). and 996(a)(3).
Line 10. Include dividends (other than
capital gain dividends and exempt interest
dividends) received from regulated
investment companies that do not quality
for the section 243(a) deduction: dividends
from tax-exempt organizations; dividends
(other than capital gain dividends) received
from a real estate investment trust

that,
for

the tax year of the trust in which the
dividends are paid, qualifies under sections856_860,

dividends not eligible for a
dividends:received deduction because of
the holding period of the stock or an
obligation to make corresponding payments
with respect to similar stock; and any other
taxable dividend income not properly
reported above (including distributions
under section 934(eX3) or 936(h)(4)).
Line 1, columns (b) and (c)
The dividends-received deduction
percentage for dividends received before
January 1, 1987, is 85%. Those dividends
received after 1986 are entitled to an 80%
deduction, For dividends received in each
period, multiply the dividends received by
the proper percentage to determine the
correct dividends-received deduction.

. A small business investment company
operating under the Small Business
Investment Act of 1958 may deduct 100%
of dividends received from domestic
corporations subject to income tax; (Section
243(aX2)).
Une 2, columns (b) and (c)
The dividerids-received deduction for
dividends received on debt-financed stock is
explained in section 246A, This section also
applies to dividends received from debt.
financed stock of foreign corporations
acquired after July 18. 1984. The
percentage for computing the dividends.
received deduction for debt-financed stock
under section 246A(aX 1) is 85% for
dividends received before January 1. 1987,
and 80% tar dividends received after
December 31, 1986..

Line 3. columns (b) and (c)
Dividends on certain preferred stock of
public utilities are entitled to a dividends.
received deduction percentage of 59.13% if
they are received before January 1, 1987.
For dividends on certain preferred stock of
public utilities received after December 3 1,
1986, but before July 1. 1987, the
dividends-received deduction percentage is
55.652%. For these dividends received
after June 30. 1987. the divide rids-received
deduction percentage is 47.059%.

Multiply the dividends received in each
period by the proper percentage to
determine the correct dividends. received
deduction.
Line 4, columns (b) and (c)
The dividends-received deduction
percentage for dividends received from
foreign corporations entitled to the
dividends-received deduction under section
245(a) is 85% for dividends received before
January 1, 1987. The dividends-received
deduction percentage for those dividends
received after December 31, 1986, is 80%.

Multiply the dividends received in each
period by the proper percentage to
d:termine the correct dividends-received
If duction.

Attach a schedule showing how you have
computed the amount of allowable deduction
for each share or block of shares that were
'debt-financed."
Column (c) Instructions
Exclusion of certain dividends.-In
general

'
no dividends-received deduction will

be allowed on any share of stock (a) if the
corporation held it 45 days or less (see
~ection 246(cX 1)(A)), or (b) to the extent the
corporation is under an obligation to make
corresponding payments for substantially
identical stock or other securities.

No dividends-received deduction is
allowed under section 243 for a dividend
from an IC-DISC or former DISC to the
extent the dividend is paid out of the
corporation's accumulated DISC income.
previously taxed income, or is a deemed
distribution under section 995(b)(1).
Line 5. Limitation oih dividends-relielved
deduction.-Line 5 may not be more than
85% of line 29, page 3. For this purpose
compute line 29. page 3. without regard to
any adjustment under section 1059 and
any capital loss carryback to the tax year
under section 1212(aX 1),

In a year in which a net operating loss
occurs, this 85% limit does not apply even if
the low is created by the dividends-received
deduction. (See sections 172(d) and
246(b).)
Line 6.Deduction for dividends paid on
certain preferred stock of public
utilities.-Section 247 allows public
utilties a deduction of 30.435% (for
dividends paid before July 1, 1987) OR
41.178% (for dividends paid after June 30,
1987) of the lesser of:
I Dividends paid on their preferred stock
ditring the tax year, or, .
2. Taxable income computed without regard
to this deduction.

In a year in which a net operating loss
occurs. compute the deduction without
regard to section 247(aX 1)(B). (See section
172(d).)



Schedule J-Tax Computation
Note: Fiscalyearcorporations, see page 10
for tax computation.
A corporation that is not a member of a
controlled group (these members should
we lines I and 2 below) will compute the
tax on its taxable income as follows:
lithesontiontim
lini 3 Enter on S~haii J.
For. I ITF 3:

0
the

f 11
0--

0
$25.000 15%

0

000 50.OOD $3,750. 18% $25 000$25
000

75.000 8.250+ 50'000
75 100.000 15.750 ~ 4D% 75.000100:000OOD

...... 25,750. 46% 100.000AefchhonalW ~
. . ~ miunichom, tero~

Additional Tax-ft the corporation has
taxable income of more than $1.000,000,
an additional tax is imposed on the
corporation. The tax is tne lesser of: 1) 5%
of the taxable incortle over $ 1,000.000 or
2)$20,250.

If the alternative tax does no! apply.
enter on line 3 of Schedule J, the amount
computed above. If the alternative tax
applies, sea Schedule D (Form 1 120).

(Personal holding companies-see
Schedule PH (Form 1 120) before
completing Schedule J.)
Lines I and 2-Members of a controlled

group,
as defined in section 1563, are

entitled to only the amount in each taxable
income bracket.

When a controlled group adopts or later
amends an apportionment plan. each
member must at1acJh to its tax return a copy
of its consent to this plan. T e co y (or an
attached statement) must ho I pa of
the amount in each taxabil inc a bracket
apportioned to that member. There are other
requirements as well. See regulations section
1. 1561-3b) for these requirements and for
the time and manner of making the consent.

Equal Apportionment Plan. If no
apportionment plan is adopted, the
members of the controlled group must
divide the amount in each taxable income
bracket equally among themselves. If all
members of the controlled group are
included in the consolidated return and all
their tax years end before July 1, 1987,
enter $25,000 in the four taxable income
brackets in line 2a. If all members of the
controlled group are included in the
consolidated return and all their tax years
end after June 30, 1987, enter $25,000 in
the four taxable income brackets in line 2a
and also enter $50,000 in the first taxable
income bracket and $25,000 in the second
taxable income bracket on line 2b.

Unequal Apportionment Plan. Members
of a controlled group may elect an unequal
apportionment plan and divide the amount
in each taxable income bracket as they
wish. There is no need for consistency
among taxable income brackets. Any
member of the controlled group may be
entitled to all, some. or none of the amount
in a taxable income bracket. (But the total
amount for all members of the controlled
group cannot be more than the total
amount in any taxable income bracket.)
Each member of a controlled group having a
calendar year must figure the tax as follows:

1. Enter taxable income (line 31.
page 3) . . . . . . . .-

2. Enter line I or the corporation's
portion of the first $25,000
taxable income bracket.
whichever is less . . . . .-

3. Subtract line 2 from line 1. . .-
4. Enter line 3 or the corporation's

portion of the second $25,000
taxable income bracket,
whichevef is less . . . . .-

S. Subtract line 4 from line 3 . . .
6, Enter line 5 or the corporation's

portion of the third $25.000
taxable income bracket,
,vhkhewer is le. . . . . .

7. Subtract line 6 from line 5 . . .
a. Enter line 7 or the corporation's

portion of the fourth $25,000
taxable income bracket.
.1hichaver is less . . - -

9. Subtract line 8 from line 7 . . .
10. 15% of line 2 . . . . . .-
11. 18% of line 4 . . . . . .-
12. 30% of line 6 . . . . .
13. 40% of line 8 . . . . .
14. 46% of line 9 . . . . . .
15. Additional tax (see below). . .
16. Total of lines 10 through 15.

Enter this amount on line 3 of
Schedule J . . . . .

Additional tax (line 15).-If the
corporation is a member of a controlled
group and the controlled group has taxable
income of more than $ 1,000,000, an
additional tax is imposed on the
corporation. The tax is the lesser of 1) 5% of
the taxable income of the controlled group,
over $1.

000.000.
or 2) $20,250. The

corporation pays its additional tax based on
its share of each taxable income bracket,
and enters this amount on line 15. If the
controlled group has a tax year that includes
July 1, 1987, see the instructions for fiscal
year corporations, page 11, to compute the
additional tax in Schedule 8 of the
worksheets.
Note: If the alternative tax applies, calendar
year corporations should do the follo.ng'
(1) Complete lines I and 2 of Schedule J,
(2) On line I above, instead of entering

amount from line 31, page 3. Form
I 120F, enter amount from line 14,
Schedule 0. Form 1 120,

(3) Complete lines 2 through 16 above, and
Enter the amount from line 16 above
on line 15 ofSchedule 0 and complete
balance of Schedule D.

Line 4a. Foreign tax credit.-A foreign
corporation engaged in a trade or business
within the U.S. can take a credit for income,
war profits, and excess profits taxes paid.
accrued, or deemed paid to any foreign
country or U.S, possession during the tax
year. This credit applies to income effectively
connected with the conduct of a trade or
business within the U.S. See sections 901
902. 906, and Form 1118, Computation fif
Foreign Tax Credit- Corporations.
Line 4b. Credit for fuel produced from a
nonconventional source.-A credit is
allowed for the sale of qualified fuels
produced from a monconventional source.
Section 29 contains a definition of qualified
fuels, and provisions for figuring the credit.
Attach a separate schedule showing the
computation of the credit,

Line 4c. Orphan drug credit.-See section
28 and Form 6765, Credit for Increasing
Research Activities (or for claiming the
orphan drug credit).
Line Ati General business credit.-See
Form 3800, General Business Credit, for
rules that apply when claiming this credit,
which encompasses: the investment credit,
(Form 3468); jobs credit, (Form 5884);
alcohol fuel credit, (Form 6478); and the
employee stock ownership plan credit
(Form 8007). However, payments made to
employee stock ownership plans after 1986
may not be used in computing the credit.
The credit for increasing research activities
(Form 6765) is now part of the general
business credit for tax years beginning after
1985. Also, a new low income housing
credit is part of the general business credit
for expenditures made after 1986. See
section 42 and Form 8586, Low-income
Housing Credit.
Line 7. Tax from recomputing a prior year
Investment credit.-If property is disposed
of or ceases to be qualified property before
the end of the life-yeart category used in
compi4ing the regular or energy investment
credit, there may be a recapture of the
investment credit. (See Form 4255,
Recapture of Investment Credit.)

Tax Reform Act of 1986
The Tax Reform Act of 1986 made several
changes that affect corporations. Some of
the changes are effective starting with
calendar year 1986 tax returns; some are
effective starting with fiscal year 1986-
1987 tax returns~ and some are effective
starting with calWndar year 1987 tax
returns. The 1987 changes are highlighted
for purposes of computing estimated taxes.

Tax Changes Taking Effect
Beginning In 1986
Business Energy Investment Tax
Credits Extended
The business energy investment tax credit
for solar, geothermal, ocean thermal,
biomass, and wind property has been
extended for tax years beginning after
1985. See Form 3468, Computation of
Investment Credit, and section 46(bX2) for
applicable rules.
Regular Investment Tax Credit
Repeated
For property placed in service after 1985,
the regular investment tax credit has been
repealed. However, carryovers of the
investment tax credit to years beginning in
1986 are allowed in full. See new section
49 and Form 3468.
Tax Credit for Increasing Research
Expenditures Extended
The tax credit for increasing expenditures
has been extended for 3 more tax years and
new rules apply to the computation.
Additionally, the credit is part of the general
business tax credit for tax years beginning
after 1985. See section 41 and Form 6765,
Credit for Increasing Research Activities (or
clairning the orphan drug credit).
Targeted Jobs Credit Extended
The jobs credit for hiring members of
certain targeted groups has been extended
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and modified. For employees hired after
1985, you may claim a credit for only the
first-year wages paid to the employee. See
Form 5884 and section 51 for more
information.
General Business Credit Reduced
For tax years beginning after 1985, the
maximum amount of tax liability against
which the general business tax credit can
be applied is reduced to 7 5%. Formerly. the
business tax credit could be applied to 85%
of tax liability. See section 38.
Long-Term Contracts
For long-term contracts entered into after
February 28. 1986, all costs (including
research and experimental costs
attributable to the contract) must be
allocated to the contract and taken into
account using the method set forth in
section 460. Expenses for unsuccessful
bids and proposals and marketing, selling,
and advertising iire not considered
attributable to long-term contracts.
Production period interest e~ipense
attributable to long-term contracts is to be
capitalized under the rules of new code
section 263A. For more rules, definitions.
and exceptions, see section 460.

Deduction for Removing Barriers to
the Handicapped Extended
The election to deduct expenses for the
removal of architectural barriers to the
handicapped and elderly was scheduled to
expire on December 31, 1985, It has been
permanently extended.
Asset Allocation Rules
New asset allocation rules apply in certain
cases of asset acquisitions, and generally
are effective for transfers made after May
6

,
1986, In addition, there are reporting

rules when these transfers take place. See
new section 1060 for more information

'Income of Foreign Governments and
International Organizations
Income of foreign governments and
international organizations from
investments, stock, bonds. or other
securities, or interest on banks accounts in
the U.S., or financial instruments used in
governmental policy are not subject to U.S.
taxation. However. income from
commercial activities and income from
controlled commercial entities is subject to
U.S. taxation after June 30, 1986. In
addition, these types of income are subject
to withholding after October 22, 1986. For
more information, see section 892.
Increase In Penalty for Failure To
File Information Returns
For returns due after December 31, 1986,
the maximum penalty for failure to file
information returns has been increased. A
new penalty of $5 for supplying incorrect
information has also been added. For more
information, see sections 6652, 6676,
6678, and new sections 6721 through
6724.

The Following Provisions Begin
In 1987 and Affect Fiscal
1986-1987 Tax Years
Reduction In Corporate Tax Rates
Effective July 1, 1987, tax rates for
corporations are reduced. The new tax
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rates are: 15% of the first $50,000 of

taxable income; 25% of the next $25,000
of taxable income; and 34% for any amount
of taxable income over $75,000. An

additional tax applies to taxable income

over $100,000. The tax isthe lesser of 5%

of the excess over $ 100,000 or $11,750.

See page 10 for fiscal year tax

computation.

Reduction In Dividends-Received

Deduction

The dividends-received deduction for
dividends received from certain

corporations has been reduced for dividends

received after 1986. The new percentage is

80%; the previous percentage was 85%.
See sections 243, 244, and 246A.

Foreign Intangible Drilling, Mining,

and Development Costs

Foreign intangible drilling and development

costs paid or incurred after 1986 must
either be deducted ratably over a 10 year
period or added to the corporation's basis
for cost depletion purposes. See sections

263(i), 616, and 617 for more information,

Certain Costs Required To Be

Capitalized or Included In

Inventory Costs

New code section 263A requires that certain

costs incurred in the production of real and
intangible property produced by the
taxpayer be capitalized or included in

inventory costs, rather than deducted.

Generally, the changes affecting inventory
are effective for tax years beginning after
1986 and the changes affecting
capitalization are effective for tax years

ending after 1986. Please see new section

263A.

New Low-Income Housing Credit

A new low-income housing credit applies for

expenditures made after 1986 that add to a

corporation's qualified basis in low-income
housing. See Form 8586 and section 42 for
rules and computations.

Investment Tax Credit for

Rehabilitation Expenditures

An investment taxcredit will be allowed for

qualified rehabilitation expenditures made
after 1986. See section 46 and Form 3468.

Amortization of Trademark and

Trade Name Expenditures

Generally, trademark and trade name

expenditures made after 1986 will no
longer be amortizable.

Depreciation

The rules for computing depreciation have

been substantially changed for property

placed in service after 1986. The new

system provides specific methods for each
class of assets. See Form 4562-A,
Depreciation of Property Placed in Service
After December 31, 1986. and section 168.

Also corporations may make an election
to use ihese new rules for property placed
in service after July 31, 1986. Additionally,

the section 179 deduction for property

placed in service after 1986 is increased
from $5,000 to $10,ODO.

"At-Risk" R ules To Apply to

Real Property

The "at-risk' rules of section 465
applytoreal property acquired after 1986. For more

information, we section 465 and Form
6198, Cornputation of Deductible Loss
From an Activity Described in Section
465(c).
Repeal of ESOP Credit
The credit for contributions to an employee
stock ownership plan (ESOP) has been
repealed for compensation paid or accrued
after December 31, 1986.
Gain or Loss on Distributions In
Complete Liquidation
Generally, corporations will recognizegain
or loss on distributions of their property in
complete liquidations as if they had sold the
property at its fair market value. These new
rules apply to liquidations completed after
December 3 1, 1986. See sections 336 and
337.
Installment Sales
The installment method has been revised
for certain sales or dispositions made after
February 28. 1986, for tax years that end
after 1986. These new rules generally apply
to dispositions of: 1. personal property by a
corporation that usually sells that type of
personal property on the installment
method. and 2. real property that is held by
the taxpayer for sale to customers made in
the ordinary course of the taxpayer's trade
or business. For more information,
including new rules for members of an
affiliated group, see section 453C.
Source Rules for Personal Property
Income from the sale of personal property
will generally be sourced in the U.S. if the
se er

is
a U.S. person, or outside the U.S. it

the seller is not a resident of the U.S. In
addition, the source rules for certain
intangible property under section 87 l(e)
have been repealed. These new rules are
generally effective for tax years beginning
after 1986. However, foreign persons must
use these new rules for transfers made
after March 18, 1986, as long as the
foreign person is not a controlled foreign
corporation. See section 865 for
exceptions, definitions, and more
information.
New R ules for 80-20 Corporations
Interest income of an 80-20 corporation will
be considered foreign sourced only if the
corporation shows to the satisfaction of the
Secretary that it has met the 80% active
foreign business requirement during the
testing period. Active foreign business
income is income that is derived from
sources outside the U.S and that is
attributable to the active conduct of a trade
or business in a foreign country or U.S.
possession. The testing period is the three
years ending with the close of the tax year
preceding the year of payment. It the
corporation has no income during the 3
year period (or part thereof), the testing
period is the tax year in which payment is
m de. Generally, these new rules are
effective for payments made after 1986.ac
For more information, including exceptions,
and withholding rules, see section 1214 of
the Tax Reform Act of 1986.
Basis of Property and Inventory
Costs for Property Imported By a
Related Person
If property is imported into the U.S. by a
related person after March 18, 1986, and



the property has a customs value, the basis
or inventory cost to the importer cannot
exceed the customs value. For more
information, see section 1059A.
Limitation on Net Operating
Loss Carryovers
The amount of net operating loss carryover
is limited when there has been a change in
ownership or equity for net operating losses
incurred after 1986. The Ii

"itati-n isdescribed in section 382(b) and applies
generally when a 5% shareholder or group
of 5% shareholders increases its ownership
in a corporation by more than 50
percentage points. For more information,
we section 382.
Limitation on Certain
Excess Credits

.

Certain ownership changes occurring after
1986 will result *in th I f thfollow ~7 aToi.in to eI d f

ing excess cr its eing imite or
subsequent years: the unused general
business credit, any unused minimum tax
credit, and any capital loss carryover. The
foreign tax credit carryover isalso limited in
these situations. For more information, see
section 383.

The Following Provisions
Affect Calendar Year 1987 Tax
Returns
Reserve Method for Bad Debts
Fortaxyears beginningafter 1986,only
certainfinancial institutions will beableto
use

the reserve method of computing bad
debts. All other taxpayers must use the
specific charge-off for computing bad
debts. Additionally, corporations who may
not use the reserve method will have to
recover any amount in the reserve as
income ratably over a four year period,

Also. for tax years beginning after 1986,
section 586, reserve for losses on loans of
small business corporation, etc., has been
repealed.

For additional information, see section
166.
Alternative Tax for Fiscal Year
Corporation
Generally.the alternative tax has been
repealed for tax years beginning after
1986. However, a transitional rule allowsfiscal year corporations to compute thealternative tax. The alternative taxcomputation for fiscal year corporations is
the sum of (a) 28% of the lesser of: the net
capital gain determined by taking into
account only gain and loss for the portion ofthe tax year before January 1, 1987, or the
net capital gain for the tax year, plus (b)
34% of the excess of the net capital gain for
the tax year over the amount of net capital
gain taken into account in (a) above.
Real Estate Mortgage
Investment Conduits
For tax years beginning after 1986. new
code section 860A requires that real estate
mortgage investment conduits (REMICs)allocate their income to their interest
holders. REMICs may take the form of a
corporation, partnership, or trust' See
section 860A through 860G for rules,
definitions, and other information.

Revolving Credit Sales
For tax years beginning after 1986
corporations who sell personal property on
a revolving credit plan will not be permitted
to account for such sales on the installment
method. Any adjustment resulting from the
corporation not being able to use I he
installment method will be treated as a
change in method of accounting for the first
tax year beginning after December 3 1,
1986, and the period for taking into
account adjustments under section 48 1
shall not exceed 4 years. This change in
method of accounting will be treated as
initiated by the taxpayer and as having been
made with the consent of the Secretary.
See sections 453 and 453A for more
information.
Source of Transportation Income
Generally, transportation income that
begins or ends in the U.S will be
considered 50% sourced in the U.S. and
50% sourced outside of the U.S. This rule is
effective for tax years beginning after 1986.
For more information, see section
863(c)(2).
Regulated Investment Companies
Regulated investment companies are
subject to a 4% excise tax for tax years
beginning after 1986. For more
information, see new code section 498:2.
Cooperative Housing Corporations
For tax years beginning after 19N,
corporations, trusts, and other
nonindividual persons may be tenant.
stockholders in a cooperative housing
corporation. Additionally, the method for
computing the tenant stockholder's
interest and taxes is changed for tax years
beginning after 1986. The new method
uses the cost of the property as the basis
for computing the teriant-stockholders
interest and taxes. See section 216.
Minimum Tax
For tax years beginning in 1987. the add-on
minimum tax will be replaced by an
Zleernative minimum tax based ona

motive minimum taxable income. A
corporation will have to compute its tax
under the regular system and under the
minimum tax provisions. See 1987 Form
1 120W and sections 55 through 59 for more
information.
Certain Entities Required To Use the
Accrual Method of Accounting
Generally, C corporations, partnerships
with C corporations as partners, tax-exempt
entities with unrelated business income,
and tax shelters are prohibited from using
the cash method of accounting for tax years
beginning after 1986. .

Meals, Travel, and Entertainment
Lxpe ses
For tax years beginning after 1986, many of
the rules on what are allowable expensesftir

meals, entertainment, and travel, and
certain other business expenses have been
changed. See section 274.
Meals and entertainment.
The amount deductible for meals and
entertainment expenses is generally limited
to 80% of the allowable expenses. In

addition, meals must have a clear business
purpose; there must be a bona fide business
discussion preceding or directly following
the meal: and your employee must be
present at the meal. If the corporation
claims a deduction for unallowable meal
expenses, it may have to pay a penalty.
Limits on Losses and Credits From
Passive Activities of Personal Service
Corporations and Closely Held
Corporations
For tax years beginning after 1986, losses
from passive trade or business activities
generally may not offset active business
income. Credits from passive activities

g
nerally are limited to tax allocable to the

passive activities. See section 469 for more
detailed information.

Reporting of Tax-Exempt Interest
For tax years beginning after 1986, any
taxpayer required to file a tax return must
report, as an item of information, on that
return the amount of the tax-exempt
interest received or accrued during the
taxable year.
Taxable Year of Personal Service
Corporations
For tax years beginning after 1986. all
personal service corporations are required
to adopt the calendar year. See section
441.
Gross Transportation Tax
For tax years beginning after 1986. foreign
corporations that do not have income
effectively connected with the U.S. will be
subject to a 4% tax on gross U.S. sourced
transportation income. See new code section
887 for rules, definitions, and exceptions,
Branch Level Tax
For tax years beginning after 1986, a 30%
tax is imposed on branch profits of foreign
corporations. The tax is imposed on the
"dividend equivalent" amount. For more
informatiop, see section 884.
Certain Deferred Payments and
Appreciation Treated as Income
Effectively Connected With the U.S.
Any income of a foreign corporation that is
attributableto a sale or exchange of
property or the performance of service, or in
any other transaction received in any tax
year, is considered income effectively
connected with the U S

'
if the original

transaction that gives.rise to the income
was effectively connected with the U.S. For
more information, see section 864(c).
Special Rule for Dividends Received
From Foreign Corporations (Section
245)
For tax years beginning after 1986, only
corporations that own at least 10% (by
value and stock) of a foreign corporation are
entitled to claim the section 245 dividends.
received deduction. To obtain the proper
amount of deduction, the 10% owner
should see section 245.

For additional information onthese
,changes. see Publication 563, Highlights
of 1986 Tax Changes.
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Fiscal Year Corporation Tax Computation Worksheets

I
Effective July 1. 1987, the tax rates for corporations were reduced. The new rates are:

. 15% of the first $50,000 of income;
2. 25% of the next $25,000 of income; and
3. 34% of the excess over $75.000,

Also. an additional tax applies to corporations whose taxable income is more than $100,000. The taxis the lesser of: $11,750 or 5% oftaxable income in excess of $100,000.
If the corporation's fiscal tax year includes July 1, 1987. the tax liability shall be computed by completing Schedules A and 0 of theworksheet below. If the corporation's tax year ends on or before June 30. 1987. only Schedule A must be completed.
in addition, different rules apply for computing the alternative tax on net capital gains for fiscal year corporations that have a tax yea,that includes January 1, 1987. These rules are explained in the Supplemental Instructions that follow Schedule B.

Tax Computation for Period Before July 1, 1987

1. Taxable' income (line 3 1, Part 11, Form I 120F) . . . . . . . . . . . . . . . . . . . .

2. Net capita I gain from line 10a. Schedule D (Form 1 120) if applicable (see instructions) . . . . . .

3. Subtract line Zjhom line 1 . . . . . . . . . : . . . . . . . . . . . . . . . . .

4. Enter the 6se'r 61 line 3 or $25,000 (members of a controlled group, see instructions) . . . . . . .
S. Subtract line 4 from line 3 . ... . . . . . . . . . . . . . . . . . . . . . . .

6. Enter the lesser of line 5 or $25,000 (members of a controlled group, see instructions) . . . . . . .
7. Subtract line 6 from line 5 . . . . . . . . . . . . . . . . . . . . . . . . . . .
8. Enter the lesser of line 7 or $25.000 (members of a controlled group, see instnuctions) . ... . . . .

9. Subtract line 8 from line 7 . . : . . . . . . . . . . . . . . . . . . . ... . . .
10. Enter the lesser of line 9 or $25,000 (members of a controlled group, see instructions) . . . ... . .
11. Subract line 10 from line 9 . . . . . . . . . . . . . . . . . . . . ... . . .
12. Multiply line 4 times 15% . . . . . . . . . . . . . .. . . . . . . . . . . .
13. Multiply line 6 times 18% . . . ... . . . . . . . . . . . . . . . . . . . . . .
14. Multiply line 8 times 30% . .. . . . . . . . . . . . . . . . . . . . . . . . . .
15. Multiply line 10 times 40% . . .. . ... . . . . . . . . . . . . . . . . . . .. .
16. Multiply line I I times 46% . . . . . . . . . . . . . . . . . . . . . . . . . .
17. If line 3 is more than $ 1,000.000, enter the lesser of (a) 5% of the excess of line 3 over $ 1,000,000 or (b)

$20,250. Corporations whose tax year ends after June 30, 1987, skip lines 18 a no 19 ano go to Schedule B.
18. Alternative tax on net ca pital gain from line 6 of the orksheet on page 11 . . . . . . . . . . .
19. Tax lia bility before cred its. Add a mounts on lines 12 through 18 . . .. . . . . . . ... . . .
Fiscal year corporations whose tax year ends before July 1, 1987, stop here and enter the amount from line 19
on line 3, Schedule J. Do NOT complete Schedule B.

Tax Computation for Period After June 30, 1987

20. Enter amount from line 3, Schedule A . . . . . . . ... . . . . . . . . . . . . . .
21. Enter the smaller of line 20 or $50,000 (members of a controlled group, see instructions) . . . .
22. Subtract line 21 from line 20 . . . . . . . . . . . . . . . . . . . . . . . . . .

123. Enter the smaller of line 22 or $25,000 (members of a controlled group, see instructions) . . . . . .
24. Subtract line 23 from line 22 . ... . . . . . . . . . . . . . . . . . . . . . . .
25. Multiply line 21 by 15% . . . . . . . . . . . . . . . . . . . . . . . .
26. Multiply line 23 by 25% . . . . . . . . . . . . . . . . . . . . . . . ... . . .
27. Multiply line 24 by 34% . . . ... . . . . . . . . . .

. . .28. If line 201s more than $100,000, enter the lesser of: (a) 5% of the

excess of

line 20 over $100,000 or (b)
$11,7501 . . . . . . . ... . . . . . . . . . . . . .. . . . . . . . . . .

29. Add lines 25 through 28 . . . . ... . . . . . . . . . . . . . . . . . . . . . .
30. Add lines 12 through 17 . . . . . . . . . . . . . . . . . . . . . . . . . . .
31. Line 30 . Number of days in tax year before July 1. 1987 . . . . . . . . . . . . . . . .

Number of days in tax year

32. Lin. 29 x Number of days in tax year after June 30, 1987 . . . . .. . . . . . . . . . . .
Number of days in tax year

33. Alternative tax on net capital gain from line 6 of the wo'lksheet on page I I . . . .

.34. Tax liability before credits. Add amounts on lines 31, 32, and 23. Enter here and online 3~ Scheifgle,l~
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Supplemental Instructions

Net Capital Gain and Alternative Tax
(Lines 2, 1111 and 33)
In general. the alternative tax is the sum of
(a) a tax computed on taxable income
reduced by the net capital gain using the
applicable tax brackets and tax rates, and
(b) a tax (lines 18 and 33) computed on the
net capital gain (see below for this part of
the computation). If the alternative tax is
less than the regular tax computed on total
taxable income using the applicable tax
brackets and tax rates, then the corporation
may enter the alternative tax on line 3.
Schedule J, Form I I 20F, and check the
block (if alternative tax used). If a
corporation has a net capital gain, both
computations (the regular tax computation
a nd the alternative tax computation) shouId
be made to determine which results in the
lower tax.

Alternative Tax Worksheet
The net capita I gain times the alternative

tax rate is determined as follows:
1. Enter the net capital gain from

line 10a, Schedule D (Form
1120) . . . . . . . .

2. Enter the amount from line
10b, Schedule D (Form 1120).
Caution: It this results in a net
capital gain greater than the
amount on line 1, enter the
amount from line 1 here.

3. Subtract line 2 from line 1
4. Multiply line 2 times 28%
5. Multiply line 3 times 34%
6. Alternative tax on net capital

gain. Add lines 4 and 5. Enter
here and on line 18 or 33, if
applicable . . . . . . .

Unes 4, 6, 8, 10, 2 1, and 23-
Members of a controlled group must share
the taxable income bracketamounts. This
applies to the period before July 1, 1987,
and to the period after June 30, 1987. For
the period before July 1. 1987, members of
a controlled group must share the $25,000
amounts on lines 4, 6, 8, and 10. For the
period after June 30, 1987, members of a
controlled group must share the $50,000
amount on line 2 1, and the $25,000
amount on line 23. Unless the controlled
group elects otherwise, members must
share the taxable bracket amount equally.
Une 17-
Ifthe total taxable income ofthe controlled
group is more than $1,000,000, each
member of a con' rolled group should enter
its portion ofthe additional taxon line 17.
See the instructions for Schedule J (For.
1 120F) for rules on allocating the
additional tax among members of a
controlled group.
Line 28-
Ifthetot I taxable income of the controlled
group is more than $100,000, each othera'
member should enter its portion of the
additional tax on line 28. See section 1561
for rules on allocating the additional tax
among members of a controlled group.
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Codes for Principal Business Activity
Thew industry title$ amd delinitioms are

based, ingeneral, on the Standard Industrial Classification

System truth.ritiod by Regulatory and Statistical

Analysis Division, Office of Information and
Regulatory Affairs, Office of Management and

Budget. to classify enterprises by type of activity

in which they are engaged.
Using the list below. enter on page 5, under K

the code number for the specific industry group

Agriculture, Forestry, and
Fishing
Code

Mining
iii- -i.g:

2.12 iia-g, e.-
,we Or., .-I
Iiw

1330 o- .11- -.1 oas.s
1360 =;==.

14" 0.=
. I— or-

Construction

Manufacturing
-1 k-W W-W

0 G-
2- amiW-

209a 01--"
It. -

I...-w-.

22. - 'a
2.8 ,: =-p,-I

2-s 1..
11-

20
-

m_ _w

2-

2430
24M

2-

2.1
,699

th_

Vio
2
2;3'1'

21.
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from which the largest percentage of "total
receipts" is derived. "Total receipts" means
gross receipts (line la, page 3) plus all other

income (lines 4 through 10, page 3).

Also. on page 5. under M. state the principal
business activity and principal product or
service that account for the largest percentage
of total receipts. For example. it the principal
business acturvityrs *Grain mill products,'

Code
cl,
2815 6-1..1=tipi.n.ls

-0-
P-u-

2.8

M8
-WI-ii.-Pr-ts

-1.1 .. I-, li`-
3140 F-WIPI3
" on- -1.1 ..

I-. 1.,...d I... gi,.-
3~. -- ol
3 d C-1. 1,01.-.
3270
3.8

11310 1.- -1

33.

I.--III-.
~10
M29 CWIM. 1,- -1. W

tid

.70 lon-:== W.s.

~sd .-I-

35%
3-
311. 0-..--=--

3598 ou.1-1-W.-

36V W. is
3.1 I=T

-3670~-M-lx
3- Or-I -----I

It. swWw-........-

T-k-~

3 go

3M

3".

the principal product or service my be "Cereal
preparations."

If. as its principal business activity. the
corporation (1) purchases raw materials, (2)
subcontracts out for labor to make a finished
product from the raw materials, and (3) retains
title to the goods. the corporation is considered to
be a manufacturer and must enter one of the
codes (2010-3998) under 'Manufacturing.'

Transportation and
Public Utilities
Code
Trii.ii-iiit-

IM

44M WA-1-gxmit.

41M

li,-1. -.1-.- -

4910
1920
4930

Wholesale Trade

mor
scio

mod
soul Si-In,
som

Mesh i-,iiit

5om E-1
"W`W70 iwil~

moll

slid
si.

I'm
ed

I
sum10
5l90

DIM. dr,,s Wilgir-ei.

Retail Trade
8-8=119--w-

srs,

s-

- G- .1-
s,,id

ssi
5.1
,59a

Finance, Insurance, and
Real Estate
Code
aswui~
6030

roxi,i,
C- -F-
61M s-,xr, W.I.
6

61. 0I.ro.1-.

6210 sac-ty .-Is

d-
,~:W-

63sl

st

65l~

6511

.is

as.
is,
.

Cow,-1

11.911"

Services
?(100 H-W-iiiiiiiiiiap-
Im

731073. OW,w,Ii-eion't

7500 A" -1

7112

790d

01---
.1, 01-

Gii--su- 90so
eoll

A—-.-I- all,solids

57M
stool

wad
M-

1112 01~ --i" I-- rew192~ --



F-11201. U.S. Life Insurance Company Income Tax Return
L We No 1545 0128

,yDecamin.. 0"i,eT
...... I'. ."s,-ornn',----------------

1986, rd eftn, ..._ --- _ ~ ~ - - 19 ----- [ 1086=
Internal Rrn, .... S. W For Paperwork Reduction Act Notice, lure page I of the Instructions.

Name A ,Employer identification number

8 Date monporated,

Number and street

C Check box if this is a
consolidated return . 1- El

Z City or town, state, and ZIP codev,
D Check box if non life

insurance companies

are included ii El
E Check box if address changed from previous year

E I Life insurance company taxable income (LICTI)-(Schedule A, line 22) . . . . . . . .

0u 2 Limitation on noninsurance losses (Schedule P, line 9) . . . . . . . . . .
2

C
3 Amount subtracted from policyholder surplus account (enter the smaller of Schedule N, line 1

or line 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

l 4 Total taxable income-Add lines 1, 2. and 3; however, the total may not be less than line 3 . . . 4

5 Check if you are a member of a controlled group (see sections 1561 and 1563) . . . . . . 0

If checked, see instructions and enter your share of the $25,000 amount in each ramble income bracket:

aN $ ........... ---- 00 $ ---------------- Oir) $ ................ 60 $ -----_----_--

If If your tax year includes July 1. 1987. see instructions and enter share of tax bracket amounts.

N $ ... ----------- $ ................

6 Income tax (see instructions to figure the tax). If you use the alternative tax, check. I

his box Q and enter the tax from your attached schedule . . . . . . . . . . .

7a Foreign tax credit (attach Form 1118) 78

b Other credits (see instructions) . . . . . . 7b

c General business credit. Check if from: 0 Form 0 Form 34678

0 Form 5884 El Form 6478 El Form 6765 D Form 8007

.

'c

11 Form 8586 . . . . . . . . . . . . . . . . . . 7c

8 Add lines 7a through 7c . . . . . . . . . . . . . . . . .

9 Balance of tax (subtract line 8 from line 6) . . . . . . . . . . . .

10' Foreign corporations-tax on income not connected with US, business (see Tax Computation Instructions) _L0_

11 Increase in tax from refiguring an earlier year investment credit (attach Form 4255) . . . . .. 11

12 Minimum tax on tax preference items (see instructions-attach Form 4626) ~ . . . . . . 12

13 Total tax (add lines 9 through 12) . . . . . . . . . . . . . . . . . . . . 13

14a Overpayment from 1985 allowed as a credit I 14a I NO,

b 1986 estimated tax payments . . . . 1141, 1 01111l1111~flll~ll1,11,

c Less refund of 1986 estimated tax applied for on

I .4cForm 4466 . . . . . . . . . . . I

d Tax deposited with Form 7004 . . . . . . 14d

It Credit from regulated investment companies (attach Form 2439) 14e

f Federal tax on gasoline and special fuels (attach Form 4136) . . . . 14f

a U.S. income tax paid or withheld at source . . . . . . . lag

It Other payments (see instructions) . . . . 14h

I Total refundable credits (combine lines 14a through 14h) . . . . . . . . . jxli ~

1

5 Enter any PENALTY for underpayment of estimated tax-Check 0- El if Fori cited:

.

.

TAX DUE-if the total of lines 13 and 15 is larger than line 14i, enter AMOUt

17 OVERPAYMENT-if line 14i is larger than the total of lines 13 and 15, enter A

1 18 nf~r amount of line 17 you ant: Credited to 1987 estimated tax W $ R.4,-,l.A 18 i

Unde' .I - .1 -,,, I declare th,t II- -,recl th, ,wn. nclud,q loclloa,rg ;Ch,d.l1$ nd---, no to thi, - .1 y kn-l~g, -d
Please tex.1,n xt1u.. --Plel,

Sign
Here Dal. T,Ile

par'

Dal,

C-1, " ii

Paid ~elf

P s O I ll
11,

EA No Ill
ne -r- .e enr&,.)

.. dgr- ZlPcrd' 0.

I.. 1120L (1986)

Life Insurance Company Taxable Income (LICTI) (Section 801(b))

la Gross premiums, etc . ....................... ~ b Less return premiums. etc, ... __ .... _ .... .... Balance Ii.
2 Decrease in reserves (see instructions) . . . . . . . . . . . . . . . . . . . . . . .
3 10% of any decrease in reserves under section 807(fX1)(8)(ii) . . . . . . . . . . . . . . . .
4 Investment income (Schedule C, line 8) . . . . . . . . . . . . . . . . . . . . . . .
5

.
Net capital gain (line 10a, Schedule D (Form 1120)) . . . . . . . . . . . . . . . . . . .

6 Other amounts (attach schedule) . . . . . . . . . . . . . . . . . . . . . . . . .
7 Life insurance company gross income (add lines I through 6) . . . . . . . . . . . . . .

8 Death benefits, etc .. . . . . . . . . . . . . . . . . . .
9 Increase in reserves (Schedule B, line 12)

10 10% of any increase in reserves under section 807(f)(1X8)(ij . . . . . . . . .
I I Policyholder dividends (Schedule E, line 7) . . . . . . . . . . . . . . .
12 Assumption by another Person of liabilities under insurance, etc., contracts . . . . .
13 Reimbursable dividends . . . . . . . . . . . . . . . . . . . . .
14 Other deductions (attach schedule-see instructions) . . . . . . . . . . .1

5 Dividends-received deduction (Schedule G, column (c). line 12-see instructions for
limitation and attach schedule if applicable), enter here and on Schedule M, line 2c

16 Operations loss deduction (attach schedule) . . . . . . . . . . . . . . . 1
17 Total deductions (add lines 8 through 16) . . . . . . . . . . . . . . . . . . . .

.18 Gainor(loss ) from operations (subtract line 17 from line 7), enter here and on Schedule H, line I . . .

19 Small life insurance company deduction (Schedule H, line 12) . . . . . . . . .
20 Special life insurance company deduction (Schedule J, line 5) . . . . . . . . .

Pass 2

_=MI=
21 Add lines 19 and 20, enter here and on line 2b, Schedule M . . . . . . . . .
22 LICTI (line 18 less line 21), enter here and on page 1, line 1 . . .

(a) Beginning of
to. I ea. (b) End of tax year

I Life insurance reserves (section 807(c)(1)) . . . . . . . : .. . . . . . .

2 Unearned premiums and unpaid losses (section 807(c)(2)) . . . . . . .

3 Supplementary contracts (section 807(c)(3)) ~ . . . . . . . . . . . . . .

4 Dividend accumulations and other amounts (section 807(c)(4)) . . . . . . . . .

5 Advance premiums (section 807(cX5)) . . . . . . . . . . . . . . . . .

6 Special contingency reserves (section 807(c)(6)) . . . . . . . .

7 Total (add lines 1 through 6 in both columns) . . . . . . . . . . . . . . .
8 Increase (decrease) in reserves (column (b) less column (a)) (see instructions)

9 Policyholders'share of tax-exempt interest (Schedule C, line 9 times Schedule K. line 26) . . . .

10 Line 8 less line 9 . . . . . . . . . . . . . . . . . . . . . . . . . .

11 Less Excess ownership differential adjustment (Schedule E, line 8) . . . . . . . . . . . . . .

12 Net increase (decrease) in reserves (If an increase. enter here and on Schedule A, line 9. If a (decrease), enter

here and on Schedule A, line 2.) . . . . . . . . . . . . . . . . . . . . . . . . .

Increase or (Decrease) in Reserves (Section 807),

Gross Investment Income (Section 812(d))

I Interest (excluding tax-exempt interest) . . . . . . . . . . . . . . . . . . . . . . .
2 Dividend income (Schedule G , column (a). line 12) . . . . . . . . . . . . . . . . .
3 G ross rerl . . . . . . I . . I . . . . . . . . . . . . . . . . . . .
4 Gross royalties . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . .5 Leases, terminations, etc. . ~ . . . . . . . . . . . . . . . . . . . . . . . . .
.6 Excess of net short-term capital gain over net long term capital loss (line 9, Schedule D (Form 1120)) . .

7 Gross income from trade or business other than insurance (attach schedule) . . . . . . . . . . .
8 Investment income (add lines I through 7), enter here and on Schedule A, line 4 . . . . .
9 Tax-exempt interest, enter here and on Schedule K. line 5 and on Schedule M, line 2d . . . . . . . .

1

0 Add lines 8 and 9 . . . . . . . . . . . . . . . . . . . . . . . .
t 1 100% qualifying dividends (See instructions.). . . . . . .
12 Gross investment income (line 10 less line 11), enter here and on Schedule K, line I .. . . . . .

For. I 120L (1986)
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Policyholder Dividends (Section 808)

(a) Gr- taxable
dividends

I Amounts paid or accrued

2 Excess interest . . . . . . . .

3 Premium adjustments . . . . . . . . . . . . . . . . . . . . . .

4 Experience-rated refunds . . . . . . . . . . .

5 Total (add lines 1 through 4) . . . . . . . . . . . . . . . . . . . .

6 Differential earning amount for mutual company only (Schedule F. line 15) . . . . . . . . .

7 Deductible policyholder dividends (line 5 minus line 6, but not less than zero), enter here and on Schedule A,

line I I and Schedule K, line 10. . . . . . . . . . . . . . . . . . . . . . .

8 Excess ownership differential adjustment (excess. if any, of line 6 over line 5), enter here and on Schedule B

line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

9 Deductible percentage (line 7 divided by line 5) %

Differential Earnings Amount-Mutual Companies Only (Section 809)

(a) End of preceding
tax yea,

1 Annual statement surplus and capital . . . . . . . . .

2 Nonadmitted financial assets (attach schedule) . . .

3 Excess of statutory reserves over tax reserves on section 807(c) stems

4 Deficiency reserves . . . . . . . . . . .

5 Mandatory securities valuation reserve . . . . . . . . . . . . . .

6 Other voluntary reserves . . . . . . . . . . . . . .
7 50% of the amount of any provision for policyholder dividends payable in the next tax year.

go Subtotal (add lines 1 through 7)
b Adjustment for equity allocable to nonconfiguous Western Hemisphere countries and

other adjustments
c Combine lines Be and line 81b. both columns

9 Total of line 8c, columns (a) and (b) . . . . . . . . . . . . . . . .

10 Tentative average equity base-Enter 50% of line 9 . . . . . . . . . .

I I Other adjustments . . . . . . . . . . . . . . . . . . I . .

12 Total of lines 10 and 11 . . . . . . . . . . . . . . . . .

13 High surplus adjustment (section 809 (i))-attach schedule . . . . . . . . .

14 Average equity base (line 12 less line 13) . . . . -
15 Differential earnings amount (line 14 times the differential earnings rate), enter here and

11

on line 6, Schedule E. . I . . I see instructions

Dividend Income and Dividends-Received Deduction (See instructions)
(Fiscal year corporations, see page 4 of instructions.)

Dividends subject to proration

I Certain domestic corporations

2 Certain debt-financed stock

3 Certain public utility corporations

4 Certain foreign corporations
5 Certain foreign corporations . . . . . . . . . . . .

6 Certain affiliated company dividends . . . . . .

7 Gross dividends-received deduction (add lines I through6ol column(c))

8 Company share percentage (Schedule K, line 25) . . . .

9 Prorated amount (line 7 times line 8) . . ... . . . . . .

Dividends not subject to proration

10 Affiliated company dividends

I I Other corporate dividends
12 Total (add lines 1 through 11 in column (a) and lines 9 and 10

column (c)) (Reduce the deduction as provided in section

805(aX4XDXii))-Enter the amount from line 12, column (a) on
Schedule C, line 2, and enter the amount from line 12. column (c) on

Schedule A. line 15

V/1,

F/

page 3

(b) End of this
tax yea,

W"/1

I I

(Is Deduction rate I (c) Deduction (column
(a) times column b))

see instructions
see instructions
see instructions
see instructions

1.00
1.00

see instructions

for. 1120L (1986)
Pairs, 4

Small Life insurance Company Deduction (Section 806(b))-if assets (Schedule 0, Part 1) are
$500,000,000 or more, complete lines 1 through 5, line 11, and enter zero on line 12. (See instructions)

I Gain or (loss) from operations (Schedule A, line 18) . . . . . . . . . I . I
I I I

........................................ .......2a Nominsurance income ........... ---- b less

noninsurance deductions ... ........................................... ....... c Balance I-

3o Line 1 less line 2c . . . . . . . . . . . . . . . . . . . . . . .

b Adjustments (including section 801(aX2)(C)) (attach schedule) . . . . . . . . .

c Tentative LICTI (total of lines 3a and 31b) . . . . . . . . . . . . . . . . .

4 Controlled group tentative LICTI (Schedule 1, line 8) . . . . . . . . . . . . .

5 Combined tentative LICTI (line 3c plus line 4). Enter here and on Schedule J, line 1.
1
1

$15.000,000 or more, omit lines 6 through 10. Enter zero on line 12, and line 19,

Schedule A ~ . . . . . . . . . . . . . . . . . . . . -
6 Small life insurance company deduction before adjustment (line 5 times .6. but not more

than $1,800,000) . . . . . . . . . . . . . . . . . . . . .

7 Maximum statutory amount . . . . . . . . . . . . . . . . . . . 3,000.000

8 Subtract line 7 from line 5, but not less than zero . . . . . . . . . . . . .-

9 Reduction rate (15%)-Line 8 times .15. but not over $1,800,000. ~ . . . . . . X.15

10 Tentative small life insurance company deduction (line 6 less line 9). Enter here and online 2, Schedule.)

11 Taxpayer's share (line 3c (but not less than zero) divided by the sum of line 3c and Schedule 1, column (a). line 6)
12 Allowable small life insurance company deduction (line 11 times line 10). Enter here a-J on Schedule A H-10

URNW-TRIUM Controlled Group Information (See instructions)

Com an
Tentative LICTI

p y
s I

c07

) n (b) (Loss)

2

3

4

6 Total-Add lines I through 5 in both columns . . .7

Enter amount from (Loss) column . . ~ . . . . . . .

ou t2ritative LICTI (line 6 less line 7). Enter here and online 48 NetcontrolieSV

&Tlnl~

eclil

Life Insurance Company Deduction (Section 806(a)

I Combined tentative UCTI (Schedule H, line 5) . . . I . . . . . . I

2 Tentative small life insurance company deduction (Schedule H, line 10) . . . . . .

3 Line 1 less line 2 . . . . . . . . . . . . . . . . . . . . . . .

4 Tentative special life insurance company deduction (line 3 times .20 (taxable inco.

. . . . . . . . . . . . . .adjustment rate)) . . . . . . .

5 Taxpayer's share of special deduction (fine 4 times Schedule H, line 11). Enter her ! an(

UsITIMM11-ComDany/Policyholder Share Percentage (Section 812)-Part I (See instructions)

. . . . .me (Schedule C line 12)t inG i t . . . . . . . . . . . . . . . .,comenross nvesI

. . . . .t line 6)2 P li i t S h d l L . . . . . . I I .o cy n eres ( c e u e ,

3 Line I less line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4 Life insurance company gross income

5 Tax-exempt interest (Schedule C, line 9) . . . . . . . . . . . . . . . .

. . . . .d 56 Add li 4 . . . . . . . . . . . . . . . . . . . . . . . . .nes an

. . . . . . .enter '0" )line 8) (if a decrease in reserves(Schedule Bin7 I . . . .. .,reservesncrease

8 Line 6 less line 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . ..... . . . . . . . .9 Investment income ratio (line 3 divided by line 8) .

.10 Deductible policyholder dividends (Schedule E, line 7) . . . . . . . . . . . . .

I I Deductible excess interest (Schedule L, line 2) . . . . . . . . . . . . . .

12 Deductible dividends on employee pension funds . . . . . . . . . . . . .

13 Deductible dividends on deterred annuities . . . . . . . . . . . . . . .

14 Deductible premium and mortality charges for contracts paying excess interest

. . . . . . .15 Add lines 11 throu h 14 .. . . . . . . . . . .g

16 Line 10 less line 15 . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . .f dividends (line 9 times line 16)rti n17 I t t . . . . . . . . . .o onves men po

. . . . . . . . . . . . . . .interest (Schedule L line 6)18 P li . . . . . . . . ..o cy

19 Policvholder share amount (add lines 17 and 18) . . . . . . . . . . . . . . . . . . . .
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Part 11

20 Gross investment income (line 1) . . . . . . . .
21 Net investment income (See instructions) . . . . . . .
22 Policyholder share amount (fine 19) . . . . . .

23 Company share of net investment income (line 21 less line 22) . . . . . . . . - . - - . I

24 Total share percentage . . . . . . I . . . . . . . . . . . . . . . .
25 Company share percentage (line 23 divided by line 21). Enter here and on Schedule G, line 8

P., 5

100%

26 Policyholders'share percentage (line 24 less line 25) . . .

Policy Interest (Section 812(b)(2))

I Required interest on reserves under sections 807(c)(1), (3),(4), (5), arid (6)-attach schedule . . . . . .

2 Deductible excess interest (Schedule E, line 2 times Schedule E, line 9). Enterhere and on Schedule K, line 11.
3 Deductible amounts credited to employee pension funds . . . . . . . . . . . . . . . . .
4 Deductible amounts credited to deferred annuities . . ~ . . . . . . . . . . . . . . . . .
5 Deductible interest on amounts left on deposit (section 812(b)(2)(D)) . . . . . . . . . . . . . .

6 Total policy interest (a Schedule K .

Shareholders' Surplus Account (Section 815(c))

I& Balance at the beginning of the tax year . . . . . . . . . . . .. . . . . . . . .
b Transfers under pre-1984 section 815(d)(1) and (4) for preceding year . . . . . . . . . .
c Balance at the beginning of the tax year (add lines la and 1b) . . . . . . . . . . . . . . . .

2a LICTI (page 1, sum of lines 1 and 2, but not less than zero) . . . . . . . . . . . . . . .
b Special deductions allowed by sections 806(a) and 806(b) (Schedule A, line 21) . . . . . . . .
c Dividends-received deduction (Schedule A, line 15) . . . . . . . . . . . . . . . . . . . .
d Tax-exempt interest (Schedule C, line 9) . . . .. . . . . . . . . . . . . . . . . .

3 Total (add lines Ic through 2d) . . . . . . . . . . . . . . . . . . . . . . . .
4 Tax liability for year without regard to section 815 (Figure the tax online 2a as if line 2a were taxable income)
5 Line 3 less line 4 (Do not enter less than zero.) . . . . . . . . . . . . . . . . . . . . . .
6 Direct or indirect distributions in the tax year (not more than line 5) . . . . . . . . . . . . .

7 Balance at the end of the tax year (line 5 less line 6) . . . . . . . . .

Policyholders' Surplus Account (Section 815(d))

I Balance at the beginning of the tax year. . . . . . . . . . . . . . . . .
2a Director indirect distributions that are more than Schedule M, line 5 . . . . . . .

b Tax increase on line 2a . . . . . . . . . . . ... . . . . . . . . .

c Subtractions under pre.1 984 sections 81 5(d)(1) and (4) (see instructions) . . . . .
d Tax increase on line 2c . . . . . . . . .
a Subtraction required under pre- 1 984 section 815(d)(2) due to termination . . . . .

3 Total-Add lines 2a through 2e, but not more than line I . . . . .

4 Balance at the end of the tax year (fine 1 less line 3) . . . . . . . . . . . . .

E~~ Total Assets and Total insurance Liabilities

Part I-Total Assets (Section 806(b)(3)(C))

I Real property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

2 Stocks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3 Proportionate share of partnership assets . . . . . . . . . .. . . I . . . . . . .
4 Other assets (attach schedule) . . . . . . . . . . . . . . . . . . . . : . .
5 Total assets of controlled groups . . . . . . . . . . . . . . . . . . . . . . .

6 Total (add lines I through 5) . . . . . . . . . . . . . . . . . . . . . .. . . . . .

As of Close of
Tax Y-

F- 1120L (1986)

Total Assets and Total Insurance Liabilities Continued

Part 11-Total Insurance Liabilities (Section 813(a)(4)(B

P.s. 6

s--
I

(b) De-w- (.)Wb,:.1..- 1-1
, ea,

I

2

816(c)(1)

816(c)(2)

Reserve for life policies and contracts . . . . . . . . . . . . . . . . . . .

Reserve for accident and health policies . . . . . . . . . . . . . . . . . .

3

4

807(c)(3)

816(c)(2)

Supplementary contracts without life contingencies . . . . . . . . . . . . . .

Policy and contract claims, life . . . . . . . . . . . . . . . . . . . . .

5

6

816(c)(3)

807(c)(4)

Policy and contract claims, accident and health . . . . . . . . . . . . . . .

Policyholders' dividend and coupon accumulations .

. . 71TIllIV77 807(c)(5) Premiums and annuity considerations received in advance . . . . .

Less: Discount . . . . . . . . . . . . . . . . . .

11 1111 MIIII
8

9

807(c)(5)

807(c)(6)

Liability for premium and other depbsit funds . . . . . . . . . . . . . . . .

Miscellaneous insurance liabilities, not included above:

a Special contingency reserves for group life. health and accident insurance . . . . . .

807(c)(3) b Amounts held at interest under insurance, annuity or deposit administration contracts, or

pension trust side funds . . . . . . . . . . . . . . . . . . . . .

807(c)(3)

807(c)(3)

c Funds held to provide for future conversion of policies or contracts . . . . . . . .

d Amounts held pending issue of contracts supplementary to insurance or annuity contracts

816(c)(3) e Other insurance liability or adjustments:

(i) Reserves for mortality fluctuations . . . . . . . . . . . . . . . . .

816(c)(3)

(ii) Liability for insurance or annuity benefits for employees and agents . . . . . .

I Other items (please describe):

...................................................................... .......................

..............................................................................................

. ....................................... ......................................................

........... ...................................................................................

..............................................................................................

. .............. ...... ...... ..... .... . ..... ..... .. ...... ... .. ... ... . .. .... ... ........... .......

10 Total

Limitation on Noninsurance Losses (Section 806(c)(3)(C))

I Nominsurance income (attach schedule) . . . . . . . . . . . . . . . . . . . . . . .

2 Noninsurance deductions (attach schedule) . . . . . . . . . . . . . . . . . . . . . .

3 Noninsurance operations loss deductions . . . . . . . . . . . . .. . . . . . . . . . .

4 Addlines2and3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5 Noninsurance loss (line 4 less line 1). If line 1 is greater than line 4. omit lines 5 through 8, and ente zeroon
line 9.

6 Enter35%ofline5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

7 Enter 35% of Schedule A. line 22 less any noninsurance loss included in Schedule A . . . . . . . . .

8 Enter the lesserof line 6 or line 7 . . . . . . . . . . . . . . . . . . . . . . . . . .

9 Line 5 lessline8-Enterhereandon page 1, line 2. . . . . . . . . . . . . . . . . . .
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MAMMAus Additional Information Required (See instructions)

F Check if you are a:
(1) 0 Legal reserve company-if checked:

Kind of company:
Stock
Mutual

Principal business:
0 Life insurance
0 Health and accident insurance

(2) 0 Fraternal or assessment association
(3) 0 Burial or other insurance company

G Enter the percentage that the total of.your life
insurance reserves (section 816(b)) plus unearned
premiums and unpaid losses (whether or not
ascertained) on noncancellable life, health or
accident Policies not included in life insurance
reserves is to your total reserves (section 816(c))

Attach a schedule of your computation.

Do you have any variable annuity contracts

outstanding? . . . . . . . . . . . .
(1) Did you. at the end of the tax year, own, directly

or indirectly, 50% or more of the voting stock of
a domestic corporation? (For rules of attribu-

tion. see section 267(c).) . . . . . . .
If 'Yft." attach a schedule showing:

(a) Name. address, and identification number;
(b) Percentage owned; and
(c) Taxable income or (loss) before NOL or

special deductions from line 28, page 1,
Form 1120 (or line 24. page 1, Form
I 120-A) of that corporation for the tax year
ending with or within your tax year.

(2) Did any individual, partnership, corporation,
estate. or trust, at the end of the tax year, own.
directly or indirectly, 50% or more of your
voting stock? (For rules of attribution, see
section 267(c).) . . . . . . . . . .

If ~Yes," attach a schedule showing:
(a) Name, address, and identification number;
(b) Percentage owned: and
(c) If the owner of that voting stock was a per-

son other than a U.S. person (see instruc-
tions), check "Yes" and show owner's
country, a,

Note: lfquestion 1(2Xc) is checked 'Yes, the
corporation may have to file Form 54 72.

H

I

11//
1
1/1",

Reconciliation (See instructions)

J Did you claim a deduction for:
(1) Entertainment facility(boat, resort, ranch, etc.)?
(2) Living accommodations (except for employees

on business)? . . . . . . . . . . .
(3) Employees attending conventions or meetings

outside the North American area? (See section
274(h).) . . . . . . . . . . .

(4) Employees' families at conventions or meetings?
If "Yes,' were any of these conventions or

meetings outside the North American area?
(See section 274(h).) . . . . . . . . .

(5) Employee or family vacations not reported on
Form W-2

'
7

' * ' *K Were you a U.S. shareholder of any controlled
foreign corporation? (See sections 951 and 957,
and the instructions.) . . . . . . . . . .
If "Yes.* attach Form 5471 for each corporation.

L At any time during the tax year. did you have an in.
terest in or a signature or other authority over a
financial account in a foreign country (such as abank account,

securities account, or other financial
account)? (See the instructions for exceptions and
filing requirements for Form TO F 90-22. 1.) .

~ite the name of the foreign country.

.................. I .......... I ...-
M Were you ever the grantor of or transferor to a

foreign trust which existed during the current tax
year, whether or not you have any beneficial
interest in it? (See instructions.) . . . . . . .
If "Yes," you may be required to file Forms 926,
3520, or 3520A.

N During the tax year did you maintain any of your
accounting/tax records on a computerized system?

0 Check method of accounting:
(1) El Accrual
(2) El Other(Specify) -------------------------

Compensation of Officers (See instructions)

Pag~ 7

. - ...- _... .1-1 ---- --
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iron ore to which section 631 applies,The
term does not include inventoriable property,
property held primarily for sale to customers.
o certain 6OPYn,&his. literary. musical
artistic compositions, letters, or memoranda.
and similar property.
Special rules for section 818(c) prineenty.-
See section 818(c) and related regulations for

owt I, ithegiromthesalecirexchange
of any section 8

c)
propertyI'm

a
`a~ he':,n1:crr:1,=y1'f Re

"~OpeIn. ~IIDI.5
report the sale. Gain or loss from the sale of a
U.S. real property interest is considered
effectively connected with the conduct of a
U.S.

business.
even though the foreign life

!nwrance company does nolS~rry On anyU. I
insuninct, business in the U. . and is not
otherwise required to file a U.S. income tax
return.

Specific Instructions
Box A. Employer Identification number.-
Enter the corporation's employer identification
:Umber (EIN).

If the corporation does not he" an EIN,
pply for one on Farm SS-4, Application for

Employer Identification Number. You win
obtain this form at most IRS or Social Security
Administristion offices. Send Form SS-4 to the
same Internal Revenue Service Center Where
you send Form I I 20L. 11 you have not
received the EIN by the time to file
Form 1120L, write "Appliedfor" in the pace
for the EIN.

SCHEDULE A-Life Insurance
Company Taxable Income
(LICTI) (Section 801(b))
Income
Une I-Enter the gross premmars and
other consideration (including advance
premiums, deposits, fees, asinexuards,
consideration from assuming liabilities under
contracts not issued by the company and
dividends to policyholders raimbumble to the
taxpayer by a reinsurer for reinsured policies)
an insumnice arid annuity contracts. Alan. line, a

should include any amount treated as
received under section BOB(*).
Line W-Enter return premiums. and
premium and other consideration for

;
ndernnity minsurimce. Except for premium

other ctrusiderration retumedb another life
Insurance company from, indemnity
reinsurance. you cannot include amounts
returned when they are not fixed in the
contract but depend on the company's

e
ixperience or the management's discretion,
~ut`tmart as return premium amounts rebated
or refunded due to policy cancellatibris or to
incorrectly figured premium. Then subtract
line lb from line I& and enter the result in the
colurm w the right.
Line 2. Decrease In --4f there is a
decrease in murm". you cannot~an
amount orn line 2. Schedule A. until you do the
,_-- .. ...... ... __- -Fi-:-._ -, -----
B. to tentatively compute i a insurance
company ncome which iis needed to

'a

icyhokou,

Ept pe u';d IIIcgif

Una 3, 10% of not decrease in
Enter 1096 of any decrease In reserves
required under section B07(fX1XBXd). If
section 807(fX2)applies. the balance must be

included in income in the last tax year the (c) Annortizable basis of pollution control
company me qualified to file Form I 120L. facilities by 20% (15% for

pmr.
placed

Line 6. Other amounts.-Enter the total in service before January 1, 1 85);
other income not otherwise included above if (d) Intangible drilling, and ion and
the iterm am includible in gross income and development costs by =113X110t% for
include any accrml of discount under section expenditures paid or incurred after
81 I(b). Include all pins fro. Form 4797. See 1986); and
the instructions underAssets Used in a Thuh, (a) Bad debt deductions for financial
Or Business and Involuntary Conversions. Institutions by 20%. ~
above. Exclude all gains that are, or am 3 Real property construction period
considered to be, from the sale or exchange Of inte;~~ and taxes. For construction started
capital assets. For mutual lite companies, see, after 1982, m deduction (except as allowed
section 809(fX 1) for inclusion in income under section 189(d)) shall be allowed for real
where the recomputed differential earnings pt.7r=Zruction period interest and
amount for the taxable year is greater than t 189 has been repeated for =is
differential earnings amount for uch taxable incurred after 1986.
year. Alm, attach an itemized scgedule of all 4. Golden parachute payments. A portion
item. of the payments made by a corporation to key
naul-Al... personnel that exceeds their usual

compensation my not be deductible. This
Une B. Death benefits, etc.-Enter all claim occurs when the corporation has an
and

benefits
actrued and losses incurred agreement (golden parachute) with them key

(whether or not ascertained) during the yeara rud := to pay them them excessive
oninsirranc: andan tycontrat Losses control of the corporation changes.
incurred (Whether or not ascertained) means a Sea section 28OG for changers to golden
reasonable estimate of losses incurred but not panchude min.
reported, and form reported, but the amount
cannot be determined by the end of the year. Exceptions
Lim 10. 10% of Increase, In reservaa.- Include all items allowable a deduction In
Enter 10% of any increnis in reserves required figuring taxable income except:
under section 8107(fXI XBXi). Interest -No deduction is allowed under
Line 12. Assumption by another person at section 16 for interest on the item described
liabilities under Insurance, atc.. in section 807(c).
combacts.-Enter the consideration (other Bad debts.-No deduction is allowed for an
than consideration it= indemnity addition to resernes for bad debts under
reinsurance) from the assumption by another enction 166(c), but a deduction for Specificperson of liabilities under Insurance anid,

bad debts is permitted if the Other PrOvisiOnS
annuity contracts (including supplerneentaird of section 166 apply.
contirmts). Czartributionel-Aftach a schedule Showing
Une Is. Relarlibureable iffirldends.-Enter the name of each organization and the amount
the amount of policyholder dividends that am for a contribution made in property other then
p.id=ed nother insurance money. Describe the kind of Property
com pd,~ a

taxpayer has contributed and the method used in
as thereimumd,andaremimbumblebythe determining its fair market value. If you

taxpayer under the terms of the reinsurance include a contribution carryover, show the
contract. amount and how it Was determined. A
Une 14. Other deductlOnL-Enter the total cOrpOretion must keep records. as mqumd by
of all other deductions (includingthe Regulations section 1. 170A. 13.
amortization of premium under section If you made a qualified conservationS1 I(b)) not already included in lines 8 contribution under section 170(h), include the
through 13. . fair market value of the underlying Property'

Also. include the total amount of before and after the donation. Describe the
noninsurance business (defined in section conservation purpose furthered by your
806(cX3)) deductions on line K'Aftech an donation and the type of legal interest
itemized schedule of all item. Noninsumnae, whiniturted.
business deductions stculd be segregated Charitable wranbutions Over the 10%
from other deductions. limitation as set forth in section 170(bX2) aid

in the cam of mutual life companies. an as modified by section 805(bX3), may riot be
section 8WfX2) for deduction whom the deducted for the tax year but my be carried
recomputed differential earnings amount for over to the next 5 tax Years.

M~Zb. Vthe le=,
I'mat'"than

differential
0
jpa=~nthe

me
basis may elect

forsuch.
year. to

ded kv:mpaldl by the 15th (17 of
If you claim a deduction far depreciation, the 3d month after the end

of the tax year

attach Farm 4562, Depreciation and the board of dinscitons authadaes tk%c
Amortization. Attach FarmT (Timber). Forest contifibutim d rl go to A ht the
Industries Schedule, it you claim a deduction

ur
' ' rin 0mt nis=;Z~,Vbty Officer,..U,

for timber depletion.
*Wtl=

he rem on authorizing the
Uniltations on Deductions con. was adopted by the board of

directors during the tax year. Alm attach a
1. Transactions between related taxpayers. copy of the resolution.

Generally, an accrual basis taxpayer my Only For a charitable cbribribution of Property,
died, Id tm isions expenses and interest Owed you must reduce the contribution by the sum
to a related party in the year the payment is of:
included in the income of the related party. The ordl sheattemin capitel
Sea section 267 for limitation on deductions pin tr.ZZbZ" resulted if thefor unpaid expenses and interest. property werissold at its fair rnanart

2. Limitation on deductions tot
taxpreference forms. corporation my be

require Dr the following
tax prate Items:

(a) Depletion of iron we

and

coal (including

,

lignite) by 15%;
(b) Section 1250 capital pin by 20%;

aim, and
,a Forcertain contributions made In tax

blgi 11 In 1986,60.87% at the
lorilpterin copirbi, pirittartwouldhave
resuftedifthepropertywermsoldatits.

at"lue.
Pap 3

The reduction for 60.87% of the long-term'
capital gain applies to;
1. Contributions of tangible personal property

for um by an exempt organization for a
purpose or function unrelated to the basis
for itsexemption; and -

2. Contributions of any property (except stock
for which market quotations are readily
available-sere section 170(eX5)) to or for
the use of certain private foundations. (See
section 170(e) and Regulations section
1. 170A-4.)
For special win for contributions of

Inventory and other ordinary income property
to certain organizations, and contributions of
scientific property used for research, see
section 170(e).

'For a charitable contribution deduction for
property sold to a charitable organization, the
mileusted

is Or
determining gain from these is

n=ufnl that is in the mine ratioto
the adjusted basis as the amount realized is to
the fair market value of the property.

Amortizable bond premium.-No
deduction is allowed under action 17 1.
However, see section 8 1 I(b) for the rules
relating to amortizable bond premiums.

Net operating I= deduction' -The
deduction under section 172 is not all?wed
because an operations loss deduction is.110.W.

See line 16.
Um 13. Dthrielends-racelved deduction.-
Enter the amount from Schedule G, column
Mline 12. Also. see the instructions for

edule G.
Line 16. Operations less deduction.-This
deduction determined under section 810 is
similar to the net operating loss deduction
provided by section 172.

The operations lose deduction is the total of
the operations Ion arryovers and carrybacks
to the tax year. See section 810(a).

Genaral~, you my carry a less from
operations cktoeachofthe3years
precedin theyearofthelossandcarryitover
to each ol the 15 years following the year 01
the loss. Or you may make an Irrevocable
election to carry the lose only to each of the
15 years after the loss year. See section
810(b). If the company is a new company for
the loss year, the carryover

I, for
18 years. For

the definition of a new company "a section
BID(*). After you apply the loss irom
operation to the first

tax
year to which it may

be carried, the part of the kea you may carry
to each of the remaining tax years is the

-amount by which the Ion is more than
thesum of the offsets for each of the earlier tax

years to which the loss my be carried.
Offsed means the increase in the operations

loss deduction 1. the tax year that neducn the
life insummecompanytaxableincome(fi red

Y.,Mrdt= 2) and (3))Without Itur
the

'o
told).

To determine the loss from operations
subtract line 7 from the allowable dducti6m.
But:

a No operation loss deduction is allowed
a You must figure the deductions allowed by

section 243 (dividends received by
corporations). section 244 (dividends
recielad on certain preferred stock of
public utilities). and section 245
(dividends received from certain foreign
=tions) without regard to section

as modified by section 805(aX4). .
See section 844 for special Ioss carryover

ruin for an insurance company that has ,
changed its to- of organization or has had a
change in the nature of its insurance business.

Page 4

. For tax treatment of recoveries of foreign
expropriation losses, see section 135 1.
Note: Section 810is treated as a continuation
ofsection 812 (as in effect before the
enactment of the Tax Reform Act of 1984).

SCHEDULE B- Increase or
(Decrease) In Reserves
(Section 807)
Section 807 requires life insurance compani

.
as

to determine whether certain reserves
decreased or increased for the tax yea r. A
decrease will be treated as includible in gross
income and an increase will be treated as a
deduction from gross income. Generally, the
net increase or net decrease in reserves i

.
s

figured by comparing the closing balance for
resemes to the open,

ng
balance for reserves.

Note: Any decrease in reserves, shown on line
8 is computed without any reduction of the
ciminif balance of section 807-a- by the
ZrIderles shere of tax-exempt interest.hedu

A, line 2 instructions.
Also, in figuring the net increase or net

decrease in reserves, the closing balance of
the reserve items is reduced by the .
policyholders' share of tax-exempt interest
and the excess Ownership differential
adjustment.

For rules dealing With the method of
computing reserves for purposes of
determining income, see section 807(d). For
rules dealing With the method of computing
reserves on contracts where interest is
guaranteed beyond the end of the tax year,
see section 81 1(d).
Note;lfthebasis rdeter~Tmlitoh amount
ofany item referred

to
in

a ion 7(c) (life
f to a

insurance reserves, etc.) at the end of the tax
year differs from the basis for the
determination a t the beginning of the tax year r,
see section 807(f).
SCHEDULEC-Gross
Investment Income (Section
812(d))
Line 1. Interest.-Enter interest (excluding
tax-exempt interest) from a] I wumes during the
tax year. Decrease the reported gross interest
mported Ity the amortization of premium and
increase

I
by the accrual of discount (except

market discount) for the tax year on bonds,
notes debentures, or other evidences of
inde;iedness. Determine these a mounts by:

• The method regularly used, if
reasonable, or

• Regulations prescribed by the
Secretary of the Treasury.

Also.
see section 81 l(b). Attach a

statement showingthe method and
computation used.
Line 3. Gran rents.-Enter the gross rentsreceived

for property. Deduct expenses such
as repairs, tam, and depreciation on line 14,
Schedule A, and attach a segregated schedule
of these amounts.
Line 4. Gross royaltles.-Enter gross
royalties. If you take a deduction for depletion,
report it on line 14, Schedule A.
Unit S. Lesses. terminations. etc.-Enter
tLe gross income fr;rn entering into (orin I
c nVngore'di any ease, mortgage, or
other instrument or agreement from which the
life insumme company earns interest, rents,
or royalties.
Unts 7. Gross Income from trade or business
other than Insurance bushress.-Enter the
gross income from any business (other than an
insuranc: business) carried on by the life
insuranc company, or by a partnership of
which the life insuranCe company is a
member. Attach a segregated schedule.

Include section 1245, section 1250, and
other pins from Form 4797. See the
instructions underAssets used in a trade or
business and involuntary conversions, above.
Line 9. Tax-exempt Interest-Enter the
total amount of tax-exempt interest income
attributable to this tax year. Tax-exempt
interest does not include interest received on
securities acquisition loans as defined in
section 133(b).
Une 11. 100% qualifying dividendL-Enter
the total amount of dividends for Which the
percentage used to determine the deduction
allowable under sections 243, 244, and
245(b) is 1OD%. Do not include dividends to
the extent they are funded with tax-exempt
interest or dividends that Would not qualify as
100% dividends in the hands of the taxpayer.
Note: Multi-tiered corporate arrangements
cannot be used to change the character of the
tax~xempt interest ~W dividends received in
an attempt

to
amid exclusion.

SCHEDULE E- Policyholder
Dividends (Section 808)
A policyholder dividend inclurin a ny a mount
paid. or accrued (including an increase in
benefits) where the amount is not fixed in the
contract but depends on the company's
experience or the managemeni's discretion
plus any excess interest, premium
adjustments, and experience-rated refunds.
Generally, the deduction for policyholder
dividends is the amount actually paid or
accrued during the tax year. A mutual
company must reduce this amount by the
differential earnings amount (defined in
section 809).

Also, for purposes of figuring this
deduction. any policyholder dividend which
increases the cash surrender value of the
contract or other benefit payable udder the
contract or reduces the premium that
othe-me has to be paid, is treated as paid to
the policyholder and returned by the
policyholder to the company as a premium
and should be included on line 1.

SCHEDULE F-Differential
Earnings Amount (Section 809)
Section 809 requires mutual life insurancecompanies to reduce certain deductions
(policyholder dividends, and certain reserve
deductions) by the differential earnings
amount. For 1985, the differential

88mmrate is 6.157%, For 1986. the Secretary
&.

Treasury will adjust this rate and announce
such rate during early 1987.

Sao section 809 for definitions,
computational information, transitional rules
and other adjustments. Whendetermining
equity base, no item should be taken into
actount more than once.
SCHEDULE G~Dl vidend
Income and Dividends-
Received Deduction
Une I, column (Q.-Enter dividends
mce1wed (except those waived on debt.financed stock acquired after July 18
1984-see section 246A) from dom~stic
corporations subject to income tax that quality
for the deduction under section 243(a). The
dividdrid-received deduction for dividends
rece*d before January 1, 1987; is 85%. Fordividends received after December 31, 1986,
it is,89%.

So-called dividends or earnings received
from mutual mvings banks, money market
certificates, etc., am really interest and should
not be treated as dividends.



For dividends received from a regulated
investment company,= section

8
forthe

amount that qualities for the deduction.
Lim 2. column (a).-Enter dividends on
deld-finamed stock (acquired after July 18,
1984) that are received from domestic
corporations subject to income tax and that
wouldotherwisebexubjecttothe. . .
lividends-rectind deduction under section

43(&X1 . Genersily, debt-finamed stock is

Dividends (other than capital gain and sections 804 and 806 for computation of the
exampt-interest dividends) received from deduction.
r1aledin quil;nvestment companies thatido

for the dividends-received , SCHEDULE I-Controlled
deduction. Group Information (Section
Dividends frolin tax-exempt organizations. 806(d))
Dividends (other than capital gain
dividends) received from a real estate In computing the snu~ll life insurance company
investment trust that, for the tax year of deduction and the special life insurance
the trust in which the dividends are company deduction. all life insurance

stock that the corporation acquired and in paid qualifies under sections856 companies who are nembers of a controlled
doing so, incurred a debt (for exium~le, W thvo~glh 860.

group
am treated as one company and the

borrowed money to buy the stock). Sea section Dividends not eligible for the amount of th a deduction that the group is
246A for more information. dividends-rec"ived deduction because entitled to must be allocated to the life
Une 3. column (a).-Enter dividends of the stock's holding period or an =age comp~fiy members of the group in
received on the Preferred stock of a public obligation to make corresponding

on the
r respective tentative life

utility subject to income tax that is allowed the payments on similar stock. insume company taxable imome.
deduction under section 247 for dividends Any other taxable dividend income not For more information on controlled groups.
paid. The dividimils-received deduction property reported above (including see section806.
percentage is 59.13% if they are received distributions under sections 934(eX3) Note: When a life insurance company makes
beforLJa;uaryD1. 198b7.rFor dividends orM(IiXil)). an eleclikir; under section 806(dX4), affectedme, er scam a

31. 1986 and before Unes I through 6. column'l[c).-Dividinds '""'be's ofthe
controAtedgroup must exaluds

July 1, 1987, the dividends-received received on debt-firuinced stmk that are the hiss from operations ofthe ekcbW life
deduction percentage is 55.652%. For those reported on tire 2, column(a) am not entitled insurance company in computing the special
dirvid rids received after June 30, 1987. the to the full 85% (80% for dividends rmind life insurance company deduction. Attach a
divid: nds-received deduction is 47.059%. after 1986) dividends-rKeived deduction. separate computation in lieu ofSchedule J,
Una 4. column (*).-Enter dividends Instead the 85% (80% for dividends received Consolidomof taxable income of the group that

nreceived from familn corporations and after 1~86) deduction
is

reduced by a includes the life insurance company Hotmilift
dividends received rorn FSC5 that are percentage that is related to the amount of thesection 806(dX4) election 8W must be
chaatim ing debt incurred to acquire the stmk. Sea section adjusted as provided in section SWOX40).cirn

246A. A schedule showing how the dividends
SCHEDULE J-Speclal Lifereceived deduction on debt-finamed stockunder section 245(a). (amount on line 2, column (c figured' nsurance Company Deduction

Une 5, column (a).-Enter dividends must be attached to Form I llrr (,Section 806(a))received from wholly owned fore In general, no dividends-received
subsidiaries that qualify for the i1r0% deduction will be allowed on any sham of Life insurance companies are aim allowed a
deduction under section 245(b) to the extent stock: deduction for any tax yearequal to 20% of the
they

am
distributed out of tax-exempt interest excess of tentative life insurance company

or out .1 dividend, which do not quality as 1. That is disposed of if the corporation held taxable income for the tax year over the smallit 45 days or less (sim section life Insurance,r00% dividends. Also, imiude dividends 246(cXIXA)), or
My deduction (if any). Sea

received from a Foreign Sales ndCorporation
2. To the extent the corporation is under an

sections 8D4 arid and, if a controlled
FSQ attributable to exempt foreign trade

obligation to make related payments for group, Schedule 1. Be sum to complete lines I
income that qualify for a 100% deduction through 5 of Schedule H.
under section 245(c). Do not include substantially similar or related property. Note: F~ tax years beginning in 1967, this
dividends received from a life insurance Une 7, column (c~-Umitation on deduction will be repeated.
-pony. dividends-received deduction. The dividends.
Une 6. column W.-Enter dividends that received deduction is limited to 85% of tire 2, SCHEDULE K-
qualitylkuth. 100%dividands-rmennid pap 1, plus line 7, Schedule A, less the total of

COMPany/POIlcyholder Share
deduction under section 243(aX3) that are fines 8 through Kof Schedule A; i.e., 85% of

su
to the elective provision of section life ins rame compan taxable income (as Percentage (Section 812)V

2AT"tto the extent they are distributed out of inedifed by section WcX3XC)) figured Schedule K provides to, the computation of:
~:,mem termt or out of dividends that do without regard to: the special life insurance (1) the company's sham percentage of thein

as 100% dividends. Do not include deduction and the small life insurance company dividends-received proration (section
dividends received from a life insurance deduction (section 806y, the operations

loss
8O5(aX4)); and (2) the policyholders' she.deduction (section 810); the dividends-received percentage of tax.exampt interest (sectioncompany.

deductions (sections 243(8XI). 244(a). and
807).

Una 10, column (a).-Emer dividends that 245): and any capital loncarrybacktothi,ta.
qualify for the 10096 dividends.rKeived The company'l, sham is obtained byd

year (section 1212(aXl)) dividingthe company's share of noteduction and that are not reported on tine 5
For a member of an at nitcontro investment income by total net investmentor 6 because they were not distributed out of

group. the 85% limita torec
I
ta a liestoany income. To amomplish this, it is first -tax~lmipt interest or out of dividends that do

amount by which line 7
,
Schedule A a re minifmction,- the

not
qualify as 100% dividends or because they I of lin 8 through 14 of

necessary to compute the
were paid by a life insurance company than the total of lines 8 thro numerator of which is fire 3, and the
Note: Certain dividends received by a

mig,. Schedule A. But qualifying dividends a! denominator of which is line 8..
from the same group are not subject to the . Note: in computingthe denominator, lifecorporationammitsubject

to proration.
And

85% limitation.
insuranceimass incomeocludes, tax-exemptattach a schedule ofyourcompulatrim. ~

In a year in which them is a loss from interest, amlyou are to compute any decreaseLine 11. caturan, (a).-Ente, the total of operations, the 85% 1imitation does not apply in reserves withoutany reduction of the closingother dividends received and attach a . even if the Ion is created by the dividends- , bal .. of the section 807 rmam items by durschedule showing separately: received deduction. (See sections 172(d) and pisficythoiders share of taxexamptincem I.
a Foreign dividends not reportable on lines 246(b).)

4,5andlO.(Ecludedisiributionsof The traction, line 9, is to be applied to a
amounts constructively tm-d in the SCHEDULE H-SMall Life portion of policyholderdividends, lift 16. The
current year or as rtier years under

InsuranceCom anyDeduction
result, line 17, is then added to the policy

Subpart F.) p interest. line 18, to arrive at the policyholder
a Income constructively received from (Section 806(b)) share amount. Thecompany share of net

controlled
foreign corporations under To qualify for this deduction, a life i rance

investment income is then obtained byI This. $1, nsu subtracting the policyholder share amount.Subpar F hould equal the total company must he" less than 000-000 of line 19, from the neti9vestment income. Notamounts reported in Schedule J of tentative life insurance company 'xable
Fonn(s) 5471, Information Return with , income and it must have less the'

Investment Incor". 4 defined as 90% of
Respect to Foreign Corporations. $500,000,000 in assets (which should include gross inmtm!M !mom! or in the case of

g
a

members of ~,invmlhn imom attributable to assetsGross-up of dividends for taxes assets of all a controlled group as gr: nt

considered paid under section 902 and defined in section 806(dX3). whether or not
n segregated asset amounts under

f.1 variable contracts, 95% of gross investment960. theyarell nsurancecompanies). Schedule income. (Section 812(c)).
H

is used

~o figure this dedu5ion, but sel,
Page 5

SCHEDULE L-Pollcy Interest
(Section 812(b)(2))
To calculate the company and policyholder
sham percentage (Schedule K), it Is
necessary to figure the total amount ofr th
giilicyin2t~rmltfor 6 tax year. Sea sectionI (bX )

I

SCHEDULE M-Shareholders,'
Surplus Account (Section
815(c)) .
Section 8I5(cXl)'ismvicIe3 that mch stock life
incurrence, company (whether domestic or
foreign) net has on December 31, 1983, a
polkyholdem'surplus amount will continue to
nisintainasharehcddem'surpimacmnt This
schedule calculates the addition made to it;;
shareholders' surplus amount as well as the
=cunt's year end balance as stated in
sections 81 5(c) and 8 15(0. Subtract from this
account any amount treated under section
8 15 as a distribution to shaniholifers. Treat
any distribution to shareholders as made first
W of this account. '

SCHEDULE N-Policyholders'
Surplus Account (Section
815(d))
Section 815(dXl) providesthatevery stock life
insurance company (whether domestic or

to
- ) that It

.
t, "clitiold

.u7...mou'nat'.'nn='.'Vr3i, 199T.ii
continue to keep I account. or tax years

ing after
r

miser 31, 1 , no
in ot ..Zn be made to this amount, but itadd a

r ... in
section 8 15(dX3) (line 3 of Schedule N).
Use 2b.-(1) Subtract the taxpayer's tax rate
from 100%. (2) Divide the distributions on line

diffemme. (3) Subtract tire 2a from
of step (2). Enter the result ori line

2b.
Une 2&--41) Determine the total smounts to
be subtract=. the policyholders' surplus
account u sections 815(dXl) and
81500)a they were in effect before theenactment of the

Tax Reform Act of 1984. Do
this only after you have made the subtractions
on lines 2a and b.

(2) Add 100% to the taxpayer's tax rate.
Forexample, if the tax rate is 46%. the result
IS146%.

, (InDividetheresultolsteg(l),11"
2"the result of stop (2), line 2c. niter

the
rml

on line 2c. You must also add the amount on
line 2e tothe shamholders'surplus mount at
the beginning of the next tax year.
Urse 2d.-Subtract ft result of stop (3), line
2c; from the result of step (1), tire 2c. Enter
the result w tire 2d. This is the tax on the
amount on tire 2c,

. .

Una, 2a."Section 815(f) states that the
provisions of section 815(dX5) as in effect
before the enactment of the Tax Reform Act of
1984 am applicable to ah~ balance in this
amountalsofDachimber 4,1983.Att4
tim, section 815(dXS) stated that if any
addition to the policybolders'surplus account
increases or creates a loss from operations
and part or all of the loss cannot be unit in
any other year to reduce the company's
taxable income. then the loss will reduc# the
=Iders'surplus amount at the time the

was madc You must reduce the
account before any subtraction. If the account
has been adjusted under section 8 1 5(dX5)
and the balame at the end of the preceding
tax year is different from the balance at the
beginning of this yebr, attach a schedule
showing theadjustments.
Pap 6

Use &-Enter the total of lines 2a throuilln 2ii
on line 3, but not more then tire 1. and also
enter this amount on p 1; tire 3 (a all
direct and indirect distZions train the
policyholders' surplus account am threed under
section 801).

SCHEDULE O-Toial Assets
(Section 806(b)(3)(C)) and
Total Insurance Liabilities
(Section 813(a)(4)(8))
Part I-Total Assets
Note: All filers, must completePart Iof,
Schalluk, 0.
Deflnition.-Assuits means all assets of the
company.

Valuallon.-Use the fair market valuis for real
pmpeZ lindstacks. Use the sdius!ed basis for
determ , ingpin on sale or other disposition
for other assets. Dethumine this adju!ted basis
under section 1011. and related sections,
without regard to section 818(c).

Interest In a partnership or trust is not
treated as an asset ofrtha company, but the

company Is treated as actually ow i ;its
=7teshe. of the assets ;11 by thep

W tu"LPart 111-Totall Insurance Ualtillitles

Note: All insurance companies file
Form I 120L should attach this W

Foreign insurance companies must
maintain

a
certain surplus of U.S, assets over their U.S.
insurance liabilities. That minimum surplus is
determined by multiplying their U.S. Insurance
liabilities by a percentage proclaimed try the .
Secretary of the Treasury. The Secretary
determines the percentage from data supplied

tmestr nies in Schedule

Total insurance liabilities means the win of
the total reserves as defined in section 816(c),
plus the item referred to %pragraphs (3).
(4),(5),and(6)ofmctkm 7(c),kithe
extent not included in total remnies. at the
end ofthe tax year. -

Ent reach item of total insunince liabilities
on the :ppmpriate line. Enter on line 9f

a"Iother amounts included in the definition o
total Insurance liabilities, but not described on
this schedule:

. . I

. Foreign insurance companies should report
total insurance liabilities and section
WbX3XC) assets for their U.S. business
only.

SCHEDULE P-LImItation on

Noninsurance Losses (Section

806(c)(3)(C))

Section W6(cX3XC) references section
1503(c), and that section states Viet. in figuring
life insurance company taxable in", any Ion
from norimisurance business is

limited
to the

lager of 35% of the Ioss or 35% Of life
insummecomparly an6se

b"abk"='a`
)..

noninsurarcer Im included I ul. A
Schedule P to compute any exceas Ion that

must be added back to taxable income on pap
1, tire 2. Form 11 20L. For more information w
the computation of the allowable low deduction
as wall as the ble carryback provisions.
me section 10117

SCHEDULE Qm-Addltlonal,

Information Required
(The letters in these ihshuctions commoond
'with quirstiorts or, Form I 120L Schedule Q.)

1. U.S. parsion.-This means: a cit:
"""

or.
resident of the United States, a domestic
partnership, a domestic corporstion. ol, any

estate or trust (except as defined In section
7701(aX31)).

Owner's country, ?or,individuals, is their
country of residence. For all others, it Is the
country where incorporated, organired,
created, or administered.
IL Stc:,=Ip Ihn foreigncorw toc,

the required statement
if the company owned 5% or more in value of
the outstanding stmk of a foreign personal
holding company. Sea section 55 1 (c).

If t ol a fomlj~ corporation or are a
10%= :Mreholde of a controlled '
fore!r~w ra rioraicquini,disposeorown
5%

.
=hip n the outstanding

stock of a foreign corporation you my be
=Dci~ Information

Foreign corporation.
L Foreign linsincial accolants.-Check the
'Yes, box if:
1. At any time during the year you had an

interest in or signature or other authority
over a finamial account in a foreign country
(such

as
a bank account, securities

account. or other financial account). and
• The combined value of the accounts was

more than $10,000 at any time duiing
the year. AND

• The account was NOT with a U.S.
military banking facility operated by a
U.S. inaricial insfiturtion, OR

2. You own mons than 50% of the stock in anyfi
corporation that owns one or more foreign
bank accounts.

Otherwise, chockthe *No' box.
Got fomTD F 90-22.1, Report of Foreign

Bank and Financial Accounts. to me if you am
considered to have an interest in or signature
or other auftrity over a financial accourd in a
foreign country (such as a bank amount,
securities, amount, or other finlimiall amount).

If u checked 'Ya,' file this torm byJune30. &87
. with the Department of the Treasury

at the address shown an the to=. Form TO F
90-22.1 is rot a tax return, so do not file it with
Form 1120L.

Form TD-F 90-22.1 can be obtained from
IRS Forms Distribution Centers. -
M. Foreign trusta.-Chock the 'Yes* box if
you wens ever a grantor of, or a trarriferor to, a
foreign trust that misted during the tax year.

SCHEDULE R-Reconcillation
All filen; of Form I 120L must attach a
schedule which reconciles their NAIC Annual
Statement and theirForm 1120L

SCHEDULES ~Compensatlon
of Officers

.
.

Attach a schedule for all officers using the
following columns:
1. Nam of officer.
2. Socialsecurity, number.
3. Percentage of time devoted to business.
4. 1 Aniount of compensation.

Ttils inforniation must be submitted by
mch member of an affiliated group included
in a consolidated return.

Tax Corn putation
lattructions-Page 1,
LIAS4_18
(Fiscal yearcorporations, am page 9 of
instructions.) ,
Genikind.-Section 80 I(aX 1)'providel a tax ort
life insurance company taxable income figured
at the rates in section 11.
It Ime 4 Total Usable income -Geroemlly~
this is the total of lines 1. 2. and 3 of isep 1.
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Effecithre July 1, 1987, the tax rates for corill0i,81:10.115 were reduced. The now ratell of tax are:
15% on the first $50,000 of income;
25% on the next $25,000 of income;
34%wanyamuntow$75,DDO.
Also. an additional tax of 5% is applied against income in excess of $100,000. The maximum amount of this additional tax is
$11,750. In addition, different rules apply for computing thi alternative tax on net capital gains for fiscal year corporations that have
a tax year that includes January 1. 1987. These rules are explained in the instructions that folio. Schedule B. If the corporation's
fiscal tax year includes July 1, 1987, the tax liability shall be computed by mpletingSched I A and 8 of the worksheet below. If

co ur-ted. Supplemental instructions forthe corporation's tax year ends on or before June 30, 1987, only Schedule A must be com
completing Schedule A and 8 follow Schedule B.

Fiscal year corporations complete the folio-Ing schedules to determine tax liability,
Tax Computed for Period Before July 1, 1987

I Taxable income (line 4. *a 1; Fdrrn 11201.) . . . . . . . . . . . .
...

. . . .
..

. . . . .
2 Net capital gain income from line 10a, Schedule D(Form 1120), if applicable (see instructions) 1
3 Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . .
4 Enter the lesser of line 3 or $25,000 (members of a controlled group, see instructions)
5 Subtract line 4 from line 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6 Enter the lesser of line 5 or $25,600 (members of a controlled group, see instructions) . . . . . . .. . .
7 Subtract line 6 from line 5 . . . . . . . . . . . .. . . . ... . . . . . . . . . . .
8 Enter the lesser of line 7 or $25.ODO (members of a controlled group, see instructions) . . . . . . . .
9 Subtract line 8 from line 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10 Enter the lesser of line 9 or $25,QOO (members of a controlled group, see instructions)
11 Subtract line 10 from line 9 . . . . . . . . . . . . . . . . . . . . . .

12 Multiply line 4 times 15% . . . . . . . . . . . . . . . .

13 Multiply line 6 times 18% . . . . . . . . . . . . ... . . . . . . . . . . . .

14 Multiply line 8 times 30% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

15 Multiply tire 10 times 40% . . . . . . . .. . . . . . ..... . . . . . . . . . . . .

.16 Multiply line I I times 46% . . . . .. . . . . . . . . . . . . . . . . . . . . . . .

17 If line 3 is greater than $ 1,000.000, enter the lesser of: (a) 5% of the excess of line 3 over $I,ODO.ODO; or, (b)
$20,250 (members of a controlled group, see instructions). Fiscal year dorporations whose tax years end after
June 30. 1987, skip lines IS and 19, and complete Schedule B of this worksheet . . . . . . . . . .

18 Aftemative tax on net capital fpinfrom worksheet on page 10 . . . . . . .
19 Add amounts on lines 12 throtigh 18 . . . . . . . . . . . . . . . . . . . . . . . . .

Fiscal year corporations whose tax yeam end befor;July 1, 1987, enter the tax liability before credits (line 19)
on line 6, page 1. Form I 120L. DO NOT complete chedule B. (if the alternative tax applies. enter such tax on
line 6. page 1. Form 1120L and check the box on line 6.)

.

Tax Computed for Period After June 30, 1987

20 Enter amount fmm'line 3. Schedule A . . . . . .. . . . . . . . ... . . . . . . ... . .
21 Enter the lesser of line 20 or $50,000 (members of a controlled group, see instructions) . . . . . . . .
22 Subtract Jim 21 from line 20 . . . . . . . . . . ... . ... . . . . . . . . . . . . .
23 Enter the lesser of line 22 or $25.000 (members of a controlled group. see instructions) . . . . . . . .
24 Subtract line 23 from line 22 . . . . . . . . . . ... . . . . . . . . . . . ... .
25 Multiply line 21 times 15% . . . . . . . . . . . . . . . . . . . . . . . . . . . ..

26 Multiply line 23 times 25% . . . . . . . . . . . . ... . . . . . . . . . . . .

27 Multiply line 24 times 34% . . . . . . . . . . . . . . . . .. . . . . . . ... . . .

28 Additional tax. If line 20 * more than.$100,000, enter the lesser of: (a) 5% of the excess of line 20 over

- $100,000, or(b) $11,750 . . . . . .. . . . . . . . . .
29 Addlinn25through28 . ~: . . . . . . . .. . . . . . . ... . . .

30 Add lines 12 through 17 . . . . . . . . . . . . . . . . . . ... . . . . . . ...

31
Line3O x number of days in tax ~ear before 7-1-8 . . . ..... . . . . . . . . .

numben of days in tax year

32 Line 29
x number of days in tax year after 6-3"7 . . . . . .

number of days in tax year

33 Alternative tax on net capital gain from workshest on page 10 . .

. . . . ..34 Tax liability before credits. Add amounts on line 81, 32 and 33. Enter here and on line* 6, page I Form i-f20L

tax into account when computing estimated
tax. See 1987 For. 112OWtormore
information.
Meet% Travel, aiul Entertainment
Expenses.-For tax years beginning after
1986, many of the rules on what a. allowable
expenses for meals, entertainment, tmvel, and
certain other business expenses he" been~
changed. Sea section 274.

M"I.
and enlertainment. The amount

deductible for meals and entertaimlient
expenses is generally limited to 80% of the.
mount otherwise allowable. In addition,

meals must not be lavish or extravagant; a
bona fide business discussion must
precede or directly follow the meal; and
you, employ" must be present at the
meal If the corporation claims a deduction
for nallowable meal expenses, it my haveto

pay a penxity. ,
For additional information on these

changes; sea publication 553, Highlights
of 1986 Tax Changes.

Not Capital Gain and Alternative Tax
(Unes 2, 18, 33)
In general, the alternative tax is the sum of
(a) a tax computed on taxable income
reduced by the net capital gain (line 2)
using the applicable tax brackets and tax
rates, and (b) a tax computed on the not
capital pin (see below for this part of the
computation). If the alternative tax is law

Page 10

thenbt1h
irireogumisrus~ingcothmepauteldicoanbtloottekix -

brackets and tax rates. then the corporation
may enter the alternative tax on line 6.
Form I 120L. and check the box. If a
corporation has a not capital pin, both
computations (the regular tax computation
and the alternative tax computation) should
be made to determine which results in the
lower tax.

For fiscal year corporations the net capital
gain times the afternative tax rato is
determined as follows:
I . Enter the 'not capital gain

from line 10a, Schedule D
(Form 1120) . . . .

2. Enter the amount from Jim
10b, Schedule D (Form
1120) Caution: If this results
in a net capital gain Teeter
than the amount on irle 1.
enter the amount from line I
here . . . . . . . .

3. Subtract line 2 from line I
4. Mu Riply line 2 times 28%
5. Multiply line 3 times 34%
6. Alternative tax on net

cat
ital

pin.Addlir*s4and5. iner-
homeridonlinalSor33.
Whichever applies . . . -

-If the alternative tax is not used. lines 2
and 18. Schedule A, arid tire 33. Schedule
S. should be blank.

Unn 4. 6. & and 10-Members of.a
controlled up must ~ their portion of
each taxnal. bracket. See the
Instructions for rules regarding hbw
controlled groups (%dofined in section
1563) my divide th amounts.
Una 17-If ft total taxable income of
controllawd I ti iscorpora ons more
than $1, each member should
enter its portion of the additional tax as
explained in the instructions under Tax
computation.
Una 21-Members of a controlled
(as defined in section 1563) am to simp
the $50.000 in the first taxable iricome

- bracket. The controlled limols entitled to
one $50,000 amount in the first taxable
income bracket and may use the equal and
unequal apportionment rules explained in
the instruction under Tax Computation.
Una 23-Membets of a controlled P
(as defined in section 1563) am to &ITcate

- the $25.000 amount in the second taxable
- income bracket. The controlled group is

entitled to one $25,000 amount in the
- bracket. The members may use the equal

and unequal apportionment rules explained
in the instructions under Tm Computation.
Una 2&-ff total taxable income of the
controlled group of corporations is more
than $100.000. own member should enter
its portion of the additional tax on line 28.
See section 1561 for rules on determining
each member's share of the additional tax.
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Fom, Fmcalenchut 1986.w tax yarrandiming ..... ... _.. 1986. and andMg~ ....... _- 19_1 1086I . --- 111"-ImI Ack N.H... - - I of the 11.1trucilm.

Itamt,

N~gmd.t_

cm"io-.cut,imdz1PCo&

0 Chotkiladdr-citarivillromweri-nar . . . . . . . . . . . . . . . .

we instructions for line 11.Iflessthan $6 000line 23l -P rt Iti , ,, .ncome or( oss) aI Taxable investment

2 Statutory underwriting income or (loss)-Part III, line 36 . . . . . . . . . . . . . .
. . . .line 41ainst Loss Account-Schedule EP t ti n Af th . .,ro ec o grom e3 Amounts subtracted

4 Total (combine lines 1, 2, and 3) . . . . . . . . . . . . . . . . . . . . . . .

h h=
to ,

i

cU ectucliontit(,anatpa Ir b c'.
in at I m 9li, ~jw iim'41'11 I~sr 'thlit $112MO.' inst, I 6

7 all) Check if you are a member of a controlled group (we sections 1561 and 1563) . . . . . El

If checked, see instructions and enter your share of the $25,000 in each taxable income ofaCKel:

$ -------------

(it) $ ~ ............ (111) $ .......... ........

a(2) If your tax year includes July 1. 1987, we instructions and enter share of tax bracket amounts:

W $
---

04 $ -------------
.-------- t xt fi thii

7b. . . . . . . . .e ao gurenstruct onsIs Income tax-see

S )ecial computation (see instructions) . . ~ . . . . . . . . . . . . . . . . . a

instructions)t i l d (lin
9. . . . . .nc u e seeproca musE ter amount rec

10 Total (line 7b or line 8, whichever applies, plus fine 9) . . . . . . . . . . . . . . . . 10

'0

I I Alternative tax for certain small companies (sev, instructions) . . . . . . . . . . I I

12 Income tax-Enter the smallest of line 10, line 11 (if it applies), or the alternative tax (section 1201).

Check box if alternative tax is used (section 1201) .2

13 Tax credits-a Foreign tax credit (attach Form 1118)

*

Is Other credits (see instructions) . . . . .

c General business credit. Check if from C1 Form 3800 El Form 3468
6478 El Form 6765 0 Form 8586884 [J FE3 ormForm 5

d Total credits (add lines 13a through 13c) .
. .12f li I. . . . . . . . . . . . . . . . . . . .ro. ne14 Subtract line 13d

15 Foreign corporations-Tax on income not connected with U.S. business (sea instructions) . . . 15

nt credit (attach Form 4255)tmili 16. . . . .eer year nves16 increase in tax from refiguring an ear
-attach Fo in 4626)tructionsinitf

7Lems (we serence17 Minimum tax on tax pre
18 Total tax (add lines 14 through 17) . . . . . . . . . . . .

.

. .

. .

. . . .

_ _

19 Credits and payments:
allow I,rlit "aa

.. ........ .-a
. pay~.

~b I . . 'imated m=
c Less 1986 refund applied for on Form 4466

is Tax deposited with Form 7004 . . . . . . . . . . . . .

8ti

.L94-
19*Me)on

is
Credit by reciprocal for tax paid by attorney-in-fact under sec

ments (see instructions)d aditf l bl1
19f. . .s an p yo creOther re unc a1

a Total credits and payments . . . . . . . . . . . . . . . . . . . . . 19g

stimated tax- Check w C3 if Form 2220 is attached. .t fdTY f 20erpaymen o eor un20 Enter any PENAL
enter AMOUNT OWEDn line l9d 20 i l ~ th8i 21. . . . .g,as atr ernes 1 an21 TAX DUE-if the total of l

22 OVERPAYMENT-If line 19g is larger than the total of lines 18 and 20, enter AMOUNT OVERPAID . -12-
23 Enter I norrit of fire 22 you want, Credited to 1987 estimated tax I- $ 1 Refunded li~ 23

du~ w d.itinvq, rovi, xa,m,,,,,ttums -m, m~,W,rq -mp,' nedukix,im xtmememmarototre bert & my imoI,,WVad1"im
, k,,m,1.dVhich m a., N-t fPlease

oxiati.. onmI
.m m-o w

Sign
H ere Cat. T.,

C- '. -1 --ty
Paid

it. 0am

Preparer's
use only

A

9 oatev,comamIted

C Chftk If m, 1 8
com,olio,irm reurn

Form 1120M o9so

Forn, 1120M(1986)

1113IN11111111 Taxable Investment Income or (Loss)-Section 822

1 1 interest on:
Wholly exempt obligations (attach schedule) . -
U.S. obligations . . . . . . . . . . . .

c Loam, notes, mortgages, bank deposits. bonds. debentures. etc. .

.E I d Totals . . . . . . . . . . . . . . . .

(a) Intemtecemil

past. 2

(b) of I(Chann ((`)),=`column (b))

2 Dividends (from Schedule B. line 7) . . . . . . . . . . . . . . . . . . . .

3 Gross rents . . . . . . . . . . . . . . . . . . . . . . .

4 Gross royalties . . . . . . . . . . . . . - . . . . . . . . . . . .
5 Gross income from trade or business other than insurance business a;sd from Form 4797. (include

section 1245, 1250, etc. gains for investment assets only.) . . . . . . . . . . . .

6 Leases, etc .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

7 Total (add lines Id through 6) . . . . . . .

8 Gain from separate Schedule D (Form 1120) . . . . . . . . . . . . . . . . .

9 Gross investment income (add lines 7 and 8) . . . . . . . . . . . .

E
Z

10 Taxes . . . . . . . . . . . . . . . . . . . . I . . I . . . . . .I
I Real estate expenses . . I . . I . . I . . . . . . . . . . I . . . . . .

22 Depreciation (attach Form 4562-see instructions for line 12) . . . . . .

13 Depletion . . . . . . . . . . . . . . . - - . . . . . . . . .

14 Trade or business deductions as provided in section 822(cX8) (attach schedule) . . . . . . .

Interest paid or accrued . . . . . . . . . . . . . . . . . . . . .15

16 Other capital losses (from Schedule C. line 12, column (g)) . . . . . . . . . . . . . .

1
7 Total (add lines 10 through 16) . . . . . . . . . . . . . . . . . . . * ,

,,S Interest wholly exempt from tax (from line la, column (c)) . . . - - - . . . . . . .

19 Investment expenses (attach schedule-see instructions for line 19) . . . . . . . . . . .

20 Total deductions (add lines 17 through 19) . . . . . - - . . . . . . . . . . .

21 Subtract line 20 from line 9 . . . . . . . . - - . . . . . . . . . .
22 Dividends-ret:eived deduction (from Schedule 8, line 14-see Schedule B instructions for limitation)

23 Taxable investment income or(loss) (subtract line 22 from line 21). Enter here and in Part 1, tine 1 .

M

SCHEDULE A.-Invested Assets Book Values
(Complat. only If you claim a deduction for nmiexpenusell~tedtoln-tmnti~me.)

I Real estate .

. . *

. . . . . . . . I . . . . . . . . .

2 Mortgage loans

. . . . . . . . .

. . . . . . . .

3 Collateral loans
4 Policy loans, including premium notes . . . . .

5 Bonds of domestic corporations . . . . . . . . . . . . .

6 Stock of domestic corporations . . . . . . .

7 Government obligations, etc . . . . . . . . . . . . . . .

Bank deposits bearing interest . . . . . . . . . . -

Other interest-bearing assets (attach schedule) . . . . . . . . . . .

1 Total (add lines 1 through 9) . . . . . . . . . . . - -

Add columns (a) and (b), line 10 . . . . . . . . . . . . . . .

12 Mean of the invested assets for the tax year (enter one-half of line 11) . . . .

13 V. of 1% of line 12 (multiply line 12 by.0025) . . . . . . . . . . . .

14 Income base (subtract line 17, Part 11, from line 9, Part 11) . . . . . . .

15 3.%%otline 12 (multiply line 12 by.0375) . . . . . . . .

16 Subtract line 15 from line 14 (but do not enter less that. zero) . . . . .

17 25% of line 16 (multiply line 16 by.25) . . . . . . . . . . . . . .

18 Limitation on deduction for investment expenses (add lines 13 and 17) . . .

SCHEDULE B.- Dividends (See Instructions.)
(Fiscal Imar corporations, see pap 7 of mstructkxxa~)

Income

I Certain domestic corporations . .
2 Certain debt-financed stock . . . .
3 Certain public utility corporations -
4 Certain foreign corporations . . .
5 Certain affiliated groups . . . .
6 Other corporations (attach schedule).
7 Total Cadd lines I througL61

(a) &,jnni,.1 . ex,

Deductions

8 Line 1 deduction-see instructions.

9 Line 2 deduction-see instructions.

10 Line 3 deduction-see instructions.

I I Line 4 deduction-see instructions.

12 Total (see instructions; for limitation) . .

13 100% of line 5 . . . . . . .

14 _TotaAladd lines 12 and 13) . . .

(b) EM of W twi,

NAM



-A
Q)
CD

Underwriting Income or (Loss)-Section 823
page 3

I Investment income-Section 832(bX2):
a Interest . . . . . . . . . . . . . . . . . . . . .

E
b Dividends (from Schedule B, line 7) . . . . . .
c Rents . . . . . . . . . . . . . . . . . . . . .

E 2. Premiums earned-Section 832(b)(4) . . . . . . . . . . . . . . . . . . . . .
w 3 a Net gain from sale or other disposition of capital assets-Section 832(bXIXB) (attach Schedule D (Form 1120))heduleD(F.rm ))
0

b Ordinary gain from attached Form 4797 (include all section 1245, 1250, etc, gains) . . . . .
4 Other income-Section 832(bXlXC) (attach schedule) . . . . . . . . . . . .
5 Decrease in subscriber accounts-Section 823(bX2XB).
6 Gross income (add lines I through 5) . . .

7 Salaries and wages-Section 832(cX 1) . . . . . . . . . . . . . . . . . . . . .
8 Rents-Section 832(cXl) . . . . ... . . . . . . . . . . . . . . . . . . .
9 Interest-Section 832(cX2). . . . . . . . . . . . . . . . . . . . . . . .

10 Taxes-Section 832(cX3) . . . . . . . . . . . . . . .
I I Losses incurred on insurance contracts-Section 832(cX4) . . . . . . . . . . . . . .
12 Other capital lossers-i(from Schedule C, line 12, column (g)) . . . . . . . . . . . .
13 Worthless agency balances and bills receivable-Section 832(cX6) . . . . . . . . . . . .
14 Interest excluded under section 103-Section 832(cX7) . . . . . . . . . . . ... . .
15 Depreciation-Section 832(cX8) (attach Form 4562) . . . . . . . . . . . . ..
16 Depletion-Section 832(cX8) . . . . . . . . . . . . . . . ... . . .
17 Contributions-Section 832(cX9) (see instructions for limitation) . . . . . . . . . . . .
18 Dividends paid or declared to policyholders-Section 832(c)(1 1) . . . . . . . . . . . . .
19 Increase in subscriber accounts-Section 823(b)(2XA) . . . . . ... . . . . . .
20 Pension. profit-sharing, etc. plans-Section 832(cX10)(see instructions) . . . . . . . . .. .
21 E.ploy"t>enefitpgrams-Section832(~X10)(~instruction~) . . . . . . . . . . . .
22 Other deductions-Section 832(cX10) (attach schedule) . . . . . . . .

5 23 Total deductions (add lines 7 through 22) . . ... . . . . . . .
.24 Subtract fine 23 from line 6 . . . . . . . . . . . . . .

25 Diiridends-received deduction-Section 832(cXI2) (Schedule 8, line 14-see Schedule B instructions for limitation)
26 Total deductions (add lines 23 and 25) . . . . . . . . . . . . . . . .. . . . . ..

27 Subtract line 26 from line 6 . . . . . . . . . . . . . . . . . . . . . . . .
28 Taxable investment income or (I=) (from Part 11, line 23) . . . . . . . . . . . . . ...
29 Sutytract line 28 from line 27 (Il a loss, skip line 30 and enter the loss online 31.) . .
30 a Limitation . . . . . .. . . . . . . . . . . . . . . si.16o.6o6Ob

to Arnountfrom Part 11, line 7 .
c Premiums (see instructions) . . . . .
it Total (add lines 30b and 30c). If $500,000 or less, skip line 30e and

enter $6.000 (but not more than line 29) online 30f. . . . .
e Subtract fine 30d from line 30a. If less than zero, enter zero on line

3Df . . . . . . . . . . . . . . . . . . . . . .
f 1% of line 30e (multiply line 30e by.01). Do not enter mom than line 29 . . . . . .

31 Underwriting gain or (loss)-subtract line 30f from line 29 . . . . .

Z 32 1% of line I I (multiply line 11 by.01) . . . . . . . . . . . . . . . . ... . . .
.v 33 25% of underwriting gain on line 31 (multiply gain on line 31 by .25). If line 31 is zero or a loss, skip
0 lines 34a through 34e and enter a zero on line 34f . . . . . . . . . . . . . . . . .

34 Concentrated risks.
a Premiums earned (Part 111, line 2) . . . . . . . . .
Is Amount of line! 34a attributable to insuring against losses arising, either

in any one state or within 200 miles of any fixed point minted by theis
taxpayer, from windstorm, hail, flood, earthquake, or similar hazards .

c c Divide line 34b by line 34a . . . . . . . . . . . . . . .

4

.2 d Urnitation . . . . . . . . . . . . . . . . . . . .
G is Premium percentage that exceeds 40% (subtract 34d from 34c)

If Multiply line 31 (if a gain) by line 34e . . . . . . . . . . . . . . . . . . . .
0. 35 Protection aeainst loss deduction (add lines 32, 33, and 34f). Enter here and in Schedule E. line 2 ...

36 Statutory underwriting income'or (I=) (combine lines 31 and 35). Enter here and in Part [, line 2 .

Form 112OM(1986)
P*p 4

SCHEDULE C.-OtherCapital Losses(See Instructions.) (capitat~tswldwexch..gdto~t~~limuremel-a~d
to pay dividend, .d ifletilar distributions to piilkyhold.-)

1 Dividends and similar distributions paid to policyholders . . . . . . . . . . . . . . . .
2 Losses paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
3 Expenses paid . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . .

4 Total (add lines 1, 2, and 3) . . . . . . . . . . . . . . . . . . . . . . . . . .
5 Interest received (Part 11, line Id, Column (C), adjusted to cash method if on accruaf method).
6 Dividends received (Schedule B, line 7, adjusted to cash method if on accrual method).
7 Sum of lines 3 through 6 of Part 11 (adjusted to cash method if on accrual method)
8 Net premiums received (adjusted to cash method if on accrwl method) . , . .
9 Total (add ihies 5through 8) . . . . . . . . . . . . . . . . . . . . . . . . . .

. 10 Limitation on gross receipts from sales of capital assets (subtract line 9 from line 4 , but not less than zero) .
(a) (imrstion of capm!

t

I I

12 T0a1s-xI.-(c);rxrrWb1
(Enterixilum (g) in Pan 11, fire

(b) part.
.cqu,riiol

-0-hrelt.
6, are Pail III, Ive 12)

(c) Gi-
iia~ix_

(d) C-1 or I I.) E.,-a I (Qp._.ion.s._d
.`- ixisis of "I, I.

SCHEDULE E.-Probection Against Loss Accouni

M

(9) L- IC0. M Pus
W. I.) h,. IN U. W

ixiix. (0 W M)

I Balance at beginning of year . . . . . . . . .... . . . . . . .. . . . . . . . . .
2 Addition (from Part III, line 35) . . . . .. . . . . . . . . . . . . . .
3 Totalladdlinesland2) . . . . . ... . . . . . . . . . . . . . . . . . . . .

~4 Subtractions (attach computation of any items.in lines 4a through 4e that apply):
-aSection 824(dX 1XA) . . . _. I . . . . . . . . . ..I.- .

Ir Section 824(dX 1XB) . . . . . . . . . . . . . . . . . . . .
c Section 824(dX IXQ . . . . . . .. . . . . . . .. . . . . . .

Section 824(dX1 XD) . . .

. . . . . . .. . * . . . . . . .Section 824(dXlXE) . . . . . . . . . . . . . . . . . . . .
Y is u=4Totalt(:dd l.ine' 4ra(sh

e).
Efnftre.rmhe,= on page 1. line 3 . . . . . .

I Balance a nd a line 4

M

SCHEDULE F.-Compentration of Officers (See Instructions for information to be attached.)
SCHEDULE G -Additional I If .1 . In orma on equ re

Did you at the end of this tax year own, directly or
indirectly, 50% or rnore of the voting stock of a
domestic corporation (for rules of attribution, me
section 267(c))? . . . . . . ... . .

E

If 'Yes.' attach a schedule showing: (1) name,
address, and identific,ation number; and (2)
percentage owned.
Were you a U.S. shareholder of any controlled foreign
corporation (see sections 951 and 957)? (If *Yes,'
attach Form 547 1.) . . . . . . . . . . .

Note: Domestic and foreign corporations in a trade

IF

ov business in the U.S. that ere cmtmlW by a

foreign person may ham to file Form, 54 72.

G Did you claim a deduction for expenses connected with:

(1) Entertainment facility (boat, resort. ranch, etc.)?

(2) Living accommodations (except employees on

business)? . . . . . . . . . . . ...

(3) Employees attending conventions or meetings

outside the North American area? (Sea section

274(hil.) . . . . . . . . . . . . .

(4) Employmes' families at convention
meetings? . . . . . . . . . . . .
If "Yim;," were any of those conventions or
meetings outside the North American area7
(See section 274(h).) . . . . . . . .

(5) Employet or family vacilim act reported on form III

H Atanytimeduringthe tax year, didyou havean
interest in or a signature or other authority over a
financial account in a foreign country (such as a
bank account, securities account, or other financial
account)?(See the instructions for exceptionms and
filing requirements for form TC, F 90-22.1.) . .

If 'Yes," write in the name of the foreign country.
Ii. . . .

.
. .. . . .

I were yoiY iKi jiirii~i ~f ~i i~, j
foreign trust that existed &ring the current tax
year. whether or not you have any beneficial
interest in it? (if *Yes.' you may be required to

G
fil Forms 3520, 3520A, or926.) . . . . . .

J During the tax year did you maintain any part of your
accounting/tax records on a computerized system?

K Check method of accounting:
(1) Cash (2) 0 Accrual(3)

Other (Specily)o-

M 0

I

I



1086 10 De?artment of the Treasury
In ernal Revenue Service

Instructions for Form 1120M
U.S. Mutual Insurance Company Income Tax Return

(Section references are to the Internal Revenue Code, unless otherwise noted.)

Changes You Should Note
The Tax Reform Act of 1986 made several

dC r t=
twinscompute

1l;MWbie Y cwa=ir tax liability.
See pages 8 and 9 for information on how
the Tax Reform Act of 1986 affects
calendar year, fiscal year, and 1987
corporations.

General Instructions
Paperwork Reduction Act Notlce.-We
ask for this information to carry out the
Internal Revenue laws of the United States.
We need 4 to ensure that taxpayers are
complying with these laws and to allow us to
figure and collect the right amount of tax.you

are required to give us this information.
Purpose at Form.-This form is used to
report the income and expenses of a mutual
insurancia company and to figure any tax
that may be due.
Who Must lifle-Every domestic mutual
insurancie company (other than a life
insurance company

subject
to a tax under

section 801 and other than a fire flood or
marine insurance company subjWct to tax
under section 931) and every foreign

an insurance
. (if its U.S. business

muld quality as a mutual imurame
company subject to tax under section 82 1)
uses Form 1120M to report income and
deductions.

Exceptions. -For a mutual insurance
company that is:
is Exempt under section 50 l(cX 15), file

Form 990. Return of Organization Exempt
From Income Tax.

a Subject to tax under section 82 1. and
disposes of its insurance business and
reserves or otherwise ceases to be taxed
under section 821. but continues its
corporate existence while winding up and
liquidating its affairs, file Farm 1 120,
U.S. Corporation Income Tax Return.

When To Fillo.-l7neml a co porationMp;;, r
must file Form I I 51h day of
the 3d month after the end of the tax year.
Anenvearporationfil' ashortMiod
return must

general
Iebythel5thdyof

the 3d month after the short period ends. A
corporation that has dissolved must -
generally file by the 15th day of the 3d
month after the date it dissolved.
Exteralon.-File Forns 7004, Application
for Automatic Extension of Time To File
Corporation Incorniii Tax Return. to request
an automatic 6-moffth extension of time to
file Form 1120M. Hmever, this automatic
externsirm does not extend the time for
payment of the tax.

Where To File.-

gs-yis 11-vis Swvko
I.." iii , ft-

V V

Y~cq"
_-"Ninsa., R.k1xx1, Suff0k.,

_C1,vA.Y)

Nu-.- ,M-.
%, Rmde

liu..V.-

A1.1-ii, F~. G.W.
M-M. S~h C&Ohm

~ky. MxNp,, Oh,,
W_ V.,..

W-Ok~
.
7-

lauft, CiiiaYsinn. cd-
elcan. c~., wN-.

D-ki, Glen., H .1xikfl.
U. 1-.W-
F4~-~. N-
Ne,v&. Plxc~.
S-. Sn
Slixuii. Si.- Ssk~. SOL—
S-,S~.. Tiilui,ix,
T..W. Y~. aW YuIxi),
c.w.d., kixixi.
N.b.sm

,NkAx.
a ole%=uuh. wasN W=-

fib-, 1-ii.M-

k-.k~.
~hC.~-
T-VV-

NY 00501

A~.MA %W1.

Atls,tii, GA 31101

C-~,. ON 45999

A-m. TX 73301

og~., UT 84201

~~Qtr. MO 64999

F-CA 93BBS

~phajll 37501

D-m,D- of

MiladWm. PA 19255
-A-WUS,
,xisseu-s

The separate income tax returns of a
group of corporations may be filed with the
service center for the principal office of the
managing corporation that keeps all the
books and records.
Ponalflim-A,vid Penalties and interest by
correctly filing and paying the tax when due.

(1) A corporation that does not file its tax
return by the due date (including any
extensions of time for filing) my be subject
to a penalty of 5% a month or fraction of a
month, up to a maximum of 25%. for each
month the return is not filed. The penalty is
imposed under section 6651(aXI) on the
net amount due. The minimum penalty for
failure to file a tax return within 60 days of
the due date for filing (includingextensions)
is the Inser of the underpayment of tax
or$100.

Note: Since Regubtions section 1.6012.
2fi:X21Z,qrs that the NAIC annualsustem "Ied as

part of the return, a
Vo,ftymayfr.ch,a=u

der -bon
, (.X~) 4

In: NAIC
annual statement when filing the return.

(2) A corporation that does not pay the
tax when due generally may be subject to a
penalty of 'A% a month or fraction of a
month, up to a maximum of 25%, for each
month the tax is not paid. The penalty is
imposed under

section
665 1(a)(2) on the

net amount due.
These penalties will not be imposed if

the corporation can show that not fifing or
not paying was due to reasonable cause and
not to willful neglect.

These penalties are in addition to the
interest charge imposed on unpaid tax at a
rate determined under section 6621.

(3) A corporation that does not pay the
proper estimated tax when due my be
subject to an underpayment penalty for the
period of underpayment. To avoid the
estimated tax penalty. a corporation must
make estimated tax payments of at least
90% of its total tax for the year. See section
6655 for exceptions.
Accounting Methods.-Figum taxable
income by the method of accounting
regularly used in keeping the corporation's
books and records. The method adopted
.Us! cleaf
section

47
.
reflect Unable income. See

Unless the law specifically permits, you
cannot change the method of accounting
used

to
report income in earlier years (for

income as a whole or for any material item)
unless you first get conse", on F07 3215,Ac,
Application for Change in counting
Method,
Ecoinomic Performance.-Section
461(h) generally provides that theamount
of an item is not incurred under an accrual
method of accounting until economic
performance occurs. For exceptions for
recurring items that meet the all-events
test and effective dates of available
elections, see Temporary Regulations
section 1.461-11T.
Rounding Off to Whole~"Lar
Asnowints.-You my show money items on
the return and accompanying schedules as
whole-dollar amounts. To do so, drop any
:mwnt less than 50 cents and increase any

mount from 50 cents through 99 cents to
the next higher dollar.
Attasslunients.-In order to process the
return, we ask that you complete awry
applicable entry space on Form 1120M.
Please do not attach statements and wife
'See aftachod' instead of completing the
entry :pacea; on Form I 120M. If you need
more pace on forms or schedules. attach
separate sheets and use the same
arrangement non the printed forms. Show
the totals on the printed forms. Be sure to
put the taxpayer's name, employer
identification number, and the form number
or schedule letter on the top of these

Sigrushures.-The return must be signedseparate sheets.
and dated by the president, vice President,.
treasurer, assistant tresurer, chief
accounting officer. sar any other corporate
officer (such as tax officer) authorized to

Ws issign. A receiver, trust
or

WINIT must
sign and date any mtu he or is
requiz to file on behalf of a corporation.

r. d 'theisre in

I 120M and does not charge the
corporation, that person should not fill in
this area. Certain others who prepare Form
1120M should not fill in this area. For
example. a regular

,
full-time emplcyn of

the corporation, such as a clerk or

sac
tary, does not have to fill in the Paid

Preparer's Use Only area.
Generally, anyone who is paid to prepare

Form 1120M must sign the return and fill inthe
other blanks in the Paid Preparer s

Use

Only area of One return.
The person required to sign the return as

preparer MUST complete the required
pmpamr information and:a

Sign 4, by hand, in the space provided for
the preparer's signature (signature stamps
or labels are not acceptable), and
a Give a copy of Form 1120M to the
taxpayer in addition to the copy filed with
IRS.

Tax return preparers should know their
responsibilities. Publication 1045.
Information and Order Blanks for Preparers
of Federal Income Tax Returns lists some
of the preparers' other responsibilities and
penalties; for which they may be liable. The
publication also contains the regulations
that govern their work.
Oth - r Form- Nesded.-In addition to
Form 1120M you may need to file one or
more of the i~llowing information forms.
other forms you may need am listed
elsewhere in the instructions.
Forms W-2 and W-3-Wages and Tax *
Statement; and Transmittal of income and
Tax Statements.
Form W-21s.-Statement for Recipients of
Annuities, Pensions, Retired Pay, or IRA

Form 5452 -Corporate Report of
Nontaxable Dividends.
Form 5471-Information Return With

c-rorralum
that

corl-Is . foreign
Respect

to
a

Foreign
Corporation

A

,.'

7

fi-n,
or

'hat
'. . l'.

or
more

she
efirifile,

of

a

control'.

foreign
corporation, or acquires. disposes of or
owns 5% or more in the outstanding stock
of a forep corporation may have to file
Form 5471.
Fares 5472-Information Return of a
Foreign-O.ned Corporation. A domestic
corporation or a foreign corporation that is
engaged in a trade or business in the United
States and is controlled by a foreign person
may have to file Form 5472.
Form 549S.-Indwidual Retirement
Arrangement Information. This to- is to be
used to provide IRS with contribution
information on individual retirement
arrangements and simplified employee
pension plans and plans that accept
deductible voluntary employee
contributions.
Form 5713-International Boycott
Report. Persons who participate in or
cooperate with an international boycott my
have to complete Schedule A or Schedule 8
and Schedule C of Form 5713 to figure loss
of the following items: foreign tax credit,
deferral of earnings of a controlled foreign
corporafirm, IC-DISC, and FSC benefits.
Fw. 8264-Application for Registration
of a Tax Shelter. Used by tax shelter
organizers to register tax shefters with the
IRS for the purpose of receiving a tax
shelter registration number.
Form 827 I.-Investor Reporting of Tax
Shefte,, Registration Number. Used by
taxpayers who have acquired an interest in
a tax shatter, which is required to be
;egistefed, to report the tax shefter's

at ti n n mixer Form 8271 must be
Payments.

.5. ra 0 U .

Form 966-Information return regarding
attached to any tax return (including an

dissolution or liquidation. 1polg
ic)aafinodn

a
fnatmenetnadfieve rree1tunmd((FF09Mrm

Forgo 1096.-Annual Summary and 1 120X)) on which a deduction. credit, Ioss,
Transmittal of U.S. Information Returns. or other tax benefit attributable to a tax
Form, log&-MorVp Interest Statement. shatter is taken. -
This form is used to report the receipt from Form 8300.-Report of Cash Payments
any individual of $600 or more Of mortgage Over $ 10.000 Received in a Trade or
interest in the course of your tralks or Business. Generally, this form is used to
business. report the receipt of more than $10,000 in
Farina IOWA. 0 DIV INT. MISC, OID. cash or foreign currency in one transaction
PATIR and R.-1;16rm6on returns for or a series of related Imnsactions.
reporting abandonments. acquisitions Consuflifirted Returns.-If an affiliated
through foieclosum, Proceeds from broker group of corporations includes one or more
and barter exchange transactions, dividends, domestic instirance companies taxed under
interest income, medical and heafth care section 801 or 821, the common parent
payments, miscellaneous income payments, my elect to treat those companies as
nonemployee compensation, original issue includible corporations. The insurance
discount, patronage dividends, and total companies must he" been members

of
the

distributions from profit-sharing and group for the 5 tax years immediately
retirement plans. individual retirement preceding the tax year for which the
arrangements, and insurance contracts. Also election is made. See section 1504(cX2)
file appropriate returns to report nominees and Regulations section 1.1502-47(d)(12).
information for amounts that were received The pa
on behalf of another person.

ou!of

caution: Every corporation must file

. Affil

information returns if itvnakes POYMents Of consolidated return. For the first year a
rents, commissions, or other fixed or consolidated return is filed, each subsidiary
determinable income itee section 05041) must attach Farm 1122, Authorization and
totaling S600ormnins to A1nY0floPefs0n I

.
n Consent of Subsidiary Corporation To Be

the course ofits trade or business during Included in a Consolidated Income Tax
thocalersdarryear. . . Return.

Page 2

File supporting statements for each
corporation included in the consolidated
return. Use columns to show the following,
~cth before and after adjustments:

Items of gross income and deductions.
• A computation of taxable income.
• =:heets as of the beginning and

tax year
is A reconciliation of retained earnings.
a A reconciliation of income per books with

income per return.
Attach consolidated balance sheets and

a reconciliation of consolidated retained
earnings.

Specific Instructions
Employer Identification Number.-Enter
the employer identification number (EIN) of
the corporation.

Corporations that do not he" an EIN
should apply for one on Form SS-41,
Application for Employer Identification
Number, available from most IRS and Social
Security Administration offices. Send For
SS-4 to the same Internal Revenue Service
Center to which Form 1 120M is sent. Write
"Applied for" in the space provided for the
EIN if it is not waived by the time Form
I 120M is filed. . .
Period Covered.-This return is for tax
years beginning in 1986. If the return is for a
fiscal year, fill in the data it began and
ended at the top of page 1. Form 1120M. if
!he corporation cened to exist in 1986, write
'FINAL RETURN" at the top of the form.

Part I-Taxable Income
and Tax Computation
Mutual Insurance Company
Taxable Income
Line 5
Unused Loss Deduction.-The deduction
is the total of the unused loss carryovers
and carrybacks to the tax year.
Unused Loau.-Unused loss for any tax
year is the amount by which the sum of the
statutory underwriting loss arid the
investment loss 'is more than the sum of:
(1) The taxable investment income.
(2) The statutory underwritingincome,

and
(3) The amount section 924(d) requires

to be subtracted from the protection
against loss account.

You my carry back the unused lon for a
loss year to each of the 3 tax years before
the loss year. and carry it over to each of the
15 years after the loss year; or you my
irrevocably elect only to carry the unused
low over to each of the 15 years after the
loss year. After you apply the loss to the first
year, the part of the loss you my carry to
each of the remaining tax years is the
amount by which the loss is more than the
sum of the offsets (as defined in section
925(f)) for each of the earlier tax years to
which you my carry the loss.
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Une 20
Pension, Prafft-Sharing. Etc.. Plans-
Employers who maintain a pension, profit.
sharing. or o*&q funded deterred
compensation plan. whether or not it is
qualified under the internal Revenue Code
and whether or not a deduction is claimed
for the current tax year. generally ate
required to file one of the forms described
below. Section 6652(f) imposes a penalty
for not filing them forms on time.

In addition, there is a new penalty for
overstating the pension plan deduction forreturns filed

after October 22, 1986. Sea
new section 6659A.
Form 550D.-Annual Return/Report of
Employ" Benefit Plan. Complete this form
for each plan with 100 or more participants.
Forre 5500-C.-Return/Report of
Employee Benefit Plan, or Form S500-R,
Registrairrion Statement of Employee Benefit
Plan. Complete the applicable form tot each
plan with fewer than 100 participants.

Una 21 ,
Empley-BoneffiProgram.-Enter your
contributions to employee benefit programs
(such as insurance and health and welfare
programs) that are not an incidental part ofa

pension profit-sharing, etc., plan included
on line R

Une 25

Divioland~Racelved Deduction.-See
instructions for Schedule B.

The 85% limitation on the dividends.
received deduction does not apply to any
year in which there is a loss from statutory
underwriting income.

Une 30
Speclad Deductions.-If Part 11, line 7
(other than capital gains). and premiums

r
defined below) add up to less than

T.100,000. you may take an additional
deduction for determining statutory
underwriting incodie or loss under section
a23(a) for the tax year.

Premium means the total premiums
and other consklenstion, provided in the
insurance contract without deduction

for

commissions. return premiums
reinsurance, dividends to polk~holders
dividends left on deposit with the com~imy,
dismundis on premiums paid in advance.
interest applied to reduce premium
(whether or not it mLdt be credited to
reduce premium under the terms of the
contracts).0f any similar item.

The term includes advance prerm
-
ums.

premiums deferred and uncollected
'

.

premiurns due and unpaid. deposits
'
fees.

assessments, and consideration for
assuming liabilities under contracts not
issued by the taxpayer (such as a payment
or transferof property in an assumption
reinsurance transaction). it does not
tridude amounts received from other
insurance companies for losses paid under
reinsurance contracts. See Regulations
section i.a21-4(aX1)Cii).

Protection Against Loss
Deduction
Under section 824 you can deduct 1% of
the losses incurred plus 25% of the
underwrifinggain for the tax year. If the

concentrated windstorm premium
percentage for the tax year is more than
40%, you can also deduct an amount
obtained by multiplying the percentage that
is more than 40% times the underwriting
gain for the year.

Also, see the instructions for Schedule E.

SCHEDULE B.-Dividends
Dividend Income
Line I
Certain Domestic Corporations.-Enter
dividends received from domestic
corporations (except those received on
debt-financed stock acquired after July

1
8,

1984-see line 2 below and section 246A)
subject to income tax that quality for the
dividends-werved deduction under section
243(aXI).

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

Sea section 854 for the amount of
dividends received from a regulated
investment company that qualify for the
dividends-received deduction.
Line 2
Certain Debt-Financed Stock.-Enter
dividends on debt-financed stock (acquired
after July 18, 1994) that are received from
domestic corporations subject to income tax
and that would otherwise be subjecttothe
ifividends-rei:eived deduction under section
243(aXI). Generally, debt-finamed stock is
stock that the corporation acquired and in
doing so. incurred a debt (for example, it
borrowed money to buy the stock). See the
instructions for line 9. under Dividends
Received Deduction, as well as section
246A to figure the dividends-received
deduction forthis stock.

Line 3
Certain Public Utility Corporations-
Enter dividends received by the mutual
insurance company m the preferred stock
of a public utility. This applies only if the
public utility is subject to income tax and
the divid~nds quality for the section 247
deduction (by the public utility) for
dividends paid.

Line 4
Certain Foreign Corporations.-Enter
dividends received by the mutual insurance
company from foreiVrticorporrallorts and FSCs
that qualify for the dends-received
deduction in sections 245(a) and 245(cXl).

Enter dividends received from wholly
owned foreign subsidiaries that are eligble
for the 100% deduction in section 24 b).

Also, include dividends received from a
foreign wim corporation (FSC) attributable
to exempt foreign trade income that

)at 'for a 100% deduction under section T4~2).
In general, the deduction under section

245(b) applies to dividends paid out of the
wimings and profits of a foreign corporation
for a.tax year during which all its I
oubstand stock is owned (directly or
indir= the domestic corporation
natutivin One d vid rids and 11 its grow
arcomrom all =rces is eaffectively
connected with the conduct of a U.S.
business:

Attach a schedule showing him the
amount on line 4 was computed.

Line 5
Certain Affiliated Graups.-Emer only
those dividends that are subject to section
243(b).

Line 6
Other Corporatione.-Affach a schedule
showing separately:
(1) Foreign dividends not reportable on

line 4. Do not include distributions of
amounts constructively taxed in the
current year or in earlier years under
subpart F.

(2) Income constructively received from
controlled foreign corporations under
subpart F. (This amount should equal
the total reported in Schedule J of
Form(s) 5471.)

(3) Gross-up of dividends for taxes
considered paid under sections 902
and 960.

(4) Dividends (other than capital gain
dividends) received from regulated
investment companies that do not
qualify for the ifividends-received
deduction.

(5) Dividends from tax-exempt
organizations.

(6) Dividends (other than capital gain and
exempt-interest dividends) waived
from a real estate investment trust
that, for the tax year of the trust in
which the dividends are paid, quality
under sections 856 through 860.

(7) Dividends not eligible for a dividends.
received deduction because of the
holding period of the stock or an
obligation to make corresponding
payments on similar stock.

(8) Any other taxable dividend income not
property reported above (including
distributions under sections 934(eX3)
or 936(hX4)).

Dividends-Received Deduction
Line 8
Dividends Received From Certain
Domestic Corporstle"s.-For purposes of
line 1. the diviciends-received deduction
percentage for dividends received before
January 1. 1987. is 85%. Far dividends
Keceived after December 31, 1986, it is
80%. Multiply the dividends received in
each period by the property percentage to
determine the correct dividends-received
deduction.

Line 9
Dividends-Racelved From Dabit-FInanced
Stock.-Dividends received on debt-
financed stock that am reported on line 2,
Schedule B. am not entitled to the full
diWdends-received deduction (85% for
ch

.
vidends recerved before January 1. 1987,

and 80% for dividends received after
1986). Instead. this deduction is reduced by
a percentage that is related to the amount
of debt incurred to acq im the stock Sao
secti n 246A. A schedu% sholvi 6; the
it,, donds r- iverf cind ction onle

bt.

financed stock was figured must be -
attached to the corporate tax return.
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Line 10
Dividends Received From Certain Public
Utility corporatiML-Dividends on
certain preferred stock of public utilities
ifine 3) are entitled to a dividends-received
deduction percentage of 59.13% if they are
waived before January 1, 1987. For
dividends on certain preferred stock of
public utilities received after December 31,
1986, but before July 1, 1987 the
dividends-received deduction ~~rcentage is
55.652%. For these dividends received
after June 30, 1987. the dividends-received
deduction percentage is 47.059%.

Multiply the dividends received in each
period by the proper percentage to
determine the correct dindends-received
deduction.

Una 11
Dividends Received From Certain Foreign
Corporattorts.-Enter (a) 85% (80% for
dividends received after 1986) of dividends
received from certain foreign corporations
described in section 245(a); and (b) 85%
(80% for dividends received after 1986) of
dividends received from FSCs as described
in section 245(cXl).

Enter 100% of the company's share of
dividends received from wholly owned foreign
subsidiaries that are ell 'ble for the 100%

lpb)
a

deduction in section 24 nd certain
dividends received from a foreign sales
corporation (FSC) under section 245(c).

If both types of dividends are included in
the line 11 amount, attach a schedule
showing him the amount was figured.

See section 245 for qualifications and
limitations on these deductions.

Une 12

Total.-This total is subject to the 85%
limitation under section 246(b) as follows:
a Part 11-The line 12 total cannot be more
than 85% of the difference of Part 11, line
21. and Schedule B. line 13.
is Part III.-The

line
12 total cannot be

,more then 85% of the difference of Part 111,
line 24. and Schedule El~ line 13.

Une 13

Dividends Received Frons Certain
Members of Affiliated Groutpe-Members
of affiliated groups may elect under section
2

0
deduct 1OD96 of the qualifying

d=,tk d from at bers of
thessinegnotip.Qual"

'
rig corporations

that elect to take the .all deduction am
limited to one $25,000 amount

(orbf960certain fiscal yearc J5
see pap 11 of Instructions) in each taxable
mourns bracket. That amount must be
apportioned among the members of the
controlled group. See section 243(b) for
qualifications and rstrictions on this
deduction.

SCHEDULE C, Other
Capital Losses
Capshall swurizare cbrisidered sold or
exchanged to proitidefunds to meet
abnormal insurance losses and to Pay
dividends and make similar distributions to
policyholders to the extent that the gross
receipts from their sale or exchange am not

pap a

more than the amount by which the sum of
dividends and similar distributions paid to
policyholders, losses paid. and expenses
paid for the tax year is more than the total
of line 9. Schedule C.

Total gross receipts from sales of capital
assets (line 12, column (c)) must not be more
than line 10. If necessary, you my report
part of the gross receipts from a particular
sale of a capital asset in this schedule and the
rest on Schedule D (Form 1120). Otherwise,
do not tho. on Schedule D (Form 1120)
sales reported in this schedule.
Enter other capital losses (line 12, column
(g)) in Part It, line 16, and Part III, line 12.

SCHEDULE E.-
Protection Against Loss
Account
Section 824b) requires each insurance
company subject to tax under section
821(a) to establish and maintain a
protection against Ioss account.

You must add the protection against loss
deduction from Part Ill. line 35, to this
account

See section 824(d) for subtractions from
this account. You must inclible these
subtractions In the mutual insurance
company taxable income. Attach a separate
schedule showing the computation of any
subtraction.

SCHEDULE F.-
Compensation of Officers
Attach a schedule for all officers using tha
following columns:

(1) Name of officer,
(2) Social security number,
(3) Percent of time devoted to business,

anti .

(4) Amount of compensation.
This informtion must also be submitted

by each member of an affiliated group
included in a consolidated return.

SCHEDULEG.-
Additional Information

equired
Question 111-Foreign Financial Accounts
andI~ Trusta-Check the 'Yes' box
if either (1) or (2) below applies to you.
Otherwise, check the 'No' box.

(1) At any time during the year you had
an interest in or signature or other authority
over a financial account in a foreign country
(such as a bank account. securities
account~lor other financial account) AND
a The combined value of the accounts was
mom than $10,000 at any time d uring the
year; AND
* The amount was; NOT with a U.S. military
bankin facility operated by a U.S. financial
insfituAttlen.

(2) You own mom than 50% of the stock
in any corporation that would answer the
question*Yn'be on item (1) above.

Get form To F W2L 1. Report of

=
F * Bank and Financial Accounts, to

- Wa. considered to have an interest

in or signature or other authority over a
financial amount in a foreign country (such
as a bank account, securities account, or
other financiaLarcount).

It you checked 'Yes' for Question H, file

form TO F 90-22. 1 by June 30, 1987. with
the Department of the Treasury at the
address shown on the form. Form TO F 90-
22. 1 is not a tax return, so do not file it with

Form 1120M. Form TO F 90-22.1 can be
obtained from IRS forms distribution
centers.

If you checked 'Yes' to Question H.
write the mine of the foreign country or

countries. Attach a separate sheet if you
need more space. .

Tax Reform Act of 1986
The Tax Reform Act of 1986 made several
changes that affect corporations. Some of
the changes am effective starlit% with
calendar year 19N tax returns; some am
effective starfirg with fiscal year 198&
1987 tax mtrurmi; and some are effective
starting with calendar year 1987 tax
returns. These changes am highlighted
below for purposes of computing estimated
taxes

Tax changes taking offed beginning
In 1986

Rag Tax Credit
R.prWr-!=n,IIy. for property placed
in service after 1985, the regular
investment tax credit has been repealed.
See new section 49 for special rules and
Form 3468.
Targeted Jobs Cretin Extended and
Revised.-The jobs credit for hiring
members of certain ad "ps has
been extended and =ified. i,orr
employees hired after 1985, you may claim
a credit for only the first-year vraps paid to
the employee. See Form 5984, Jobs Credit.
and section 51 for more information.
General Business Credit Reduced.-For
tax years beginning after 1985. the
maximum arriourrit of tax liability against
which the general business tax credit can be
applied is reduced to 75%. Formerly, the
business tax credit could tie applied to 85%
of tax liability. See section 38.
:ncirwous In Pairialty for Falluns To File
Information Returns.-For returns due

after December 31, 1986, the maximum
penalty for failure to file information returns
has been increased. A now penalty of $5 for
supply* incorrect infoin ation has also

M.For =to information. seebeen ad
sections 6652. 6676, 6678, and new
sections 6721 through 6724.
The following provisions been In
1987 and affect fiscal 198& 1987 tax
years,

E
Reduction In Corporate Ties Rates-
ffective July 1. 1987. tax rates for

corporations am reduced. The now tax rates
am 15% of the first $50.000 of taxable
income; 25% of the next $25,000 of
taxable income; and 34% for any amount of
taxable Income am $75.000. An additional
tax to taxable mcome over
V9.0.9 The tax

as
the lesser of 5% of the



excessover$100,000 or $11,750. Seethe
tax computation wwksheet on page 10tor
more details.
Reduction In Dividends-Recelved
cleduction.-The dividenlas-irmerved
deduction for dividends received from
certain corporations has been reduced for
dividends received after 1986, The new
percentirge is 80%; the previous percentage
was 85%. See sections 243, 244. and
246A.
Now Low-income Housing CredIL-A new
low-income housing credit applies to certain
bu On placed in semi

.
ce after 1986. Sea

Form
ST

86..d section 42 for rules and
computations.
Investment Tax Credit for Rehabilitation
Expenifitures.-An investment tax credit
will be allowed for qualified rehabilitation
expenditures made to property placed in
service after 1986. See section 46 and
Form 3468.
Depreciation.-The rules for computing
depreciation haw been substantially
c for property placed in service after
=cOrrations my also elect them

arty placed in servicenow rules r pro
gisafter July 31, 19 , The new system

provides specific methods for each class of
assets. Additionally, the section 179
deduction is increased from $5,000 to
$10,000 for property pieced in service after
1986. See Form 4562A. Depreciation of
Property Placed in Service After December
31, 1996, and section 168.
Aftetrustive Tax for Fiscal Year
Corporation.--Generally, the alternative
tax has been repealed for tax years
beginning after 1986. However, transitional
rules allow fiscal year corporations to
compute the alternative tax. The alternative
tax computation for fiscal year corporationsis

(a) 28% of the lesser of: the net capital
gain determined by taking into amount only
gain and loss for the portion of the tax year
before January 1, 1987, or the net capital
gain for the tax year, plus (b) 34% of the
excess of the net capital gain for the tax
year over the amount of net capital gain
taken into account in (a). See section 120 1.

Gain or Lou an Distribution of Property
In Uquidation-Generally, corporations
will recopize gain or loss on distributions of
their property in complete liquidation as if
they had sold the property at its fair market
value. These new rules app];to liquidationscompleted

after December 1,1986
Sea

sections 336 and 337.
Limitation on Not Operating Loss
Carryovers.-The amount of net operating
loss carrywers is limited when there has
been achange inownership orecluji fornet
operating losses incurred after 192. The
limitation is described in section 382(b) and
applies generally when a 5% shareholder or
group of 5% shareholders increases its or
their ownership in a corporation by more
than 50 percentage points, or when there
has been a charge in equity. See section
382 for rules and definitions.
Limitation an Certain Excess Credits.-
For certain ownership changes occurring
otter 1986, a change in ownership of a
corporation will result in the amount of the
following excess credits being limited for
subsequent years: the unused general
business credit, any unused minimum tax
credit, and any capital loss carryover. The
foreign tax credit carryover is also limited.

The following provisions begin In
1987 and affect calendar year 1987
tax returns,
Property and Casualty Companin.-The
Act made substantial changes to the tax
treatment of property and casualty
insurance companies The Act treats stock
property and casualty insurance companies
in the same manner as mutual property and
casualty insurance companies. Thus for tax
years beginning in 1987, both will report
income on the some form. IRS will issue an
announcement advising these taxpayers of
what form to file in 1987.
Reserve Method for Bad Debts.-For tax
years beginning after 1986, only certain
financial institutions will be able to use the
reserve method of computing bad debts. All
other taxpayers must use the specific
charge-off method for computing bad
debts. Corporations that are not

entitled to use the reserve method must
include in income any amount remaining in
the reserve as income ratably over a 4-yur
period.

For additional information, see section
166.

Also. for tax years beginning after 1986,
section 586, Reserve for losses on loans
of small business corponitions, etc., has
been repeated.
Reporting of Tax-Exampt Interest.-For
tax years beginning after 1986. any
taxpayer required to file a tax return must
report as an item of information on that
return: the amount of the tax-exempt
interest received or accrued during the tax
year.
Minimum Tax- For tax years beginning
after 1986, the add-on minimum tax will be
replaced by an alternative minimum tax
based on alternative minimum taxable
income. A corporation will have to compute
its tax under the regular system and under
the minimum tax provisions. Sea sections
55 through 59 for more information. For tax
years beginning after 1986, corporations
must take minimum tax into account when
computing estimated tax. Sea 1987 Form
1120_W

for
more information.

Certain Entities Required To Use the
Accrual Method of Accwnting.-C
corporations, partnerships with C
corporations as partners, tax-exempt
entities with unrelated business income,
and tax shelters are prohibited from using
the cash method of accounting for tax years
beginning after 1986. See new section 448.

For additional information on these
changes, seePublicatlain 553, Highlights
of 1986 Tax Changes.
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Effective July, 1, 1987,'the tax rates for corporations are reduced. The now rates of tax are:
15% on the first $50.000 of income;
25% on the next $25,000 of income; and
34% on any amount war $75,000.
Also, an additional tax of 5% is applied against income in excess of $ 100.000. The maximum amount of this additional tax is $11.750.
1n addition, different ruin apply for computing the alternative tax on net capital gains for fiscal ynr corporations that have a tax yea,
that includes January 1, 1987. These rules are explained in the instructions that follow Schedule B. If the corporation's fiscal tax year
includes July 1, 1987, the tax liabifi,~ $hall be computed by completing Schedules A and B of the woftheirt below. If the corporation's
tax year ends on or before June 3 . 1987. only Schedule A must be completed. Supplemental instructions for completing them
schedules follow Schedule B.

A

F7scal year cogm"tions complete the following schedules to determine tax liability,
Tax Computed for Period Before July 1. 1987

I Taxable income (line 6, Form I I 20M) . . . . . . . . . . . . . . . . . . . . . . . . . -
2 Net capital gain income from line 10a, Schedule D (Form 1 120), if applicable . . . . . . . . . . . . -
3 Subtract line 2 from line I . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . -
4 Enter the lesser of line 3 or $25,000 (members of a controlled group, see instructions) . . . . . . . . . -
5 Subtract line 4 from line 3 . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . -
6 Enter the lesser of line 5 or $25,000 (members of a controlled group, we instructions) . . . . . . . . . -
7 Subtract line 6 from line 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -
8 Enter the lesser of line 7 or $25,000 (members of a controlled group, see instructions) . . . . . . . . .
9 Subtract line 8 from line 7 . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . -

10 Enter the lesser of line 9 or $25,000 (members of a controlled group, see instructions) . . . . . . . . . -
11 Subtract line 10 from line 9 . .. . . . . . . . . . . . . . . . . . . . . . . . . -
22 Multiply line 4 times 15% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -
13 Multiply line 6 times 18% . . . . . . . . . . . . . . .. . . . . . . . . . . . . . -
14 Multiply line 8 times 30% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -
25 Multiply line 10 times 40% . . . . . . . . . . . . . . . . . . . . . . . . . - I.-
16 Multiply line 11 times 46% . : . . . . . . . . . . . . . . . . . . . . . . . . . .
27 If line 3 is greater than $1.000,000, enter the lesser of: (a) 5% of the excess of line 3 over $1,000.000; or, (b)

$20,250 (members of a controlled group, see instructions). Fiscal year corporations whose tax year ends after
June 30, 1987, skip lines IS and 19, and complete Schedule B of this orksheet . . . . . . . . . . .

18 Alternative tax on net capital gain from the worksheet on page I I . . . . . . . . . . . . . . . .

19 Add amounts on lines 12 through 18 . ~ . . . . . . . . . . . . . . . . . . . . . . .
Fiscal year corporations whose tax year ends'before July 1. 1987, and to which the alternative tax does not
apply, enter the tax liability before credits (line 19) on line 7b, page I.-Form I 120M. Do NOT complete Schedule
B. (if the alternative tax applies, enter such tax on line 12, page 1, FoOm 11 20M and check the box on line 12.)

Tax Computed for Period After June 30, 1987
20 Enter amount from line 3, Schedule A . . . . . . . . . ... . . . . . . . . ... . .
21 Enter the lesser of line 20 or $50,000 (members of a controlled group, see instructions) . . . . . . . .
22 Subtract line 21 from line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
23 Enter the lesser of line 22 or $25,000 (members of a controlled group, see instructions) . . . . . . . .
24 Subtract line 23 from line 22 . . . . . . . . . . . . . . . . . . . .
25 Multiply line 21 times 15% . . L . . . . . . . . . . . . . . . . . . . . . . . . .
26 Multiply line 23 times 25% . . . . . . . . . . . . . . . . . . . . . . . .
27 Multiply line 24 times 34% . . . . . . . . . . . . . . . . . . . . . . . . . . . .
28 Additional tax. It line 20 is more than $100.000, enter the lesser of: (a) 5% of the excess of line 20 over

$100,000, or (b) $11.750 . . . . . . . . . . . . . . . . . . . . . . . . . .

.29 Add lines 25 through 28 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
30 Add lines 12 through 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

31 Line 30 x "umber
of days in tax year before 7-1-8 . . . . . . . . . . ... . . . . .

number of days in tax year

32 Line 29
x number of days in tax year after 6-30-87 . . . . . . . . . . .

number of days in tax year

33 Alternative tax on net capital gain from the worksheet on page I I
. . . . ... . . . .34 Tax liability before credits. Add amounts on lines 31, 32, and 33. If the alternative tax does not apply, enter here

and orr line 7b, page 1. Form 1120M. (if the alternative tax applies, enter such tax on line 12, par 1, Form
1120M and checktheilboxon line 12.1 . . . . . . . . . . . . . . . . . . . . . . . . .
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Not Capital Gain and Alternative Tait
(Unes 2. 18, and 33).
In general. the alternative tax is the sum of
(a) a tax computed on taxable income
reduced by the net capital gain (line 2)
using the applicable tax brackets and tax
rates, and (b) a tax computed on the net
capital' gain (see below for this part of the
computation). If the alternative tax is less
than the regular tax computed on tote I
taxable income using the applicable tax
brackets and tax rates. then the corporation
my enter the alternative

tax
on line 12

;. Ifpage 1, Form 1120M, and c~eck the &o
a corporation has a net capital gain. both

-computations (the regular tax computation
and the alternative tax computation) should
be made to determine which results in the
lower tax.

For fiscal year corporations, the net capital
gain times the alternative tax rate is
determined as follows:

1. Enter the net capital gain
from line 10a, Schedule D
(Form 1120) . . . . .

2. Enter the amount from line
10b, Schedule D (Form
11 20). Caution: If this
amount results in a net
capitelitaingreater than the
amount an line 1, enter the
amount from line 1 here .

3. Subtract line 2 from line 1
4. Multiply line 2 times 28%
5. Multiply line 3 times 34%
6. Alternative tax on net capital

gain. Add lines 4 and 5. Enter
here and on line 18 or 33,
whichever applies .

If the alternative tax is not used, tines 2
and 18, Schedule A. and line 33, Schedule
B, should be blank.
Unes 4

'
6, 8. and 10-Members of.a

controlled group must enter their portion of
each taxable income bracket, See the
instructions for rules regarding how
controlled groups (as defined in section
1563) may divide these amounts.

V.S. GOVERNKM PRINnW OYnC3 j 1987-4 9 3 -1 9 5 / 0

Una 17.-If the total taxable income of the
controlleWdro f co tki *rpora i Its is mom
than $1. ch member should
enter its portion of the additional tax on line
17 as explained under TaxCompuration
instructions.
Una 21-Mernbers of a controlled group

"s
defined in section 1563) are to allocate

the $50,000 in the first taxable income
bracket. The controlled group is entitled to
ode $50,000 amount in the first taxable
income bracket and may use the equal and
unequal apportionment rules explained in
the instructions under Tax Computations.
Una 23-Members of a controlled Troup
(as defined in section 1563) am to at ocate
the $25,000 amount in the second taxable
income bracket. The controlled group is
entitled to one $25,000 amount in the
bracket. The members may use the equal
and unequal apportionment rules explained
in the instructions under Tax Computations.
Una 2&-If total taxable income of the
controlled group of corporations is mo a
than $100,000, each member should enter
its portion of the additional tax on line 28.
See section 1561 for rules on determining
each member's sharefof the additional tax.

~Page 11





Form 1120511996)

Sharsholders'Share of Income, Credits, Deductions. GtC. (SOO lngtrUCtIML)

(a) Distributive gore Item

Income (Lossal and Deductions

In Ordinary income (loss) (page 1, line 24) .. . . . . . . . . . . . In

Is Income (loss) from rental real estate activity(ies) (FY corporations only) . . . . . . . ... Its

c Income (loss) from other rental activity(ies) (FY corporations only) . . . . . . . . . . . 1c

d Portfolio income not reported elsewhere on Schedule K (FY corporations only) . . . . . . . it

2 Dividends qualifying for the exclusion . . . . . . . . . . . . . . . . . . . . 2

3 Net short-term capital gain (1m) (Schedule D (Form 1120S)) . . . . . . . . . . . . . 3

4 Net long-term capital gain (low) (Schedule D (Form 1120S)) - , . : . . . . . . . . . 4
1

5 Net gain (loss) under section 1231 (other than due to casualty or theft) .. . . . . . . . . 5

6 Other income (1m) (attach schedule) . . . . . . . . . . . . . . . . . . . . 6

7 Charitable contributions . . . . . . . . . . . . . . . 7

8 Section 179 expense deduction (FY corporations attach schedule) , . . . . . . . . . . 8

9 Other deductions (attach schedule) . . . . . . . . . . . . . . . ... . . 9

Credits

10a Jobscredit-.

.

. . . . . . . 10.

b Low-income housing credit (FY corporations only) . . . . . . . . . . . . . . . . 10b

c Qualified rehabilitation expenditures related to rental real estate activity(ilts) (FY corporations only)

E(attach schedule)

it Other credits related to rental real estate activity(ies) other than on line 10b and loc

(FY corporations only) (attach schedule) . . . . . . . . . . . . . . . . . . . 10d

I I Other credits (attach schedule) .. . . . .

Tax Preference and Adjustment Items

12& Accelerated depreciation on nonrecovery real property or 15, 18, or 19-year real property placed in

service before 1-1-87 . . . . . . . . . . . . . . . . . . . . . . . . . 12a

Is Accelerated depreciation on leased personal property or leased recovery prop", other than 15,

18, or 19 year real property. placed in service before 1. 1-87 . . . . . . . . . . . . 12b

c Accelerated depreciation on property placed in service after 12-31-86 (FY corporations only) . . . 12c

it Depletion (other than oil and gas) . . . . . . . .. . . . . . . . . . . . . . . 12d

as (1) Gross income from oil, gas, or geothermal properties . . . . . . . . . i

(2) Gross deductions allocable to oil, gas, or geothermal properties . . . . . . . a(

1 (1) Qualified investment income included on page 1, Form 1120S . . . . . . . . . .

lgfj"(2) Qualified investment expenses included on page 1. Form I 120S . . . . . ... . . . .

g Other items (attach schedule) . . . . . . . .. . . . . . . . .. . . . . . 121T

Inversturnent Interest

13a Interest expense on: (1) Investment debts incurred before 12-17-69 . . . . . . . . . . 3a(I)

(2) Investment debts incurred before 9.11-75 but after 12-16-69 3a(2)

(3) Investment debts incurred after 9-10-75 . . . . . . . . . . . . . . . . . . 3a(3).

Is (1) Investment income included on page 1, Form 1120S . . . . . . . . . . . . . . .3W)

(2) Investment expenses included on page 1, Form I 120S . . . . . . . . . . . . . AM

c (1) Income from "net lease property. . . . . ... . . . . . ... . . . . . . . LhM

(2) Expenses from 'net lease prop"" . . . . . . . . . . . . . . . . . LAg?l

it Excess of net long-term capital gain over net short-term capital low from investment property 13d

Foreign Taxes

14a Typeciffincome ... _ ............ ...............................................

Is Nameof foreign country or U.S. possession . ~ ... ........................................

c Total gross income from sources outside the U.S. (attach schedule) . . . . . . . . . . .

cl Total applicable deductions and losses (attach schedule) . . ~ . . . . . . . . . . .

a Total foreign taxes (check one): W 13 Paid 11 Accrued . . . . . . . . . . . .

xe' available for credit (attach schedule) . . . . . . . . . . . . . .f Reduction in

I

:c.

Other (attach hedule)

Other Items

15 Total property distributions (including cash) other than dividend distributions reported on line 17

16 Other items and amounts not included in lines I through 15 that are required to be reported

separately to shareholders (attach schedule).

17 Total dist r=d ibutions paid from accumulated earnings and profits contained in other

~4c

aid

14a

1411

14g

5

(b) Total nummurst

Pp 3

inretain nic, (I

e 26 of Schedule L) . . . . . . . . . . . . . . 17

- Calendar year filers are not mqwed to complete lines la. 10a, and 11. Completion of them lines is optional because the amounts which would appear in column (b)
appe,relsewhere on Form 1120soron other IRS forms orscheduses which am attached to Form 1120S. See Specific instructions for Schedules Kano K L

F.. 112OS(1986)

Balance Sheets

Assets

I Cash . . . . . . . . . . . . . .

2 Trade notes and accounts receivable . . .

a Less allowance for bad debts . . . . .

3 Inventories . . . . . . . . . . . ..

4 Federal and state government obligations .

5 Other current assets Jattach schedule).

6 Loans to shareholders . . . . . . . .

7 Mortgage and real estate loans . . .

a Other investments (attach schedule) . .

9 Buildings and other depreciable assets .

a Less accumulated depreciation

10 Depletable assets . . . . . . . . .

a Less accumulated depletion . . . . .

I I Land (net of any amorturation) . . .

12 Intangible assets amortizable only).

a Less accumulated amortization3

Other assets (attach schedule) . . .

14 Told I assets . . . . . . . . . . .

Liabilities and Shareholders' Equity

15 Accounts payable . . . . . . . . .

16 Mortgages, notes, bonds payablein lessthan I year

17 Other current liabilities (attach schedule) . .

18 Loans from'shareholders . . . . . . .

19 Mortgages, notes, bonds payable in 1 year or more

20 Other liabilities (attach schedule)

21 Capital stock . . . . . . . .

22 Paid-in or capital surplus . . . . . .

23 Accumulated adjustments account

24 Other adjustments account . . . .

25 Shareholders' undistributed taxable income

previously taxed . . . . . . . . . .

26 Other retained earnings (see instructions).

Check this' box if the corporation has sub-

chapter C earnings and profits at the close of

the tax year Ill- E] (see instructions)

27 Total retained earnings per books-Clumbire amounts on
lines 23 through 26, columns (a) and (c) (ant instructions)

Beg,nnng.f W year
(b)

page 4

28 Less cost of, treasury stock . . . . . . .

29 Total liabilities and shareholders' equity

LT4ffMVR3W Analysis of Accumulated Adjustments Account, Other Adjustments Account, and Shareholcl

Undistributed Taxable Income Previously Taxed (if Schedule L, column (c), amounts for lines 23, 24, or
25 are not the same as corresponding amounts on line 9 of Schedule M, attach a schedule explaining

any differences. See Instructions.)

1 Balance at beginning of year . . . . . .

2 Ordinary income from page 1. line 24

3 Otheradditions . . . . . . . . . .

4 Totalof lines 1,2,and 3 .

-5 Distributions other than dividend distributions

6 Loss from page 1, line 24 . . . . .. . .

7 Other reductions . . . . . .. . . .

8 Add lines 5~ 6, and 7 . . . . . . . .

9 Balance at end of tax year-Subtract line 8

from line 4 . . . . . . . . . . .

am ft -ulaten
-nnent-ccuunt

Sharleroad.W.,cinnnouted
-bl.-pe-sly

0-cs-ma,
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Department of the Treasury
Internal Revenue Service0

I nstructions for Form 1120S
U.S. Income Tax Return for an S Corporation
(Section references are to the internal Revenue Code, unless otherwise noted.)

Paperwork Reduction Act
Notice
We ask for this information to carry out the
Internal Revenue laws of the U ruted States.
We need it to ensure that taxpayers am
complying with these laws and to allow, us to
figure and collect the right amount of tax.You

are required to give us this information.

Voluntary Contributions To
Reduce the Public Debt
Quite often, inquiries are received about
howyohintary contributions to reduce the
public debt may be made. A corporation
may contribute by enclosing a separate
check. payable to "Bureau of the Public
Debt," with the tax return. Please keep the
contribution to reduce the public debt *
separate from any amount payable with the
tax return. Tax remittance' should be made
payable to "Internal Revenue Service."

Changes You Should Note
Tax Reform Act of 1986 (Act)
The Act made many changes to the Internal
Revenue Code that affect the S corporation
and shareholders of the S corporation. See
pages 14 and 15 of these instructions for
Changes Made by the Act that affect the S
corporation and its shareholders for the
1986 calendar year, 1986-87 fiscal year
(FY). and 1987 tax year.
Reminders
te Preaddressed Label.-Use the pre-
addressed label and envelope that comes
with the tax package to help speed up the
processing of your return.

is Optional Writeoffoll Certain Tax
Preferences.-Do not take a deduction for
:ny qualified expenditures to which an
lection under section 58(i) (new section

59(e) after 1986) applies. Instead, pass the
expenditures and information needed to
compute this deduction through to your
shareholders on the schedule attached for
line 19 of Schedule K. 1. Each shareholder
will take the deductible a mount, if any, on
his or her own return. See the instructions
for line 16 of Schedule K and line 19 of
Schedule K-1 for more information.

I
Depletion.-Do not deduct depletion on

Oil and gas wells on the S corporation
return. Instead. pass the information
needed to compute this deduction through
to the shareholders an Schedule K- I or on
an attached schedule for line 19 of
Schedule K-1. The shareholders will
determine the deductible amount on their
own returns. See the instructions for line 16

of Schedule K and line 19 of Schedule K-1
for more information.

Registration of Tax Shelter
If an S corporation is a tax shatter, or if the
corporation is involved in a tax shelter Or if
the corporation is considered to be&
organizer of a tax shelter, or if the
corporation is a pass-through entity of the
shelter benefits, there are reporting
requirements under section 6111 for both
the corporation and its shareholders.

See Form 8264, Application for
Registration of a Tax Shelter, and Form
827 1. Investor Reporting of Tax Shelter
Registration Number, and their related
instructions for information the corporationmust

provide to IRS and to the shareholders
to enable them to comply with these
requirements,

The corporation must enter its tax shelter
registration number in item C of Schedule
K. I if applicable. Also , complete item 0 on
page 2 of Form 1120S.

General Instructions
Purpose of Form
Form I 120S is used if a domestic
corporation has filed Form 2553, Election
by a Small Business Corporation,

to
beans

corporation and its election is in effect. Do
not file your first Form I 120S until you have
been notified by the IRS that your election is
accepted a nd the tax year it will take effect.

If you need more information, get
Publication 589, Tax Information on S
Corporations.

Filing Form I 120S
Who Must File
You must file Form 1 120S if: (a) you elected
by filing Form 2553 to be taxed as an S .
corporation, (b) IRS accepted your election,
and (c) the election remains in effect.

End of Election
Once the election is made, it stays in effect
for all years until it is terminated. During the
5 years after the tax year the election has
been terminated, the corporation can make
another election on Form 2553 only if the
Commissioner conseirts. See section
1362(g), and related regulations.

The election endsautomatically in any of
the following cases:
a. The corporation is no longer a small

business corporation as defined in
section 1361b). The ending of an
election in this manner is effective as of
the day on which the corporation ceases
to be a small business Corporation. See
sections 1362(dX2) and 1362(e) for
more information.

b. If, for each of three consecutive tax
years, the corporation has both
subchapter C earnings and profits, and
gross receipts more than 25% of which
are derived from passive investment
income as defined in section
1362(dX3XD), the election shall
terminate on the first day of the first tax
year beginning after the third consecutive
tax y:car. The corporation must pay a taxfor e

It year it has excess net passive
income. Se specific instructions for line
25a

for
det:ils on how to figure the tax.

c. When an existing S corporation (section
1378(cX 1)) has a more than 50%
change in ownership and has not adopted
,rrmitted tax year as defined in sectiona

78(b) for any tax year following the
year it has more than 50% change in
ownership. See section 1378(c) for
details. For tax years beginning after
1986, section 1378(c) is repealed. See
Changes Made by the Act that affect
1987 tax years for more information.
The election may be revoked if

shareholders who collectively own a
majority of the stock in the corporation
consent to a revocation. So long as the
specified date is an or after the date of
consent to the revocation, the revocation is
effective as of the specified date. If no date
is specified, the revocation is effective as of
the beginn ingtof a.tya x yea r iI *it *is ina de on or
before he

1 hd
of the 3rd month of

such tax year. It no date is specified and the
revocation is made after the 15th day of the
3rd month, it is not effective until the
beginning of the following tax year. See
section 1362(dX1) for more information.

When To File
In general, file Farm 1120S by the 15th day
of the 3rd month after the end of the tax
year. Use Form 7004. Application for
Automatic Extension of Time To File
Corporation income Tax Return, to request
an automatic 6-month extension of time to
file Form 1120S.

Period To Be Covered
by 1986 Return
Filethe 1986 return forcalendaryear 1986
:ndifiscalyears beginning in 1986and

nd ingin 1987. Ifthe return is for a fiscal
year, fill in the tax year spaces on the form.
Note: The 1986Form 112OSmayalso be
used if, (1) the corporation has a taxyearof
less than 12 months that begins and ends

in
1987; and (2) the 1987 Form 11 20S is

not available by the time the corporation is
required to file its return. However, the
corporation must show its 1987 tax year on
the 1986 Form I I20S and incorporate any
tax law changes that are effective for tax
years beginningafter December 31, 1986.
See Changes Made by theA ct thet affect
1987 taxyears at the end of these
instructions.

Final Return
11 the corporation ceases to exist, check the
box for Final Return in item F at the top of
the form.

Change In Address
If there has been a change in address from
the previous year, check the box for Change in
Address in item F at the top of Form 1120S.

Amended Return
To correct an error in a Form I 120S already
filed, file an amended Form I 120S and
check the box for Amended Return in item F
at the top of the form. It the amended return
results in a change to income, or a change in
the distribution of any income or other
information provided to shareholders, an
:mended Schedule K-1 (Form 1 120S) must

iso be filed with the amended Form 1120S
and given to each shareholder. Write
"AMENDED" across the top of the corrected
Schedule K. 1 you give each shareholder.

Designation of Tax Matters
Person (TMP)
An S corporation may designate an
individual shareholder as the TMP for a
specific corporate tax year by attaching a
statement, to the return that:
I . Identifies by name, address. and

taxpayer identification number the
corporation and the individual
shareholder designated as the TMP,

2. Declares that the attached statement is
a designation of a TMP for the tax year to
which the return relates (an S
corporation may not designate a TMP for
any tax year other than the year for
which the return is being filed), and

3. Is signed by a corporate officer authorized
to sign the corporation's return.

Where To File
It the co-t- , ute the hol"eig
p-oal buunn, iffice. Internal li-rue
or agency,, matehr in

S."cit
Cent-ildr.,

V V

New Je,-y, New York (New
York City and counties of
Nassau. Rockland, Suffolk.
and Vy.tche~ter)

Holtsville. NY
00501

New York (all other counties),
Connecticut, Maine. Andover. MAMassachusetts, Minnesota. 05501
New Hampshire, Rhode island.
Vermont

Alabama Florida Gmrgia Atlanta GA
M,w,ssi~p, SoutIli Carohn; 31'101

Kentucky, Michigan, Ohio, Cincinnati, OH
West Virginia _ _45999
Kansas, Louisiana. New Austin. TX
Mexico. Oklahoma, Texas 73301

Alaska, Arizona,
Cali"o"n"(counties of Alpine. Arnadol.

Butte, Calaveras,
Colusa.

Contra
Cmta, Del None. El Dorado.
Glenn, Humboldt. Lake, Lassen
Mann Mendocino, ModM. Na~a,
Nevada,Placer. Plumas. Ogden. UT
Sacram trio, San Joaquin, Shasta, 84201
Sierra, Siskiyou, Solano. Sonoma.
Sutter. Tenants, Trinity. Yolo. and
Yuba), Colorado, Idaho, Montana,
Nebraska, Nevada. North Dakota.
Oregon It Dakotayvaxh.nA',tWYo..ni Utah'

California (all other counties). Fresno. CA
93888

Illinois, Iowa, Missouri, Kansas CZ MO
Wisconsin 999
Arkansas, Indiana. North Memphis, TN
Carolina. Tennessee, Virginia 37501
Delaware, District of PhiladelphiaColumbia. Maryland, 19, PA
Pennsylvania

255
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Accounting Methods
Figure ordinary income using the method of
accounting regularly used in keeping the
corporation's books and records. Such
method may include the cash receipts and
disbursements method, an accrual method
or any other method permitted by the
Internal Revenue Code. In all cases, the
method adopted must clearly reflect
income. (See section 446.) Several changes
were made to tax law regarding accounting
methods. See Changes Made by the Act at
the end of thew instructions for details.

Unless the law specifically states othemise,
a corporation may change the method of
accounting used to report income in earlier
years (for income as a whole or for a.ny
material item) only by first getting consent on
Form 3115, Appi ication for Cha nge in
Accounting Method. Also we Publication
538, Accounting Periods and Methods.

Rounding Off to

Whole-Dollar Amounts
You may show the money items on the
return and accompanying schedules as
whole-dollar amounts. To do so, drop any
amount less than 50 cents, and increase
any amount from 50 cents through 99 cents
to the next higher dollar.

Change In Accounting Period

To change an accounting perodEregulations 4' nt ., App, na ti.'Onnfo~r 1:'h.nge d A-ccTounting
Period. Also we Publication 538. For tax
years beginning after 1986, certain

fiscal

y ar corporations will have to change to
c:1endar year. See Changes Made by the
Act that affect 1987 tax years at the end of
thew instructions for more information.

Paying the Tax
The corporation must pay the tax due (line
27, page 1) in full within 21/2 months after
the end of the tax year.

Deposit corporation income tax payments
with a Federal Tax Deposit Coupon (Form
8109). Make these tax deposits with either
a financial institution qualified as a
depositary for Federal taxes or the Federal
Reserve bank or branch servicing the
geographic area where the corporationis
located. Do not submit deposits directly to
an IRS office; otherwise, the corporation
may be subject to a penalty. Records of
deposits will be sent to IRS for crediting to
the corporation's account. See the
instructions contained in the coupon book
(Form 8109) for more information.

To get more deposit forms, use the
reorder form (Form 8109A) provided in the
coupon book.For

additional information concerning
deposits, see Publication a3l, Information
for Business Taxpayers.

Penalties
a. Form I 120S is required to be filed by

sections 6037 and 6012. A corporation
that does not file its tax return by the due
date, including any extensions, may have
to pay a penalty of 5% a month, or
fraction of a month, up to a maximum of
25%. for each month the return is not
filed. (The penalty is imposed on the net
amount due. See section 6651(aXI).)
The minimum penalty for not filing a tax

return within 60 days of the due date for
filing (including extensions) is the lesser
of the underpayment of tax or $100.

b. A corporation that does not pay the tax
when due generally may have to pay a
penalty of 1h% a month or fraction of a
month, up to a maximum of 25%, for
each month the tax is not paid. (The
penalty is imposed on the net amount
due. See section 6651(aX2).)
These penalties will not be imposed if the

corporation can show that not filing or not
paying was due to reasonable cause and not
willful neglect.

The penalties are in addition to the
interest charge imposed on unpaid tax at a
rate under section 662 1.
Stock Ownership In Foreign
Corporations
If the corporation owned at least 5% in
value of the outstanding stock of a foreign
personal holding company, attach the
statement required by section 55 1(c).

A taxpayer who controls a foreign
corporation, or who is a 10% or more
shareholder of a controlled foreign
corporation, may have to file Form 5471,
Information Return With Respect to a
Foreign Corporation.

Net Operating Loss and Other
Deductions
An S corporation may not take the deduction
for net operating losses provided by section
172 and the special deductions in sections
241 through 250 (except section 248).

The corporation's net operating low is
allowed as a deduction from the
shareholdersgross income. (Section 1366.)

Attachments
Attach Form 4136, Computation of Credit
for Federal Tax on Gasoline and Special
Fuels, after page 4, Form 1 120S. Attach
schedules in alphabetical order and other
forms in numerical order.

To assist us in processing the return, we
ask that you complete every applicable entry
space on For. I 120S and Schedule K- 1.
Please do not attach statements and write
*See attached" in lieu of completing the entry
spaces on Form I 120S and Schedule K- 1.

If you need more space on the forms or
st:hedules, attach separate sheets and show
the same information in the same order as
on the printed forms. But show your totals
on the printed forms. Please use sheets that
are the same size as the forms and
schedules. Attach these separate sheets
after all the schedules and forms. Be sure to
put the taxpayer's name and employer
identification number (EIN) on each sheet.

Unresolved Tax Problems
IRS has a Problem Resolution Program for
taxpayers who have been unable to resolve
their problems with IRS. If the corporation
has a tax problem it has been unable to
resolve through normal channels, write to
the corporation's local IRS district director
or call the corporation's local IRS office and
ask for Problem Resolution Assistance. This
office will take responsibility for your
problem and ensure that it receives proper
attention. Although the Problem Resolution
Office cannot change the tax law or make
technical decisions, it can frequently clear
up misunderstandings that may haw
resulted from previous contacts.



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

A receiver, trustee, or assignee must sign
and date any return he or she is required to
file on behalf of a corporation.

If your corporate officer fills in Form
I 120S. the Paid Preparer's space under
"Signature of Officer" should remain blank.
If someone prepares Form I 120S and does
not charge the corporation, that person
should not

sT
the return. Certain others

who prepare orm 1120S should not sign.
For example, a regular, full-time employee
of the corporation such as

a
clerk

secretary. etc., does not have to ~ign,
In general. anyone paid to prepare Form

I 120S must sign the return and fill in the
other blanks in the Paid Preparer's use
Only area of the return.
. The preparer required to sign the return
MUST:
* Complete the required preparer
information.
a Sign, by hand, in the space provided for
the preparer's signature. (Signature stamps
or labels are not acceptable.)
* Give a copy of Form I 120S to the taxpayer
in addition to the copy filed with IRS.

Tax return preparers should be tamiher
with their responsibilities. See Publication
1045. Information and Ord rBianksfor
Preparers of Federal Incom: Tax Returns,
for more details.

Transfers to Corporation
Controlled by Transferor s
If a,person acquires stock or securities of a
corporation in exchange for Property and no
gain or loss is recognized under secti6n 351,
th transferor and transferee must attach
th: information required by regulations
section 1.351-3.

Information Returns That May
Be Required
Form 966. Corporate Dissolution or
Liquidation.
Form 1096. Annual Summary and
Transmittal of U.S. Information Returns.
(For transmitting Form 1099-R information
for 1986. use Form W-3G, Transmittal of
Certain Information Returns.)
Forni Mortgage Interest Statement.
This form is used to report the receipt from
any individual of $600 or more of mortgage
interest in the course

of
the corporation's

trade or business.
Forms 2099-A. B. DIV. INT. MISC, 010,
PATR and R. You may have to file these
information returns to report abandonments
and acquisitions through foreclosure,
proceeds from broker and barter exchange
transactions, certain dividends, interest
payments, medical and dental health care
payments, miscellaneous income, original
issue discount, patronage dividends, and
total distributions from profit-sharing plans,
retirement plans. and individual retirement
arrangements. Also me certain of these
returns to report amounts that were received
as a nominee an behalf of another person.

For more information, see Publicallon
916, Information Returns.

Use Form 1099-DIV to report actual
dividends paid by the corporation. Only
distributions from accumulated earnings
and profits are classified as dividends.
These dividends quality for the dividend
exclusion under section 116. Do not issue
Form 1099-DIV for dividends received by
the corporation that are allocated to
shareholders on line 2 of Schedule K. 1.
Note: Every corporation must file
information returns if it makes paymentsof
rents, commissions, or other fixed or
determinable income (see section 604 1)
totaling $600 or more to any one person in
the course of its trade or business during
the calendaryear.
Form 5713. International Boycott Report.
Every corporation that had aMations in, or
related to, a boycotting country, company,
or national of a country must file Form
57 13. In addition, persons no participate
in or cooperate with an international
boycott may have to complete Schedule A
or Schedule B and Schedule C of Form
57 13 to compute their loss of the following
items: the foreign tax credit, the deferral of
earnmr of a controlled foreign corporation,
IC-DIS benefits, and FSC benefits.
Form 8281. Information Return for Publicly
Offered Original Issue Discount
Instruments. This form is used by issuers of
publicly offered debt instruments having
DID to provide the information required by
section 1275(c).
Form 8300. Report of Cash Payments Over
$ 10.000 Received in a Trade or Business.
This form is used to report the receipt of
more than $10,000 in cash or foreign
currency in one transaction (or a series of
related transactions).
Windfall Profit Tax. Generally, the S
corporation will notify each shareholder of
any income tax deduction for windfall profit
tax

on
Form 6248, Annual Information

Return of Windfall Profit Tax. Include on line

'
9 of Schad ule K. 1, or on the statement

attached for Iine 19 of Schad ule K-1, the
shareholder's share of windfall profit tax.
The individual shareholder figures his or her
overpaid windfall profit tax on Form 6249,
Computation of Overpaid Windfall Profit Tax.
Caution: Some S corporations may elect to
be treated as authorize d toact on behalf of
the shareholders If the corporation makes
this election, the precedingliaragraph will
not apply. See the instructions for Form
6249 for deldils on how the corporation
claims the overpaid windfall profit tax on
Form 1120S.

Passive Activity Provisions
(Fiscal Year (FY)
Corporations Only)
New section 469 limits losses and credits
from passive activities for tax years
beginning after 1986. The limitations apply
to shareholders of the S corporation and not
the S corporation itself. To assist

shareho'd

'986
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following types of passive activities:
Trade or business passive activity.

• Rental real estate activity.
• Rental activity other than real estate
rental.
Trade or Business Passive Activity-
Generally, a passive activity is any activity of
the S corporation involving the conduct of
any trade or business in which a
shareholder does not materially participate.-
Any working interest in oil or gas property as
defined in section 469(cX3) is excluded. A
shareholder is treated as materially
participating only if the shareholder is
involved in the operation of the trade or
business on a regular, continuous, and
substa ntial basis. See section 469(h) and
related regulations for more information.
R:"t:: Activity Other Than Real Estate
R Ill .~This term means an activity the
income from which consists of payments
principally for the use of tangible property.
Certain rental activities that involve the
performance of substantial services may be
treated as a trade or business and not as a
rental activity. See instructions for line 5 of
page I for details.
Rental Real Estate Activity-A rental real
estate activity is a rental activity which
involves the rental or leasing of real estate.
See instructions for line 5 of page 1 for
details.

SpecifIc Instructions
Employer Identification Number. If the
employer identification number (EIN) on
the label is wrong or if you did not receive a
label. write the correct number at the top of
the return.

A corporation that does not have an EIN
should apply for one on Form SS-4,
Application for Employer Identification
Number. Obtain this form at most IRS or
Social Security Administration offices. Send
Form SS.4 to the same Internal Revenue
Service Center to which Form 1120S is
mai led. If the El N has not been received by
the filing ti me for For. 11 20S, write
"Applied for" in the space for the EIN. See
Publication 583 for additional information.
Business Code No.-See :'Codes for
Principal Business Activity" at the end of
these instructions.
Total Assets. Enter the total assets, as
determined by the accounting method
regularly used in maintaining the corpora.
tion's books and records, at the end of the
corporation's tax year. If there are no assets
at the end of the tax year, enter the total
assets as of the beginning of the tax year.

Pagel Changes(FY
Corporations Only)
Certain line items on page I do not apply
when Form I I 20S is filed by fiscal year
corporations. This is a result of tax law
changes which necessitate that S
corporations with tax years ending after
1986 figure their income or loss and report
income or loss to their shareholders in a
manner different than the 1986 calendar
year S corporation,
1. Adjustments to Page I To Provide for
Separate Computation of Income or Lou
of Any Trade or Business Passive
Activity(les) on Page I.-The following
items of income and expense (for the entire
tax year) are not reported on page 1 so that

.
I Page 3

only income and expense items relating to
trade or business passive activity(ies)
r in on page 1:

a. Income and expenses attributable to
r:nmtaal real estate activities or other rental

tivities generally are not reported on page
1 because such rental activity losses are
subject to different rules than trade or
business passive activity losses under.
section 469 limitations. See section 469 for
details. Rental real estate activity income or
loss is reported on line 1 b of Schedule K,
and other rental activity income or loss is
reported on line Ic of Schedule K.

b. Incornior loss from a working interest
in any oil or gas property, as defined in
section 469(cX3). is not reported on page 1.
Report this income or loss on line 6 of
Schedule K.

c. Portfolio income and related expenses
are not reported on page L.Portfolio income
includes interest, dividends, royalty income,
and annuity income not derived in the
ordinary course of a trade or business; gain
or loss on the disposition of property which
normally produces that income; gain or low
on the disposition of properly held for
investment; and any income, gain, or loss
which is attributable to an investment of
working capital. Generally, expenses related
to portfolio income must be clearly and
directly allocable to such income. See
section 469(eXl) for details on portfolio
income and related expenses. Report
portfolio income (reduced by applicable
expenses) on line Id or 2 of Schedule K.
2. See Changes Made ty the Act at the end
of thew instructions for other chargesthat
affect the reporting of income and expenses
by FY corporations.

Gross Income
Note: Do not include any income that is tax
exempt in lines 1 through 8. or any
nondeductible expenses in lines 10 through
22. However, these income and expense
items

are
usedin ffuriqg the amount for

line 23 or24 of Schedule V. Also, see
instructions for line 16 OfSchedule K and
line 19ofSchedule K.J.

A corporation that receives any exempt
income other than interest, or holds any
property or engages in an activity that
produces exempt income, must attach to its
return an itemized statement shoviingthe
amount of each type of exempt income and
the expenses allocated to each type.
Line I
Gross receipts -
Enter gross receipts or sales from all -
business operations except those you report
on lines 4 through 8.

Extensive changes were made to tax law
provisions regarding long-term contracts
and installment mles. See Changes Made
bythe Act at the end of these instructions
before

com
plating line 1.

For reporting advance payments and
long-term contracts, see refulations
sections 1.451.3 and 1.45 -5.

If you use the installment method, enter
on line Ic the gross profit on collections
from installment sales and carry the same
amount to line 3. Attach a schedule
showing for the current year and 3
preceding years: (a) gross sales, (b) cost ofgoods

sold. (c) gross profit. (d) percentage
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of gross profit to gross sales, (a) amount
collected, and (f) gross profit on amount
collected.
Line 2
Cost of goods sold and/or operations
See the instructions for Schedule A.
Line 4

and as such is subject to the material
participation rules. Also, in order for the
rental of tangible property to be considered
8 rental activity, the income from the
activity must consist of payments
principally for the use of the tan

ibleproperty, rather than for the petmance of
substantial services. As in the case ofa

FY corporations see Page I Changes hotel, if significant services are involved,

11
bove) regarding portfolio income the rental service would be a trade or

(investment income) before completing line business and not a rental activity and thus
4. Enter the total taxable interest and the would be subject to the material
total nonqualifying dividends. See participation rules. Ila rental service is
Publication 550, Investment Income and treated as a trade or business, income and
Expenses, for additional information. expenses from the activity are reported ?n
Taxable Interest
Include taxable interest from all sources

- and Ic of Schedule K.
Do

not include interest exempt from tax and
.

Line 8
interest on tax-tree covenant bonds. Other Income
Nonqualifying dividends Enter any other taxable income not listed
Nonqualifying dividends are taxable dividends above and explain its nature on an attached

schedule. Examp es of other income arethat are included in ordinary income and for
recoveries of badldebts deducted in earlierwhich the individual shareholder is not

entitled to an exclusion under section 116 years under the specific charge-off method;
' he amount of credit for alcohol used as aThese dividends come from the following:

fuel I at as figured on Form 6478, Credita Foreign corporations. including a for Alhohw Used as Fuel; the amount of thecontrolled foreign corporation.. credit for Federal tax on gasoline and specialc of

*
Exempt organizations (charitable, fuels to the extent that it reduced your

fraternal, etc.) and exempt farmers' income tax (see Form 4136. Computation of
cooperative organizations. , Credit for Federal Tax on Gasoline and
9 Regulated investment companies Special Fuels, for details): and refunds of
(including Money Market Funds) and real taxes deducted in earlier years. Do not
estate investment trusts. unless the include those items requiring separate
=s have told you how much of the computations by shareholders that must be

qualify for the exclusion or as reported on Schedule K. (See the
capital gain dividends. instructions for Schedules K and Ka 1.) Do not

Qualifying dividends are taxable offset current year's taxes with tax refunds.
dividends received in tax years beginning It 'other income" consists of only one
before 1987 from domestic corporations item. identify it by showing the account

tntoet
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line 2. See section 116 for more in this case.
information.

Do not net any expense item (such as
Line 5 interest) with a similar income item

'
Report

Grossrents all expenses on lines 10 through 22.
(Calendar Year Corporations Only) Deductions
Enter the gross amount you received for Note: FYcorporations, see instructions forrenting property. Enter expenses *Page I Changes (FY Corporations Only)'attributable to rental income on the proper at the beginning of the Specific Instructionsdeduction lines (10-22). for 'Grow Income'before completing linesThe corporation may be limited in the 10 through 22.
amount of deductions for renting a vacation Limitations on deductions
home if a shareholder uses the property for 1. Transactions between relatedpersonal purposes. (Sea section 280A.) taxpayers.- See section 267 for rules onBefore deducting any interest expense, treatment of losses, expenses, and interestsee the instructions for lines 16a-c

'
pag 1~ on transactions between related taxpayers.and lines 13c(l)and (2)of Schedules an 2 Limitation on deductions for taxK-1 to determine if the interest on rental p;eference Items.-It the S corporationproperty is investment interest.

was a C corporation for any of the three
(IFY Corporations Only) immediately precedingyears it maybe
Fiscal year corporations do not report required to reduce deduction; for the
income and expenses from certain rental following tax preference items by a certain
activities on page I of Form I I 20S. Income percentage:
or loss from rental real estate activities or a) Section 1250 capital gain (20%);
other rental activities, except as explained b) Amortizable basis of pollution controlbelow, are reported separately an lines 1b, facilities (generally 2D% but 15% for property
1c, and 6 of Schedule K. pined in service before January 1, 1985);

Rental activities are subject to different c) Intangible drilling and exploration and
rules than other passive activities. development costs (see section 29 I(b)): andGenerally, rental real estate activities are d) Depletion of iron ore and coal (includingnot subject to material participation rules. lignite) (15%).H however, . ere signi icant services are

See secti 136`1 ` 4. . ons k A and-lifor

real estate (such as in the renti
.
ng of hotel

,jig.alifiedroom$). the activity is treated as a trade or 3. =section 59(i) regardir
business activity and not a rental activity. expen dures under sections 73. 174(a),

263(c), 616(a), and 617. These -

page I of Form 1120S and noton lines b



expenditures are passed through separately
to shareholders to allow them the write-off
option under section 58(i). See instructions
for line 16 of Schedule K and line 19 of
Schedule K-1.
4. Business start-up expenses.-Section
195 provides that business start-up
expenses be amortized over a period of at
least 60 months.
Line 10
Compensation of officers
Enter on line 10 the totalcompensation of
all officers.
Line 11
Salaries and wages
Enter on line I la the amount of total
salaries and wages (other than salaries and
wages deducted elsewhere on your return)
paid or incurred for the tax year.

Enter on line I lb the applicable jobs
credit from Form 5894. Jobs Credit. See
Instructions for Form 5884 for more
information.

If a shareholder or a member of the
family of one or more shareholders of the
corporation renders services or furnishes
capital to the corporation for which
reasonable compensation is not paid, the
IRS may make adjustments in the item
taken into account by such individuals and
the value of such services or capital. See
section 1366(e).
Line 12
Repairs
Enterthe cost of incidental repairs, suchas
labor and supplies. that do not add to the
value of the property or appreciably prolong
its life. New buildings, machinery, or
permanent improvements that increase the
value of the property are not deductible.
They are chargeable to capital accounts and
may be depreciated or amortized.

Do not include section 179 expense
items. See instructions for line 8 of
Schedules K and K- I for details on reporting
thew items to shareholders.

Line 13
Bad debts
You may treat bad debts in either of two
ways: (a) as a deduction 'for specific debts
that become worthless in Whole or in part, or
(b) as a deduction for a reasonable addition
to a reserve for bad debts. (Section 166.)

If the corporation uses the rewrive
method, attach a schedule for 1986 that
separately lists:
1. Trade notes and accounts receivable

outstanding at the end of the year;
2. Sales on account;
3. Amount added to reserve-cuirent

year's provision;
4. Amount added to rewme-recoveries;
5. Amount charged against reseme; and
6. Reserve for bad debts at end of year.

An S corporation may choose either
method on its first return in Which it takes a
bad debt deduction.

it
must use that

method
for following

years unless it receives
permission to change. Apply on Form 3115
if you want to change the method of figuring
bad debts.

For tax years beginning after 1986, the
reserve method for figuring bad debts is
repeated. See Changes Made by the Act
that affect 1987 tax years for more
information.

Line 15
Taxes
Enter taxes paid or incurred on business
prop" for carrying on a trade or business,
if not reflected in cost of goods sold.
Federal import duties and Federal excise
and stamp taws are deductible only if paid
or incurred in carrying on the trade or
business of the corporation. Taxes incurred
in the production or collection of income, or
for the management, conservation, or
maintenance of property held for the
production of income, may be considered to
be deductible only under section 212.
These are not deductible on Iine 15; they
are reported separately on Schedules K and
K. 1, 1 ine 9.

Do not deduct taxes assessed jamst
ag'loca I benefits that increase the value of the

property assessed (such as for paving, etc.);
Federal income taxes; estate, inheritance,
legacy, succession. a nd gift taxes; or taxes
reported elsewhere, such as in Schedule A.

Do not tied uct section 901 foreign taxes.
These taxes are reported separately to
shareholders on li ne 14 of Schedules K and
K-1.

See section 189(b) for information on
amortizing real property construction period
taxes Section 189 is repealed for
I ncurrf~i after 1986 in tax years encdoisntgs
after 1986.
Lines 16a-16c
Interest
Caution: Include on lines 16a and 16b
interest expense on indebtedness incurred
after December 16, 1969, to purchase or
carry property held for investment
(including net lease property). Also include
interest expense not incurred in the trade or
business of the corporation required to be
reported on line 9 of Schedules K and K-1.
Property held for investment includes all
investments held for producing taxable
income or gain. It does not generally include
property used in a trade or business See
the instructions for Schedules K an~ K. 1
line 13b, for a description of investment
income.
Note: FYcorporations see Page I Changes
at the beginningof the Specific Instructions
and section 163(dX4XD) forchanges that
may affect the way interest expense is
reported.

For more information, see section 163(d)
and Form 4952, Investment Interest
Expense Deduction.
Line 16a
Enter interest on all indebtedness incurred
for the operation of the corporation that is
deductible by either the corporation or the
shareholders (that is not claimed elsewhere
on the return).

Generally, both accrual and cash basis
corporations must ded uct prepa id interest
payments over the period of the
prepayment instead of when actually paid.
(See section 461(g).)

Do not include on line 16a:
a Amounts claimed elsewhere on the
return such as on Schedule A.
a Amounts paid or accrued during the year
for real property construction period
interest. See section 189 for more
information. Section 189 is repealed for
costs incurred after 1986 in tax years
ending after 1986.

The interest and carrying charges on
straddle positions cannot be deducted.
Instead, capitalize these amounts. See
section 263(g) for exceptions.

Line 26lb
See Caution under Lines 16a- 16c above
before completing line 16b. The line 16b
amount is entered on lines 13a(2) and
13a(3) of Schedule K.
Line 17a
Depreciation
The rules for computation of depreciation
for property placed in service after 1986
have been substantially changed, See Form
4562A for more information. (The
corporation may elect to use the new
provisions for property placed in service
after July 31, 1986.)

Enter depreciation expense from Form
4562. Include amortization expense from
Form 4562 on line 22.

Do not include any expense dedqction for
recovery property (section 179) on this line.
This amount is not deductible by the
corporation. Instead, it is passed through to
the shareholders on line 8 of Schedule K.I (or
on a statement attached to Schad ule K- 1).

Line 18
Depletion
Do not reporttlepletion deductions for oil and
gas properties on this line. Each shareholder
figures depletion on these properties under
section 613A(cX13). See the Instructions for
line 16 of Schedule K and fine 19 of Schedule
K- I for information on oil and gas depletion
that must be supplied to the shareholders by
the corporation.
Line 20
Pension, profit-sharing, etc., plans
Employers who maintain a pension, profit
sharing or other funded deferred
compensation plan Whether or not qualified
under the Internal Aevenue Code and
whether or not a deduction is claimed for
the current tax year, generally are required
to file one of

the
forms listed Delow:

Form 5500, Annual Return/Report of
Employee Benefit Plan (with 100 or more
participants).
Form 5500-C, Return/Report of Employee
Benefit Plan (with fewer than IDO
participants).
Form 5500-R, R I I St I ant ofra ionIv a am
Employee Bene Ian.-Complete the
applicable form for each plan with fewer
than 100 participants.
Form 5500EZ.-Complete this form for a
one participant plan.

There are penalties for failure to file
thew forms on time. Note: There is a new
penalty for overstating the pension plan
deduction for returns filed after October 22,
1986. See new section 6659A.

Line 21
Employee benefit programs
Enter the amount of contributions to
employee benefit programs (such as
insurance and health and Welfare
programs) that are not an incidental part of
a pension, profit-sharing, etc., plan
included in line 20.

Section 1372, added by Public Law 97.
354 (Subchapter S Revision Act of 1982
(Act)), provides for partnership-type rules
for fringe benefits. Generally, section 6(d)
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of the Act provides that, in the case of
existing frinr benefits of a corgoration
Which as of eptember28,19 wasanS
corporation, section 1372 (added by the
Act) only applies for tax years beginning
fter December 31, 1987. For this purpose.
.isting fringe benefits means any

employee fringe benefit of a type which the
corporatio provided to its employees as of
September 28, 1982. See Act section 6(d)
for exceptions to this rule and other details.

Also include the corporation's
contributions to a qualified group legal
services plan established for the exclusive
benefit of employees (including
Shareholders) or their spouses or
dependents.

Line 22
Other deductions
Enter any other authorized deductions for
Which there is no line on page I of the
return. Do not include those items requiring
separate computations which must be
reported on Schedules K and K.I. Do not
deduct losses incurred in transactions
which were not connected with the
corporation's trade or business. Report
thew losses separately to shareholders an
Schedules K and K-1, line 9.

expense paid or incurred hora tacifity(such
as a yacht or hunting lodge) that is used for
an activity that is usually considered
entertainment, amusement, or recreation.
(The corporation may be able to deduct the
expenses if the amount is treated as
compensation and reported on Form Wm2
for an employee or on Form 1099-MISC for
an independentcontractor.) See
Publication 463, Travel, Entertainment,
and Gift EKpe!iws, for mom details.

For tax years beginning after 1986,
extensive cha nges were made to tax law
provisions regarding deductions for meals
and entertainment expenses. See Changes
Made by the Act that affect 1987 tax years
for more information.

Line 24
Ordinary Income (loss)
This is nonseparatefy computed income or
loss as defined in section 1366(aX2). This
income or loss is entered on line la of
Schedule K.

Line 24 income is not used in figuring line
25a or 25b tax. See instructions for line 258
for figuring taxable income for purposes of
line 25a or 251p tax.

Line 25a

Do not include qualified expenclituresto
Which an election under section 58(i) applies. sutichapter S corporation, the line 25a tax

e instructions for line 16 of Schedule K and
does not apply to the corporation. If the

Se
line 19 of Schedule K. I for details on
treatment of these items.

Include in line 22 the deduction taken for
amortization. See instructions for Form
4562 and Form 4562A for more
information.

In most uses, you may not
take

a
deduction for any part of any item allocable
to a class of exempt income. (See section
265 for exceptions.) Items directly
attributable to wholly exempt income must
be allocated to that income. Items directly
attributable to any class of taxable income
must be allocated to that taxable income.

If an item is indirectly attributable both to
taxable income and to exempt income,
allocate a reasonable proportion of the item
to each, based on all the facts in each case.

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

In the case of a farming syndicate, a
deduction for amounts paid for feed, seed,
fertilizer, or other similar farm supplies is
allowed only in the tax year in which these
items are actually used or consumed. For
definitions. exceptions to the general rule,
and special rules for orchard and vineyard
expenses. see section 278. Section 278 is
repealed for costs incurred after 1986 in tax
years ending after 1986.

For special treatment of certain expenses
incurred in the production of films. books.
records. or similar prop", see section
280. Section 280 is repealed for costs
incurred after 1986 in tax years ending
after 1986.

Generally, the corporation can deduct all
ordinary and necessary travel and
entertainment expenses paid or incurred in
the corporation's trade or business.
However, the corporation cannot deduct an
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corporation has su apter earn ngs an
profits at the close of its tax year, has passive
investment income that is in excess of 25%
of gross receipts, and has taxable income at
year end, the corporation must pay a tax on
the excess net passive income. Complete
lines I through 3 and line 9 of the worksheet
below to make this determination. If line 2 is
greater than line 3 and the corporation has
taxable income (see taxable income
instruction below). it must pay the tax.
Complete a separate schedule using the
format of lines 1 through 10 or 11 of the
worksheet to figure the tax. Enter the tax on
line 25a, page 1, Form 1120S, and attach
the computation schedule to Form 1120S.

Reduce each item of passive income
passed through to shareholders by its portion
of tax on line 25a. See section 1366(fX3).

Workshert
I , Enter gross receipts for the tax

year (sea section 1362(d)(3)(C)
for gross receipts from the we of
capital assets)~ . . . . .-

2. Enter passive investment income
as defined in section
1362(d)(3)(D)* . . . . .-

3. Enter 25% of line 1 (11 line 2 is
less than line 3

-
stop here. You

are not liable for this ta,.) . .-
4.

Excess ss
.

investment in.
c.me-Vubir'vect line3 from line 2

5. Enter expenses directly con.
nected with the production of in.
come on line 2 (see section
1375(b)(2)), . . . . . . .

6. Net passive income-Subtract
line 5 fro. line 2 . . . . .

7. Divide amount on line 4 by
amount on line 2 . . . . .

8. Excess net passive income-
Multiply line 6 by line 7 . . .

9. Enter taxable income (see in.
structions for taxable income
below) . . . . . . . .

10. Tax on excess net passive im.
come-All filem enter 46% of

the smallin of line 8 or 9.
(Calendar year film and FY film
whose tax year ends on of before
6-30~87. enter this tax on line
25a, page 1, 1- 1120S. Film
with tax years which include 7.1.
87. continue computation
below.)

11. Film vinth fiscal yam which in-
clude 7.1-87, compute tax as
follows.
a. Enter 34% of the smaller of

line 8 or 9 . . . . . .
-ba, W dar in ..

b LineI0.
-I*f

e
/1/87

of diiy- -
neii,

ii-lbe, of days.n 1.
c. Une I I a x _lean after 6/30/87

of pairs.. W
,ea,

4. Add lines 11b and I Ic. Enter
here and on line 25a, page I
Form 1120S. . . . .

-Incomeand expensimon lines 1, 2, and 5are
from total operations for the tax year. This
includes applicable income and epensies from
page 1. Form I 120S, as well as those that are
relgorted separately on Schedule K. Sea sectionsI

2(dX3XDXii)-(v) for exceptions regarding
lines 2 and 5.
Taxable Income (line 9 of the worksheet)
Line 9 income is defined in section
1374(d), You figure this income by
completing lines I through 28 of Form
1120, U,S. Corporation Income Tax Return.
Include the Form 1120computation with
the worksheet computation you attach to
Form I 120S. You do not have to attach the
schedules, etc., called for on Form 1 120.
However, you may want to complete certain
Form 1 120 schedules, such as Schedule D
(Form 1 120) if you have capital gains or
losses,
Line 25b
If net capital gain, line 10a, Schedule 0
(Form 1120S), is $25,000 or less, the
corporation is not liable for income tax or
minimum tax. If the net capital pin is more
than $25.000, see Instructions for Part IV,
Tax Computation of Schedule D (Form
I 120S), to determine if the corporation is
liable for income tax or minimum tax.
Line 25c
Section 1371(d) provides that an S
corporation is liable for investment credit
recapture attributable to credits allowed for
tax years for Which the corporation was not
an S corporation.

Include the corporation's section 47
recapture tax in the total amount to be
entered on line 25c. Write to the left of the
line 25c total the amount of recapture tax
and the words "section 47 tax," and attach
Form 4255. Recapture of Investment
Credit, to Form 1120S.

Schedule A
Cost of Goods Sold and/or
Operations
Cost of Operations
If the entry on line 2, page I of Form I 120S.
is for the cost of operations, complete
Schedule A, even if inventories are not used.
Valuation methods
Your inventories can be valued at: (a) cost.
(b) cost or market value (Whichever is
lower), or (c) any other method approved by
the Commissioner of Internal Revenue, it



Ul
0

th:t method conforms to the provisions of (such as a bank account, securities The total distributive share items (columnth
applicable regulations cited below. account, or other financial account). (b)) of all Schedules K. I should actual the

Taxpayers using erroneous valuation Exception. Check No if either of the amount reported on the sa me line of
methods must change to a method following applies to you: . Schedule K. Lines 1 through 15 of Schedule .
permitted for Federal income tax purposes. a The combined value of the accounts K correspond to lines I through 15 of
To make this change, file Form 3115. For -as $10.000 or less during the whole Schedule K-1. Other lines do not
more information, see regulations section year. correspond, but instructions-will explain the
1.446- 1(eX3) and Rev. Proc. 84-74, 1984. a

The accounts were with a U.S. military differences.
2 C.B. 738. . . . banking facility operated by a U.S. Substitute Forms

. In line 8a. check the method(s) used for . financial institution, You do not need IRS approval to use a
valuating inventories. Under -lower of cost 2. The corporation owns more than 50% of substitute Schedule K-1 if it isan exact
or market," market generally applies to the stock in any corporation that would facsimile of the IRS schedule, or if it
normal market conditions when there is a answer the question 'Yes" based on Item contains only those lines the taxpayer is
current bid price prevailing at the date the 1 above. .

~ I
required to use. and the lines have the wine

inventory is valued. When no regular open Get form To F 90-22. 1. Report of numbers and titles and a re in the same order
market exists or when quotations are Foreign Bank and Financial Accounts, 1:6 as on the compara ble IRS Schedule K.I. In
nominal because of inactive market see if the corporation is considered to have either case, your substitute schedule must
conditions, use fair market prices from the an interest in or signature or other authority include the OMB number, and (1) the
most reliable sales or purchase transactions over a financial account in a foreign country - Shareholder's Instructions for Schedule K-I
that occurred near the date the inventory is (such as a bank account, securities (Form

1
120S)or(2) instructions pertinent

valued. For additional requirements, see account, or otherfinancial account). onlytothe items reported on Schedule K-1
regulations section 1.471-4, If question K is checked Yes, file form TO (Form 1120S) may be prepare andgivento

Inventory may be valued below cost when
d

the merchandise is unsalable at normal . F 90-22.1 by June 30, 1987, with the each shareholder in lieu of the complete

prices or unusable in the normal way because
Department of the Treasury at the address Instructions for Schedule K- 1 (Form 11 20S). -

the goods are "Subnormal" (that is because
shown on the form. Form TD F 90-22.1 is Other substitute Schedules K- 1 require

of damage, imperfections
not a tax return, so do not file it with Form approval. You may apply for approval of a

. shop -ear, etc.) 1120S. substitute form by writing to: Internal Revenue
within the meaning of regulations section

Form TD F 90-22, 1 can be obtained from Service, Attention D:R: R, 1111 Constitution
1.471-2(c). Such goods may be valued at a

IRS Forms Distribution Centers. Avenue, NW, Washington, DC 20224.
current bona fide selling price Ins direct cost

Also. if question K is checked Yes wiof disposition (but not less than scrap value)
'

rite You may be subject to a penalty if you file

when the taxpayer Can establish such a price. the name of the foreign country or a substitute Schedule K-1 that does not
See regulations section I 471-2(c) for countries. Attach a separate sheet if you conform to the specifications of Rev. Proc.
additional requirements. need more space. 85-3, 1985.1 C.B. 459.

if this is the first year the 'Last-in-First Shareholder's Distributive Share Items
cut' (LIFO) inventory method was either Schedule K and Schedule K-1 Itemsof income, loss, deductions, etc., are
adopted or extended to inventory goods not allocated to a shareholder on a daily basis,
previously valued under the LIFO method are 0 ers nare o.income, cco ingto the number of shares of stock
as provided in section 472. attach Form ' Credits, Deductions, etc. held by the shareholder on each day during
970, Application To Use LIFO Inventory
Method; or a statement with Form I I 20S Note: FY corporations see instructions 07,
and check the LI FO box in line 8b. In line "FY Corporations Only' throughout the
8c, enter the amount or percent (estimates Specific Instructions for Schedule Kand
may be used) of *otal closing inventories Schedule K-1 before completing the
covered under section 472. schedules.

if you
have changed or extended your

purpose
his or her interest in a corporation during

inventory method to LIFO and have had to the tax year the corporation with the
"write up" your opening inventory to cost in Schedule K is a summary schedule of ~11 the concurrence of all sharehold

I
ers (including

the year of election, report the effect of this s,harehoiders'stiare.of the Corporation s the one whose interest is terminated). may
writeup as income (line 8. page 1) i ncome, deductions credits, etc. Schedule elect to allocate income and expenses, etc.
proportionately over a 3-year period that K-I shows each shareholder's separate . as if the corporation's tax year consisted of
begins in the tax year you made this share. A copy of each shareholder's K. I is 2 tax years the first of which ends on the
election. (Section 472(d)) attached to the Form I 120S filed with the date of the-shareholder's termination. To

It you are engaged in manufacturing or IRS. A copy is kept as a part of the . make the election, the corporation must file
production, you must use the full absorption corporation's records. and each shareholder a statement of election with the return for
method of inventory costing. If you are not

receives his or her own separate copy. the tax year of election and attach a
using it, you must change to this method Be sure to give each shareholder a copy statement of consent signed by all
Under it, both direct and certain indirect' of the Shareholder's Instructions for shareholders. If the election is made. write
production costs are incl

uded
for inventory Schedule K. 1 (Form 11 20S). Thew "Section 1377(aX2) Election Made" at the

valuation purposes. Use
Form

3115 to instructions areavailable, separately from top of each Schedule K-1. See section
change to full absorption. For details see Schedule K-1, at most IRS offices. Note: 1377(a)(2) and temporary regulations
Rev. Proc. 75-40,1975-2, C

*
B

-
571 ' Instructions pertinent only to line items section 18.1377.1 for details.

regulations section 1.47 1-11; and R~v. Rul. reported on Schedule K-I may be prepared
81-272. 1981-2 C.B. 116. and given to each shareholder in lieu ofthe Specific Instructions

Additional in'
instructions printed by IRS. (Schedule K only)

formation General Instructions Enter the total distributive amount for each
Be

sure
to answer the questions and provide The corporation is liable for taxes on lines applicable item listed:

other information in items G through P. The 25a b and c, pzige 1, Form 1120S. Note: Calendaryear filers do not have to
instructions that follow are keyed to these

Sha;e~olders are liable for income tax on complete certain lines on Schedule K.
items.

their share of the corporation's income , Completion of the lines is optional because
Question K (reduced byany taxes paid by the the amounts for these lines appear
Foreign financial accounts corporation on income) and must include elsewhere on Form 1120S or on otherIRS
Check the Yes box it either 1. or 2. below their share of the income on their tax retu in forms or IRS schedules attached to Form
applies to you. Otherwise, check the No box. whether or not it is distributed to them. - .1120S.Althoughyoutionotheyto

I At timed I th - Unlike partnership income. S corporation - complete the optional lines on Schedule K
n! urn& eyear, a income reported to shareholders on

__L
_.;__- -- ; --------- --

, ~ signature or other authority over a
financial account in a foreign country employment tax.

Schedule K. 1 is net Self-ernplOyment
income and is not subject to self- -

the tax year of the corporation. See item A
in the Line-by-Line Instructions.,

A transferee shareholder (rather than the
transferor) is considered to be the owner of
stock on the day it is transferred.

Special rule-if a shareholder terminates

you do have to complete these lines on .
Schedule K-1 (Form 1120S). The optional
lines am:
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Line Ia. Ordinary income (loss). Item 8 (Schedule K-I only).-Enter the Active particip
.
ation in a ren I real estate

Line 3. Net short-term capital gain (loss). Internal Revenue Service Center address activity is not required for the sswereholder
Line 4. Net long-term Capital gain (loss). where the tax return, to which a copy of this to take the lovi-income housing and
Line 5. Net gain (loss) under section 1231 K- I was attached, was or will be filed. rehabilitation investment tax credits.The
(other than due to casualty or theft). Item C (Schedule K-I only).-Enter the low-income housing credit is reported on
Note: Lines 3. 4, and 5 are not optional if tax shelter registration

number assigned
to line 10b. and qualified rehabilitation

the corporation is subject to the capital gains the corporation by IRS or provided to the expenditures are reported on an attachment
tax or the tax on excess net passive income corporation by other pass-through entities. for line 10c of Schedule K. 1.
Line 10a. Jobs credit. FY Corporations Only The limitations on passive activity losses
Line 11. Other credits (if the other credits Items D through G (Schedule K. I On do not apply to Imes of a qualified investor
ppear elsewhere on an IRS Form or - Items D-G are only completed by 1986

ty) from a qualified low-income housing project

a
87

Schedule that is attached to Form I 120S). FY corporations. The information prov
torany tax ear in the relief period. See

ided section 501 of the Tax Reform Act of 1986
(Schedule K-I only) by items D-G will be used by shareholders for a definition of qualified investor,

mplete their 1987 tax returns. qualified low-income housing project, andOn each Schedule K- 1. enter the names,
toaCOD.-Ch"ktheYesorNoboxin!tem, the relief period. The low-income housingaddresses. and identifying numbers of the
D tmindicate that the shareholder (forshareholder and corporation; 11

0
credit may not be taken for any qualified

corporations complete items A. B, and C; which the Schedule K-I is completed) did or low-income housing project for which losses
only FY corporations complete item D

,through G; and enter the shareholder's
distributive share of each item. Schedule
K-1 must be prepared and given to each
shareholder on or before the day on which
Form I 120S is filed.
Note: Space'llas been provided field. line
19 (Supplemental Schedules) of Schedule
K-I for you to provide information to
shareholders. This space, iisufficient,
should be used in place of any applicable

y participate in the trade or am allowed by reason of the exception
business activity(ies) for which income or provided in Act section 502. Report these -
loss is reported on line Ia, or a creclit(s) losses on line 6 of Schedules K and K. 1.
related to the activity(ies) is reported on line Items F and G.-Generally. passive activity
I I of Schedule K. 1. in general, a taxpayer is limitations on Imes and cred its are phased
treated as materially participating in an in between 1987 and 1990. However, theactivity only if the taxpayer is involved in the phase-in provisions only apply to losses a no
operations of the activity on a reguta r, credits attributable to pre-enactment
continuous, and substantial basis. See interests. Generally, a pre-enactment
section 469(h) a nd related regulations for

interest means stock in the corporation heldother details.
an October 22 1986 and at all times

schedule required for lines 6, 8, 9 10c If no income or loss is reported on line Ia, thereafter However stock ac uned after
10d. 11, 12g, 14c. 14d, 141, 14g 17 ~r do not complete item D. October 22. 1986, pursuant to a binding
otheramountsnotshoiiminlines~a ' If income or loss from more than one written contract in effect on October 22,
through 18 of Schedule K-1. Please be sure activity is reported on line Ia, the 1986, is considered acquired on that date.
to identify the applicable line number next corporation must complete item D for each Except as stated above. ownership
to the information entered below line 1 9. line Ia activity, If income or Im from more interest attributable to stock acquired after
Line-by'Llne Instructions

than one activity is reported on line I b. it October 22, 1986, is not pre-enactment
must also complete item E for each line Iti interest. Accordingly. passive activity losses

Item A (Schedule K. I onfy).-If there was activity. It must also provide the dates and credits attributable to ownership
no change in shareholders or in the relative requested in item G for each activity. The interest acquired after October 22, 1986,
interest in stock the shareholders owned determine ion of what constitutes a do not qualify for the phase-in provisions.
during the tax year, enter the percentage of separate activity is intended to be madern a

Complete item F for each shareholder
total stock owned by each shareholder 'realistic economic sense. The items 0. E, who had a stock ownership increase after
during the tax year, For example, if and G information for each activity must be October 22, 1986, and received distributiveshareholders X and Y each owned 50% for shown separately in the Supplemental

share items of income, loss, deductions, orthe entire tax year. enter 50% in item A for Schedules space for line 19, or on an credits attributable to any passive
each shareholder. Each shareholder's attached schedule it more space is needed.

Factivity

distributive share items (linesl - 19 of Item E.-Check the Yes or No box in item E
started before October 23, 1986. nter in

Schedule K. 1) are figured by multiplying the to indicate that the shareholder dtiadloreradlid
ipt

eetnceFntt ahgees
h
increehaold in'stwocellghwtendershipannual amount on the corresponding line of not actively participate in the ren after October 22,

1
;86. based on the

Schedule K by the percentage in A. estate activity(ies) for which income or loss number of days in the tax year the
If there was a change in stock ownership is reported on line I b or for which a credit(s) increased stock ownership was held. For

during the tax year, each shareholder's is reported on line l0b, 10c. or 10d of example, a shareholder held a 20% stock
percentage of ownership is weighted for the Schedule K. I - Generally, a shareholder is not ownership on October 22. 1986. and
number of days in the tax year that stock considered to actively participate in a rental increased his or her ownership to 60% on
was owned. For example, A and B each held real estate activity if, at any time during the December 18, 1986, and the 60% was held50% for half the tax year and A, B, and C year (or shorter relevant period). the interest until tax year end, February 28, 1987. The
held 40%,40%, and 20%, respectively, for of the shareholder and the shareholder's 40% increase (60% - 20% - 40%) is
th

emam

.
halfofthet,xyear The spouse in the activity is less than 10% (by werted by 20% (73 days held divided by

W,centagen.1 ownership for the year for A, value) of all interests in an activity. For it tax year - 20%) a no the pe cents
8 and C isfigured asfollowsand isthen purposes of applying the less than 10% test, for item F would be 8% (40% X 20'% - 8r).eAteredmitemA. separate buildings are treated as separate . If a shareholder disposed of stock afterI

% of total,im
-ed

.25 between the percentage of ownership
a 40 50

Ifnoinco
leeteoitlemm

Eis reported on line 1b, immediately after the disposition and the
1 10 10

20 45% do not com percentage of ownership immediately after
C 1 20 50 - 10 10%

. If the shareholder owns a. 1096 or more the later purchase.
Total . . . . . . . . . . . . . . . . 100%

- - -- - -~ I - -1- - -... -- -- -;--
will be considered to actively pa rcipa

, lidt,dLtwiiyisacquir~orsiarteaoyine
am Corporation after October 22, 1986, theIf there was i change in stock ownership an activity so long as he or she particl es Phase-in rule generally does not apply

during the tax year, each shareholder's for example, in the makingof managamaent'
: : : regardless of wh the shareholder

d str but w share items (lines 1- 19 of clec sions or arranging for others to provide
Schedule K. 1) are figured on a daily basis, services (such as repairs), in a significant
based on the percentage of stock held by .and bona fide sense. The material
the shareholder on each day. See section

ngcon u on
. participation standards of regular, October 22, 1986. if the property used in
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continuous, and substantial involvement in the activity is acquired pursuant to a
1377(aXI) and (2) for details.

operations are not required.

50%,
40

%of
t%yu, h

50%
50

c. I. . b) I.--a estate activities unless the degree October 22. 1986, and later purchasedof integration of the building and other
additional stock thereby restoring his Or herrelevant factors indicate they should be

t-.I.d .. -- .1 . 1.- 1- basis, the percentage increase for purposes
.20

acquires his or her stock. However, an
activity commencing after October 22.
1986 is considered as bei d cled

-1

.0.
0.

0

CD

,-n0it
3CD
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binding written contract in effect on August
16, 1986, or construction of such property
b.Tn on or beforethat date. See section6 (,)

for other details.
Line I& (Calendar Year Corporations
Only).-Enter ordinary income (loss) from

'in:
24, page 1. If line 24 is a loss. enter the

sh reholder's full share of the loss. Enter
the loss without reference to the adjusted
basis of the shareholder's stock in the
corporation (section 1366(d)) or the
shareholder's amount at risk (section 465).
Line la should reflect the total ordinary
income (loss) from all business operations,
including section 465 at-risk activities and
income (loss) from other activities.

If the corporation is involved in more than
one business activity and has a section 465
at-risk activity loss(es). the corporation
must show section 465 loss(n) separately.
This separate reporting is to assist the
shareholder in determining the allowable
toss to claim or. his or her tax return.
Unes la~Id (FY Corporations Only)
Linn Ia.-Enter amount from line 24.
page 1. Enter the income or loss without
reference to (1) shareholders' basis in the
corporation (section 1366o)), (2)
shareholders'section 465 at-risk
limitations, or (3) shareholders' section 469
passive activity limitations.

If the corporation is involved in more than
one business activity, the corporation must
show in the Supplemental Schedules space
for line 19 of Schedule K. 1, or on an
attached schedule if more space is needed,
the income or loss separately for:
a. Section 465 at-risk activities. (For losses
after 1986, new subsection 465(bX6XE)
extends the at-risk

lirnitations
to the activity

of holding real property (except mineral
property).)
b. Section 469 passive activities.

The separate statement
must

show for
each activity: (1) the line

Ia
income or loss

and (2) all properly allocable items of
income and expense reported on lines 3
through 19 of Schedule K-1.

Separate statements are also required for
lines Ito and Ic if income or loss from more
than one activity is reported on these lines.

Also, if the corporation is involved in only
one passive activity and line 3. 4, or 5 of
Schedule K-1 contains (1) gain or loss
attributable to the passive activity and (2)
portfolio gain or loss, the corporation must
show the gain or loss attributable to the

r
e activity separately in the

u'pli'lemental Sc hedules space for line 19,
or on an attached schedule if more space is
needed.
Une Iti-Enter any gain or loss from
rental real estate activities of the
corporation. Do not report on line Iti (for
shareholders that are qualified investors)
certain loss(es) from a qualified low-income
homing project. Report such loss(es) on line
6 of Schedule K-I and attach a statement
identifying the loss. See Item E above and
section 502 of the Act for definitions and
other information on qualified low-income
housing projects. Note: The gain from a
qualified project is reported on line Ito for all
shamholdm, and the gain or loss for all
nonqualified investor shareholders and all
nonqualified projects is also reported on
line lb.

Une Ic.-Enter income or loss from rental
activities other than that reported online I b
(or line 6 as explained in line lb above).
Une Id.-Enter portfolio income. See the
instructions for "Page I Changes" at the
beginningof the Specific Instructions for an
explanation of portfolio income.
Une 2-Enter the qualifying dividends
received from other domestic corporation$
for which each shareholder isentitled to an
exclusion under section 116. The
investment companies will telI the S
corporation what part, if any, of the
dividends qualify for the exclusion. (See
the instructions for Form 1 120S, page 1,
line 4.)
Line S.-Enter net gain (loss) under
section 123 1. Do not i nclude net gains or
losses from involuntary conversions due to
casualties or thefts on this li ne. Instead,
report them on line 6.
Note: Ifthere wasagain (lass) from a
casualty or theft to property not used in a
trade or business or used for income
producingpurpases, do notcompleteForm
4684 forthis 4w ofcasually or theft.
Instead, provide each shareholder with the
needed information to complete their own
Form 4684 for theirporhon ofthis casualty
or theft.
Line 6.-Enter any other items of income
or Ims not included on lines 1-5. such as:
a. Wageringgains and losses (section

165(d)).
b. Recoveries of bad debts, prior taxes, or

delinquency amounts (section I 11).
c. Any gain or loss where the corporation

was a trader or dealer in section 1256
contracts or property related to such
contracts. See sections 1256(f)and
1374(cX4).

d. Net gain (loss) from involuntary
conversions due to casualty or thaft

a. Losses) from qualified low-income
housing projects for shareholders that are
qualified investors.

I. Income or loss from a working interest in
any oil or gas prop" as defined in
section 469(c)(3). See "Page 1 Changes
(FY Corporations Only)" at the beginning
of the Specific Instructions.

Line 7.-Enter the total amount of
charitable contributions paid by the
corporation during its tax year. Attach an
itemized list that separately shows the
corporation's charitable contributions
subject to the 50%, 30%, and 20%
limitations.

If the corporation contributes property
c s 5other than cash and the aggragat

mountof the tanned value exceed Fi
wm8283, Noncash Charitable Contributions,

must be completed and attached to Form
1120S. The corporation

must
give a copy of

its Form 8283 to every shareholder if the
value of an item or group of similar items of
contributed property exceeds $5,000 even
though the amount allocated to each
shareholder is $5,000 or less. For property
that does not meet the $5,000 filing
requirement, the corporation does not have
to furnish the shareholders with its Form
8283 However, the corporation must
prov6 shareholders with their share of fair
market value for property valued between
$500 and $5,000 in order for individual
shareholders to complete their own Form
8283. See the Instructions for Form 8283
for mom information.

If the corporation made a qualified
conservation contribution under section
170(h), also include the fa ir market value of
the underlying property before and after the
donation, the type of legal interest
contributed, and describe the conservation
purpose furthered by the donation. Give a
copy of this information to each
shareholder.
Une 8'-A 1986 calendar year corporation
(FY corporations see below) may elect to
expense part of the cost (up to $5,000) of
recovery property that qualifies for
investment credit that the corporation
purchased this year for use in its trade or
business. The corporation may not deduct
the section 179 expense, but should report
the expense separately on Schedules K and
K-1. line S.

The corporation must specify the item(s)
of section 179 property which it elects to
treat as an expense ano the portion of the
cost of each item wh ich is bei ng treated as
an expense. Do this on Form 4562 a nd on a
schedule attached to Schedule K- 1.
Generally, any election made under section
179 may not be revoked except with the
consent of the Commissioner of IRS.
FY CorporatiOnL-Generally, for section
179 property placed in service after 1986,
the amount the corporation may elect to
expense was increased fro. $5,000 to
$10.000. However. the $ 10,000 limit may
be reduced by other factors. See
Instructions for new Form 4562A, Part 1, for
details. The corporation must provide each
shareholder with the necessary information
so that he or she can complete Part I of his
or her Form 4562A.

Depreciation, amortization, or investment
credit may not be taken on any amount for
which a deduction is allowed under section
179.
Une 9.-Enter any other deductions not
included on lines 7 and 8, such as:
a. Amounts (other than investment interest

required to be reported on lines 13a (2)
and 13a(3) of Schedules K and K. 1, and
the portion of line 13a(l) of Schedules K
and K- I deductible under section 162)
paid by the corporation that would be
itemized deductions on any of the
shareholder's income tax returns if they
were paid directly by a shareholder for
the same purpose. These amounts
include, but are not limited to, expenses
under section 212 for the production of
income other than from the corporation's
trade or business.

b. Any penalty on early withdrawal of
savings because the corporation
withdrew funds from its time savings
deposit before its maturity.

c. Soil and water conservation expenditures
(section 175),

d. Expenditures paid or incurred for the
removal of architectural and
transportation barriers to the elderly and
handicapped which the corporation has
elected to treat as a current expense. Do
not deduct these expenditures on page I
of Form I 120S. See section 190.
Ifthere was a gain (loss) from a usually

or theft to prop" not used in a trade or
business or for income producing purposes,
provide each shareholder with the needed
information to complete Form 4694,
Casualties and Thefts.
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Credits
Une 10m.-Efiter on line 10a of Schedule K
the jobs credit computed by the corporation
that is not attributable to a passive activity. If
the corporation has a jobs credit for a
nonpassive activity and a passive activity
separate computations may have to be Wade
by each shareholder to determine the credit
for each. Enter on line 10d or I I the jobs
credit attributable to passive activities. The
jobs credit is figured on Form 5884 and the
form(s) is attached to Form 1 120S. See
Form 5884 for details on how the jobs credit
was extended and modified for qualified
employees hired after 1985.

Enter each shareholder's share of the
jobs credit on lines 10a, 10d, or 11 of
Schedule K-1.
Line 10b (FY Corporations Only).-Enter
on line 10b the low-income housing credit
figured by the corporation. The credit is
figured at the corporate level on Form 8586
and the form is attached to Form 1120S.
The credit is based on qualified
expenditures made after 12-31-86. See
Form 8586 for other details on the credit.

The credit is not allowed for any qualified
low-income housing projects

for
which

losses are allowed by reason
of

the
exception in section 502 of the Tax Reform
Act of 1986. See section 502 of the Act and
the instructions for Item E of Schedule K-1
for more information.
Line 10c (FY Corporations OnZ).-Do not
enter an amount on line 10c of hedules K
and K-1. Instead, for line 10c of Schedule K
complete the applicable lines of Form 3468
that apply to qualified rehabilitation
expenditures for property related to rental
real estate activities of the corporation for
which income or Ims is reported on line Ib
of Schedule K. See Form 3468 for details
on qualified rehabilitation expenditures.
Attach Form 3468 to Form 1120S.

For line 10c of Schedule K. 1, show in the
Supplemental Schedules space for line 19
of Schedule K- 1, or on an attached
statement if more space is needed, a listing
of the shareholder's d istributive share of
the corporation's qualified rehabilitation
expenditures for property related to rental
real estate activities for which income or
loss is reported on line 1 b of Schedule K-1.
Note., Qualified rehabilitation expenditures
forproperty that is not related to rental real
estate activities must be listed separately as
follows: (1) If theexpenditures relate to
passive activities for which income orfoss is
reportedon lines Ia or Ic ofSchedule K-1,
show these expenditurer separately in a
schedule for line I I of Schedule K-1. (2) If
the expenditures relate to ricinpassi.ve
activities for hich income or loss is
reportedon line I a of Schedule K-1, show
the expenditures with other investment
creditproperty listed for time 17 o f
Schedule K-1.
Una 10d (FY Corporations Only).-Show
on line 10d of Schedule K. or list separately
on an attached statement if more than one
credit is involved, all other credits (other
than credits for line 10b or 10c) related to
rental real estate activities. These credits
may include any type credit listed in the line
11 instruction.

Show on line 10d of Schedule K-1. or list
separately in the Supplemental Schedules
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space for line 19 of Schedule K-I if more
than one credit is invotM, the
shareholder's distributive share of all other
credits (other than credits for line 10b or
10c) related to rental real estate activities.
These credits may include any type credit
listed in the line 1 1 instruction.
Line 1 1-Show an line II of Schedule IK,
or list separately if more than one credit is
involved, all other credits (other than
credits or expenditures shown or listed for
lines 10a through 10d of Schedule K or on
Form 3468 attached to Schedule k). Show
on line 11 of Schedule K-1, or in the
Supplemental Schedules space for line 19 if
more than one credit is involved, each
shareholder's distributive share of all other
credits (other than credits or expenditures
shown or listed for lines 10a through 10d
and 17 of Schedule K- 1). Sea the listing
below for types of credits or other
information that could be involved.

It both passive activity and nonpassive
activity credits are reported for line 11 of
Schedules K and K. 1, list the credits
separately. Identify the passive activity (i.e.,
line 1 a or Ic) to which any passive activity
credit relates. Include any investment credit
property related to passive activites in the
listing for line 11. Include investment credit
property related to nonpassive activities
separately in a listing for line 17 of
Schedule K,l.

The following credits are also figured at
the corporate level and then apportioned to
persons who are shareholders of the
corporation in accordance with stock
ownership:

1. Credit for alcohol used as fuel. Complete
and attach Form 6478, Credit for
Alcohol Used as Fuel, to Form 1 120S.

2. Orphan drugcredit and credit for
increasing research activities. Complete
and attach Form 6765. Credit for
Increasing Research Activities (or for
claiming the orphan drug credit), to
Form 1120S.

3. Nonconventional source fuel credit.
4. Unused regular investment credit from

cooperatives.
5. Unused energy investment credit from

cooperatives.
6. Credit for backup withholding on

dividends, interest, or patronage
dividends.

The nonconventional source fuel credit is
figu red by the corporation on a separate
schedule prepared by the corporation. This
computation schedule must a Iso be
attached to Form I I 20S. See section 29 for
computation provisions and other special
rules for figuring this credit.

It the corporation is a member of a
cooperative that passes an unused regular
investment credit or unused energy
investment credit through to its members,
these credits am in turn passed through to
the corporation's shareholders.

If the corporation has only one of the
above 6 credits, enter the amount of the
credit in the amount column of line 11 and
identify the type of credit in the space to the
left of the amount. If the corporation his
more than one credit, enter the total Mit.
on line I I and identify and list the annountis)
of the credits on an attached scheduli.

Tax Preference and
Adjustment Items
Lines; 12a through 12g.-Enter items of
income and deductions that are tax
preference or adjustment items. See Form
6251, Alternative Minimum Tax
Computation, and Publication 909,
Alternative Minimum Tax, to determine the
amounts to enter and for other information.

Do not include as a tax preference item
any qualified expenditures to which an
election under section 58(i) may apply.
Note: The Act revised, deleted, or relocated
provisi

.
ons in sections 55 through 58 that

provide forcomputation ofthe alternative
minimum tax. New and revisedprovistons
are in new sections 55 thmugh 59.
Generally, the charges am effective for tax
years begin"I'

Pe
gifter.1986, but the

changes do a the 198,6.87 FY
corporations and the information thatmust
be reported to shareholders to allow them to
figure the attemative minimum tax for their
1987 taxyears. See instructions for lines
12a, b, c, and g below for details.
Lines 12a and 12b.-Figure the
preference items for lines 12a and I ?b
based only on property placed in service
before 1987.

Ifthe corporation elects to use the new
depreciation provisions (new Form 4562A)
for property placed in service after July 3 1.
1986. and before Januaz 1, 1987, see the
Instructions for Form 45 2A for information
on figuring the lines 12a and 12b
preferences for this property.
Une 12c.-FY corporations figure the
adjustment item for line 12c based only on
property placed in service after December
31, 1986. Generally, accelerated
depreciation on real property placed in
service after 1986 is the excess of the tax
depreciation taken over alternative
depreciation. See section 168 for a
definition of alternative depreciation.
Generally, accelerated depreciation on
personal property placed in service after
1986 is the excess of the tax depreciation
taken over the 150% declining ba lance
method The adjustment applies to leased
personai property and to personal property
which is not leased. See the instructions for
Form 4562A for more information.
Una 12d.-Do not include any depletion
on oil and gas wells. The shareholders must
compute their depletion deduction
separately under section 613A.

In the case of mines, wells. and other
natural deposits, other than oil and gas
wells, enter the amount by which the
deduction for depletion under section 611
(including percentage depletion for
geothermal deposits) is more than the
adjusted basis of such property at the end of
the tax year. Figure the adjusted basis
without regard to the depletion deduction
and figure the excess separately for each
property.
Lines 2 2e(l) md I2*(2).--Generalty, the
amounts to be entered on thew lines am
not the total corporation income or
deductions for oil. gas. and geothermal
properties. Generally, they a. only the
income and deductions included on pap 1.
Form 1 120S. that are used to figure Me
amount on line 24, page 1, Form I 120S.



If there are any items of income or
deductions for oil, gas, and geothermal
properties included in the amounts that are
required to be passed through separately to
the shareholders on Schedule K-1, give each
shareholder a schedule for the line on which
the income or deduction is included and
which shows the amount Ofmcome or
deductions included in the total amount for
that line. Do not include any of these direct
pass-through amounts on lines 12e(l) or
12e(2). The shareholder is told in the
Shareholder's Instructions for Schedule K-I
(Form 1120S) to adjust the amounts on lines
12e(l) and 12e(2) for any other income or
deductions from oil, gas, or geothermal
properties included in lines Ic through 9 and
19 of Schedule K-1 in order to determine the
total income or deductions from oil, gas, and
geothermal properties for the corporation.

Figure the amount for lines 12e(l) and,
12e(2) separately for oil and gas properties
Which are not geothermal deposits and forall
Properties which are geothermal deposits.

Give the shareholders a schedule that
shows the separate amounts that are
included in the computation of the amounts
a n lines 12e(l) and 12e(2).
U.12el -Enter the aggregrate
amountoill income (within the meaning
of section

13(a))
from all oil, gas, and

geothermal properties received or accrued
dZurinlihe tax year that was included on

a Form 1120S.
Une 12&(2).- Enter the amount of any
deductions allocable to oil, gas, and
geothermal properties reduced by the
excess intangible drilling costs that were
included on page 1. Form I I 20S, on
properties for which the corporation made
an election to expense intangible drilling

c
:osts in tax years beginning before January

1, 1983. ()a not include nonproductive well
costs. or the amounts shown on Iines I Ga,
16b, 17a, and 17b. page 1, Form I 120S.
Instead, use the amounts on lines 16c and
17c, page 11, Form 1120S.

Figure excess intangible drilling costs as
follows: From the allowable intangible
tilling and development costs (except for
= in drilling a nonproductive well),
subtract the amount that would have been

flowable it the corporation had capitalized
a[these costs and either amortized them over
the 120 months that started when
production began. or treated them
according to any election the corporation
made under section 57(dX2).

See section 57(aXI 1) for more
information,
Unes 12f(I) and 12f(2). Qualified
Investment Income and Expenses.-
Enter the corporation's qualified investment
income and expenses from all sources that
were included on page 1, Form 1120S.
However, do not include as qualified
investment expense the amounts shown on
lines Ill 16b, 17a, and 17b, page 1. Form,

120S. Instead, use the amounts on lines
16c and 17c, page 1. Form 1120S. See
Form 6251 to determine the amounts to
enter. .

If there are any items of qualified
investment income or expenses included in
the amounts that are required to be passed
through separately to the shareholders on
Schedule K- 1. give each shareholder a
schedule for the line on which the qualified
investment income or expense is included

which shows the amount of qualified
investment income or expense included in
the total amount for that line. Do not
include any of these direct pass-through
amounts on lines 12f(I) or 12f(2). The
shareholder istold in the Shareholder's
Instructions for Schedule K- I (Form 1 120S)
to ad' st the amounts on lines 12f(l) and
12f(r) for anyother qualified investment
income or expenses included in lines 2
through 9 and line 19 in order to determine
the total qualified investment income or
expense for the corporation.

Generally. investment income isgross
income from interest, nonqualifying
dividends, rer is and royalties. and any
otheramount reated as ordinary income
under section., 1245, 1250, and 1254 that
is reported on page 1, Form 1120S.

Generally, investment expenses are those
expenses allowable against the production
of investment income provided they are
allowed in figuring a shareholder's adjusted
gross income and not includible as a tax
preference item.
Note: For the calendaryear, ifa shareholder
does not activelyparticipate in the
managementof the corporation, qualified
investment income and expenses include
income and expenses from the corporation's
trade or business. See section 55(eX8).
Una 12g.-Attach a schedule which shows
each shareholder's share of:
a Amortization of certified pollution control
facilities. Enter the amount by which the
amortization the corporation took for 1986
is more than the depreciation deduction
otherwise allowable.
a Reserves for losses on bad debts of
financial institutions. Enter the
corporation's share of the excess of the
addition to the reserve for bad debts over
the reasonable addition to the reserve for
bad debts that would have been allowable if
the corporation had maintained the bad
debt reserve for at I tax years based on
actual experience. ,
a Any other applicable tax preference
items not shown on lines I 2a through 12t

FY corporations attach a schedule which
shows each shareholder's share of the
preference items discussed in the line 12g
instructions above and the following
preference and adjustment items~
9 Completed contract method of
accounting for long-term contracts.-Use
of the percentage of completion method is
required for minimum tax purposes. See
section 56(aX3) and the 1987 Form 6251
for more information.
a Installment method of accounting.-
Applies to use of installment method for
dealer sales and sales

of
trade or business

or rental a rt h the purchase priceexcee ?r,5~%. am
ds 0. See section 56(aX6)

and the 1987 Form 6251 for more
information.
a Charitable contributions of appreciated
property.-Provide shareholders with their
distributive share of the amount of the
difference between the fair market value of
capital gain property donated by the
corporation to a charitable organization
after August 15, 1986, and the
corporation's adjusted basis in the donated
property. See section 57(aX6).
0 Losses from passive farming -
activities.-No loss from any tax shelter

is= activity is allowed for minimum tax
purposes. See section 58(a) and the 1987
Form 6251 for information on this
adjustment item. . I
it Passiveactivityltoss.-Provide,
shareholders with any needed information
(in addition to the information given in
items D through G and on lines la through
Ic of Schedule K-1) to figure this
adjustment item. See section 58(b) for
more information.

Investment Interest
(FY Corporations Only)
Effective for tax years beginning after 1986,
section 163 limitations on investment
interest are revised. Thus, the information
on investment interest that the 1986-87 FY
corporation reports to its shareholders for
their use in preparing their 1987 tax returns
must take into account certain changes
made to section 163. See new subsection
163(dX4) for a definition of investment
income and investment expenses. Special
attention must be given to section
163(dX4XD), which states that investment
income and expenses do not include income
and expenses used in figuring the income or
low of a passive activity. Where the
corporation has a trade or business passive
activity in which some shareholders
materially participate and other
shareholders do not, the reporting of
investment income and expenses may be
different for each shareholder.
Unes 13a through 23c(2).-Enterthe
interest on investment indebtedness, items
of investment income and expenses, and
pins and losses from the sale or exchange
of investment property on these lines as
applicable.

The interest expense reported on line
Bali) may also be included on page 1, .
Form I 120S line 16c, or Schedules K and
K-1 line 9 ~6~ever, the interest expense
re~;rted on line 13a(2) and 13a(3) must
not appear elsewhere on the return other
than on lines 16a and 16b, page 1, Form
1120S. The income and expenses included
on lines 131b and 13c are reported on Form
1120S and Schedule K- 1. For example,
interest income included on line 13b is
reported on Form 1120S, line 4.

For more information, see Form 4952,
Investment Interest Expense Deduction.
Une 13&(I).-Enter investment interest
expense from all sources on debts created
before December 17, 1969, from a specific
item of property for a specified term. Also
include debts in existence after December
16, 1969, if a binding contract was in effect
on that date.
Une 13a(2).-Enter investment interest
expense from all sources, from a specific
item of property for a specified term, and
from debts incurred before September 11,
1975, but after December 16, 1969, that is
included on line 16b. page 1, Form I 120S.
Also include interest a

ON
fions,

.
ricurred

after September 10, 1;75,irut subject to a
written contract or commitment in effect on
September 11. 1975, that is included on
line 16b, page 1, Form 1120S.
Une 13B(3).-Enter investment interest
expense from all sources from obligations
incurred after September 10, 1975, that is
included o6 line 16b, page 1, Form I 120S.
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Do not include those obligations for which a
binding contract was in effect on September
11,1975. 1
Note: The corporation must have an
amounton line 16b ofpage 1, For. 1120S,
in order to have an amount shown on either
line I 3a(2) or I 3a(3).
Una 13b(l).-Enter the corporation's
investment income from all sources that
was included on page 1, Form 1120S.

Investment income includes the following
that are includible in gross income on page

'.
Form 1120S: interest, nonqualifying

dividends, rents from net lease property,
royalties, and amounts recaptured as
ordinary income from the sale or exchange
of investment property subject to sections
1245, 1250, and 1254 provisions.
Investment income generally does not
include any amounts connected with a
trade or business. See section 163(dX3).
Caution: The amount to be entered on this
line is not the total corporate investment
income. It is only the investment income
included on page 1, Form 11 20S

'
that is

used
to

filloure the amount on line 24, page 1,
Farm I

I
S. ,

If there are any items of investment
income included in the amounts that are
required

to
be passed through separately to

the shareholders on Schedule K-1, give
each shareholder a schedule showing the
amount of investment income and the line
for which such income is included. Do not
include any of these direct pass-through
amounts on line 131p(l) of Schedules K and
K. 1. The shareholder is told in the
Shareholder's Instructions for Schedule K~1.
(Form I 120S) to adjust the amount on line
13b(i) for any other investment income -
~cluded in lines Id through 9 to determine
the total investment income for this
corporation.
Une 13b(2).-Enter the corporation*s
investment expenses from all sources that
were included on page 1, Form 1120S.
Note: The amount to be entered on this line
is not the total corporate investment ,
expenses. 11 is only the investment expenses
included on page 1, Form 1120S, that are
used to figure the amount on line 24, page
1, Form 1120S!

Investment expenses are those
deductions directly connected with the
production of investment income. Interest
is not included in investment expenses for
this purposi. Depreciation is limited to the
amount figured using the straight-line
method Depletion is limited to an amount
based on cost. Investment expenses
generally do not include any amounts
connected with a trade or business. See
section 163(d)(3).

If there are any items of investment
expense included in the amounts that are
required to be passed through separately to
the shareholders on Schedule K- 1, give each
shareholder a schedule for the line on which
the investment expense is included which
shows the amount of investment expenses
included in the total amount for that line. Do
not include any of these direct pass-through
amounts on line 13b(2). The shareholder is.
told in the Shareholder's Instructions for
Schedule K. I (Form I 120S) to adjust the
amount on line 13b(2) for any other
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investment expenses included on linas Id # Repairs and other expenses directly
through 9 to determ;ne the total investment allocable to rent and royalty income
expenses for this corporation. a Other expenses directly allocable to
Unesl3c(l)and(2).-Enterthe specific income items (specify) -
corporation's income and expenses from a Pro rata share of all other deductions not.
net team property if the expenses for each directly allocable to specific items of income
property subject to a net lease. allowable
under sections 162, 163 (without any
reduction for the limitations of section
163(d)), 164(aXI)and (2). and 212. are
more than the income produced by this
property. Do not include the income or
expenses for any property if the income
exceeds the expenses. and the amount in both foreign currency

For a definition of net lease prop", see and in U.S. dollars. as follows:
For. 4952. a Taxes withheld at source on dividends
Foreign Taxes e Taxes withheld at source on rents and'
Lines 14a through ll addition to royalties -
the Instructions below, see Form 1116. * Other foreign taxes paid or accrued
Computation of Foreign Tax Credit- Une 14f.-Enter in U.S. dollars the total
Individual, Fiduciary, or Nonresident Alien reduction in taxes available for credit. .
Individual. and the related instructions. Attach a schedule that shows separately
Note: FY corporations must provide their, the: I

.

shareholders with information (in addition - Reduction for foreign mineral income
to lines 14a through 14g information) Reduction for failure to furnish returns
needed to comply with revised tax law required under section 6038
provisions regarding the computation of the * Reduction for taxes attributable to

6 ri 04foreign ta~ c= t for!.: years belinning boycott operations (section 908)
after 198 . revis section (d) for a Reduction for foreign oil and gas
details. extraction income (section 907(a))
Line 14a.-Enter the type of income ' a Reduction for any other items
earned as follows:

-
(specify)

ancomonebuiiness (sectic~n 904(d)) interest Linic
m
l4egradiE

Iitne
rsi

nl
Uc.S,1d4o1IlaIrs

a.nayntelm4sf.
e Qualified dividends from an IC-DIZ)L;or Une 15 (Schedule K4).-Enter total
former DISC distributions made to each shareholder
* Qualified dividends from a FSC or former other than dividends reported on line 17 of
FSC Schedule K. Nonash distributions at
* All other income from sources outside appreciated property are valued at fair
the U.S. (including income from sources in market value. See Schedules L and M
U.S. possessions) instructions for ordering rules on

If, for the country or U.S. possession distributions,
shown on line 14b. the corporation had more Une 17 (Schedule K).-Enter total
than one type of income, enter "More than dividends paid to shareholders from
one type" and attach a schedule for each accumulated earnings and profits contained
type of income for lines 14b through lag. in retained earnings (line 26 of Schedule Q.
Line 14b.-Enter the name of

the
foreign Report these dividends to shareholders on

country or U.S. possession. If. far the type For. 1099-DIV. Do not report them on
of income shown on line 14a. the Schedule K;l.
corporation had income from, or paid taxes
to, more than one foreign country or U.

S
. Property Eligible for

possession, enter "More than One foreign Investment Credit
country or U.S. possession" and attach a Generally. for property placed in service
schedule for each country for lines 14a.and after 1985, the regular investment credit
14c through 14g. has been repeated. See the Instructions for
Une 14c.-Enter in U.S. dollars the total Form 3468, Computation of Investment

ss
income from sources outside the U.S. Credit, for exceptions and other details.

i
Itotach a schedule that shows each type of Complete the appicable parts of Form
ncorne as follows: 3468 for property that continues to qualify

a Dividends for the regular investment credit and for the
Gross rents and royalties energy investment credit. Attach Form
Foreign source capital gain net income 3468 to Form 1120S.

a Wages, salaries, and other employee Line 17 (Schedule K-1).-Sho. in the
compensation Supplemental Schedules space for line 19
* Business or profession of Schedule K. 1. or on an attached
a Gross income from trust and estates

schedule if more space is needed, each
shareholder's share of the corporation'sii. Other (including interest) (specify) investment in propertythat:

Line 14d.-Enter in U.S. dollars the total (1) Is attributable to activities that are not
applicable deductions and losses. Attach a - passive activities, and,
schedule that shows each type of deduction

(

or loss as follows: 2) Continues to qualify for the regular
investment credit. This property

a Expenses directly allocable to business includes certain transition property.at profession ' qualified timber property. qualified
e Depreciation and depletion directly progress expenditure property, and
allocable to rent and royalty income qualified rehabilitation expenditures.

-Also show the corporation's investment

* Losses from foreign sources
Urre 14e.-Enter in U.S. dollars the total
foreign taxes (described in section 901)
that were accrued by the corporation or
paid to foreign countries or U.S.
possessions. Attach a schedule that shows
the date(s) the taxes were paid or accrued '10

0

0
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in business energy property (used in
passive activities) that qualifies for the
business energy investment credit.

The corporation must reduce the basis of
regular and energ, credit property by any
creditallowable r the property. See
section 48(~ and Publication 572,
Investment redit, regarding adjustments
to be made to the basis of investment credit
property as wall as the shareholders'
adjusted basis in stock of the corporation.

Property Subject toRecapture

of Investment Credit
Une IS (Schedule K-1).--Complete line
18 when regular or energy investment
credit property is disposed of, ceases to
quality, or it there is a decrease in the
business percentage before the end of the
"life-years category" or 'recovery period*
assigned. For more information, see Form
4255, Publication 572, and section 48(q).

The corporation itself is liable for
investment credit recapture in certain
cases. See instructions for line 25c, page 1,
Farm 1120S. for details.

Other Items
Une 16 (Schedule K).-Attach a
statement to Schedule K to report the
corporation'stotal income, expenditures, or
other information for items a through i of
the line 19 instruction below.
Line 19 (Schedule K-1).-Enter in the
Supplemental Schedules space for line 19
of Schedule K- 1, or on an attached
schedule if more space is needed, each
shareholder's share of any information
asked for on lines 6, 8,9, 10c. 10d. 11,I c.

14d, l4f, 14g, 17, and items a
. ,

below. Please identity the
applicable line number next to the
information entered in the Supplemental
Schedules space. Show income or gains as
a positive number. Show losses with the
number in parentheses.
a. Tax-exempt income realized by the

corporation. Corporations should report
tax-exempt interest separately to assist
shareholders in figuringthe tamble
portion (if any) of their social security or
railroad retirement benefits.

b. Nondeductible expenses incurred by the
corporation.

c. Taxes paid on undistributed capital gains
by a regulated investment company. As a
shareholder of a regulated investment
company. the corporation will receive
notice on Form 2439, Notice to
Shareholder of Undistributed Long-Term
Capital Gains, that the company paid tax
on undistributed capital gains.

d. Gross income and other information
a a in
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The corporation cannot deduct depletion
on oil and gas wells. Theshareholders
must determine the allowable amount to
report on his or her return. See
Publication 535 for more information.

e. Recapture of section 179 expense
deduction. Enter the amount that was
originally passed through and the
corporation's tax year in which it was
passed through. Tell the shareholder if
the recapture amount was caused by the

disposition of the recovery property. See
section :I 79(dX 10) for more information.
Do not include this amount on line 8,
page 1, Form 1120S.

I. Total qualified expenditures (and the
period paid or incurred during the tax
year) to which an election under section
58(i) applies. Do not report these
expenditures as tax preference items on
line 12 of Sched ules K and K-

1 -g. Intangible drilling costs under section
263(c). See Publication 535 to determine
the amount to pass through to each
shareholder.

h. Deduction and recapture of certain
mining exploration expenditures paid or
incurred (section 617).

L Any information or statementsthe
corporation is required to fumish to
sha reholders to allow them to comply
with requirements under section 6111
(registration of tax shelters) or 6661
(substantial understatement of tax)

1. Any other information the sharehohiers
need to prepare their tax returns.

Schedules L and M
Note: Lines 23 through 27 ofScheduke L
were revised for 1986.
The balance sheets must agree with your
books and records. Include certificates of
deposit as cash on line 1 of Schedule L. The
following rules apPim determinin%the
balances

hadule

L and amounts used in figiring lines I
through 9 of Schedule M.

If Schedule L, column (c), amounts for
lines 23, 24, or 25 a re not the same as
corresponding amounts on line 9 of
Schedule M. attach a schedule explaining
any differences. For example, the balance
of the accumulated ad* ustmentsaccount
(line 23) may differ it 9chedule L .11.1s
Straight-line depreciation and some other
method is used for purposes of line 2 of
Schedule M. You may show your
explanation below Schedule M it there is
sufficient space.
Note: Schedule M does notproWde fora
reconciliation ofbook income to tax return
income. However, you may want to make
youro separate reconciliation ofbook
income or(loss) to tax return income or
(loss). Make sure that all items of income,
loss, and deductions reported on page 1,
Form 1120S, and on Schedule K of Form
I 120S, are used in figuring lines Z 3, 5, 6,
and 7 ofSchedule M.
Line 23-The "accumulated adjustments
account" (AAA) is to be maintained by all S
corporations. At the end of the tax year, if
the corporation does not have
accumulated earnings and profits (ESP),
the AAA is determined by taking into
account all items of income, loss, and
deductions for the tax year (including
nontaxable income and nondeductible
losses and expenses). See section 1368 for
other details, After the year-end income and
expense adjustments are made, the
account is reduced by distributions made
during the tax year. See the Distributions
instruction below for distribution rules.

At the end of the tax year, it the
corporation has accumulated ESP, the
AAA is determined by taking into account
the taxable income, deductible losses and
expenses, and nondeductible losses and
expenses for the tax year. Adjustments for

nontaxable income are made to the other
adjustments account a'ned'n the

a e jai =icnLine 24 instruction bXw=
1368. After the year-end income and
expense adjustments are made, the
account is reduced by distributions made
during the tax year. See the Distributions
instruction below for distribution rules.
Note: The AAA may have a negative
balanceatyearend. Seesection 1368(e).
Une 24-The "other adjustments'
account is maintained only by corporations
that have accumulated E&P at year end.
The account is adjusted for tax-exempt
income (and related expenses) of the
corporation. See section 1368. After
adjusting for tax-exempt income, the
account is reduced for any distributions
made during the year. Sea the Distributions
instructions below.
Une 25-The "shareholders'
undistributed taxable income previously
taxed" account, also called previously taxed
income (FITI), is only maintained if the
corporation had a balance in thisaccount at
the start of its 1986 tax year. If there is a
beginning balance for the 1986 tax year, no
:dj ustments are made to the account

xcept
to

reduce the account for
distributions made under section 1375(d)
(as In effect before the enactment of the
Sutichapter S Revision Act of 1982). See
Distributions instruction below for the order
of distributions from theaccount.

Each shareholder's right to nontaxable
distributions from PTI is personal and
ca nnot be transferred to another person.
The corporation is required to kee ecords
of each shareholder's net share YX See
!anfulations section 1. 1375-4(d) for more
in ormation.
Una 26.-Enter retained earningsother
than that reported on lines 23, 24, and 25.
Other retained earnings include the
appropriated and unappropriated retained
earnings accumulated in prior years when
the S corporation was a C corporation
(section 1361(aX2)) or a small business
corporation prior to 1983 (section 1371 of
prior law). General the S corporation has
a

'
Winily if it had ending

balances in appropriated or unappropriated
retained earnings prior to 1986 (lines 23
and 24 of Schedule L of the 1985 Form
1 120S or Form 1 120).

It the corporation maintained separate
accounts for appropriated and
unappropriated retained earnings, it may
want to continue such accounting for
purposes of preparing its financial balance
sheirt. Also, if the corporation converts to C
corporation status in a subsequent year, it
will be required to report its retained
earnings on separate lines of Schedule L of
Form 1120.

If line 26 has a beginning balance for 1986,
and the account contains accumulated
earnings and profits (E&P), the only
adjustments made to accumulated E&P are:
(1) reductions for dividend distributions,
(2) adjustments for redemptions,

liquidations, reorganizations, etc., and
(3) reductions for section 47 recapture tax

for which the corporation is liable.
See Distributions instruction below

regarding distributions from retained
earnings and section 1371(c) for other
details.
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Check the box below line 26 if the
corporation was a C corporation in a prior
year(s) and has sulochapter C earnings and
profits (E&P) at the close of its 1986 tax
year. For this purpose, 'subchapter C E&P"
means E&P of any corporation for any tax
year when it was not an S corporation. See
sections 1362(dX3XB) and 312 for other
details, If the corporation has sutichapter C
E&P, it may be liable for tax imposed on
excess net passive income. See instructions
for line 25a, page 1. of Form I 120S for
details on this tax.
Une 27.-Combine lines 23 through 26
column (a) and column (c), and enter the
totals in line 27, column (b) and column (d).
In most cases, the totals should equal the
beginning and ending balances of the
corporation's retained earnings shown in
it's general ledger, If line 27, column (d),
does not agree with the corporation's books,
attach a schedule explaining the
differences. Note: The schedule asked for
at the top of Schedule M, Form 1120S, will
usually explain any net differences. It so, an
additional schedule is not required.

Distributions
Generally, property distributions (including
cash) are applied to reduce balance sheet
equity accounts in the following order:
a. Reduce AAA. If distributions during the

tax year exceed the AAA at the close of
the tax year, the AAA is allocated pro rate
to each distribution made during thetax
year. See section 1368(c).

b. Reduce shareholders' PTI account for
any section 1375(d) (as in effect before
January 1. 1983) distributions,

c. Reduce retained earnings accounts to the
extent of accumulated E&P.

d. Reduce the other adjustments account.
e. Reduce any remaining shareholders'

equity accounts.
If a section 1368(e)(3) election is made,

distributions are made from the retained
earnings account before the AAA. If the
corporation has PTI and wants to make
distributions from retained earnings before
PTI, the election under regulations section
1.1375-4(c) in ust be made. In the case of
either election, after all accumulated
:arn,ngs and profits in the retained earnings
re distributed, the above general order of

distributions applies except that item c is
eliminated.

Changes Made by the Act

1986 Calendar Year Changes
Investment Credit
Generally, for property placed in siervice
after 1985, the regular investment credit
has been repealed. See Form 3468,
Computation of Investment Credit, for
exceptions and other details. The business
energy investment tax credit for solar,
geothermal, ocean thermal. biomass. and
wind property has been extended for tax
years after 1985 See Form 3468 for
details.
Targeted Jobs Credit
The jobs credit for hiring members of
certain targeted groups has been extended
and modified. For employees hired after
1985, a credit is allowed only for *first-year
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wages" paid to a qualified employee. See
Form 5884, Jobs Credit, for other
information.
Research Credit
The tax credit for increasing research has
been extended for 3 more years, and the
manner of computing the credit was
revised. Additionally, the credit was made a
part of the general business tax credit. See
Form 6765, Credit for Increasing Research
Activities (or claiming the orphan drug
credit), for more information.

Long-Term Contracts
For long-term contracts entered into after
Februai y 28, 1986, all costs (including
research and experimental costs
attributable to the contract) must be
allocated to the contrast as set forth in
section 4 5 1. Expenses for unsuccessful
bids and proposals and marketing, selling,
a nd advertising expenses are not
considered attributable to long-term
contracts, Production period interest
expenses attributable to long-term
contracts are to be capitalized under the
rules of new section 263A. For exceptions,
definitions, and other information, see new
section 460

.

Deduction for Removing Barriers to the
Handicapped
The election to deduct expenses for the
removal of architectural barriers to the
handicapped and elderly, scheduled to
expire at the end of 1985, was permanently
extended.

Penalty for Failure To Furnish
Statements
The maximum penalty for failure to furnish
copies of Schedule K- I to shareholders has
been increased. The maximum amount that
can be imposed in any calendar year is
increased from $50,000 to $ 100.000. If a
Schedule K. I given to a shareholder does
not include all of the information required to
be shown or includes incorrect information,
an additional penalty of $5 for each
Schedule K- 1 may be imposed. See sections
6722 and 6723 for details.

1986-87 FY Changes
Passive Activity Limitations
New Code section 469, added by the Act,
provides for limitations on losses and
credits from passive activities. Generally, a
passive activity is any activity of the S
corporation which involves the conduct of
any trade or business in which a
shareholder does not materially participate
(nonparticipating shareholder) or any rental
activity. A passive activity does not include
any working interest in oil or gas property as
defined in section 469(cX3), Certain
portfolio or investment ioicome (section
469(eX 1)) is excluded from passive activity
income or loss.

The passive activity limitations apply to
each nonparticipating shareholder's share
of any loss or credit attributable to a passive
activity which involves the conduct of any
trade or business and to all shareholders'
shares of losses and credits from rental
activities. The limits first apply to passive
activity los~s and credits of 1986-87 FY
corporations that will be claimed on the
shareholders' 1987 Form 1040 or Form
1041.

See the General Instructions for 'Passive
Activity Provisions"; the Specific
Instructions for "Page I Changes (FY
Corporations Only)'; instructions for items
D, E. F, and G of Schedule K-1; and the
instructions for lines Ia. I b, and Ic of
Schedules K and K-1 for details on how
passive activity income or loss is figured on
Form I 120S and how the income or loss
and related information is reported to
shareholders.
Tax Preference Items
The 1986 Tax Act made many changes to
the alternative minimum tax provisions
affecting shareholders of the S corporation.
Generally, the changes are effective for the
shareholder's tax year beginning after
December 31, 1986. Accordingly, 1986-87
tiscal year corporations with tax years
ending in 1987 must furnish information on
the following new or revised preference
items:
a. Accelerated depreciation (ACRS) on real

or personal property placed in service
after 1986.

b. Completed contract method of
accounting for long-term contracts,

c. Installment method of accounting.
d. Charitable contributions of appreciated

property.
e. Losses from passive farming activities,
I. Passive activity losses.

See Instructions for Schedules K and K-1
for details on each of the above items.
Depreciation and Section 179 Deduction
The rules for figuring depreciation have
been substantially

chan
d I

placed in service after IV8(6.orhPer0np`wtY
system provides specific methods for each
class of assets. Corporations may also elect
these new provisions forgroperty placed inservice

after Jul, 3 1. 19 Additionally,
the section 179 ded uction is increased to
$ 10,000 for property placed in service after
1986. See Form 4562A, Depreciation of
Property Placed in Service After December
31, 1986. for other details.

New Low-income Housing Credit
A new low-income housing credit applies to
certain buildings placed in service after
1986. The credit is figured at the corporate
level and then passed through to
shareholders on a pro rate basis. See Form
8586, Low-income Housing Credit, for
details.
Foreign Intangible Drilling, Exploration,
and Development Cowts
Generally, foreign intangible drilling,
exploration, and development costs paid or
incurred after 1986 must either be added to
the corporation's basis for cost depletion
purposes or be deducted ratatil o1 gve a
10-year period. See sect ons 2 i), 616(d),
and 617(h) for exceptions and o-her details.
Trademark and Trade Name Expenditures
Generally, trademark and trade name
expenditures made after 1986 will no
longer be amortizable.
Gain or Loss on Uquidation Distributions
Generally, corporations will recognize gain
or loss on liquidation distributions of their
property as if they had sold the pro erty at
its fair market value. See sections ?36 and
337.



Changes In Corporate Tax Rates
Effective July 1, 1987, the corporate tax
rates under section 11 will change. Effettive
January 1. 1987, the alternative tax rate
under section IZOI will change. Because of
them changes, the computation of excess
net passive income tax and the income tax
,.'rnpitia

I
gn.si,,!1nes 25a and 25b, page 1,

2
S

also change for FY 1986-
87 filers. See the instructions for line 25a of
page 1. Form 1120S. and Schedule D (Form
1 120S) for details.

2987 Tax Year Changes
All S Corporations Must Have Permitted
Tax Year
For tax years beginning after 1986, the Act
deletes section 1378(c) that permitted an
existing S corporation to have or retain a tax
year that is not a permitted tax year until
such time as the corporation had a more
than 50% change in ownership. After 1986,
for all S corporations, a permitted year will
be a tax year ending December 31 or a tax
period for which the S corporation
establishes a business purpose. The IRS
plans to publish a Raven ue Ruling and a
Revenue Procedure in early 1987 to provide
guidance to S corporations in determining
what is a business purpose under section
13 78(bX2) and in making any necessary
change in tax year required by the Act.

After 1986, it an S corporation has a tax
year that is not a permitted tax year, it must
change to a permitted tax year for its first
tax year beginning after 1986. For example,
an S corporation with a tax year beginning
July 1. 1987, and ending June 30, 1988,
for which it cannot establish a business
purpose must change to a tax year endnng
December 31 for

its first tax year
beginning

in 1987. To make the change, it must file a
short year return for the period July 1.
1987. to December 31. 1987

'Generally. a shareholder is allowed to
report income for any short tax year that
results from the change in the corporate tax
year ratably over each of the first four tax
years beginning after December 31, 1986.

Accounting Provision Changes
The Act made several changes that affect
the way in which income and expenses are
reported by the S corporation. These
changes have different effective dates. The
changes include the following:
0 Certain Costs Required To Be
Capitalized.-New section 263A requires
that certain costs incurred in the production
of real and intangible property by the
corporation, or costs incurred when property
Is acquired for resale, be capitalized or
included in inventory costs rather than
deducted. Generally, the changes affecting
inventory are effective for tax years
beginning after 1986. The changes affecting
capitalintion are effective for costs incurred
after 1986 in tax years ending after 1986.
See section 263A for details.
0 Reserve Method for Bad Debts.-For
tax years beginning after 1986, only certain
financial institutions il I be ableto use the
reserve method for figuring their bad debt
deduction. All other taxpayers must use the
specific charge-off method for figuring their
bad debt deduction. All corporations not
entitled to use the reserve method must
include in income any amount remaining in
the reserve as income ratably over a 4-year
period. See section 166 for other details.
a LIFO Inventory.-For tax years
beginning after 1986, S corporations whose
average gross receipts for the 3 preceding
tax years do not exceed $5 million can elect
to use a simplified method of determining
dollar value LIFO inventory values. See
section 474 for other details.
a Installment Method.-Effective for
sales after 1986, the use of the installment
method is not allowed for sales of personal
property under a revolving credit plan and
for sales of certain publicly traded property.
Also, the use of the installment method is
limited for certain sales of S corporations
that regularly sell real or personal property.
The limitations apply to sales of business; or
rental property if the selling price exceeds
$150 OOD. See new section 4 53C for how
the li~~itations are figured and other details.

9 Long-term Contr&CtL-New section
460 provides ru les for accounting for long-
term contracts entered into after February
28, 1986. See section 460 for details.
Deductible Expenses for Meals and
Entertainment
For tax years beginning after 1986, many
changes were made to the tax law that
defines and provides for computation of
expenses that may be deducted for meals
and entertainment. Generally, the amount
deductible for meals and entertainment
expenses is limited to 80% of allowable
expenses. To qualify as an allowable
expense, meals must not be lavish or
extravagant; a bona fide business
discussion must precede or take place
directly following the meal; and a corporate
employee must be present at the meal. If
the corporation claims a deduction for
unalloviable meal expenses, it may have to
pay a penalty. See new section 274 for
details.
Minimum Tax
Effective for tax years beginning after 1986,
the minimum tax no longer applies to the S
corporation and the new alternative
minimum tax does not apply to the S
corporation.
Tax on Built-in Gain
Effective for tax years beginning after 1986
(but only in cases where the first tax year
for which the corporation is an S
corporation begins after 1986). section
1374 is amended to provide for a tax on
certain built-in gains that are recognized
within 10 tax years after the corporation is
an S corporation. See section 1374 for
definitions, limitations, and other details.

Page 15

Codes for Principal Business Activity
Them industry fitles and definitions am based, in
general, an the Standard Industrial Classification
System authorumd by Regulatory and Statistical
Analysis Division: Office of Information and
Regulatory Affairs, Office of Marnagement and
Budget, to clawity enterprises by type of activity
in which they are engaged.

Using the list below. enter on page 1, under 8,
the code number for the specific industry group
from which the largest percentage of 'total

Agriculture, Forestry, and
Fishing

Code
011 Aggl%;:j

krerV, fer..,
I-.,._,I.kRIIi,

Mining

-1010
1070

IM grIu-Irr.n.m
11. -1 .,n,,

Ch.wili.-anke
1330 U-

f'l'd

likkkeR........'seirRah,

1498

Construction

kwkuw kRk-

0-M-W.-
Isad =7=...

s-k. .- -11-1-
17. l RiU..'-.Im--

t731 =111 ,

Manufacturing

2010 WO I,,—Mo
2030 P,.- wpnrkh.
XK0 G... -s
2M

III
--

S I. kc.

20818 -kw_-kW-R
I— .-.

M9 -1. n ar.- 11-

Tkila .11 pa-

2M

A-
1312 _=~=,eu

2M d..xRk-.-.Im
2M

2`5 "ka"' -.I.2130 xr~_.-akwl

lawksm.-Rkewsu
-5 ftk.-
M99 M..Wpki-

2710 wwakik,

27'o2735 MRIu,.VWmw,kWr

pkRftuwk_
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receipts' is derived. 'Total receipts' means the
total of: gross receipts on line Is, page 1; all
other income on lines 4 through 8, pap 1; and
income(receipts only) on lines I It, I c. and to of
Schedule K.

On page 2, under H, state the principal
business activity and principal product or
service that account for the largest percentage
of total receipts. For example, if the principal

Code
chak-sed.likepkOwls,
2815
211
2.0
28"'

P-1-ke-1
281. V.... I..-

C

yek-eikka.kikka.

II

11.16w awl R,IkI, P- imewss:
`Iosd R-ww- sk`-

I - I171 - P.I-Rd-,

3140 F-1.1mru-
M.

3225 GIM WWII,
3-
270

3370

.0
---h-C--

.21 Re.

kat". -,I,t

U-70
1180 Orkk-. kma

M

3'.
CR`R

ekke,

s_ -
3150 ENM~.

,me3170 ws

3598 M.--somisou.,

cwhimism-khRip-

Wo EI=-"=

36% ==Ic.-1
trip likek-skmakwasest

11--w ."'Rews.

33;1

st

S ,~=
makInskum37% 0Rw,ftkeixn-IRw,m,R'.mix

_..

katmewmake-IR-
"IS

business activity is 'Grain mill proI the
principal product or service may be "Cereal
preparations."

It, a its principal business activity. the
corporation (1) purchases raw materials, (2)
subcontracts out for labor to make a finished
product from the raw materials, and (3) retains
title to the goods, the corporation is considered
to be a manufacturer and must enter one of the
codes (2010-3998) under "Manufacturing."

Transportation and Finance, ins rance. and
Public Utilities I -Real Estate

T-ruperta-
-'Red InunixInkle".
1-1-na-pumsits,

4M
w..

six,
T111=11t

"'
IR, - a v.

47M 1,111IIflakeRI RusRnur-

CIR-makamw

cod,.-a,

6030 M. -W-
6060
soW

61h,
kan

...o
V. -`,
6 " M--ah-

~Wl a...,. we

IM Rki-~,'=.~.skskm
Will

C_
cw_~

E.--we -,kniki C_

4910 E-
492b Gal. 6351

utdo Q%4- W-=_.__t,
W.

Wholesale Trade
Ikkift.
!yX* _ikmr._rwkI

WO

506`)
WO

5)98

wdkefteads.

kuR___.P'k
en-=.

ous,"erks-

11.o ",--asue-1
Mws. dIwi pkiRwita-

5
4o

(k.--
51.

sk-,rw
-a-..--

lo Fes....elps-

51w .--ty.poki,

Retail Trade

likki _wkk.P-swe".

Us'

Feell
-0
5w%) M.

.-weaessal
-latlakidna4sums.

"It lauguankerapsRaksteskee,MI
L- sann.

mg, oukkkkiski

13 0--_-
un I- -ail.u.II

Ott R-.--.

risto

aeleft

-2
R=-

3
R
-

I
--6749

I" -RA-1kid.

7310
7-

Anamilka;Riekshueek.e.

7500 AMIRRRI.M.
7600 ... --.

we
rate _-IRkI_
71'00 .-ke.---

Mae, sainkas,
.11

Orka,ei. kkarpunImsen.

-kaI
welka.__
Marks, -1

ry-- _wRkk dueek mys-1.1-1,kelas



SCHEDULE D

(Form 1220S)

bmanmrom.1thaTma..
h1temal Revenue Se"Ke

Capital Gains and Losses
111, Attach to your tax reform

OMB NO. 1545-0130

19186
hisme

r9= Short-term Capital Gains nd Losses-Assets Held Six Months or Less
KiM,if (b) Dat. I.) pins said 'es prim(d) Gross(E. ,0.,

EmplWw ldmdW40im number

Is ((it) ins (a))plus expense of (1) G`

2 Short-term capital gain from installment sales from Form 6252, line 22 or 30 . . . . . . . . . .
. . . . . .over (attach computation)ital loss carr3 Unused ca ~3. . . . . . . . . . .yp

4 Net short-term capital gain or (loss) (combine lines 1, 2, and 3). Enter here and on line 3 of Schedule K of
Form 1120S . . . . . . .

.
. . . .

.
. . . . . . .

.
. . ... .. . . .

.

Ital Gains and Losses-Assets Held More Than Six Months
5

6 Long-term capital gain from installment sales from Form 6252, line 22 or 30 . . . . . . . . . .
7 Net long-term capital gain or (low) (combine lines 5 and 6 and enter here). (Reduce this amount by any

. . .licable tax on line 28 belove and enter this amount on line 4 of Schedule K of Form I 120S.)a .pp
8 Enter section 1231 gain from line 8, Form 4797. (See instructions regarding casualties and thefts and the

. .)line 8 amount to be entered on Schedule K of Form 1120S
L

. . . . . . . . .9
Net long-term capital Rain or (Iow) (combine lines 7 and 8) . . . . .

Summary of Schedule D Gains for Tax Computation Pu!poses

Note: It the corporation is liable for the excess net passive income tax (line 25a, page 1, Form 1120S), see line

10a instruction beforecomplerting line 10a.
10a Net capital gain-Enter excess of net long-term capital gain (line 9) over net short-term capital lon (line 4).

if 10a is more than $25,000, see Instructions for Part IV. if line 10a is $25,000 or Ins, do not complete Part IV.

to Fine year corporations only-if Part IV applies, enter net capfta,~giln ttrib.utabi
to train'sactions occurring before 1. 1 -87. Do not enter more than ~3 ". I OIp

Tax Computation (See Instructions)
I

I I Taxable income (See instructions for line 25a, page 1, Form I 120S.) . . . . . . . . . . . . 12

12 Enter tax on line 11 amount (See instructions for computation of tax.) . . . . . . . . . . . . 12

13 Netcapitalgain from line 10a . . . . . . . . . . . . . . . . . . . . . . . . . 13

14 $25.000 (statutory minimum) . . . . . . . . . . . . . . . . . . . . . . . . . _14 $25,000

15 Subtract line 14 from line 13 . . . . . . . . . . . . . . . . . . . . . . . . . 15

16 Calendar year corporations only-Enter 28% of line 15 (Calendar year corporations skip lines 17 through

25 and continue on line 26.) . . . . . . . . . . . . . . . . . . . . . . . . . . 16-

17 Enter net capital gain from line 10b. . . . . . . . . . . . . . . . . . . . . . . . 17

18 Subtract line 17 from line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . .L8_

19 (Amount on line 17 + by amount on line 13) x $25,000 . . . . . . . . . . . . . . . . . 19

20 (Amount on line 18 + by amount on line 13) x $25,000 . . . . . . . . . . . . . . . . . -Ki

21 Subtract line 19 from line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . 21

22 Subtract line 20 from line 18 . . . . . . . . . . . . . . . . . . . . . . . . . . 22

23 Line 21 x 28% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . AL
24 Line 22 x 34% . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

25 Add lines 23 and 24 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
26 Calendar year corporations enter smaller of line 12 or 16 1

Fiscal year corporations enter smaller of line 12 ~ - . . . . . . . . . . . . . . .
27 Minimum tax (see instructions) . . . . . . . . . . . . . . . . . . . . . . . .
28 Total tax-Add tinin 26 and 27. Enter here and on line 25b, page 1, Form I I 20S . . . . . . . .

For Papenwark Reduction Act Notice, we page I of Instructions for Fwm I 120S. Schedule 0 (Farm 1120S) 1986

I

ion

Schedule D (Farm 1120S)(1986)

Instructions
(Section are

to the Internal Revenue
Code. unZw a noted.,
Note: Sea the instructions for Form 20S for
tax law changes.

Purpose of Schedule
Schedule D should be used by corporations to
report win or exchanges of capital assets and
go ns an distributions to shareholders

ofappreciated assets that are capital assets
(hereafter referred to as distributions).

Sales, exchanges, and fIetributions of property
other than capital assets, including property usedr ix 11
inatradeor usinew.mmuntaryconversions
(other than casualties or thefts), and gain from
the disposition of an interest in Oil. gas Or
geothermal property should be nep.Re~ on Forre,4797,

Gains and Losses From Sales 0,
Exchanges at Auumn Used in a Trade or Business
and Involuntary Converwors. See the instructions
for Form 4797 for more information. If property
is involuntarily converted because of a casualty or
theft, use Form 4684, Casualties and Thefts.

Parts I and 11
Generally, you should report sales and exchanges
(including Ii ke-kind exchanges) even though there
is no gain or loss, Rerrt pin, but not I=, on a

dist
2bu2onn. In Part , report the sale, exchange, or

dist i io of capital assets held 6 months=.
In Part 11, report the sale, exchanje. or ostri on
of capital assets held more than months

For more information, see, Publication i".So,.
and Other Dispositions of Assets, and

Publication 589, Tax Information on S
Corporations.
Exchange of like-kind property.-Report the
exchange

of
-like-kind'property on Schedule Dor

on Form 4797, whichever applies Report it
.an though no gain or last is recognized henyou

exchange business or investment pro;rty far
property .1 "like*kind," For exceptions, sn,
Publication 544.

If you
use Schedule 0. identify the property you

disposed of in column (a). Enter the date you
acquired it in column (b), and the date you
exchanged it in column (c). Write "Iike~kind
exchange" in column (d). Enter the cast or other
basis in column (a). Enter mro in column (f).
Special Rules for the Treatment of
Certain Gains and Losses
a Gain on distributions of appreciated
prope=ExceSt as stated below. pin ist ,
recogniz by an corpore ion on a distribution
ofappreciat roperty

to
shareholders in the

same man
x if

the property had been sold to
the shareholder at it, fair market Like
other capital

Is
ins, it I, subject to the capital

gains tax and is pawed through to shareholders.
Exceptions-The some rule data not apply to

(1) distributions of property in complete
liquidation, and (2) distributions in tax-free
reorgariuations where gain or loss , not
recognized by the d stributee sharsholdieni.
it Gain tram Installment wilex-Except as
explained below. If you sold property at a pin this
year and will receive any payment in a later tax
year. you must use the installment method to
Ca~rt your gain You must file Form 6252,,a

putation of installment Sale Income. to
report the sale and pin as payments are
received.

If the corporation wants to elect out of the
installment method. it must do the following an a
timely filed return (including extension,)

:

(1) Report the fu 11amount of five saIs an
Schedule D (Form 11 20S).

(2) If you received a note or other obligation
and are reporting it at law than face value, state
that fact in the margin and enter the face amount
of percentage of valuation.

For add,tional information, get Publication
537, Installment Sales,

* G.Insisnillossersonimectici.1256co-th"'
end sloaddlexi.-Use Form 6781. Gain, and
Losses From Section 1256 Contracts and
Straddles. to report section 1256,pirsand7
Iftne. Sao instructions far Form 781 for more
information.0

G.Inorloncins optiontobuircirsell
propery.-See sectln 1234 for the min that
apply to a purchaser or grantor of an option.
is
Report the gain or low to the extent that the
property used to close the short sale is considered
a capital ease in the hands of the taxpayer.

A I-from a wash sole of stock or securities or from
certain tionsections between related persons is
not deductible. (Sections 1091 and 267.)
is L-flarnsocuritlesthatniscapitailarewls

that became We d" th '17Except for secui=d 1y'a%nk,yt'r:. leld"
ga 4ca~pilalnoss asof the last day of the tax year.bo

582 for the rules on the treatment of
secunibes held by a bank.)

How To Determine the Cost or Other
Basis of the Property
In determininTin or law, the basis of propertyil
will generally its ost(wti.n 1012). The
exceptions to t=eral rule am provided in
sectionsconta stibichapters C, K, 0, arid P
of the Code. For example, if the corporation
acquired the property by dividend. liquidation of
another corporation, transfer from a shareholder,
reorganization, contribution or gift, bequest,
bankruptcy, tax-free exchange, involuntary
conversion, certain asset acquisitions, or wash
sale of stock, sto sections 301 (or 1059), 334,
362 (or 358). 1015, 1014. 372 (or 374), 103 1,
1033, 1060. and 1091, renectively. Attach an
explanation it you use a basis other than actual
cash cast of the property.

If you am allowed a charitable contribution
deduction because you said property to a

g in is Yfar d 'in r
char able ri~ t'Onfig"leadusledli,
.mount rea.~ed

by
'he

fair mark. v.,.e
and.'a

in n in
I'

the- b ffiv
it n

the

multiplying that result by the adjusted basis,
Line S.-If the corporation has a gain train line 8
of Form 4797. enter it an line 8.

If the line 8 pin is from line 8 of Form 4797,
and it contains pin tram line 2 1, Section B.

ofForm 4694 and other pin a, I., under section
123 1, "ter the pin fro. For. 4684 on a

achind ule for lint 6 of Schedule K and report the
portion that is gain or Ion under

section
1231

(reduced by any capital gains tax applicable to
the gain) on line 5 of Schedule K.

Part III-Summaryof
Schedule D Gains
It the net long-term capital pin is more than the
net short-terrin capital last thus is a net capital
gain. If this gain exceeds j25.0131], the corporation
may be liable for an income tax on the gain.
Answer the questions in the instructions for Part
IV, below, to determine it the co,pairatkin is liable
for income tax on its net capital pin. If the

capitalgain tax applies, final year (FY) corporation, must
make a separate computation of met capital gain
attributable to transactions Occurring before 1987
and enter this go in on line 10b.
Line 10a.-If the corporation is liable for the tax
on excess net passive income (line 2So, page 1,
Form 1120S), and capital ga in income was
included in the computation of the tax, the
amount to be entered on lines 10a and 10b is
figured as follows

1. Reduce the capital gain income reported on
lines 1-2 and 5-8 of Schedule D by the portion of
the excess net passive income attributable to
such gain.

2. Refigure lines 4 and 9 of Schedule D based
on the mind amounts from step I above.

3. Enter on lines 10a and 10b the net capital
gain (if any) based on revised lines 4 and 9.
Sea section 1375(c)(2) for more information.

4L ,

P-se 2

Part IV-Tax Computation
Section 1374 imposes a tax an certain capital
pins of an S corporation,

By answering the following questions, you on
determine if you am liable for the tax. If your net
capitaWln is more than $25,ODO, and you are
not lis far the tax, you must answer questions
A through D below as; your explanation of why you
am not liable for the tn.

It answers to questions A, B. and C or ques.
tions A, 8, and D are the tax applies and
you Schedule D (Farm
1 129T). ighm.-PI ,l-,Pyawrt leVre-rot Ilooks far the tox.
Not.; Taxable income referred to in questions A
and 8 below is NOT the income figured an line
24, page 1, of Farm I 120S. Sao the instruction
fm 'Taxable income' in the instructions for line
25e, page 1. fFomn lJ20S.
A. Is taxable income more than
$25,000? ............... D Yes C3 No
B. Is hot capital gain Cline 10a,
Part Ill. Schedule 0 (Form
1120S)) more than $25.ODO,
and more than 50% of taxable
income? . .

I - ;t1i-------
D
'

0 No
C. Kove you b;~n at then an
S corporation at any time during
the 3 tax years just before this
year or since existence, if law
than 4 years............... Yes 0 No
D. If the answer to question C is
'No, * does anVong-term capital
flin (line 9. hedule D (Form

20S)) represent gain tram
property described in each of 0
items 1, 2, and 3 that follovet . . Yet No

1. Property was acquired during the tax year or
Within 36 months before the tax year;

2. Property was. acquired, directly or
indirectly, tram a corponstion that was not in
existence a an S corporation during the tax year
or 'within 36 months before the tax year up to the
time of the acquisition: and

3. Property has a substituted basis to you. (A
substituted basis is one determined by reference to
its basis in the hands of the tramierair corporation.)

If the answer to questiors D is 'Yes' and the tax
is applicable. multiply the net capital gain from
property denrithed in question D (reduced by any
excess net passive income attributable to this
pin) by 28% (or a com joined 28% and 34% may
be applicable for FY corporations). Sea instruction
for line 10a and section 1375(c)(2). If this amountis

Ins than thetn figured on line 12, Part IV,
enter this amount on line 26. Part IV. and write to
the right of the amount, *Substituted basis. *
Altoch the comp utaboi, of the substituted basis
amount to Schedule 0. (See section 1374(c)(3).)

For purposes of questions C and 0 a bove, a
corporation is not considered to be in existence for
any tax year before the first tax year in which the
corporation has shareholders. acquires assets, or
begins business, whichever Occurs first.
Lim

I J._Sxa
Instructions far line 25a. page 1,

of Form I 120S regarding computation of taxable
income for line I I of Schedule 0. Do NOT enter
amount from line 24, page 1. Form 1120S.
Line 12-Figure a regular corporate income tax
(section 11 tax) based on the taxable income on
line 11 of Schedule 1) as if the S corporation am a
C corporation and enter the tn on line 12. Use the
instructions for Schedule J of Form 1120 in the
1986 Instructions for Form 1 120 and I 120A. to
make your computation. Disregard all referencesto

alternative tax in the Schedule J instructions as
the alternative tn is figured on lines 13 through 25
of Schedule D (Form 1 120S). Attach your
computation of tax to Schedule D (Form I I20S).
Line 27.-S corporations are subject to the
minimum tn only for the capital gains item Of tax
preference and only to the extent that the gains
are subject to the tax imposed by section 1374.
Corporations having such capital gains of more
than $ 10,000 must attach Form 4626,
Computation of Minimum Tax-Corporations. to
Form 1120S.

.. -......'r .11 .. . .... ...... I



! 1120-IC-DISC
Department 0 late Thadesu
liftionnal R- Sithr.

Interest Charge Domestic International
Sales Corporation Return

(Please Typ. or Print)

Fo or other tax year begin hing , 1986 and ending

CIMB No 1545-0938

T086
'19 .

dt~r_otsc~_ hurn. C Ernplayer laki.11ficatke hoolia,

D Date-thporated

8 Bianneadcodennambe,
city

"hin."et...'zipcod. E Ene,ti,tal,s t,f,m1,.e3-1...
(Saa raise 10 of lont-10.) (a), Scheo.l. I xea,,-,fi~

nurmhon,)$

F (1) Did any corporation, individual, partnership, trust or estate at the end of your tax year own, direc tly or indirectly, 50%

or more of your voting stock? . . . . . . . . . . . . . . . . .. . . . . . .. . . . . . . .

If "Yes." complete the following schedule (see specific instructions).

Id.nhhnng
c

map Total andwits
wh

K_ h.-, Add-. of -
stmkg (Ci,rwatioll niy)

Yes No

(2) Enter the following for any corporation listed in Fit) that will report the IC-DISC's income:
Tax year of first corporation

I I
RS Semice Center where filed

Tax year of second corporation IRS Service Center where filed

G Check the appropriate box(es) to indicate any inter-company pricing rules that were applied to 25% or more of total receipts (line 1 below):
'D '50-50 combined taxable income method -
0 4% arm receipts method
11 "Section 482 method ("arm's length pricing")

All Computations Must Reflect Inter-company Pricing Rules If Used
(Section 994) (See Separate Schedule P (Form 11 20-IC-DISC).)

Taxable Income

I Enter amount from Schedule B, line 4, column (a) . . . . . . . . . . . . . . . . . . . I
2 Cost of goods sold and/or operations (Schedule A, line 7) . . ... . . . . . . . . . . . . . .L-
3 Total income (subtract line 2 from line 1) . . . . . . . . . . . . . . . . . . . . . .

-
3

4 Enter amount from Schedule E, line 3 - . . . . . . . . . . . . . . . . . . . 4
5 Taxable income before net operating loss deduction and dividends-received deduction (subtract line 4 from line 3) 5

6s Net operating loss deduction (see instructions-attach schedule) . . . . .

N!Is Dividends-received deduction from line 6. Schedule C . . . . . . . . . O'
s

c
=, a n d b

. . . . . . lc
( u

7
iteme

Direct line 6c from line 5) . . . . . . . . . . . 7

8 Refund of U.S. tax on gasoline and special fuels (attach Form 4136) (see instruc ions) . . . . . .. . 8
under-thanof"'.1 I dahtare that I h.e.onroned this (eturn. inclionnit accompany,ng schad,le, and statement,, and to the Ixot of nny k-Jacge,nd

Please be6ef. a is troe. co,wt, and coah,piate. Declarahan ol ph,rierar (othl, than te.py,on, ea,ed on,11,rdirmh on 0 -ch ive"he, ha,,ny -Iihip.

Sign
Here Data Title

Paid
Preohn'. Data '

ha"
ho

P e ar ,

ad

-y.dr p er
use Only

_

and addhod,

Fair Paijan-ria Readacti.. Act Notice. .. page I of the Instructions, Form 1 120-IC-DISC agats,

Fixon 1120 IC DISC (1986)

SCHEDULE A.-Cost of Goods Sold and/or Operations (See page 4 of Instructions.)
Reflect ACTUAL purchases from a related supplier at the transfer price determined under the Inter.

- company pricing rules of section 994. if used. See separate Schedule P (Form 1120-IC-DISC).

I Inventory at the beginning of the year
2 Purchases . . . . . . . . . ... . . . . .. . . . . . . . . . . . . . .
3 Cost of labor . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . .
4 Other costs (attach Schedule) . . . . . . . . . . . . . . . . . . . . . . . . .
5 Total (add lines 1 through 4) . . . . . . . . . . . . . . . . ... . . . . . . .
6 Inventory at the end of the yea r ... . . . . . . . . . . . . . . . . . . . . . . ..7

Cost of goods sold and/or operations (subtract line 6 from line 5)-Enter here and on line 2. page I . . .
88 Check all. methods used for valuing closing inventoryi

2

3
4

6

Per, 2

(i)
'
0 Cost (u) III Lower of cost or market as described in regulations section 1.471-4 (see instructions)

(fir) 0 Writedown of "subnormal" goods as described in regulations section 1.471.2(c) (see instructions)
(iv) 11 Other (Specify method used and attach explanation) 1. ___.... ~*

- ------------------- -

.

b Check if the LIFO inventory method was adopted this tax year for any goods . . . . . . . . . . . . . . . 0
If checked, attach Form 970.

c If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of closing
inventory computed under LIFO . . . . . . . . . . .. . . . . . . . . . . . . . .

d Was there any change in determining quantities, costs. or valuations betweeWopeningand do,mg:
inventory? . . . . . . . . . . . . . . . . . . .

..
. . . . . . . . . . . ..

If ' 'Yes, " attach explanation.
SCHEDULE B.-Gross Income (See page 4 of Instructions.

0 Yes 0 No

(a) T w of hftin t, .
C-niesion aie, (d) Oth, (a) Toral

, p
(b) Gross weipts (0 corhadedion ot. (add c.Ixh.

(~).rd(dt)

1 ? mFted export rKipts Fro. the sale of export property:. , .
nrelated purchasers:

N Direct foreign sales
(ii) Foreign sales through a related foreign entity.
(iii) To persons in the U.S. (other than an

un;ilated IC-DISC).
IN) To an unrelated IC-DISC . . . . . . ..

b To related purchasers:

N Dire~t foreign sales
(n) To persons in the U.S . . . . . . . .

,c Total . .. . . . . . . . . . . . . .

2 Other qualified export receipts:

a
Leasing or renting of export property . . . .

b Services related and subsidiary to a qualified
export sale or lease

c Engineering and architectural services . . . .
d Export management Services
a Qualified diyidends (line 12, Schedule C) . . .
I Interest on producer's loans . . . . . . .
a Other interest (attach Schedule) . . . . . .
It Capital gain net income (attach Schedule D
(For. 1126)) . . . . . . . . . . . .

I Net gain or (loss) from Part 11, Form 4797
(attach Form 4797: see instructions) .. . . .

I Total . . . . . . . . . . . . . . .

3 Nonqualified gross receipts:
a Ultimate use in U.S .. . . . . . . .
b Exports subsidized by the U.S. Government (see

instructions) . . . . . . . . . . . .
c Certain direct or indirect Sales or leases for use

bytheU.S.Government. . . . . . . . .
it Salestoother IC-DISCs in the same contnilled group

Nonqualified dividends (line 13, Schedule C)
Other (see instructions-attach schedule) , . . =:Fa Total . . .. . . . . . . . . . . . . --

4 Total-Enteramount in column (e)on line 1. page I
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SCHEDULE C.-Dividends and Special Deductions (See page 5 of Instructions.)

Domestic corporations subject to section 243(a) deduction (other than debt.
financed stock) . . . . . . . . . . . . . . . . . . . . . .

I

2 Debt-financed stock of domestic and foreign corporations (section 246A) . . .

3 Certain preferred stock of public utilities . . ~ . . . . . . . . . . .

4 Foreign corporations and certain FSCs subject to section 245 deduction . . . .

5 Wholly owned foreign subsidiaries subject to 100% deduction (section 245(b)) .

6 Total-Add lines 1 through 5, column (c). See instructions for limitation. Enter

here and on line 6b. page I . . . . . . .

7 Other dividends fro. foreign corporations not included in lines 4 and 5 . . . .

8 Income from controlled foreign corporations under subpart F (attach Form 547 1) .

9 IC-DISC or former DISC dividends not included in line 1 and/or 2 (section 246(d)) .

10 Other dividends . . . . . . . . . . . . . . . . . . . . . ..

I I Total dividends (add lines I through 10) . . . . . . . . . . . . . .

12 Qualified dividends-Enter here and on line 2e, column (d) Schedule B
*13 Nonqwlified dividends (subtract line 12 from line I l)- ?nter here and on line

3e, column (d), Schedule B . . . . . . . . . . . . .

SCHEDULE E.-Deductions (See page 6 of Instructions.)

(a) dends b 96-- I I ) I (m.1t.ply(a).(b))

.W.-

- -ulnu.
100

P.g. 3

(c)Sp~taldeikxtuir,

Inulnum
in nuct,

I Export promotion expenses:
a Market studies . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

b Advertising . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .

c Depreciation (attach Form 4562) . . . . . .

d Salaries and wages . . . . . . . . . . . . . . . . . . . . . . . . . .

ts Rents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

If Salescommissions . . . . . . . . . . . . . . . .

If Warehousing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

h Freight (excluding insurance- see instructions) . . . . . . . . . . . . . . . . . . .

I Compensation of officers . . . . . . . . . . . .

I Repairs (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . .

It Pension, profit-sharing, etc., plans (see instructions) . . . . . . . . . . . . . . . . . .

I Employee benefit programs . . . . . .

nn Other (list): ---------------------------------------------- ------ --------------- -----------

....................................................... ..............

* Total (add lines la through 1m) . . . . . . . . .
2 Other expenses not deducted on line 1:

* Bad debts (Schedule F if reserve method is used) . . . . . .

Is Taxes . . . . . . . . . . . . . . . . . . . .
c Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

d Contributions (not met 10%of line7, page 1,adjusted per instructions) . . . . . . . . . .

e Freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

I Freight insurance . . . . . . . . . . . . . . . . . . . .

g IDther (list): ................................................ .............. ...............

------------------------------------- -----------------

h Total (add lines 2a through 2g) . . . . . . . . . . . . . . . . . . . . . .
3 Total deductions (add lines 1 n and 2h~-Enter here and on line 4. page 1 . . . . . . . . . .

SCHEDULE F.-Bad Detits-Resertre Method

to (b) T - mol . A-n iiikl~ t. I. -r. (1) Amount Chuneni R- f. tuid
tv, N.f___t*ovuxund.

mullothe'..do'hey.,
I.) S.I. on -ourn

(d) R.C-,- Wmin me .
inn,

1992
1983
11111114
IM
19"
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SCHEDULE J.-Deemed and Actual Distributionsto Shareholdersfor theTax Year(See page 7of Instructions.)

Part I.-Deemed Distributions Under Section 995(b)(1)

I Gross interest derived during the tax year from producer's loans (section 995(bXIXA)) . . . . . . . .

Change of section 995(bXl)(B) property (attach schedule) . . . . . .e or2 Gain ruagnized on the sa~ r ::
saiso change of section 995(bXIXC) property (attach schedule) . . . . . .3 Gain recognized on the .

4 50% of taxable income attributable to military property (section 995(b)(lXD)) (we instructions-attach
schedule) . . . . . . . . . . . . . . . . . . . . . . . . .

. .

5 Taxable income from line 7, Part 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . 5

6 Taxable income of the IC-DISC (from line 7, page 1) . . . . . . . . . . . . . . . . . . . . . -.L

7 Add lines 1. 2, 3, 4 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

8 Subtract line 7 from line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

9 If you have shareholders thatare C corporations, enter one-seventeenth of line 8 (.0588235 times line 8) . 9
10 International boycott income (see instructions) . . . . . . . . . . . . . . . . . . . . . . 10

11 Illegal bribes and other payments (see instructions) . . . . . . . . . . . . . . . . . 11

Note: Separate computations are required for shareholders that are C corporations and shareholders other
than C corporations for lines 12-23. Complete lines 12, 14, 15, 17a, 18, 20, and 22 for shareholduss other~!r~.'atiors~
than C corporations. Complete lines 13, 14, 16, 17b. 19. 21, and 23 for shareholders that are C Corp-

12 Total of lines 7, 10, and 11 . . . . . . . . . . . . . . . . . . . . . . . . .

13 Total of lines 7, 9. 10, and I I . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

14 Earnings and profits for the tax year (see instructions-attach schedule) . . . . . . . . . . . . . 14

15 Enter smaller of line 12 or 14 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I

16 Enter smaller of line 13 or 14 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
27 Foreign investment attributable to producer's loans (sea instructions-attach schedule):

a Computation of amount for shareholders other than C corporations . . . . . . . . . . . . . . . 17a
Is Computation of amount for shareholders that are C corporations . . . . . . . . . . . . . . . . .L71a

18 Add lines 15 and 17a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

19 Add lines 16 and 17b . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
20 Enter percentage of stock owned by shareholders other than C corporations . . . . . . . . . . . . _?0 %

21 Enter percentage of stock owned by shareholders that are C corporations . . . . . . . I . . . . 21 %
22 Multiply line 18 by line 20 (wis instructions) . . . . . . . . . . . . . . . . . . . . . . . . 22

23 Multiply line 19 by line 21 (we instructions) . . . . . . . . . . . . . . . . . 3
~24 Total deemed distributions under section 995(b)(1) for all shareholders-Acd lines 22 and 23 24

Part II.-Section "5(b)(1)(E) Computation

I Total qualified export receipts (we instructions) . . . . . . . . . . . . . . . . . . . . . . 1

2 Statutory maximum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 $10,000,000

3 Controlled group member's portion of the statutory maximum (sea instructions) . . . . . . . . . . . _~L_

4 Enter smaller of: (a) number of days in tax year divided by 365, or (b) 1 (one) . . . . . . . . . . . . 4

5 Proration-Line 2 or 3, whichever is applicable, times line 4 . . . . . . . . .. . . . . . . . . . . 5

6 Excess qualified export receipts-Line 1 less line 5. (if line 5 exceeds line 1, enter zero hue and on line 7
below.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I . . . . . . 6

7 Taxable income attributable to line 6 receipts-Enter here and on line 5 of Part I (we instructions) . . . . 7
Part Ill.-Deamod Distributions Under Section 995(b)(2)

I Annual installment of distribution attributable to revocation of election in an earlier year . . . .
l2 Annua I installment of distribution attributable to not qualifying as a DISCor IC-DISC in an earlier year i

3 Total deemed distributions under section 995(b)(2) (add line I and line 2) . . . . . . . 3
Part IV.-Actual Distributions

I Distributions to meet qualification requirements under section 992(c) (attach computation) . . . . . . 1

2 Other actual distributions . . . . . . . . . . . . . . . . . . . . . . . . . . .

3 Total (add line 1 an d line 2). . . . . . . . . . . . . . . . . . . . . . . . . . .

4 Amount on line 3 treated as distributed from:
a Previously taxed income (we instructions) . . . . . . . . . . . . . 4.

Is Accumulated IC-DISC income (including IC.DISC income of the current year). .
c Other earnings and profits . . . . . . . . . . . . . . . . . . . . 14c I
d Othe.. . . . . . . . . . . . . . . . . . . . . .I " I

Part V.-Deferred DISC Income Under Section 995(f) (3)

I Accumulated IC-DISC income (for periods after 1984) at end of computation year .
' ' '

.
i t

2
1

mcome for
the

tax year following the computation year to which line I itppli~
c

i

Z.1
Subttt"'i

ne 2 from line I . . . . . . . . . ...
3
==nx
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SCHEDULE N.-Export Gross Receipts of the IC-DISC and Related U.S. Persons (See page 8 of instructions.)

I Enter product code and percentage of total export gross receipts for a the largest and b 2nd largest product or service Sold or provided
by the IC-DISC: a Code ............. Percentage of total . ............ % b Code ------------- Percentage of total ---------

2 Export gross receipts for 1986.

(a), ExPoil g-wPI-I the IC DISC
(b) R.IaIWIC DISC,

Export gross receipts of related U.S. persons
w fkd,the, leilted US dar-m

3 If item 2(b) or 2(c) is completed, complete the following (if more space is needed, attach a schedule using the format as shown below):

Na..

Name

Add-,

IC-DISCs In Your Controlled Group
Addr

dentffy,rg,um1N,

ld.nld, r-Wr

Additional Information

H Did you claim a deduction for expenses connected with:
(1) Entertainment facility (boat, resort, ranch, etc.)? . . . . . . . . . . . . . . . . . . . . .
(2) Living accommodations (except employees on business)?
'(3) Employees attending conventions or meetings outside the North American areat? (See section 274(h).) . . . .
(4) Employees' families at conventions or meetings? . . . . . . . . . . . . . . . . . . . . .

If "Yes," were any of these conventions or meetings outside the North American area? (See section 274(h).) .
(5) Employee or family vacations not reported on Form W-2? . . . . . . . . . . . . . . . . . .

I Refer to page 10of the instructions and state the main:
Businessactivity 1, --------------------------------- Productorservice pi~ --- .........

J Were you a U.S. shareholder of any controlled foreign corporation? . . . . . . . . . . . . . .
(See sections 951 and 957.) If "Yes." attach Form 5471 for each corporation.

K (1) Did 95% or more of your gross receipts for the tax year consist of qualified export receipts (defined in Section 993(a))?
(2) Did the adjusted basis of your qualified export assets (as defined in Section 993(b)) at the end of the tax year

equal or exceed 95% of the sum of the adjusted basis of all your assets at the end of the tax year?
, , ,(3) If the answer to K(I) or (2) is "No," did you make a pro rata distribution of property as defined in section

992(c)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
L Did youhave morethan oneclassof stock at anytime during the tax year? . . . . . . . . . . . . . .
At Was the paror stated valueof yourstmk at least $2.500 on each day of the tax year (for a new corporation, on the last

day for making an election and for each later day)? . . . . . .
N Dill you haw your own bank account? . . . . . . . . . . . . . . . . . . . . . . . . . . .
0 Did you keep Separate books and records? . . . . . . . . . . . . . . . . . . . . . . . . .
P At any time during the tax year, did you have an interest in or signature or other authority over a financial account in a

foreign country (such as a bank account, securities account, or other financial account)? (See instructions for
exceptions and filing requirements for form TD F 90-22. 1.) . . . . . . . . . . . . . . . . . . . .

If "Yes,~ write the name of the foreign country 10 ~ ........ ............................. -------------

Q Were you the grantor of, or transteror to, a foreign trust that existed during the current tax year, whether or not you
have any beneficial interest in it? If "Yes." you may have to file Forms 3520, 3520-A, or 926 . . . . . . . .

R During this tax year did the corporation maintain any part of its accounting/tax records on a computerized system? . .
S (1) Do you or any member of your controlled group (as defined in Section 993(aX3)) have operations in or related to

any country (or with the government, a company, or a national of that country) associated in carrying out the
boycott of Israel that is on the list kept by the Secretary of the Treasury under section 999(aX3)? . . . . . .

(2) Did you or any member of the controlled group of which you are a member have operations in any unlisted country, that you

(3)
knovir or have reason to know requires participation in or cooperation with an international boycott against Israel? . . . .
Did you or any member of the controlled group of which you are a member have operations in any country, that
you know or have reason to know requires participation in or cooperation with an international boycott other
than the boycott of Israel? .. . . . . . . . . . . . . . .

Yes I NO

ME

N F/I

If you answered "Yes" to any of the questions in S, see instructions and Form 5713, International Boyc

Related U.S. Persons, ExcpIt IC-DISCs, in Your Controlled Group

Far. 1120 IC DISC (1986)

SCHEDULE L-Balance Sheets I.) Basin-,, W IN ta. aw

I Qualified assets:
a Working capital (cash and necessary temporary investments).
Is Funds awaiting investment (cash in U.S. banks in excess of working capital

needs to acquire other qualified export assets) . . . . . . . . . . .
c Export-import Bank obiigations . . . . . . . . . . . . . . . .
d Trade receivables (accounts and notes receivable) . . . . . . . . . .

(i) Subtract allowance for bad debts . . . . . . . . . . . . . .
a Export properly (net) (including inventory and qualified property held for lease) -

Iroducer's loans . . . . . . . . . . . . . . . . . . . . .
g Investment in related foreign export corporations. . . . . . . . . . .
h Depreciable assets . . . . . . . . . . . . . . . . . . . .

(i) Subtract accumulated depreciation . . . . . . . . . . . . . .
I Other (attach schedule) . . . . . . . . . . . . . .

2 Nonqualified assets (net) (list): ................ . ........... ........
3 Total assets. . ~ . . . . . . . . . . . . . . . . . . . .
4 Accounts payable . . . . . . . . . .
5 Other current liabilities (affach Schedule)
6 Moftages, notes, bonds payable in 1 year or more . . . . . . . . . .

or 7 Other liabilities (attach schedule) . . . . . . . . . . . . . . .
8 Capital Stock . . . . . . . . . . . . . . . . . . . . . .

'd 9 Nid-in or capital Surplus . . . . . . . . . . . . . . . . . .
72-1 10 Other earnings and profits . . . . . . . . . . . . . . . . . .

I I Pre iously taxed income (section 996(f)(2)) . .
'

. . . . . . . . . .
1 2 Acc umulated Pre. 1985 DISC income (see instructions) . . . .
13 Accumulated IC-DISC income (See instructions) . . . . . . . . .

. d14 Subtract cost of treasury stock . . . . . . . . . . . . . . . . (
1 15 Total liabilities and stockholders' equity . . . . . . . . . . . . .

gCH EDULE M-I.-Reconcillation of ncome Per Books Ith Income per Re urn__

I
Net income on books . . . . . . 6 Income recorded on books this year and
Excess of capital losses over capital gains not included in this return (itemize)

3 Taxable income not recorded on books
this year (itemize) ............. 7 Deductions in this return not charged

4 Expenses recorded on books this year against book income this year (itemize)
arid not deducted in this return (itemize) ... .................................

--- - -- ---------
8 Add lines 6 and 7 . . . . . . .

t;"; -5 9 Income (fine 7. page 1) (line 5 less line 8)
SCHEDULE M-2.-Analysis of Other Earnings and Profit (Line 10 above)
I Balance at the beginning of the y at 5 Distributions to qualify under section 992(c)
2 Increases (itemize) ................ 6 Other decreases (itemize)

3 7 Add lines 4 5. and 6
4 Deficit

in
earnings and 2rofits . . . ance at end of year (fine 3 less line 7)

SCHEDULE M-3.-Analysis of Previll sly Taxed Income Line I I above)
I Balance at the beginning of the year /5 Deficit in earnings and profits
2 Deemed distributions under section 995(b) 6 Distributions to quality under section 992(c)
3 Other increases (itemize) 7 Other decreases (itemize).

---------- ................ -------

... ------------

... .... .............................
8 Add lines 5, 6. and 7 . . . . . .

4 9 Balance at end ofyear (line 4 le lineS)
SCHEDULE M-4.-AnalyslsofAccu ulated IC-DISC Inc me (Line 13 above)
I Balance at the beginning of the year 6 DJ tributions to quality under section 992(c)
2 Increases (itemize)

......
........ 7 Distributions upon disqualification (sec. 995(bX2))

----------------------------------- 8 Other decreases (itemize) ......
3 Add lines I and 2 .

. . .. . . ..............................4 = r~earn, s 1nd profits . . . 9 Add lines 4 through 8 . . .4 u7eIII 06s d r
section 9Wd) . 10 Balance at end of Year (line 3 liaea fina, Q)

*U.S. GOVERNIKNT PRINTING OFFICE, 1907-493-181 E.I. 43-0787287
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Instructions for
Form 11-20-IC-DISC
Interest Charge Domestic International Sales
Corporation Return
(Section references are to the Internal Revenue Code, unless otherwise noted.)

Paperwork Reduction Act
Notice
We ask for this information to carry out the
Internal Revenue lam of the United States.
We need it to ensure that taxpayers are
complying with these laws and to allow us to
figure and collect the right amount of tax.
You are required to give us this information.

Voluntary Contributions To
Reduce the Public Debt
Quite often, inquiries are received about
him voluntary contributions to reduce the
public debt may be made. A domestic
international Sales corporation may
contribute by enclosing a separate check
paysble to "Bureau of the Public Debt "
with Form 1120-IC-DISC.Thesearnounts
are tax-deductible, subject to the rules and
limitations for charitable contributions.

Tax Law Changes
The Tax Reform Act of 1986 (Act) made
several changes which affect the way
corporations electing IC-DISC status
compute their taxable income. See page 9
for information on how the Act affects the
IC-DISC for 1996 tax years and tax years
beginning after 1986.
General Instructions
A. Purpose of Form
Form 1120-IC-DISC is an information
return filed by interest charge domestic
international sates corporations (IC-DISCs),
former DISCS, and former ICDISCs.
B. What Is an IC-DISC
An IC-DISC is a domestic corponation that
ties elected to be an IC-DISC and its election
is still in effect. The IC-DISC election is
made by filing Form 4876A, Election To De
Treated as an Interest Charge DISC.

Genarally, an IODISC is not based On Its
income. Shareholders of an IC-DISC are
taxed on its income when the income is

deemed distributed. In addition,
Sit) imposes; an interest charge

on shareholders for their share of DISC-
related deferred tax liability. Sao Form
8404, Computation of Interest Chale on
DISC-ReLsted Deferred Tax Uability, or
details.

To be an IC-DISC, a corporation must be
organized under the [am of a state or the
District of Columbia and most the following
tests:

*
its tax year must conform to the tax year

1), the principal shareholder who at the
beginning of the tax year has the highest
percents of In& power. If two or more
shareholcrers hv:vbe the highest percentage
of voting power, the IC-DISC must elect a
tax year that conforms to that of any one of
the principal Shareholders. (Sao section
44 1(h) for additional information.)
a Its election to be treated as an IC-DISC is
in effect for the tax year.
a At least 95% of its gross receipts

du
Ang

the tax year are qualified export receipts.
. At the end of the tax year, the adjusted
basis of its qualified export assets is at
least 95% of the sum of the adjusted basis

01111
its assets.

. It has
one

class of stock, andifts
outstand'Wtmk has i par value of at
Least $2, on each day of the

tax
year

(or, for a new corporation, on the last day
to elect IC-DISC status for the year and an
each later day).
* On each day of the tax year, it has its
Own bank account and keeps separate
books and records.
o it is not a member of any controlled
group of which a foreign sales corporation
(FSC) is a member.

See section 992 and related regulations
for details and Instruction D for definitions.
Distribution to most qualification
requirements.-An IC-DISC that does not
meet the gross receipts test or qualified
export asset test during the tax year will still
be considered to he" met them if, after the
tax year ends, the IC-DISC makes a pro rate
property distribution to its shareholders and
specifies at the time that this is a
distribution to meet the qualification
requirements,

If the IC-OISC did not meet the gross
receipts test, the distribution equals the
part of its taxable income attributable to
gross receipts that am not qualified export
gross receipts. If it did not meet the
qualified export ease test, the distribution
equals the fair market value of the assets
that are not qualified export assets on the
last day of the tax year. If the IC-DISC did
not meet a Me test the distribution aqua Is
the sum of both amounts. Regulations
section 1.992-3 explains how to figure the
distribution.
"Intomert" on late distribution.-If the
IC-DISC makes this distribution afterthe
date Form I I 20-IC-DISC is due, an interest
charge must be paid to the Internal Revenue
Service Center where you filed the form.

The charge is 4%% of the distribution times
the number of tax years that begin after the
tax year to which the distribution relates
until the date the IC-DISC made the
distribution.

If you must pay this interest charge,
send the payment to the service center
within 30 days Of making the distribution.
On the payment write the IC-DISC's name,
address, and employer identification
number; the tax year involved; and a
statement that the payment represents the
interest charge under regulations section
1.992-3(cX4).
Ineligible organizations.-The following
organizations are not eligible for IC-DISC
status File the return indicated instead of
Form i 120-IC-DISC:
o Tax~exempt organization (section 501):
File the appropriate return in the Form 999
Series.
. Personal holding companies (section
542): File Form 1 120 with Schedule PH
(Form 1120).

"
Financial institution affected by Section

581 or 593: File Form 1120.
9 Ufe, mutual, or other insurance
corn nift(5ubchapter Q: File FormI 12geL

, 1 120M, or 11 20.
a Regulated investment company (section,
851(a)): File Form 1120.
* An S corporation (section 1361(a)): File
Form 1120S.

C. Filing Form 12 20-IC-DISC

1. Who Filed; Farm I 120-IC-DISC.- You
mustfile Form 1120-IC-DISC ifyour
corporation elected, by filing Form 4876A,
to be treated as an IC-OISC.

If the corporation is a former DISC or
former IC-DISC, you must file Form 11 20-
IC-DISC for it, in addition to any other return
required. A former DISC is a corporation
that was a DISC on or before December 3 1.
1984, but failed to qualify as a DISC
sometime prior to December 31. 1984, or
did not elect to be an IC-DISC after 1984;
and at the beginning of the year, it had
undistributed income that was previously
taxed or accumulated DISC income. A
former IC-DISC: is a corporation that was an
IC-DISC in an earlier year but did nut quality
as an IC-DISC at the end of its 1986 tax
year; and at the beginning of the year, it had
undistributed income that was previously
taxed or accumulated IC-DISC income. (See
section 992 and related regulations.)

In regard to a former DISC or former IC-

DISC'
you need not complete pole I and

the Scheduled; for figuring taxable income,
but you must complete Schedules J, L. and
M of Form 1120-IC-DISC and Schedule K
(Form I 130-IC-DISC). Write "Former
DSC-Or Former ICDISC*wross the top
Of the return.
1. When To Rio.-File

Form
1120-IC-DISC

by the 15th day of the 9th month after the
tax year ends. No extension are allowed for
time to file. I .

Period cov*red.-File the 1986 return for
"tender year 1986 and fiscal years that
begin in 1986. If the return is for a fiscal
year, fill in the tax year space at the top of
the form.
Amended return.-To correct any error in
a Form 1120-IC-DISC already filed, file an
amended Form I 120-IC-DISC and write
"Amended" across the top.
Change In tax year.-To change yourtax
year, fife Form 1 128, Application for
Change in Accounting Period.
Final ratum.-If the corporation ceased to
exist during 1986, write "Final return"
across the top of the form.
3. Where To Fit&-
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If the IC-DISC is one of a group of IC-
DISCS controlled by a common parent, file
with the service center where the common
parent files.

A group of corporations in several service
center regions may file their separate
returns with the Service writer for the

I office of the managing corporation
ps all the books and records.

4. S)"urs.-The return must be
and dated by the president, vice

fdaa,!r.~

treasurer, assistant treasurer, chief
accounting officer, or any other corporate
officer (such as tax officer) authorized to
sign. A receiver, trustee, or assignee must
sign and date any raturn required to be filed
on behalf of a corporation.

(rmte officer filled in FormIt your cor
11204C-DIS the Paid Preparer's space
under Signature of Officer Should remain
blank. It Someone prepares Form 1120-IC-
DISC and does not charge the corporation,
that person should not sign the return.
Certain others who prepare Form 1120-IC-
DISC should not sign. For example, a
regular, full-time employee of the
corporation such as a clerk or secretary
does not have to sign. (This list is not all,
inclusive')

Generally, anyone who is paid to prepare
Form 1120-IC-DISC must sign the return
and fill in the other blanks in the Paid
Preparer's Use Only area of the return.

The preparer required to sign the rettim
MUST:
a Complete the required preparer
information.
a Sign it, by hand, in the space
provided for the preparer's signature.
(Signature stamps or labels are not
acceptable.)
o Give a copy of Form 1120-IC-DISC to
the taxpayer in addition to the copy filed
with IRS.

Tax return preparers should be familiar
with their responsibilities. See Publication
1045, Information and Order Blanks for
Preparers of Federal Income Tax Returns.
for more details.
S. Other Returns and Statements That
May Be Required.-
a. Financial statements.
The balance sheets must agree with your
books and records. Reconcile any
differences.
b. Stock In foreign corporation.
If, on the last day Of Your tax year, you owned
at east 5% in val a of a foreign persanat
ho:ding company?s outstanding stock and the
corporation was required to include in its
gross income any undistributed foreign
personal hilkling company income, attach a
statement showing the foreign company's
gross income, deductions, credits, taxable
income, and undistributed foreign personal
holdingcompany income. See section
551(c). ,

If you controlled a foreign corporation or
Owned at least 10% of the sham in a
controlled foreign corporation, you may
haw to file Form 5471, Information Return
With Respect to a Foreign Corporation.

c. Forms 1042 and 1042S.
File Form 1042 U.S. Annual Return of
Income TaxTo iis Paid at Source (Under
Chapter 3. IRC), and Form 1042S, Income
Subject to Withholding under Chapter 3,
Internal Revenue Code, to report tax
withheld from amounts paid to nonresident
aliens and foreign corporations (sections
1441 through 1443 and 1461). In
addition, please Inform your shareholders
who are nonresident alien individuals or
foreign corporations, trusts, or estates that
if they have gains from disposinrf'ofstock
in the IC-DISC, former DISC, or ormer IC-
DISC. or distributions from accumulated
IC-DISC income, including deemed
distributions, they should treat these
amounts as effectively connected with the
conduct of a trade or business through a
permanent establishment in the U.S.

D. Definitions
1. The following daffiriltions am based on
section 993.
a. Qualified export receipts, in general, are
any of the following:

(1) Gross receipts from selling exchangVg
or otherwise disposing of export
property.

(2) Gross receipts from renti ng export
property that the lesseir uses outside
the U.S.

(3) Gross receipts from supporting services
related to any qualified sale, exchange,
rental, or other disposition of export
property by the corporation. -

(4) Grm receipts, ifthere is a gain, from
selling, exchanging, or othervase
disposing of qualified export assets that
are not export property.

(5) Dividends or amounts includible in
gross income under section 95 1
regarding slock of a related foreign
export corporation.

(5) Interest on any obligation that is a
qualified export asset.

(7) Gross receipts for engneering or
architectural Services on construction
projects outside the U.S.

(8) Gross receipts for managerial services
performed for an unrelated IC-DISC.

For more information. see regulations
Section 1.993-1.
b. Qualified expert assets are any of the
following:

(1) Export property.
(2) Assets us~d minty in performing the

engi nearing or architectural Services
listed under qualified export receipts,
item (7). or managerial services that
further the production of qualified
export receipts. item (1), (2),(3), and
(7) above; or assets used mainly in
assembling, servicing, handling, selling,
leasing, packaging, tramporting, or
storing of export property.

(3) Accounts receivable produced by
trimsactions; listed under qualified export
mceipts~ items (1)-(4),(7), or (8).

(4) Temporary investments, such as money
and bank deposits, in an amount
reasonable to meet the corporation's
needs for working capital.
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section 170(eX5)) to or for
use

by certain
private foundations. (See section 170(e)
and regulations section 1. 17DA-4.)

Section 170(e)(3)gwes special rules
about contributing inventory or other
ordinary income property to certain
organizations. Also see regulations mchon
1. 170A-4A.
2e. Enter the freight expense not deducted
on line Ih as an export promotion expense.
2g. Do not deduct any amount allocable to
exempt income. Items directly aftibutable to
.holly exempt income must be allocated to
that income, and items directly attributable
to any class of taxable income must be
allocated to that income. If an item is
indirectly attributable to both taxable and
exempt income, allocate a reasonable
proportion to each.

Attach a statement showing (1) the amount
of each classof exempt income and (2) the
amount of eipense item allocated to each
class. Show apporboned amounts separately.

Schedule J.-Parts I Through V
(Numbered to correspond to line numbers
in Schedule J.)

Part I.-Deemed Distributions Under
Section 995(b)(1)
I E Ijn1..erF nt:rest derived during thea r~%,,

ucer's loans (section
995(bXlXA)).
2. Enter pin recognized on the sale or
exchange of section 995(bX lXB)
properly.-Sho. the computation of the
gain. Include only limited gain on qualified
export assets that the IC-DISC acquired by
transactions in which gain was not
recognized. Report the same amount of the
IDISC's pin that the transferor did not
recognize on the earlier transfer.

. mer in rec ized on the sale or
excha of property described in section
995(b

I
XC). S the computation of the

gain. Do not include any gain included in
the computation of line 2. Include only the
amount of the IC-DISC's gain that the
transferor did not recognize on the earlier
transfer and that would have been treated
as ordinary income if the property had been
sold or exchanged rather than transferred to
the IC-DISC. Do not include gain on sale or
exchange of the IC-DISC's stock in trade or
other property that either

would
be included

in Inventory if on he nd at the end of the tax
year or is held primarily for sale in the
normal course of business.
4. Enter 50 percent of taxable income
attributable to military property (section
995(bXIXD)).,Show the computation of
this income. To figure taxable income
attributable to military property, use

the

gross income attributable to military
property for the year and the cleductions
property allocated to that income. Military
property is defined in section 38 of the
International Security Assistance and Arms
Export Control Act of 1976 (22 USC 2778)
and related regulations (22 CFR 12 1.01).
6. Enter the taxable income from line 7,
page 1, of Form 1 1204C-DISC.
9. Line 9 provides for the computation of
the one-seventeenth deemed distribution of
section 995(bXIXFXi).*Line 9 only applies
to shareholders of the IC-DISC that are C
corporations. It does not apply to
shareholders of the IC-DISC that are other
than C corporatiom.

10. An IC-DISC is deemed to distribute any
income-that resulted from cooperating with
an international boycott (section
995(bXlXFXii)). See Form 5713,
International Boycott Report, to cornp~te
this deemed distribution and for reporting
requirements about any IC-DISC with
operations related to a boycotting country.
11. An IC-DISC is deemed to distribute the
amount of any illegal payments, such as
bribes a kickbacks, that it pays, directly or
indirectly, to govemment officials,
employees, or agents (section
995(bXlXFXiii)).
14. Attach a computation shovang the
earningsand profits for the tax year.

Generally, the allowance for
depreciation (and any amortization) is the
amount that would be allowable if the IC.
DISC had used the straight-line method of
depreciation for each tax year. Sea section
312(kX2) for exceptions.
17a. To figure the amount for line 17a,
attach a computation showing: (1) the
IC-DISC's foreign investment in producer's
loans during the tax year; (2) accumulated
earnings and profits (including earnings and
profits for the 1986 tax year) less the
amount on line 15, Part 1: and (3)
accumulated IC-DISC income. Enter the
least of these amounts (but not less than
zero) on line 17a. .
17b. To figure the amount for line 17b,,
attach a computation showing: (1) the
IC-DISC's foreign investment in producer's
loans duringthe year: (2) accumulated
earnings and profits (including eamings and
profits for the 1986 tax year) less the
amount on line 16, Part 1; and (3)
accumulated IC-DISC income. Enter the
least of these amounts (but not less than
zero) on line l7b.

For purposes of lines 17a and 17b,
foreign investment in producer's loans is
the least of:
(1) The net increase in foreign assets by

members of the controlled Cup
(defined in section 993(aX )) to
which the IC-DISC belongs.

(2) The actual foreign investment by the
group's domestic members.

(3) The IC-DISC's outstanding producer's
loans to members of the controlled
group.
"Net increase in foreign assets" and

"actual foreign investment" are defined in
sections 995(dX2) and (3).
22 and 23. Allocate the line 22 amount to
shareholders that are individuals,
partnerships, S corporations, trusts, and
estates. Allocate the fine 23 amount to
shareholders that are C corporations.

Part II.-Deemed Distribution Under
Section 995(b)(1)(E)
Generally, any taxable income of the IC.
DISC attributable

to
yJa0hin, d export

receipts that exceed
illion

will be
deemed distributed.
1. If commission win are not reported in
Schedule B, page 2, enter on line 1, Part 11,
the total of line Ic, column (a), Schedule B.
and line 2j, column (e), Schedule B.

If commission sales am reported in
Schedule B. page 2, total qualified export
receipts for purposes of line 1, Part 11. is
figured as follows:

1. Enter total of line 1c,,
column (el, Schedule B.
and line I, column (e),
Schedule

a
.... I . .-

Ente~ total commission

in'
riciluded in line 1

so ............
3. Line I less line 2 ....
4. Far the commission in-
come reported on line 2
abowi. enter the gross
recepts tinth. sale, Wase,
or rental of the property on
which such commission in.
come arose (section
993(f)) ..........
5. Add lines 3 and 4. Enter
w line 1, Part 11, Schedule
J ..............
3. If the IC-DISC is a member of a controlled
group that i ncludes more than one IC-DISC,
the $10 inillion limit is aflocated to each
member of the grou p. If an allocation is
made, a statement showing each member's
portion of the $10 million limit must be
attached to Form 1120-IC-DISC.
4 and 5. The $10 million limit (or the
controlled group member's share) is
prorated on a daily basis. Thus, for example,
if for its 1986 tax year an IC-DISC has a
short tax year of 73 days, the limit that
would be entered on line 5 of Part 11 is $2
million (73/365 times $ 10 million).
7. Enter the taxable income attributable to
line 6 qualified export receipts. The IC-DISC
may select the qualified export receipts to
which the line 5 limitation is allocated.

Part III.-Deemed Distributions
Under Section 995(b)(2)
If the corporation is a former DISC or a
former IC-DISC that revoked IC-DISC status
for 1986, each shareholder is deemed to
have received a distribution taxable as a
dividend. The deemed distribution equals
the shareholder's prorated share of the
DISC's or IC-DISC's income accumulated
during the years just before DISC or IC-DISC
status ended:The shareholder will be
deemed to receive the distribution in equal
parts on the last day of the corporation's tax
year for the shorter of the following periods
after DISC or IC-DISC status ended:
• 10taxytrairs
• Twice the number of years the
corporation was a.DISC or IC-DISC.

Part IV.-Actual Distributions
4a. Include in line Airs any distributions of
pre. 1985 accumulated DISC income that is
nontaxable. Also in the space to the left of
the line 4a amoZ~t, enter the dollar amount
of the distribution and identify it as
'nontaxable pm 1985 DISC income." Do
not include distributions of pre- 1985 DISC
income that are made under section
995(bX2) because of prior year revocations
ordisqualificartions.

Part V'-Deferred DISC Income
In general, deferred DISC income i

.
s:

(1) Accumulated IC-DISC income (for
periods after 1984) of the IC-DISC as of the
close of the computation year, over

(2) The amount of distributions in excess
of income for the tax year of the IC-DISC
following the computation year.

Generally, the computation year is the
IC-DISC's last tax year beginning in 1985.,
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For purposes of Item (2) above,
distributions in excess of income means,
the excess (if any) of:

(1) Actual distributions to shareholders
out of accumulated IC-DISC income, over

(2) Shareholders' pro rate share of the
IC-DISC income (as defined in section
996(fX 1)) for the tax year following the
computation year.

See section 995(f) and related

regulations for more information on figuring
deferred DISC income.

The amount on line 3, Part V is
allocated to each shareholder or~ line 2, Part
III, of Schedule K (Form I 120-IC-DISC).

Schedule K.-Shareholder's

Statement ofIC-DISC

Distributions -

Attach a separate Copy A, Schedule K

9
Form 1120-IC-DISC), to Form 11204C.
ISC for each shareholder who had an

actual or deemed distribution or to whom
you reported deferred DISC income during
the IC-DISC's tax year.

Additlomal Information

luestion P.-Cheick the 'Yes" box it either( )

or
(2) below applies to you; otherwise

Check the "No"~box:
(1) At any time during the year you had

an interest in or signature or other authority
over a financial account in a foreign country
(such as a bank

account.
securities .

account, or other financial account);AND
is The combined value of the

accounts
was

more than $ 10,000 at any time during the
year; AND .
is The account was NOT with a U.S. military
banking facility operated by a U.S. financial
institution. l~

(2) The IC-DISC owns more than 50% of
the stock in any corporation that would
answer the question 'Yes* based on item
(1) above.

Get form To F 90-22. 1, Report of
Foreign Bank and Financial Accounts, to
see if you are considered to have an interest
in or signature or other authority over a
bank account, securities account, or other
financial account in a foreign country'

If question P: is checked 'Yes." file form
TD F 90-22.1 by June 30, 1987, with the
Department of the Treasury at the address
shown on the fomi. Form TD F 90-22.1 Is
net a tax return, so do not file It with the
IRS.

You Can get to- TO F 90-22.1 from
many IRS offices.

Also,rf question P is checked 'Yes.'
write the name of the foreign country or
countries. Attach a separate sheet if you
need more space. .
Question S.-File Form 5713 if the IC-
DISC or any member of its controlled group
(defined in section 993(a)) has operations
in or related to a boycotting country (or with
the government~ a company, or a national of
that country). An IC-DISC that cooperates
with an international boycott is also deemed
to distribute part of its income. See Form
5713 for more information.

Schedule L. Balance Sheets
12. If the corporation was a qualified DISC
as of December 31, 1984, the accumulated
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pro-1985 DISC income will generally be
treated as previously taxed income (exempt
from tax) when distributed to DISC
shareholders after December 31. 1984.
Exception: The exemption does not

appNSOCdistributions of accumulated pre-1985
income of an IC- DISC or former DISC that
was made taxable under section 995(bX2)
because of a prior revocation of the DISC
election or disqualification oithe DISC. For
more details on these distributions, see
regulations under section 1.92 I-IT(aX6).
23. Accumulated IC-DISC income (for
periods after 1984)

is
accounted for on line

13 of Schedule L. The balance of this
account is used in fi deferred DISCincome in p,

Part V of =18 J.

Schedule N.-Export Gross
Receipts of the IC-DISC and
Related U.S. Persons
1. Product C ode and Pencentap.-Enter
in la the code number and percentage of
total receipts forthe product or service that
accounts for the largest portion of the IC-
DISC's gross receipts. The product coda
are located on page 11 of these
instructions. On line I b enter the same

.information for the IC-DISC's next largest
product or service.
Example: An IC-DISC has export gross
receipts of $10 million; selling agricultural
chemicals accounts for $4.5 million (45%)
of that amount, which is the IC-DISC's
largest product or service. The IC-DISC
should enter ~287' (the product code for
agricultural chenticats) and "45%' in Is.

Se::ing industrial chemicals accounts for
$2mi ion (20% of the $10 million total),
and is the IC.DISC's second largest product
or service. The IC-DISC should enter '281'
(the product code for industrial chemicals)
and '20%" in lb.

2. Columns (a), (b), and (c)
Export Gross Recelpts.-These am
receipts from any of the following:
(a) selling, for direct use, consumption, or

disposition outside the U.S., property
(such as inventory) produced in the U.S..

(b) renting this property to unrelated
persons for use outside the U.S.,

(c) providing services involved in such a sale
or rentsI,

(d) providi engineering or architectural
s or construction projects located

outside the U.S., ind
(a) providing export management services.

For commission sales,'export gross
receiptsn include the total receipts on which
the IC-DISC earned the commission.

For purposes of item 2, Schedule N only,
rxi reduction is to be made for receipts
attributable to military property. Therefore,
an IC-DISC's 'export gross receipts'. for
purposes of item 2 is the total of the
amounts from page 2, Schedule B, Columns
(b) and (d), lines Ic, 2a. 2b, 2c, and 2d.
Related Persons.-The following are
'related peirsoW, .
(a) an individual, partnership, trust. or

estate that controls the IC-DISC,
Cb) a corporation that controls the IC-DISC

or is controlled by it, and
(c) a corporation controlled by the same

person or persons who control the IC.
DISC.

"Control" means dived or indirect
ownership of more than 50% of the total
voting power of all classes of stock entitled
to vote. (See section 993(aX3).)

U.S.Parisi 'U.S. persori" is:

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

(b) a domestic corporation or partnership,
or

(c) an estate or trust (other than a foreign
estate or trust. which is one whose
income is not includible in U.S. gross

income because the income is from
sources outside the U.S. and is not
effectively connected with the conduct
of a trade or business in the U.S.).

U.S.-U.S. includes the Commonwealth of
Puerto Rim and possessions of the U.S.

(See section 993(g),)

Export Gron Receipts for 1986

Column (a).-All IC-DIPCs should

complete column (a) in item 2. If two or
more IC-DISCs am related persons, only the
IC-DISC with the largest export gross
receipts should complete columns (b) and

(c). 0 an IC-DISC acts as a commission
agent for a related person. attribute the
total amount of the transectiort to the IC.
DISC.

Complete column (a) to report the IC-
DISC's export gross receipts from all
sources (including the U.S.) for the 1986
tax year

,column (b).-Export gross receipts of

related IC-DISC&--Complete column (b)
to report related IC-DISCs' export gross
receipts from all sources (including the
U.S.).

Column (c).-Export gross recelpts of all
othermlated U.S. persons.-Complete

column(c) to report other related U.S.
persons'export gross receipts from all
sources except the U.S.

3. Related U.S. Persons.-Report the
name, address, and identifying number of
related U.S. persons in your controlled

group.
If items 2(b) and 2(c) are completed.

show first in item 3(b) thepame, address,
and identifying number of the IC-DISC that
Completed 2(b) and 2(c).

Separate Schedule P.-

Computation of Inter-company

Transfer Price or Commission

Complete and attach a separate Schedule P
(Form 1120-IC-DISC) for each transaction
or group of transactions to which oua~pply
the inter-comparry pricing min olsection

994(aXI) and (2). (Plem see General
Instruction 02.)



Tax Reform Act of 1986
The Tax Reform Act of 1986made Several
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Starting with calendar year 1987 tax
returns.

Tax Changes Taking Effect
Beginning In 1986
Long-Term Contracts
For long-term contracts entered into after
February 28,1986, all costs (including
research and experimental costs
attributable to the contract) must be
allocated to the contract and taken m1o
account usin the method set forth insection

460.=nsiw for unsuccessful
bids and proposals; and marketing wiling,

A
ideZ

ca~7_a ble to n

cor"T

'or .1
rules. d.fnto.

.
er the

-I- of
re

exceptions, we section 460.
Deduction for Removing Barriers to
the Handicapped Extended
The election to deduct expenses for the
removal of architectural barriers to the
handicapped and elderly was Scheduled to
expire on December 31, 1985. It has been
permanently extended.
Asset Allocation Rules
New asset allocation rules apply in certain
cases of asset acquisitions, and generally
are effective for transfers made after May
6, 1986. In addition, there re port%rules when these transfers take place.

a re
t

new section 1060 for mom information.
Increase In Penalty for Failure To
File Information Returns
For returns due after December 31 1986
the maximum penalty for failure to hle
information returns has been increased. A
new penalty of $5 for supplying incorrect
information has also been added For more
information, see sections 6652, 6676,
6678, and new sections 6721 through
6724.

Foreign intangible Drilling, Mining,
and Development Costs
Foreign intangible drillingand development
costs paid or incurred after 1986 must
either be deducted ratably over a 10-year
period or added to the corporation's basis
for cost depletion purposes. See sections
263(i), 616, and 617 for more information.

Certain Costs Required To Be
Capitalized or Included In
Inventory Costs
New section 263A requires that certain
costs incurred in the production of real and
intangible property produced by the
bixpayer becapitalized or included in
inventory costs rather than deducted.
Generally, the ~Iruinges affecting inventory
are effective for tax years beginning after
1986 and the changes affecting
capitalization are effective for tax years
ending after 1986. Please see new section
26U.

Amortization of Trademark and
Trade Name Expenditures
Generally, trademark and trade mine
expenditures made after 1986 will no
longer be amortizable.
Depreciation
The rules for computing d:Freciation have
been substantially chan for property
placed in service after lf8'6. The new
system provides specific methods for each
claw of assets. See Form 4562-A.
Depreciation of Property Placed in Service
After December 31, 1986, and section 168.

Also, corporations may make an election
to use these new rules for property placed
in service after July 31, 1986. Additionally,
the section 179 deduction for property
placed in service after 1986 is increased
from $5,000 to $10,000.
Gain or Loss on Distributions In
Complete Liquidation
Generally, corporations will recognize gain
or loss on distributions of their property in
complete liquidations as if they had sold the
propertyatits Mir markelivalue. These new
rules apply to liquidations completed after
December 31, 1986. See sections 336 and
337.
Basis of Property and Inventory
Costs for Property Imported by a
Related Pe n

The Following Provisions Begin If property is imported into the U.S. by a
In

1
987 and Affect Fiscal related person after March 18, 1986, and

1986-1987 Tax Years the property has a customs Value, the basis
or inventory cost to the importer cannot

Reduction In 61vidends-Received exceed the customs Value. Fix more
Deduction information, see section .1059A.
The dividends-received deduction fix
dividends received from certain
corporations has been reduced for dividends
received after 1986. The new Period, is
80%; the previous mage was 85
See sections 243, rV*.rdi 246A.

Limitation on Netoperating
Loss Carryovers
The amount of net operating loss carryover
is limited when there has been a change in
ownership or equity for net operating Imes
incurred after 1986. The limitation is
described in section 382(b) and applies
generally when a 5% shareholder or group
of 5% shareholders increases its Ownership
in a corporation by more than 50
percentage points. For more information,
see section 382.

The Following Provisions Begin
In 1987 and Affect Tax Years
Beginning After 1986
Meals Travel, and Entertainment
Expen;~s
Many ofthe rules on what are allowable
expenses for meals, entertainment, travel,
and

certain
other business expenses have

Dean changed. Sea section 274.
Meats and entertainment.-The amount
deductible for meals and entertainment
expenses is generally limited to 8DX of the
amount otherwiw allowable. In addition,
meals must not be lavish or extravagant; a
bora fide business discussion must precede
or directly follow the meal; and your
employee must be present at the meal. If
the corporation claims a deduction for the
unallowable meal expenses, it may have to
pay a penalty.
Reporting of Tax-Exempt Interest.-For
tax years beginning after 1986, any
taxpayer required to file a tax return must
report

'
as an item of information, on that

return the amount of the tax-exempt
interest received or accrued during the tax
year.
Accrual Method of Accounting
Required
Generally, corporations are prohibited from
using the cash method of amounting for tax
years after 1986. See new section 448.

For additional information on these
changes and other provisions that affect tax
years innig, after 1986, see
Publicnat on 5 3, Highlights of 1986 Tax
Changes.

Codes for Principal Business Activity

These industry titles and definitions are based, in general, on the
Standard Industrial Classification Sritem authorized by,
Regulatory and Statistical Analysis ivision. Office of In ormation
and Regulatory Affairs, Office of Management and Budget, to
classify establishments. However, certain activities such as
manufacturing do not apply to an IC-DISC.

TRANSPORTATION, COMMUNICATION.
ELECTRIC. US, AND SANITARY

SERVICES

Code
Tralip.n.tion:

4400 Waterpenspoluenrien'..
4700 Othertninipartatm

Electft ps, and soft" wnd~-

4910 EI~I~wrn,xni
4920 Gpnickiiimandestribution
.930

WHOLESALE TRADE

D ..Me

SOM Minhivery, qWplent, end rii.,ppl_
5010
5020 Furritum and hnne furrehing,
5030 Wrnterr and rnenerw~
5040 Sporting, ~Wkrml, phanigni0ic,
5050 "4 I,%=tj=ndep~upplnks

milk..
ndkicr

.60 E
rXe.

5070 Hardeere. phimbingend lendingequipnient
SM Oft, dirrable gooft
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Using the list below, enter on page 1, under B, the code
number for the specific industry group from which the largest
percentage of "total receipts" is derived. "Total receipts means
all income (line 1, page 1). On page 5, under question 1, state the
principal business activity and principal product or service that
account for the largest percentage of total receipts. For example.
if the principal business activity is "Wholesale trade: Machinery,
equipment, and supplies," the principal product or service may be
'Engines and turbines."

Code

Nolkinible

5110 Paperandixonwodum
5129 D~ drg propneniries. and! drapirx'

Inindrier,
5130
5140 Groxiii-d-larx1pnid"
5150 Fam.,niclux,t rei, nnilils
5160 Che-Is and allied prop"
5170 Perini- ivid! pirtnxinim praft,,Ix
5180 AlixinN. b&..Sn
519D Mowellrinenn,lilk,,ablegoods

RETAILTRADE

=Redeldc harilivel' genden upply.
fle tenee d..I-'

5220
5251 Hiinl- It-
5265 Ginden supplim and line cxli

dealm

5300 0 ..rid -hendher der.
5410 G-
5490 Oth.7=ee
Autaneff. dille. and rA,. iftflons:

5515 Mirw whik,ki,Olen
5541 Gindi eena-letipin,
5598

AD
Appel[ and Kcftwy dole

5700 Funnture end hiple, furnishings idoli,
5800 Extra end drinking plam

bu

5912
5921 19pree
5995 We, isce1wrenkennex9-

FINANCE. INSURANCE. AND REAL ESTATE
crefftegin.j.~ U- ben":

6199 Oth, c-A ag-in

SERVICESBileeklienri_

7389 Expxt iningivinent

W. nep.1, .""ll- -%c-"- -ped,
ier,k_

7500 Lea . . .niel nt latip, -id.

Ann-lent end -.0- -rvk.-.

7812 M~ pictine pinidmtkin. d4ldbidixt.

8911 A~hirndwal end onqueenng -io.
8930 A-fing, nxidnig. end bookiwepeq
am mi-It---



Schedule N Product Code System
(These codes are to be used only with Schedule N, page 5, Form 1120-IC-DISC.)

Using it,;list believe. enter in I of Schedule N the product code number and percent of export
gross receipts as explained in the Specific Instructions.

This product code system is divided into two categories-(1) nonmanufactured product
groups and services and (2) manufactured product groups.

NORMANUFACTURED PRODUCT GROUPS
AND SERVICES

Cwe
011 Gril. *.d saybeens.013

come.
019 cruise. an-vt colton, rim am soybeans.
021 Livestock and Inestsic Pisiducix
070 Ap-turals-

090
F==u=.d

100
P,

ininciab, productairal

101 Imn
Immits, Innuenness am barite)

P.:.d =.I.
:1300 c" line" (1, natimilgiapmfucia,im

147 chemical am hublicer numnal pecoucts am

149 other -u-stlic crincial Products and akne-
400 Tneeportationsinnimica (tend, .1 ..it -far).490
60D ~=iundssunftryskar*-

,.-,am
.1

We
730 Evcrt merelfeerent-,
780 Motion Picture drunbution.
850 E

_Ms
990

=j.___nuf=IrkJPmd-

am

MANUFACTURED PRODUCT GROUPS
Ondeankcarand-inaterhan,

191
192 a-
193 rare. .. tanul, -ecanam
194

4 a.fee-. *sui
Pment

195
195 small irmakinnninntion.
199 Malseiliquadenuffied.

Feesand kindred praim,te,

201 mear firm.

Dairy"T"'s203 Cannec.no waseres fruits. eftetables am
-mod"

204 Grain mll produch.
205 eaken, cenducts.
206
207 C.1;c'. am awam Pmk,:u,-

220089 ~=`u, him reperatimm and kimmol

code Likesser reas staked

products, rumaot heralturic

sa%j S;rgW Insane contractews.24
1

LQ ce
242 rue nulls.243 Milliinirk. Writer

PlY_.
am frecasorkines

struclu,nil imix! first!
2 W-ler, containers.
249 limcell.- nice priduicts.

Fineffise, and fixtems:

251 Hmilmid turnift...
252 01briefurniture.

253
Public building am related 'u"254 Partitions, sheving, lock". am Vice am at"

bou259 Miscellaneous furnituream ficluses.

Pie.r.W.Uhadprisducts:

261 Pulpinflft.
262 Paper mills except building face, mills.
263 Pliperbice;i nfills.
264 C-aded operand mpvb..d webuids.

265 Pinienticers ourtneeni and boses.
Building offer .. building client culls,

Priming, partillabl% -it sales preductic

271 Z=:r;==jh~M.:,d,n.rt r~.
272
2 3 BWM.
274 Miscellarnessuspublishng.
2,~ .=" '. ~'71 Cern

277 Griketingainicublutung.
278 Bear... kineeket becars, .. blcuelamina

279 fientice industries furr Me printing traft.=-d

Cheseleah, and &lead fareduren
281 Ind nalin=,icam! c chemicals.PWr
21912

z, nmr amsx,
reare. synthetic

n.axiar, apthistic am inner -n-meck, fib...

283
284

292 Petrolinan-firina.
295
299

Rublerroulskiscall-itiflastics,

285 P"
371

286 Gis, am inco cniarnicals. 372
287 A r~c.uftuialcfi, micahs. 373
289

kic,
likeskun, channical products, 374

375
refining and re" pineducac 379Tabeece, camufaclures:

211 Ciommes.

213 T

212

C=..
am muff2 14 Tobacc,,

T" new amak~. I
221 Brooks ennne, fabric nifts, center.
222 amid ennen fabric mile. nurn,made, fiber and silk.
223 Smaci annnn, fabric miss. wool (includingcycles

no fal
224

;W-=am oMn, smillaties .1h: ccft.,
anxii.ide.. manctudefiber.22,
K-Mind

226

B~Mft

Blind,
227 Flos, ft.
228 Yom;"thZinuffs
229

pre'duclus calker

231 Men*s. ywft', arel tim'suft. coals. and

232 fider's. yonift, and bDp'fwh$hWW. aork

.- awl
_*c"nin"

and

"b" "n"m231 -::ctud'Z., am Wants,
Is.

235 =ps. am crulinery.
236 Gats'. crildren't and inhurs'atruenewn.
237

11238 MZ==W..n it239 fibectionsesse

301 Timand snual, tubes.
302 Rubber Roomer.
303 Rechainneol rubbacr~
306 Fabricates rubber products, nor e-has

I isaw"' -
307 M-.,,.- plear- tucclucca.

311 Lealm, tanning am fussrij.
3 12 Inicksubmikestbartefteig. tz
313 Sixitankfal-culdsickand
314 Fcce,ener. meptnubber.
315 Leatius gksm.. M-.
316

"e'"n317 Handbags and bffi~ pencenal teacher ific.14.
3

19
Lithingccols.nixt se,id,arecassuffied.

stause.day. Illes. am catenate, larkabunw.

321 Flat gum.
322 Glass and guansunin., ensued ce tecian.
323

Glass

324 Urnenf, hydre
325 Sinuctucalcu"'muc".
326 Pincers

am ra"m "muco327 concrete. Return. am lault.,

class328
329

331

332
333

334

335

336
339

341
342
343

344
345

346
347
348
349

351

352353

354
355

356357

358359

361
362
363
364
365

366
367
369

381

382

313
Me385

396
387

39'393
394
395

396

399

*u.

Cut- nd d- Products.
Africans, asbactuis' and mirnmencallic
numml pmducta.

Primary metal prikdbelk~

abitifurne-.litral and mIngsam

sibel foundries.
finmery innectirgam riffiners; ef narfamus
inst.l.,
S-ndiny abusing and nifirina; cl -ft-
mastal'.
= d-ing. aw euMent, d nord-

flonflumus f.whis. .
Misceflamaxis PrKwq culdral Products.

Fabricated metal products, .Wans-
machinery, ans mampaturflon eapilpimsed:

Metal cam.

C
luindfixi. tundliamenallaurdun-

H:%. apparatus jencesirt electric) and

r ft -.=ad A=., rural Products.
screw machine gumucts, am bob. nine. scrams.
rwimrusd.asheks.

20~=
lied

hilluctillasexafaluicated cruml ;mkk:s,.

Machine, Walisculiclil:

Enginastaidtiebaues.

ct ryx~47 is=,Z 7mi. =ZLI, bandfing
ecus-it,ft.

==iM
muche"'andecull, a.

spenial Industry muchinery. except matateorking
macrinary.
General industrial machiner, am
0 conipirling, and saccouncing muchares..1i..,
=
r

ndust%nnunchnim.

Elikorkail machintery. equipollent. and

Electric mr-istici, am disbibution scruipinern.
Ellabricall industrial apperalus.
111,"Wil

"oli.."tking".innuent.

=1

ne.W

:51E: --.a-
communicatimequilinuent.
Electninic cbmin-mand-essixien,
lulnuail.."us elaccluke'll machinery. equip"re.
and supplies.

Tramilacktatlen equilement:

Malsir ,ehiclft and nintor itacle eq,ipnent.

N =1cling and repairing.M,=

`=i b-cycl'~., and turns.
Micssali;~ trinnscmition Nuipmant.

~t*e~bmul, ana" inknomilliq-nt;d.all,
fienes.ram

=iI%i,=t'W*
i;d. acT 1,4~nmirrf
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.1120-FSC U.S. Income Tax Return of a
Foreign Sales Corporation

(Please Type or Print)
Internal perform Serifice For calendar year 1986 of other tax year beginning ... 1986 and ending .............. 198

A Dour, of FSC ca Shrall FSC M- 0 1&1. haos.od h..., (see "ge I 1 .1

8 N.--r trid Ithein E Ernplayulderitificefl-enter

0 FSC

[_1 shruffel FSC

ccaint,oau.s.poewssionof citywh-atate-ziftoda-'ry F Wl,inc,Wtel
U-nerriticin (- inst-
tional,

I

0 Enter total assets fterri Me 14. colum (d), schedule L (see specoli-strvor"s) . . . . . . . . . . . . No

M=. the 1.21-9 1. tt=1.=.hdrVva`.1corpoe"n,.9arthership. trust. or estate)-at the beVnn,ng of the FSC ta, yea,--P1iMRI Itraleholft'. IfV -, "
eltheimlo I— for the shareholder that NS the same, tu yes, a, the ta, year of the -poratron.

(1)

(6)

(2) Idanthylg u.W

(3) Address

(5) Pah-toge el -q 11.1, -nod

(1) [1 1.83%.1ghoss-pts

(4) Total assets (corporations only)

(7) Foreign-heir

0 Y. 0 N.

,)t1hat-sed at aht-tity. -It,ngmfohih&htI&Nn,,t- hecei,.:

(2) 0 23%.1-binedhouitilitihiconer, (3)[_1 Section,182-thod

Tax

I Total tax from Schedule J, line 8 . . . . . . . . . . . . . . . . . . . . . . . .
2 Payments: FE/01/1,

a Overpayment from 1985 allowed as a credit . .

. .

to 1986 estimated tax payment . . . . . . . . .

c Less refund of 1986 estimated tax applied for orl Form
4466

. . . . . . . . . . . . . . .

If Tax deposited with Form 7004 . . . . . . . . . . . . . . . .

a Federal tax on gasoline and special fuels (attach Form 4136) . . . . . .

f U. S. income tax paid or withheld at the source from Form 1042S . . . .

.

3 Total-add lines 2c through 2f . . . . . . . . . . . . . . . . . . . . . . . . . 3

4 Tax Due-Line I less line 3. (See General Instruction E.) . . . . . . . . . . . . . . . . 4

5 Overpsyment-Line 3 less line I . . . . . . . . . . . . . . . . . . . . . . . .

6 Enter amount of fine 5 you want:
a Credited to 1987 tax year's estimated tax 0- Is Refunded 1" 6

Underoartall-olpe,, .1d.l.,~I.Ilh.~e~~mnwthmret,,,,,nciu
'n "'

te,,ms.amt,the~tolmyk,~l,dge,,d
d i a' '"Please hommPlete.Declar,tion

of
PmPre, (otherthan taNy.)tyeh.f, correct. of whrchf vin t. ph-her has aly khowledge,

Sign
Here

Date
11, Sgrame of officer Title

Paid Prepare"a

011, yeRKf

Pre"her's soiial wur,ty ho,

Pre lasees
signature ~h, d WE]

p
use only rim"alyne(e, Ef. No. 11

fia" mpbrao,
1

zlpc." 0

For Paperwork Reduction Act Monte. ses page I at the thystructions. For. 1120-FSC o9so

Forn 1120-FSC(1986) page 2

Cost of Goods Sold and/or Operations Relating to Foreign Trading Gross Receipts (See Instructions.)

I Inventory at the beginning of the year . . . . . . . . . . .

2 Purchases . . . . . . . . . . . . . . . . . . . .

3 Ccost of labor . . . . . . . . . . . . . . . . . . .

4 Other costs (attach schedule) . . . . . . . . . . . . .

5 Total (add lines I through 4) . . . . . . . . . . . . .

6 Inventory at the end of the year . . . . . . . . . . . .

7 Cost of goods sold and/or operations-Line 5 less line 6. (Enter here
and on line 7 of Schedule B. Small FSC, see instructions.) . . . .

8 a Check all methods used for valuing closing inventory:

El (I) Cost

(a) Using Administrative
Pri,i.g Rules

2

3

5

6

(b) Not Using Administrative
Pricing Rules

0 00 Lower of cost or market as described in Regulations section 1.471-4 (see instructions)
0 00 Writedown of "subnormal" goods as described in Regulations section 1.471-2(c) (see instructions)
0 (iv) Other (Specify method used and attach explanation) 0- ._ ......................................................

ta Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970.) . . . . . .El

c If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of
closing inventory computed under LIFO . . . . . . . . . . . . . . . . . .

d Was there any change in determining quantities, cost, or valuations between opening and closing inventory? . . . C3 Yes C] Noif ,
'Yes-attachmlanation.

Additional Information Required
Check the appropriate box in answering the following questions.

J Highest number of shareholders in the corporation at any time during the tax year I ...................... ..........

K Do you maintain an office outside the U.S. in a "designated" country or U.S. possession in which a complete set of books

and records (including invoices)forthe corporation is maintained? . . . . . . . . . . . . .

L Do you have at least one non-U.S. resident on your board of directors? . . . . . . . . . . . . . . . . .

M During this tax year, did you maintain any part of your accounting tax records on a computerized system? . . . . . .

N Foreign management tests (These questions do not apply to Small FSCs):
(1) Did all formally convened meetings of the board of directors of the corporation and all formally convened meetings of

the shareholders of the corporation take place outside the United States? . . . . . . . . . . . . . . .

(2) Did the corporation maintain its principal bank account in a country which satisfies the exchange of information
requirements of section 927(eX3) or in a U.S. possession as defined in section 927(dX5) at all times during the tax
year from which all dividends, legal and accounting fees, salaries of officers, and salaries or fees of members of the
board of directors were disbursed? . . . . . . . . . . . . . . . . . . . . . . . . . . . .

0 Refer to page I I of the instructions and state the min:
Businessactivity I-
Product or service lf-

P Did you have any preferred stock issued and outstanding at anytime during the tax year? . . . . . . . . . . .

9 Were you at anytime during the tax year engaged in a trade or business in the U.S.? . . . . . . . . . . . .

VEMOMMEN,

V0001OR

R Are you a foreign personal holding company or a personal holding company? (See instructions.) . . . . . . . .
Continued on page 4.



F- 1120-FSC (1986)

Taxable Income

PART I-Income Attributable to Foreign Trade Income

Type of Recelpt (see instructions)

I Sale, exchange, or other disposition of export property. (include only 50% of military
property sales. Include the other 50% on fine 12 below.) . . . . . . . ... . . .

2 Lease or rental of export property for use outside the U.S. . . . . . . . . . . .
3 Services related and subsidiary to:

a Sale, exchange, or other disposition of export property. (include only 50% of services

relating to the sale or other disposition of military property, Include the other 50% on

line 12 below.) . . . . . . . . . . . . . . . . . . . . . . . . . . .

b Lease or rental of export property . . . . . . . . . . . . . . . . . . .
4 Engineering or architectural services for construction projects outside the U.S. . . .

5 Managerial services foran unrelated FSC or IC.DISC. (See instructions for determination
ofqual*dyingamount.) . . . . . . . . . . . . . . . . . . . . . . . . .

6 Total Foreign Trading Gross Receipts:

a All FSCs-Add lines I through 5. (FSCs that are not small FSCs, skip lines 6b
through 6h and go to line 7. Small FSCs. complete lines 6b through 6h to deter-
mine their foreign trading gross receipts.) . . . . . . . . . . . . . . . . .

P.p 3

b Small FSC limitation (section 924(b)(2XB)) . . . . . . . $5,000,000

c Controlled group member's share of line 6b (see instruc.

tions) . . . . . . . . . . . . . . . . . . . . . .

d Enter smaller of (a) number of days in tax year divided by

365 or (b) I (one) . . . . . . . . . . . . . . . . .

Proration of limitation-Line 6b or line 6c (whichever

applies) times line 6d . . . . . . . . . . : . .

I Enter total of columns (a) and (b), line 6a (If commission
income is included in line 6a, see special computation rule
in line 6f instruction.) . . . . . . . . . . . . . . .

g Small FSC foreign tradinggrow receipts:
Enter smaller of line 6e or 6f . . . . . . . . . . . . .
Note; If of exceeds line 6e, enter the excess on line 3 ofSchedule ee lin
6h instruction ifcommission income is involved.

h Allocate the amount from line 6g to columns (a) and (b) but do not enter in either
column more than that shown for the column online 6a above (see instructions) .

7 Cost of Goods Sold (Schedule A) (Small FSCs, enter only that portion of cost of goods
sold that is attributable tothe receipts on line 6h above.) (sea Schedule A instructions)

8 Foreign Trade Income-Line 6a or 6h (whichever applies) less line 7 . . . . . . .
9 a Exemption percentage from line 3d, Schedule E . . . . . . . . . . . . . .

b Exemption percentage from line 2d, Schedule E . . . . . . . . . . . . . .
10 Exempt foreign trade income-Multiply line 8 by lines 9a and 9b . . . . . . . . .
11 Nonexempt foreign trade income-Line 8 less line 10 . . . . . . . . . . . . .
12 Enter 50% of total receipts attributable to the sale, exchange, or other disposition of

military property and related services reduced by cost of goods sold and other expenses
relating to the receipts (see Schedule A instructions) . . . . . . . . . . . . .

13 Add lines 11 and 12 . . . . . . . . . . . . . . . . . . . . . . . . . .
14 Allowable deductions from line 18, Schedule G . . . . . . . . . . . . . . . .
15 Net income attributable to nonexempt foreign trade income-Line 13 law line 14 . 6

I
. PART 11-Total Taxable Income

16 Taxable income attributable to foreign trade income-Enter total of columns (a) and (b), line 15, reduced by
any nontaxable income included in column (b). (See instructions.) . . . . . . . . . . . . . . . . .

17 Taxable income from line 15, Schedule F . . . . . . . . . . . . . . . . . . . . . . . . . . .
18 Taxable income or (low) before net operating loss deduction and special deductions- Add lines 16 and 17
19 Less: & Net operating loss deduction (see instructions-aftach schedule) . . . . .

b Special deductions-(see instructions-attach schedule) . . . . . . . .
c Add lines 19a and 19b. . . . . . . . . . . . . . . . . . . . . . . . . . . .

20 Taxable income or (loss)-Line 18 less line 19c (Enter here and see instructions for Schedule J for figuring
the tax on this income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

F- 1120-FSC (1986)

Additional Information (continued from page 2).

2&

S Foreign Economic Process Requirements (these requirements do not apply to small FSCs):
Check the box or boxes below to indicate that the FSC (or any person acting under contract with the FSQ met the requirements of
section 924(d) for all transactions relating to foreign trading gross receipts reported on lines I through 5 of Schedule B.
(1) 0 "The FSC (or any person acting under contract with the FSC) met the 50% test of section 924(dXl) for transactions relating to

foreign trading grow receipts reported on lines 1 through 5 of Schedule B.

(2) 0 The FSC (or any person acting under contract with the FSQ met the alternative 85% test of section 924(dX2) for
,transactions relating to foreign trading grow receipts reported on lines I through 5 of Schedule B.

If the section 924(dXl) or (d)(2) requirements are not met for any transaction(s), attach a separate schedule showing the income and
expenses relating to the transaction(s). Report the income as nonforeign trade income online I I of Schedule F. Enter related expenses
on line 14 of Schedule F.

Percentages (expressed as decimals to 5 places) To De Used In Figuring Exempt Foreign Trade
Cc= Income-Sections923(a)(2) and (3) and 291(a)(4)
Note: Ifall shareholders are C corporations. enter.30000 online 2dand.65217 online 3d and skip all other lines.

Ifall shareholders are other than C corporations, enter.32OW online 2dand.69565 online 3d and skip all other lines.

I Percentage (express as decimal to 5 places) of voting stock owned by shareholders that are C corporations
2 Exemption for foreign trade income determined without regard to administrative pricing rules:

a Difference between section 923(a)(2) and section 291(aX4) percentage . . . . . . . . . .
b Section 923(aX2) percentage . . . . . . . . . . . . . . . . . . . . . . .
c Line 2a times line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . .

d Exemption percentage-Line 21b less line 2c. (Enter here and on line 9b. Schedule B; and line 16b,
Schedule G.) . . . . . ... . . . . . . . . . . . . . . . . . . . . . .

3 Exemption percentage for foreign trade income determined under administrative pricing rules:
a Difference between section 923(a)(3) fraction and section 291(aX4) fraction (16/23 - 15/23

1/23) expressed as a decimal . . . . .. . . . . . . . . . . . . . . . . . . .
b Section 923(a)(3) fraction (16/23) expressed as a decimal . . . . . . . . . . . . . .
c Line 3a times line I . . . . . . . . . . . . . . . . . . . . . . . . . . .
d Exemption percentage-Line 3b less line 3c. (Enter here and in line 9a, Schedule 8; and line 16a,

Schedule G ) . . . . . . . . . . . . . . . . . . . . .. . . . . .

Nonforeign Trade Income

I International boycott income (we instructions) . . . . . . . . . . . . .
2 Illegal bribes and other payments (see instructions) . . . . . . . . . . . . . . . . . .

3 Small FS6s-If line 6f of Schedule B exceeds line 6e of Schedule B, enter the excess. (include the
deduction for cost of goods sold attributable to the excess on line 14 below.) . . . . . . . . . .

4 Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
5 Dividend income (attach schedule-see instructions) . . . . . . . . . . . . . . . . .
6 Carryinlicharges . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
7 Royalti es. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
8 Other investment income . . . . . . . . . . . . . . . . . . . . .. . . . . .

9 Receipts excluded under section 924(f) on basis of use, subsidized receipts and receipts from related
parties .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10 Income from excluded property under sections 927(aX2) and (3) . . . . . . . . . . . . .

11, Income from transactions that did not quality as foreign trade income because the foreign economic
process test of section 924(d) was not met . . . . . . . . . . . . . . . . . . . . .

12 Other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
13 Total-Add lines I through 12 . . . . . . . . . . . . . . . . . ... . . . . . .
14 Enter deductions allocated or apportioned to above income items (attach schedute-see instructions)
15 Taxable income from nonforeign trade income-Line 13 less line 14. (Enter hem and on line 17,

Schedule B.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

2b
2c

2d

3a
_Lb

. P~41

.02000

.32000

.04348

.69565
3c

3d

5

7
a

9

L 10

I I
12

13

L"



Fornn 1120-FSC 0986)

Deductions Allocated or Apportioned to Foreign Trade Income

I Foreign direct costs:
a Section 924(eXI) (advertising. etc.) . . . . . . . . . . . . . .
b Section 924(eX2) (processing, etc.) . . . . . . . . . . . . . .
c Section 924(e) (3) (transportation, etc.) . . . . . . . . . . . . .
d Section 924(e)(4) (transmittal, etc.) . . . . . . . . . . . . . .
a Section 924(eX5) (assumption of credit risk) . . . . . . . . . . .
I Total of lines la through line le . . . . . . . . . . . . . . .
Enter all other applicable costs on lines 2 through 14 below. Donotenteracoston
more than one line.

2 Advertising . . . . . . . . . . . . . . . . . . . . . .
3 Interest . ~ . . . . . . . . . . . . ... . . . . . . .

4 Depreciation from Form 4562 (less depreciation claimed elsewhere on this
return) (attach Form 4562) . . . . . . . . . . . . . . . . . .

5 Salaries and wages . . . . . . . . . . . . . . . . . . . . .
6 Rents . . . . . . . . . . . . . . . . . . . . . . . . .
7 Sales commissions . . . . . . . . . . . . . . . . . . .

8 Warehousing . . . . . . . . . . . . . . . . . . . . . . .
9 Freight . . . . & . . . . . . . . . . . . . . . . . . . .

10 Compensation of officers . . . . . . . . . . . . . . . . . .
11 Bad debts (see instructions) . . . . . . . . . & . . . Z . .
12 Pension, profit-sharing, etc., plans (see instructions) . . . . . . . . . ..

13 Employee benefit programs . . . . . . . . . . . . . . . . .
.

14 Other (list): lo ................................................................

........ .................................................... ............

........ ........ ...... - .....................................................

15 Total (add lines lf through 14) . . . . . . . . . . . . . . . . .
16 a Exemption percentage from line 3d, Schedule E . . . . . . . . . .

to Exemption Percentage from line 2d, Schedule E . . . . . . . . . .

17 Deductions relating to exempt foreign trade income-Line 15 times line 168 and
16b . . . . . . . . . . . . . . . . . . . . . . . . . .

IS Total deductions relating to nonexempt foreign trade income-Line 15 less line
17. (Enter here and on line 14, columns (a) and (b), Schedule B.) . . . . . .

Tax Computation (See instructions.)

pag. 5

WWAdIrl-tratm l(b) NonUvn,M-stnn-

P6,..g R.I. P..% R.1,,x

la
I b
1c
Id

3

4

5
6
7

8
19
10
11

12
13

14
25

17

18

I Check if you are a member of a controlled group (see section 927(d)(4)) . . . . . . .
2 a If line 1 is checked, see instructions. Enter your portion of each $25,000 taxable income bracket

amount:

(I) $ ...................- (11) $.... & ................. 611) &__ ................. (tv) $ ......... ...........
ty If your tax year includes July 1, 1987, see instructions and enter share of tax bracket amounts:
N $ ...................... (a) $ ......................

3 Income tax (see instructions to figure the tax; enter this tax or alternative tax, whichever is less). Check if
alternative taxis used 10 0 . . . . . . . . . . . . . . . . . . . . . . . . .

4 Foreign tax credit (attach Form 1118) (see instructions) . . ~ . . . . . . . .
5 Line 3 less line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6 Minimum tax (see instructions-attach Form 4626) . . . . . . . . . . . . . . . . .
7 Personal holding company tax (attach Schedule PH (Form 1120)) . . . . . & . . . . . . .
8 Total tax-Add lines 5. 6, and 7. Enter here and on line 1, page 1 . . . . . ... . . . . . .

3
4
5
6
7
9

Fom 1120 FSC (1986)

Balance Sheets

ASSETS

I. y.,

(b)

I Cash . . . . . . .

. . . .

2 a Trade notes, and accounts receivable

b Commissions receivable . -
c Less allowance for bad debts . . . .

3 Inventories . . . . . . . . . .
4 Federal and state government obligations
5 Other current assets (attach schedule)
6 Loans to stockholders . . . . . . .
7 Mortgage and real estate loans . . . .
8 Other investments (attach schedule) . .
9 Buildings and other fixed depreciable assets

a Less accumulated depreciation . . .
10 Depletable assets . . . . . . . .

a Less accumulated depletion
11 Land (net of any amortization)
22 Intangible assets (amortizable only)

a Less accumulated amortization
13 Other assets (attach schedule) . . . .
14 Total assets . . .

LIABILITIES AND STOCKHOLDERS' EQUITY
15 Accounts payable . . . . . .
16 Wiles., rates, bonds payable in ers than I year
17 Transfer prices payable .

.
.

.IS Other current liabilities (attach schedule)
19 Loans from stockholders . . .
20 eltles., nota, bonds payable in I year or oune,
21 Other liabilities (attach schedule)
22 Capital stock . . . . . .
23 Paid-in or capital surplus . . .
24 Retairedearnings-Appopriated (attach schedule) .
25 Retained earnings-Unappropriated .
26 Less cost of treasury stock . . . .
27 Total liabilities and stockholders' equity

Reconciliation of Income per Books With Income per Return

pap 6

(d)

1 Net income on books . . . . . .
2 Federal income tax . . . . . . . .
3 Excess of capital Imes over capital gains
4 Income subject to tax not recorded on books this year

(itemize) ............... ------------

5 Expensesrecordedon books this year not-------------------------------------
deducted in this return (itemize)
a Depreciation . . . $
b Deductions attributable to

exenopt foreiVi trade incone $

---6 oi~i;iiiWi~i tiIi;W; . . . . .

7 Income recorded on books this year
not included in this return (itemize)
a Tax-exempt interest $
b Exempt foreign

trade income $

8 Deductions in this tax return not charged
against book income this year (itemize)
a Depreciation $

---------- -------------------------9 Total of lines 7 and 8 . . . . .
10 Taxable income -line 6 less line 9 . . .

Analysis of Unappropriated Retained Earnings per Books (line 25 above)

I Balance at beginning of year . . . . .
2 Net income on books . . . . . . .
3 Other increases (itemize) ---

----------------------- ------------

- Y, i;~ci
. 11 ----- -.

4 ---

5 Distributions: a Cash . . . . .
b Stock . . . . .
c Prop" . . . .

6 Other decreases (itemize) ......... _
---------- .........................

7 Totaloffines5and6 .
-8 Salanceatenclofyear(line4lesslin~ir)~
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Instructions for Form 1.1 20-FSC.
U.S. Income Tax Return ofA Foreign Sales Corporation

(Section references are to the Internal Revenue Code, unless otherwise noted.)

Paperwork Reduction Act Notice
We ask for this information to carry out the
Internal Revenue lam of the United States.
The information is used to ensure that
taxpayers are complying with these laws
and to allow us to figure and collect the
right amount of tax. You are required to give
us this information.

Changes You Should Note
The Tax Reform Act of 1986 (Act) made
several changes to 'he way foreign sales
corporations figure their taxable income and
their tax liability. See pages 7 through 10 of
these instructions for changes made by the
Act that affect calendar year, fiscal year,
and 1987 corporation.
Payment of Tax for 1986 Tax Years
Corporations with an office or place of
business in the U.S. must deposit their
income tax payments (and estimated tax
payments) with a Federal Tax Deposit
Coupon (Form 8169). See instruction E for
details.

General Instructions
A. Purpose of Form
Form 1120-FSC is used to report a foreign
sales corporation's (FSC) income.
deductions. credits, and tax. If a refund is
due, Form 1120 FSC may be used to claim it.

6'
What Is a FSC?

A FSC is a foreign corporation that has
elected to be a FSC or small FSC and its
election is still in effect. The FSC election is
made by filing Form 8279, Election To Be
Treated as a FSC or as a Small FSC. .

To be a FSC (or small FSC), a corporation
must meet all of the following tests:
1. It must be a corporation created or
0

an under the laws of a qualifying
'g

,
Zu

tryo, US
fore n a

'
possession (other

than Puerto Rico). The foreign country must
meet the requirements of section 927(eX3).
2. It may not have more than 25
shareholder.
3. it may not have preferred stock.
41~ It must maintain an office in a qualifying
foreign country or U.S. possession (other
than Puerto Rico) and maintain a set of
permanent books of account at that office.
It must also maintain at a location in the
U.S. such books and records as are
sufficient under section 6001 to establish
the amount of gross income, deductions.
credits or other matters required to be
shown on its tax return.
S. It must have at least one director v~ho is
not a resident of the U.S.
6. It may not be a member of a controlled
group of which an interest charge DISC is a
member.
7. Its tax year must conform -to the tax year
of the principal shareholder who. 'at the

beginning of the FSC's tax year, has the
highest percentage of voting powei. If two or
more shareholders haw the highest
percentage of voting power, the FSC must
elect a tax year that conforms to that of any
one of the shareholder. See section 44 1(h).

a. A FSC, other than a small FSC. must also
meet certain foreign management and
foreign economic process requirements. See
general instructions F2 and F3 for details.

C. Filing Form 1120-FSC
2. Who Files.-You must file Form 1 120-
FSC it your corporation elected, by filing
Form 8279, to be treated as a FSC or small
FSC and the election is still in effect.

2. When To File.-File Form 1120-2I 'eby
the 15th day of the 3rd month after a nd

of the tax year.
Extensions.-File Form 7004, Application
for Automatic Extension of Time To File
Corporation Income Tax Return, to request
an automatic 6-month extension of time to
file Form 1120-FSC.
Period covered.-File the 1986 return for
calendar year 1986 and fiscal years thatbegin

in 1986. If the return is for a fiscal
year, fill in the tax year space at the top of
the form.
Amended return.-To correct any error in
a Form 1 120-FSC already filed, file
revised Form 1 120-FSC and write
"Amended' across the top.
Chanf,e in tax year.~To change your tax
Var, ile Form 1128, Application for

h
t
ange in Accounting Period.

Final return.-If the corporation ceased to
exist during the tax year, write "Final
Return. at the top of the form.
3. Where To File.-File Form 1120TSC
with the Internal Revenue Service Center,
Philadelphia, PA 19255.
4.'Signaturs.-The return must be signed
and dated by the president, vice president,
treasurer

, ass
istant treasurer, chief

accounting officer, or any other corporate
officer (such as tax officer) authorized to
sign. A receiver: trustee, or assignee must
sign and date any return required to be filed
on behalf ota corporation. .

If your corporate officer filled in Form
11 20-FSC, the Paid Preparer's space under
Signature of Officer should remain blank. If
someone prepares Form 1 120-FSC and
does not charge the corporation, that
person should not sign the return. Certain
others who prepare Form I 120-FSC should
not sign. For example, a regular, full-time
e *ol the corporation such as a arkis list
o=ary does got have to sign. (Th Cl
is got all inclusiv~.)

. Generally. anyone ho is paid to prepare
Form 1 120TSC must sign the return and
fill in the other blanks in the Paid Preparer's
Use Only area of the return.

The preparer required to sign the return
MUST:
o Complete the required preparer
information.

Sign it, by hand, in the space provided for
the preparer's signature. (Signature stamps
or labels are not acceptable.)
o Giveacopyoff'ohn 1120.FSCtothe
taxpayer in addition to the copy filed
with IRS.'

Tax return preparers should be familiar
with their responsibilities. See Publication
1045, Information and Order Blanks for
Preparers of Federal Income Tax Returns,
for more details. .
D. Other Returns and Statements
That May Be Required
1. Financial statements.-The balance
sheets must agree with your books and
records. Reconcile any differences.
2, Forms.-The FSd may also have to file
other forms. A partial list includes:
Form 5471, Information Return With
Respect to a Foreign Corporation-
Shareholders, directors, or officers of a FSC
do not have to file Form 547 1 hen the FSC
is organized. However, For. 5471 will be
required with respect to subsequent
changes in ownership as required under
section 6046 and related refulations.
Provided that a Form 1 120. SC is filed, a
Form 5471 need not be filed to satisfy the
requirements of section 6038. See
temporary regulations section 1.921-lT(b),
7uestion 3, for more information. However,i

the FSC is involved in other than FSC
activities, Form 5471 and applicable
schedules may have to be filed. .
Form 1096, Annual Summary and
Transmittal of U.S. Information Returns-
Used to transmit certain information returns.
Form 1098, Mortgage Interest
Statement.-This form is used to report the
receipt from any individual of $600 or more
of mortgage interest in the course of the
.corporation's trade.or business for any
calendar yea,
Forms 1099-DIV. INT, MISC. and R.-
Thew are some of the information returns -
that must be filed to report certain
payments, such as dividends and interest.
For more information, see Form 1096 and
its instructions. and Publication 916,
Information Returns.
Form 462i, Computation of Minimum
Tax-Corporations.-Attach to Form 1 120-
FSC if the corporation has either more than
$10,000 in tax preference items (whether
or not it has minimum tax) or,minimum tax
liability deferred from an earlier year.
Form 5713, International Boycott Report-
Used by persons having operations in or
related to "boycotting" countries. In
addition, persons who participate in or
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f, to
orripute

t-c-'r
their Ioss of the followini items: the foreign
tax credit, the deferral o earnin I a

controlled foreign corporation, IFDQISC
benefits, and F C benefits.

Form 8264, Application for Registration of
a Tax Shefter.+Used by tax shelter
orrnizers to register tax shelters with theIR ,

for the purpose of receiving a tax

shelter registration number.

Schedule PH (Form I 120).-Attach

Schedule PH (Form 1120), Computation of

U.S. Personal Holding Company Tax, to
Form 1120-FSC if the FSC is a personal
holding company described in section 542,
but not a foreign personalholding company

described in section 552.

Form 827 1, Inw5tor Reporting of Tax

Shelter Registration Number.-Used by
taxpayers who have acquired an interest in
a tax shelter, which is required to be

registered, to report the tax shelter's

registration number. Form 8271 must be
attached to any tax return (includingan
ppliution for tentative refund (Form 1139

nd an amended return)) on which 6

deduction, credit, loss, or other tax benefit
attributable to a tax shelter is taken.

Form SABO, Report of Cash Payments Over
$10,000 Received in a Trade or Business.-
Generally, this form is used to report the

receipt of more than $10,000 in cash or

foreign currency in one transaction (or in a
series of related transactions). However,
transactions that take place entirely outside
the U.S. do not have to be reported

.

E. Paying the Tax

1. FSCs with no office or place of business in
the U.S. must pay the tax due in full when
they fife their tax return, but not later then

the 15th day of the 6th month after the end

of the tax year.

The tax may be paid by check or money

order. payable to the Internal Revenue
Service Center, Philadelphia, PA 19255. In
order for us to better process your deposits,
please write your employer identification

number, "Form 1120-FSC," and the period

to which the deposit applies on your check.

2. FSCs with an office or place of business in

the U.S. must pay the tax due in full when
they file their tax return~ but not later than
'he 15th day of the 3rd month after the end

of the tax year. .

FSCs with an office or place of business in

the U.S. must deposit their income tax (and
estimated tai payments) with a Federal Tax
Deposit Payment Coupon (Form 8109).

Make these tax deposits with a financial
institution qualified as a depositary for
Federal taxes orthe Federal Reserve Bank
or Branch serving the phicarea, ..
where the corporationTsrtce or place of
business in the U.S. is located. Do not
submit deposits directly to an IRS office,
othemise the corporation may be subject to
a failure to deposit penalty. Records of
deposits will be sent to the IRS for creditingto the

orporation's account. In order for us
to better process your deposits, please writet
Your em loyer dentificatio. number, 'Form1

120.F?C',' and thaporiod to which the
deposit applies on your check.

Page 2

To get mom deposit coupons, use the
reorder form (Form 8108A) provided in the

coupon book. If the corporation does
not

he" these coupons, it shouid contact an

IRS district office.

For more information concerning
deposits, see Publication 583, Information.
for Business Taxpayer.

3

.

Estimated Tax.-A FSC with an office or
place of business in the U.S. must make

estimated tax payments if it can expect its

estimated tax (income tax minus credits) to
be $40 or more.

. Use Form 1120-W (WORKSHEET),
=ation Estimated Tax, as a worksheet

puti estimated tax. Use the FTD

payment coupons in making deposits of

estimated tax.

If the corporation overpaid estimated tax
it may be able to get a 'quick refund" by
fum~ Form 4466, Corporation Application
,for uick Refund of Overpayment of

Estimated Tax. The overpaymint must be

both: (1) at least 10% of expected income
tax liability, and (2) at least $500. To apply'
file Form 4466 within 2% months after the

end of the tax year and before Form

I 120TSC is filed.
F. Definitions. etc.
1. Small FSC.-A corporation must haw
filed For. 8279 and elected to be a small
FSC. The small FSC cannot be a member of a
controlled group which includes another FSC
unless such other FSC is also a small FSC.

A small FSC is treated as a FSC on the
first $5,000,000 of its foreign trading gross
receipts without meeting the foreign
management and forel8gc

.
req 5 6 (grmc process

uire.ent . Th $5. , limit M
reduced if the small FSC has a short tax
year or may be reduced if the small FSC is
a rn~mber of a controlled group that
contains other small FSCs. Any gross
receipts in excess of the limitation are
treated as nogloreign trading gross receipts.

See regulations section
1,921-2T(b) for

more information.
Note: Although a small FSC does got have
to satisfy the foreign management
requirements below, it has to meet the
requirements of section 925(c) if it uses the
administrative pricing rules. .
2. Foreign Management Requirements-
A FSC (other than a small FSC) is treated as
having foreign trading gross receipts for the
tax year only if the management of the FSC
during the year takes place outside the :
United States, Thesemanagemprit activities
include:
a. Meeting of the board of directors and of
shareholders.
c. Disbursement of dividends, legal and
accountingfees, salaries of officers, and
salaries or fees of directors out of"
principal bank account. . .
b. Maintaining the principal bank account at
all times during the tax

yea"Meetings of diredors and of
sharsholders.-All meetings of the board
of directors of the ESC and all meetings of
the shareholders of the FSC that take place
during the tax yearmust take pine outside
the United States. Only meetings that ate
formally convened as meetings of" rd
of directors or as shareholders' meartir!r

re taken into account. If the participants in
a meeting are not all physically present In
the some location; the location of the

meeting is determined by the location of the
person exercising ority of the "tire

a mxpower participating in the meeting. In
addition, all such meetings must comply
with the local laws of the foreign country or
U.S. possession in which the FSC was
created or organized. The local laws
determine whether a meeting must be held,
when and where it must be held, vd~o must
be present, quorum requirements, use of
proxies, and so on.
Principal bank account.-The bank -
account that is regarded as the principal
bank account of a FSC is the bank account
from which disbursement of dividends. legal
and accounting fees, salaries of officers,
and salaries or fears of directors are made.
The bank account regarded as the principal
bank account must be maintained in a
country which satisfies the exchange of
information requirements of section
927(eX3), or in any possession of the U.S.
as defined in section 927(dXS) and it
generally must be so maintained for each
day of the tax year. The principal bank
account must be maintained in an
institution that is enliaged in the conduct of
banking, financing, or similar business.

For more details, see regulations under
section 1.924(c~][T. 1
3. Economic Procanai RequirementL-
A FSC (other than a small FSC) has foreign
trading grow receipts from any transaction
only if economic processes for such
transaction takes place outside the U.S. The
regulations set forth the min for ' -
determining whether a sufficient amount of
the economic processes of a transaction
takes place outside the U.S. Generally, a
transaction will quality if the FSC satisfies
two different requirements: participation
outside the U.S. in the sales portion of the
transaction, and satisfaction of either the
50% or the 85% foreign direct cost test:
The activities comprising these economic
processes may be performed by the FSC or
by any other person acting under contract
with the FSC.

The FSC (orother person) may act upon
standing instruction from another person .
in the performance of any activity, whether
a sales activity or an activity relating to the
disposition of export property. . .
Participation outside the U.S, In the sales
portion of the transodion.-The
requirement is met for the gross receipts of
a FSC derived from altmnwc,

.
ction if theI o ad

FSC (or other person) spart. pat
outside the United States in the following
sales activities relating to such transaction:
a. Solicitation (other than advertising), -
b. Negotiating, and
c. Making of the contract.

If any sales activity occurs with respect to
a single contract for rivers than one , .
twansaction (or for item grouped separately
for other purposes). that sales activity will
apply to each transaction (or item),
regardless of the fact that the transactions
(or items) are grouped separately for other
purposes (such as satisfying the foreign
direct cost tests).
. The FSC mayelectonan annual besislzi
group transactions for purposes of
satisfying the economic process
requirements.Providingthenecessary
documentation and other rules of
.regulations seclffon,1.924(d~][T(oii are mot.

on, may hii groupmd on the halls of



product or product line, customer, contract, fees for professional services, and other refund due, subtract the penalty from the
or product or product line within customer amounts paid for personal services actually overpayment on line 5, page 1.
or contract groupings. For more details, see rendered, such as bonuses or compensation penalty for Overstated Tax D*p"Its.-If
regulations section 1.924(d)- IT(e). paid for services on the basis of a deposits are overstated, the corporation may

Solicitation (other than advertising) refers percentage of profits). Direct costs also be subject to a penalty.,See section 6656(b).
to any communication (by any method include the cost of equipment or facilities The I'Semay have to pay the following
including, but not limited to. telephone. (or the use thereof) that can be specifically penalties unless it can show that it had
telegraph, mail, or in person) by the FSC (or identified or associated with the activity. as reasonable cause for not giving information
other person), at any time during the 12- well as the contract price of an activity or not filing a return:
month period immediately Preceding the performed on behalf of the FSC by a
execution of a contract relating to the contractor. e $ 100 for each instance of not giving

transaction, to a specific, targeted customer 4Total direct costs' means all of th
information, up to $25,000 during the

a direct calendar year.
or potential customer, that specifically - costs of any transaction attributable to any
addresses the cu5tomer's attention to the of the activities described in section 924(e)' iii $ 1,000 for not filing a return.

product or service covered by the For the 50% foreign direct cost test, total See section 6686 for other details.
transaction. Activities that would otherwise direct costs are determined based on the H. Cooperatives
constitute advertising (such as sending sates direct costs of all activities described in all of Special rules my apply when cooperatives
literature to a customer or potential the paragraphs of section 924(e). For the described in section 1381 are shareholders
customer) will be considered solicitalion 85% foreign direct cost test, however, the in a FSC Them special rules apply to the
(other than advertising) if the activities are total direct costs are determined separately nonexem'pt portion of foreign trade income
not taken into account as advertising under for each paragraph of section 924(e). from the sale or other dispositions of
the foreign direct costs tests. "Foreign direct costs' means the portion

'c
It at or horticultural products by the

Negotiation refers to any communication of the total direct costs of any transaction ;1rC.`TherFSC may distribute its nonexempt
by the FSC (or other person) to a customer that is attributable to activities performed foreign trade income to the cooperative and
or potential customer.of one or more of the outside of the U.S. For the 50% foreign
terms of a transaction including, but not direct cost test, foreign direct costs are
limited to, price. credit terms, quantity, of determined based on the direct costs of all
time or manner of delivery. Negotiation activities described in all of the paragraphs
does not include the mere receipt of a of section 924(e). For the 85% foreign
communication from a customer (such as direct cost test, however, foreign direct
an order) that includes terms of a sale. costs are determined separately for each

Making of a contract refers to paragraph of section 924(e).
performance by the FSC (or other person) For more details, me regulations under
of any of the elements necessary to section 1.924(dy IT.
complete a sale, such as making an offer or Exception for military property.-These
accepting an offer. Acceptance of an requirements do not apply to any activities
unsolicited bid or order is considered the performed in connection with the sale of
'making of a contract" even if no military property if the activities are
solicitation or negotiation occurred with required by law or regulation to be
respect to the transaction. performed in the U.S., by or in conjunction

The veritten confirmation by the FSC (or with the U.S. Government.
other person) to the customer of an oral or G. Penalties
written agreement which confirms variable The corporation may have to pay the J. Tax

.
Treaty Benefits

contract terms or specifies (directly or by
following penalties unless it can show that

cross-reference) additional contract terms. AFSCmay of claim any benefits under any
not filing or not paying was due to

tax n
will be considered the meking of a contract. income free between the U.S. and any
A written confirmation is any confirmation

reasonable cause and not willful neglect ty

expressed in writing, including a telegram, (Them penalties are in addition to the
foreign country.

telex. or other similar written communication.
interest charge on unpaid tax at a rate Specific Instructions

Satisfaction of either the 50% or the 85%
established under section 662 1.)

Accounting methods.-Compute taxable
foreign direct cost test.-For I

A corporation that does not file ititax income by the accounting method regularlyhe gross . return when due (including any extension of
receipts of a transaction to qualify as used to keep the FSC's books and records.
foreign trading gross receip

time for filing) may be subject to a penalty The method used must clearly reflectts, the foreign
of 5% a month or fraction of a month, up to taxable income: (Sea section 41,46.)direct costs incurred by the FSC attributable a maximum ol 25%, for each month the

to the transaction must equal or exceed return is not filed. (The penalty is imposed A member of a controlled group must__ __.. ;_____
. ---tin. nn.1hM th.t

FSC attributable to the transaction. Direct I fm to f,4 a tax return withinpenaliy U __ - __
costs am those costs described in the five

0
ilue60days I the due date (including

sat gincat7 esof sgeoc%ti 924(e). Instead of extensions) is the lesser of theng the
oreign direct cost test underpayment of tax or $ 100.

described above, the FSC may incur foreign A corporation that does not pay the tax
direct costs attributable to activities - .. - I

thereby not be taxed on this amount. The
cooperative must include this amount in'
income for its tax year that includes the last
day of the FSC's tax year, even though the
FSC does not have to distribute the income
until the due date of its income tax return.
1. Foreign Personal Holding Company
If the corporation is a foreign personal
holding company as defined in section 552,
certain officers, directors, and shareholders
of the corporation must file Form 5471. See
section 552 and Form 5471 for details. If
the corporation is a personal holding
company but not a foreign personal holding
company it Must file Schedule PH (Form
1 120) with Form I 120,FSC. See section
542 and Schedule PH (Form 1 120) for
details

would distort any group member's income,
including its own. For example, a FSC acts
as a comrnission agent for property sales by
a related corporation that uses the accrual
method and pays the FSC its commission
more than 2 months after the sale. The

described in each of two of the section
when due my gen ra y subject o a FSC, then, should not use the cash method

924(e) categories that equal or exceed 85%
penalty of 'A% a month or fraCtion of a

of accounting, because it materially distairts
of the total direct costs attributable to the month, up to a maximum of 25%, for each the income of the FSC.

month the tax is not paid. (The penalty is
activity described in that category. If no

imposed on the net amount due.) Unless the law specifically permits
direct costs are incurred by the FSC in a r otherwise, the FSC may change from the
particular category, that category is not A corporation that does not pay the prope

accounting method it used to report taxa ble
taken into account for purposes of estimated tax when due my be subject to an income in earlier years (for income as a
determining whether the FSC has met either underpayment penalty for the period of whole or for any material item) only after
the 50% or the 85% foreign direct cost test. underpayment. To avoid the estimated tax obtaining consent bey filing Form 3115,

Direct costs are those costs that are
penalty, the amount of estimated tax

Application for Change in Accounting
incidental to and necessa for the

payments required to be made by a
Method.

y described in
section 6655(bX 1).

performance of any activit
corporation is 90%. See Rounding Off.-You may show the moneyry

section 924(e). Direct costs include the cost tauff the corporation underpaid estimated
items on the return and accompanying

of materials vihicWare consumed in the , attach Form 2220, Underpayment of
schedules as whole-dollar amounts. To do

performance of the activity~, and the cost of
Estimated Tax by Corporations, to show how

so, drop any amount less than 50 cents;
labor which can be identified or associated the corporation figured the penalty or which

directly with the performance of the activity exceptions the corporation believes
it meets andmcreasue any amount from 50 cents

(but only to the extent of wages, salaries,
If

there is a tax due on line 4,
pa

1. ,
through 99 cents to the next higher dollar.

include the penalty in the total. 11 tteere is.a Page 3

Attachments.-If you need more space,
attach separate sheets to the back of Form
1120-FSC. Attach Form 4136,
Computation of Credit for Federal Tax on
Gasoline and Special Fuels, after page 6,
Form 1120-FSC. Attach schedules in
alphabetical order and other forms in
numerical order after the For. 4136. Be
sure to put the FSC's name and employer
identification number (EIN) on each sheet.

To assist us in processing the return, we
ask that you complete every applicable
entry space on Form 1120.FSC. Please do
not attach statements and write 'See
attached* in lieu of completing the entry
space on Form 1120.FSC.
Page I
Address.-The address used on the return
should be the location of the books and
records in the U.S. (as required by section
6001).
Employer Identification Number.-Enter
the FSC's employer identification number
(EIN). If the FSC does not have an EIN

'
it

should apply for one on Form SS-4
Application for Employer Identificaiion
Number. You can get this form at most IRS
or Social Security Administration offices.
Send Form SS.4 to the Internal Revenue
Service Center, Philadelphia, PA 19255. If
you have not received the EIN by the time
for filing Form 1 120-FSC. write "Applied
for" in the space for the EIN.
Item C. Country or U.S. Possession of
Incorporation.-Enter the name of the
foreign country or U.S. possession in which
the FSC was incorporated, See sections
927(dX5) and 927(eX3).
Item G.-Enter the total assets of the FSC
from line 14, column (d), Schedule L If
there are no assets at the end of the lax
year, enter the assets as of the beginning of
the tax year.
Page 2
Item N.-All FSCs (except small FSCs)
must complete questions (1) and (2) under
item N. For more information, see 'Foreign
Management Requirements" in General
Instruction F2.
Page 4
Item S.-A FSC (other than a small FSC)
must complete item S to show that it
satisfied the foreign economic process
requirements of section 924(d) for all
transactions for which foreign trading gross.
receipts were reported 6n lines I through 5
of Schedule B. While these rules are
generally applied on a transaction by
transaction basis, the FSC may make an
annual election to group the transactions
(regulationssectiorr 1.924(d).IT(e)).

A FSC meets the foreign economic
process tests for any transaction, if on an
aggregate basis. the foreign direct

costsattributable to the transaction are 50% or
mom of the total direct costs attributable to
the transaction for the following activities:
1) advertisil and sales promotion, 2)

P"ce""

.
ng

0
customer orders and

arranging for delivery, 3) transportation of
the time of acquisition by the

Pmr the case of a commissionFS
relationship, from the beginning of such.
relationship for such transaction) to delivery
to the customer, 4) determination and
tramunittal of.final invoice or statement of
account and receipt of payment, and

Page 4

5) assumption of credit risk. Afterhatively.
the FSC meets the foreign economic
process test for any transaction if the
foreign direct costs attributable to the
activities described in at least two of the
above categories is 85% or more of the total
direct costs attributable to the activities
described in those categories.

In item S indicate which test(s) apply to
the transactions that gave rise to the gross
receipts entered on lines I through 5,
Schedule B If only one test applies, check
the appropriate box. If both tests apply,
check both boxes.

In addition to completing item S, the FSC
must keep sufficient records to show it met
the requirements for each transaction (or
group of transactions). The. records must
be made available on examination of the
FSC return.

Schedule A-Cost of Goods Sold
and/or Operations Relating to
Foreign Trading Gross Receipts
Complete Schedule A only for the cost of
goods sold deduction related to foreign
trading gross receipts reported an lines I
through 5 of Schedule B.

If the FSC acts as another person's
commission agent on a sale, do not enter
any amount in Schedule A for the sale.

A small FSC will have to make two
separate computations for cost of good
sold if its foreign trading gross receipts
exceed the limitation amount on line Se of
Schedule 8. In this case, a deduction for
cost of goods sold will be figured separately
for the income on line 6h of Schedule B
and separately for the income on line 3 ~f
Schedule F. Attach the computation for tine
3, Schedule F, to Form 11 20-FSC.

Complete a separate computation for
cost of goods sold and other expenses
attributable to income reported on line 12
of Schedule B. Attach this schedule to Form
1120.FSC

All FSCs are to complete a separate
schedule for the computation of the cost of
goods sold attributable to nonforeign trade
income reported on Schedule F. Attach this
schedule to Form 1120-FSC.

Complete lines 1 through 7, column (a) of
Schedule A, to show the cost of goods sold
for inventory acquired in transactions using
the administrative pricing rules. Complete
lines 1 through 7, column (b), to show the
costofgoodssoldforin entory acquired in
transactions in which the administrative
pricing rules were not used. For details on
administrative or nonadministrative pricing
rules, see separate Schedule P (Form11

20.FSC). Computation of Transfer Price
or Commission.
Uno fla. Valuation methods.-Inventories
can be valued at (a) cost, (b) cost or market
value, whichever is lower, or (c) any other
method approved by the Commissioner of
Internal Revenue, that conforms to the
applicable regulations cited below.

Taxpayers using erroneous valuation
methods should file For1n 3115 to change
to a method perrnifted far Federal income
tax purposes. For further details, see ..
regulations section 1.446-1(eX3) and Rev.
Proc. 84-74, 1984.2 C.B. 738.

In line Sa, check the method(s) used for
valuing inventories. Under lower of cost or
market, market generally applies to ricirriwil

market conditions.when a current bid price
prevails at the date the inventory is valued.
When no regular open market exists " when
quotations are nominal because of inactive
market conditions, use fair market prim
from the most reliable sales or purchase
transactions that occurred near the date the
inventory is valued. For more requirements,
see regulations section 1.471-4.

Inventory my be valued below cost him
the menchandise is unsalable at normal
prices or unusable in the normal way
because the goods are 'subnormal' (that is,
because of damage, imperfections, shop
wear, etc.) within the meaning of regulations
section 1.471.2(c). Such goods may be
valued at a current bona fide selling price
less direct cost of disposition (but not less
than scrap value) if such a price can be
established. See regulations section 1.47 1-
2(c) for more requirements.

If this is the first year the 'Last-in First-
out" (LIFO) inventory method win either
adopted or extended to invento goods not
previously valued under the UF9 method,
provided in section 472, attach Farm 970,
Application To Use LIFO Inventory Method,
or a statement with the information
required by Form 970. Also check the LIFO
box in line 8b. Enter the amount or percent
of total closing inventories covered under
section 472 in line lic. Estimates are
acceptable.

If the corporation changed or extended its
inventory method to LIFO and had to "write
up" opening inventory to cost in the year of
election, report the effect of this writeup as
income (as appropriate in Schedule F, line
12) proportionately over a 3-year period
that begins in the tax year the election was
first made. See section 472(d).

Schedule B-Taxable Income
Schedule B provides for the computation of
taxable income from all sources.
Part I
Part I provides for the computation of
income attributable to foreign trade income.
Income and expenses on Ines I th h 15

' "'Zonare reported in column (a) or (b) be
the method of pricing (administrative w
noriadministrative) used in the transaiction
that produced the income.

Report in column (b) all foreign trade
income from all transactions in which the
administrative pricing rules were not used.
This income may or my not be effectively
connected with a U.S. trade or business.
Attach a schedule showing the computation
of the taxable amount. (On the taxable
portion is included in line INSchedule
B.) Such income,.,.,auld be effectively
connected and taxable more often for a
small FSC as it normally has a piece of
business in Jilts U.S.
Lines 1 through 5-Enter foreign tradi
gross receipts as defined in section Mja.

Report commission iraxime on lines I or 2
based on the sale, lease, or rental of
properly on which such commission *rom.
Line 5-Grow receipts from the
performance of managerial services fm an
unrelated FSC or DISC am foreign trading
gross receipts if two conditions am met.
These conditions are:

1. The managerial services must be
performed with respect to activities thist
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resuft in" sale, exchange. mother

oil~T. .
Subsidiary to the activities described above:
AND

2. At least 50% of the FSC's gross
receipts for the tax year must be derived
from the Sale, mhange, or other
disposition of export property, the lease or
rental of export propstrity, outside the U.S.,
and services Mat are related or subsidiary to
these activities. Gross receipts am defined
in section 927(b).

. .

For example, if receipts reported on lines
1. 2. and 3 of Schedule 8 are less than 50%
of gross receipts for the year, managerial
services would not qualify as foreign trading
gross receipts for the year. In this case
these receipts would be reported on li~e 12
of Schedule F. I

Unes 6b through 6h-Deterination of
limit on for ' trading gross receipts fortheir JIF7

Mill
.

See General Instruction F1
and section 924(bX2) before completing
this part.
Unis 6f-If commission income is reported
on lines 1 or 2 of Schedule 8, total receipts
for purposes of line 6f is figured as follows:
1. Enter botal of colurn' (a) and (b),

10. 6.; SchackA. 8
....2. Enter least cam-

reported on Ime I or 2 ScrZk-8

3.
U. I ties kne 2 ..........

4. For the cormussions napones on
Ime 2 abows, - rout.

fix the I.. Isicas. or ran.
W pscipart, on ~ firs,

-mi.,ions arose. (Section
927(bX2)) .......... I .
Add knes, 3 inx! 4. Ems, in fine 61.
scl,aIlulas 6 ............

Unts Gh-When making the line 6h
allocation. only allocate the Commission
income attributable to the gross receipts on
line4 above.

If
the foreign trading gross -

receipts of the FSC exceeds the line 6g,
Schedule 8, limitation, the FSC my select
the gross receipts to which the limitation is
allocated. See regulations section 1.92 1-
2T(b) Q-5.
Urre 7-Enter the deduction for cost of
pods sold from line 7, Schedule A, page 2.

Une 10-Providei; for exclusion of exempt
foreign trade income based on exemption
percentages on lines 9a and 9b.
Une 14-Enter deductions from Schedule
G that are attributable to mnexempt foreign
trade income.
Part 11
Part 11 is a summary of taxable foreign trade
income and taxable income from Schedule
F (taxable nonforeign trade income).
Une 16--Combine the income on line 15,
column (a), with any taxable amount in line
15, column (b). See instruction for Part I
column (b) above. regarding taxable income
in column (b) Attach a schedule showing
the computat In of the taxable amount.
Una 19b-S.,ecial Deductions. A FSC may
be entitled to a dividends-received
deduction for dividends it receives from
other corporations. Complete a dividend
worksheet similar to that below to
determine the total amount of dividends
received by the FSC and to figure the
div

.
dends-received deduction. Attach your

mZhfttto Form 1120-FSC.

Schedule E-Percentages To Be
Used In Figuring Exempt Trade
Income, etc. -
Schedule E is used to figure the exemption
percentages that are used in figuring exempt
foreign trade income (Schedule B. line 10)
as well as deductions attributable to exempt
foreign trade income (Schedule G, line 17).

A C corporation means a corporation
other than an S corporation. Shareholders
other than C corporations am individuals,
partnerships, S corporations, trusts, and
estates. ,

Use lines 2a through 2d to figure the
exemption percentage for foreign trade
~income that was determined without regard
to the administrative pricing rules of section
923(aX2).

Use lines 3a through 3d to figure the
exemption percentage for foreign trade
income that was determined by using the
administrative pricing rules of section
923(aX3).

Dividend Worksheet

1. Domestic corporations s6bject to the section 243(aXI) deduction . . .

2. Debt-financed stock of domestic and foreign corporations . . . . . .

3. Certain preferred stock of public utilities. .. . . . . ... . . .

4. Foreign corporations subject to the section 245 deduction
5. Total dividends-received deduction-Add lines 1 through 4, Column (c).

Enter here and on line 19b, Schedule 8 . ... . . . . . . . . . .

6. Other dividends from foreign corporations . ... . . . . . . . . .

7. Foreign dividend gmsts-up (section 78) . . . . . . . . . .

8, Other dividends. . . . . .. . . .
.9. Total dividends-Add amounts on lines I through 8~ Column (a). Enter

here and on ling 5, Schedule F . . . . . . . . . . . . . . . .

Schedule F-Honforeign Trade
Income
Schedule F-Enter the taxable portion of
r:mn income

of
the FSC that is not derived

foreign trade gross receipts. This type
of income includes amounts specifically
excluded fmm foreign trade income by Ia.
(~ines I through 3); passive type income(

ines 4 hrough 8); income from property
that is subsidized, deemed in short supply, or
destined for use in the U.S. (lines 9 and 10);,
amounts fro. transactions that did not meet
the foreign economic process tests (line 11);
;nd other nonforeign trade income (line 12).

or more details, see sections 924(f),
927(aX2) and (3). and 927(eX2).
Una 1~-FSC income that resulted from
cooperation with an international boycott is,
nonforeign trade income. Sea Form 5713
for reporting requirements for any FSC with
operations in or related to a boycotting
country and other details.
Line 2-Report as nonforeign trade income
the amount of any illegal payments, bribes,
or kickbacksthat the FSC paid directly or
indirectly to government officials:
employees, or agents (section 927(eX2)).
Line 5-See instructions for the dividend
worksheet below to figure the dividend
income to report on line 5. Attach the
,dividend orksheet you prepare to Form
1120-FSC.

Instructions
'
for Dividend

Worksheet
Column (a) Instructions
Una 1. Enter dividends received from
domestic corporations subject to income tax
and the deduction under section 243(aXI)
and certain dividends received from Federal
Home Loan Banks (section 246(aX2)). For
dividends received from a regulated
investment =ny, see~ section 854 for
the amount t to deduction.

So-called dividends or earnings received
from mutual Savings banks, etc., are mally
interest. Do not treat them as dividends;

Do not enter on line I any dividends
received on "debt-financed" stock acquired
after July 18, 1984.

.ux,. I
W Special deductiou,lot.

% MIT* (a) by INT)

See Inst.

See Inst.

See Inst.

See Inst.

I Page 5

Une 2; Enter dividends that would haw been For dividends on certain preferred stock of

a'
ble for the section 243(aX 1) or section public utilities received after December 3 1;

211 deduction except that they are from 1986, but before July 1, 1987, the
debt-financed"Stock acquired after July 18, dividends-recemed deduction percen is

1984. 'Debt-financed' stock is stock that 55.652%. For these dividends receivr
the corporation incurred a debt in acquiring. after June 30, 1987, the dividends-received
Line 3. Enter dhridends received on the deduction percentage is47.059%. .
preferred stock of a public utility that is Multiply the dividends received in each
Subject to income tax and is allowed the period by the proper percentage to
deduction provided in section 247 for determine the correct dividends-received
dividends paid. deduction:
Une 4. Enter dividends that are received Line 4, Columns (b) and (c)
from foreign corporations and that qualify
for the deduction provided in section

The dividends-received deduction

245(a).
percentage for dividends received from
foreign corporations entitled to the

Unsts 6. Enter all other dineidends received dividends-received deduction under section
from foreign corporations that do not quality 245(a) and section 245(cXl) for certain ,
for a dividends-received deduction. FSCs is 85% for dividends received before
Una 7. If the FSC claims the foreign tax January 1, 1987. The dividends-received
credit, the tax that is deemed paid under deduction percentage for these dividends
Section 902(a) (relating to credit for a received after December 31. 1986. is 80%.
corporate stockholder in a foreign Column (c) Instructions
corporation) must be treated as a dividend Exclusion of certain dividends.-In
received from the foreign corporation. (See general, no dwidends-received deduction
section 906(bX4),) will be allowed on any share of stock (a) if
Line S. Include dividends (other than capital the corporation held the stock 45 days or
gain dividends and exempt interest less (See section 246(cX IXA)) or (b) to the
dividends) received from regulated extent the corporation is under an obligation
investment companies that

do
IT t quality for to make corresponding payments with

the dividend-received deducWn: dividends respect to substantially identical stock or
(other than capital gain dividends) received other securities. .
from a real estate investment trust that, for Unts 5 Uniltation on dividenchs-riscelved
the tax year of the trust in which the .

dedu;ilors~-Line 5 may not be mom than
dividends are paid, qualifies under sections 85% of line 18, Schedule B. For this .
856-860; dividends not eligible fora .

purpose compute line 18, Schedule B,
dividends-received deduction because of the without r?
holding period of the stock or an obligation .

5ard to any adjustment under

to make corresponding payments with
section 1 59 and any capital Ioss carryback
to the tax year under section 1212(aX 1).

respect to similar stock; and any other
In i hi h at ti -hexcehl. dMdnd i-rune n.t .,.-,Iv a year n. c an ITT ng

reported above luding distrib
.
utions occurs, ims oo~ imin ocies nor appiy even IT

under section 937,eX3) or 936(hX4)). the loss is created by the dividends-received
deduction. (Sea sections 172(d) and ,Line a. Columns Its, and %c, 246(b).)

The dividiands-received deduction Line 14-Enter on line 14 of
percentage for dividends received before
January 1, 1987. is 85%. For clividerids
received after December 31, 1986, it is
80%. Multiply the dividends received in
each period by the proper percentage to
determine the correct dividends-received
deduction.

ScheduleF
the deductions allocated or apportioned to
income on lines I through 12. Make a
separate computation for any cost of goods
sold deduction included in the line 14 .
amount Attach the computation to Form
1120-FSC.

If
a deduction is taken for business bad

A small business investment company ' debtsin the line 14 amountand the FSC
operating under the Small Business uses the reserve method to figure the bad
Investment Act of 1958 may deduct 100% debt deduction. attach a schedule to Form
of dividends received from domestic 1 120-FSC that provides for line 14.the

TIXcor rat21ons subject to income tax, (Section infrolirnmeatilonofreSqcuhe~dteld in the insin
.
uc ions24:W

)) ~ TIG
Line 2, Columns (b) and (c)

Sc

.

hedule
.
G-De

.

du
.
ctionsThe dividends-received deduction for

dividends received Im debt-financed stock is Relating to Foreign Trade Income
explained in section 246A. This section Schedule G is a summary listing of -
applies both to dividends received from deductions or expenses relating to foreign
debt-financed stock of domestic and foreign trade income. Each line ftern or type Of
:orporations acquired after July 18, 1984. deduction is allocated in columisfa) or
~ percentages to use for computing the column (b) based on the admin

rati
we or

dividends-received deduction for debt. nonadministrative pricing rules for the
financed stock under section 246A(aXI) thanwetions to which the expense item(s)
are 85% for dividends received before . relate. The purpose of this allocation is to
January 1, 1987, and 80% for dividends determine the amount of expenses that
-received a.fter December 31, 1986. relate to exempt and ricnexempt foreign
Line 3; Columns (b) and (c) trade income. Only expenses relating to

Dividends on certain preferred stock of
nonexempt foreign trade income are
deductible in figuring taxable income. See

public utilities am entitled to a dividends- sectiori
received deduction percentage of 59.13% if
thur, am received beforeJanuirry 1. 1987. Una 1. Only enter foreign direct costs in

lines Ia through le. See section 924(e) and
regulationssectim 1.924(eYIT(a)thmugh

Page 6 (e) for definitions andrules on direct activity

costs relating to foreign trade income. If you
take a deduction for bad debts on line le,
and you use the reserve method to figure
the deduction, attach a Schedule as
explained in the line I I instruction below.

Une al.-Besides depreciation. include in
Ilne4 the partotthecoSt (upto$5,000
($ 10,ODO for property placed in Service

after 1986)) that the FSC elects to expense
under section 179. See the instructions for
Form 4562. See page 7 of these
instructions for tax law changes that affect

depreciation and section 17 provisions for
property placed in service after 1986.

Unit 11. Bad Debts.-The FSC may either

deduct business bad debts when they
become wholly or partially worthless, or it
my make a reasonable addition to a
reserve for bad debts.

If the FSC uses the reserve method,
attach a schedule for 1986 that separately
lists:

a Trade notes and accounts receivable
outstanding at the end of the year;

a Sales on account;

*Arnount added to reserve-current-year's
provision;

* Amount addedto reseme-recoveries;

* Amount charged against reserve: and

Is Restive for bad debts at end of year.

A FSC may choose either method on its
first return in which it takes a bad debt
deduction. It must use that method for the
followin I it receives consent tog years un ass
change y filing Form 3115. For most
corporations the reserve method of

computing bad debts has been repealed. See
pap 8 for new rules for computing bad
debts for tax years beginning after 1986.

Schedule J-Tax Computation

:
FSCs that have fiscal years

Pqa 7 through 10 before
computing tax.

A calendar year corporation that is not a
member of a controlled group (these
members should See the instruction for
lines I and 2 below) must compute the tax
on its taxable income as follows:

I

tissismountonfine
'

.

-
I- Int. on Schedule J:

line 3:
ofthe

amount
over-

0 $25.000 15% 0
S25.0[0 50.000 $3750.18% $25.ODO
50,000 75,000 8:250 +'30% 50,000
75,000 100.000 15,750.40% 75,000

100.000 ....... 25,750.46% 100,000

A'sadionalIs. . . . . . - insinuiii..bii

Additional Tax.-If the corporation has
taxable income of more than $ 1,000,000.
an additional tax is imposed on the
corporation. The tax is the lesser of: 1) 5%
of the taxable income over $ 1,000,000; or
2)$20.250.

Afterrudive Tax.-If the alternative tax
does not apply, enter on line 3 of Schedule
J. the amount computed above. If the
alternative tax applies. Mrs Schedule D
(Form 1120).

.

Lines I and 2-Members of a controlled
group, as defined in section 927(dX4), are
entitled to only one $25,000 amount in
each taxable income bracket on line 2a.

When a controlled group adopts or later
amends an tipportionment plan. each



member must attach to its tax return a copy
of its consent to this plan. The copy (or an
attached statement) must show the part of
the $25,000amount in each taxable
income bracket apportioned to that
member. There are other requirements as
well. See regulations section 1. 1561-3(b)
for these requirements and for the time and
manner of -king the consent.
Equal Apportionment Plart-If no
apportionment plan is adopted. the
members of the controlled group must
divide the $25,000 amount in each taxable
inixime bracket equally among themselves.
For example. controlled group AB consists
at corporation A and corporation B. They do,
not eW an unequal apportionment plan.
Therefore, corporation A is entitled to
$12.500 (one-half of $25'000) in each
taxable income bracket.

Cot
poiration

8 isalso entitled to $12,500 in each taxable
income bracket.
Unequal Apportionment Ptan.-Members
of a controlled group may elect an unequal
apportionment plan and divide the $25,000
amount in each taxable income bracket as
they wish. There is no need for consistency
among taxable income brackets. Any
member of the controlled

group may
be

entitled to all, some, or none of the
$25,000 amount in a taxable income
bracket. (But the total amount for all
members of the controlled group cannot be
more than $25,000 in any taxable income
bracket.) Each member of a controlled
group must figure the tax as follows:
Note: If the alternative taxapplies, calendar
year corporations shotild do the following:
(1) Completelines I and2ofScheduleJ,
(2) On Ane I below, instead ofintering
amount from line 20, page 3, Form
11 20-FSC, enter amount from line 14,
Schedule D (Form 1 120).
(3) Complete lines 2 through 16 below, and
(4) Enter the amount from line 16 below on
line 15 ofSchedule 0 (Form 1120)and
complete balance ol'Schedule D (Form
1120).

1. Enter taxable incom, (line 20.
pege3.For.ll20~FSQ

2. Enter line I or the
corporation

s
portion of the

first S25.0DO taxable incom
bracket, whichever is less .

3. Subtract line 2 fronn line I .
4. Enterr line 3 or the corporstim's

portion of the second $25.000
taxable imme bracket.
whichavirr is law. . . . . .

S.S.Irtnirdhin,411-1-3. . .
6, Enter line 5 or the corporation's

portion of the third $25,000
taxable income bracket.
whichever is less. . . . . .

7.SubtractIim6fnxnIine5. . .-
8. Enter line 7 or the corporation's

portion of the fourth $25.000
taxable incorne bracket,
which- is I.. . . . . .

9. Subtract line 8 from line 7 . . .
10. 15% of line 2 . . . . . . .
11. 18% of line 4. . . . .
12. 30% of line 6 . . . . . . .-
13. 40% of line 8 . . . . . . .-
14. 46% of line 9 . . . . . . .-
15.Additionaltax . . . . . .-
16. Total of lines 10 in ou 15. Enterthis. n;3 o1h

mix-tonli Schedule J-

Additional Tax (line 15 above).-If the
corporation is a member of a controlled
group and the controlled Mp has taxable
income of more than $1. 000, an
additional tax is imposed on the
co=.The tax

is
the leesser ofi LI) 5%

income of th controll
group over $1,000,000;or (2) $20,250.

The corporation pays its additional tax
based on its share of each taxable income
bracket. and enters this amount on line
15. If the additional tax does not apply,

enter zero on line 15.

Uine 4. Foreign Tax Credit--Generally,
neither a FSC nor its shareholders may

claim a foreign tax credit. The FSC may.
however. claim a foreign tax credit for any
foreign taxes imposed on foreign source
nonforeign trade income that is effectively
connected with a U.S. trade or business.

This income is subject to a separate
limitation when computing the foreign tax
credit.

A shareholder of a FSC may be entitled to
a foreisrStr credit on certain distributionsfrom a

. Thew distributions are from
foreign ad foreign trade income thatwas rijsourc

ermined without using
adTmislraf2w,e.3ricin$ See regulationssection N T(I

), uestion 19.

Schedule P (For. I 120-FSC)-Complete
and attach a separate Schedule P (Form

11 20TSC) for each transaction or group of

transactions to which you apply the transfer
pricing rules of section 925. See: Schedule
P (Form 1120TSC) for details on
completing the schedule.

Tax Reform Act of 1986 '
The Tax Reform Act of 1986 made several -
changes that affect corporations. Some of
the changes are effective starting with
caleridar year 1986 tax returns; some ire
effective starting with fiscal year 1986-
1987 tax returns; and some are effective
sta ding with calender year 1987 tax returns
which are highlighted for purposes of
computing estimated taxes.

Tax Changes Taking Effect Beginning
In 1986:
Increase In Penalty for Failure To File
Information Retums.-For returns due
after December 31, 1986, the maximum
penalty for failure to file information returns
has been increased, A new penalty of $5 for
supplying incorrect information has also
been added. For more information, we
sections 6652, 6676. 6678, and new
sections 6721 througtr6724.
Asset Allocation Rules.-Ne. asset
allocation rules apply in certain uses of
asset acquisitions, and generally are
effective for transfers made after

May
6.

1986. In addition, there are reporting rules
when thew transfers take place. See new
section 1060 for more information.

The following provisions begin In
1987 and affect fiscal 1996-1987
tax years:
Reduction In Corporai Tex Rates-
Effective July 1, 1987, tax rates for
corporations are reduced. The new tax rates
are 15% of the first $50,000 of taxable
income;.25% of the next $25,000 of
taxable income; and 34% for any amount of
taxable income over $75.ODO. An additional
tax applies to taxable income war

$100.000. The tax is the lesser of 5% of the
excess over $ 100,000 or $11,750. See the
tax computation viorksheet on page 9 for
more details.
Gain or Lou Recognized on Distributions
in Complete Liquidation .-Generally,
FSCs will recognize gain or loss on
distribution of their property in complete
liquidation as if they had sold the property
at its fair market value.

Thew new rules apply to liquidations
completed after December 31, 1986. See
sections 336 and 337. it
Reduction In Dividends-Received
Deduction.-The di,iidends-received
deduction for dividends received from
certain corporations has been reduced from
85% to 80%for dividends received after
1986. See sections 243, 244, and 246A.
Installment Sales.-The installment
method has been revised for certain sales or
dispositions made after FebruaZ 28, 1986.
for tax years that end after 198 Thesenew
rules generally apply to: (1) sale of personal
property by a corporation that usually sells
that type of personal property on the
installment method. and (2) sale of real
property that is held by the taxpayer for sale
to customers in the ordinary course of the
taxpayer's trade or business. For more
information. including new rules for
members of an affiliated group, see section
453C.
Certain Costs Required To Be Capitalized
or Included In Inventory Costs.-New
code section 263A requires that certain
costs incurred in the production of real and
intangible property produced by the
taxpayer or property acquired for resale be
capitalized or included in inventory costs
rather than deducted.

Generally, the changes affecting
inventory are effKtive for tax years
beginning after 1986, and the changes
affKting capitalization are effective for
costs incurred after 1986. Please we new
code section 263A.
Deproclation.-The rules for computing
depreciation have substantially changed for
property placed in service after 1986.
Corporations may also elect thew new rules
fors,roperty placed in semice after July 3 1,
19 6. The new system provides specific
methods for each class of assets.
Additionally the section 179 deduction is
increased fr6m $5,000 to $10,000 for
property placed in service after 1986 . See
Form 4562-A, Depreciation of Property
Placed in Service after December 31, 1986,
and section 168.
Information Reporting on Royalties-
Reporting requirements for payers of
royalties he" been changed for payments
made after December 31, 1986.
information reporting is required on a
royalty, payment of $10 or more to a payee.
Sea new section 6050N.
Alternative Tax for Fiscal Year
Corporation.-Generally, the alternative
tax has been repeated for tax years beginning
after 1986. However, trzinsitional rules allow
fiscal year corporations to compute the
alternative tax. The alternative tax
computation for fiscal year corporations is
(a) 28% of the lesser of: the net capital gain
determined by taking into account only gain
and loss for the portion of the tax year before

Page 7

January 1. 1987. or the net capital gain for ' Meats and entertainment. The amount
the tax year, plus (b) 34% of the excess of deductible for meals and entertainment
the net capital gain for the tax year over the expenses is generally limited to 80% of the
:mount of net capital entaken into amount otherwise allowable, In addition,
ccount in (a) above. tion 1201. meals must not be lavish or extravagant; a

Unriftatim on Not Operating Less bona fide business discussion must precede
Carryovers.-The amount of net operating or directly follow the meal; and your
loss carryovers is limited when t rehas
been a change in ownership or equity for net
operating losses incurred after 1986, The

limitation is described in section 382(b) and
applies generally when a 5% shareholder or
group of 5% shareholders increases its or
their ownership in a corporation by more

.than 50 percentage points, or when there
has been a change in equity. Sea section

382 for rules and definitions.

Urnitation on Certain Excess Credits-

For certain ownership changes occurring

after 1986, a change in ownership of a
orporation will result in the amount of the

following excess credits being limited'for
subsequent years: the unused general

business credit, any unused minimum tax

credit, and any capital low carryover. The

foreign tax credit carryover is also limited.
See section 383 for more information.

employee must be present at the meal
'

If
the corporation claims a deduction for
unalloviable meal expenses, it may have to
pay a penalty.
Reporting of Tax-Exempt Int9rest.-For
tax years beginning after 1986. any
taxpayer required to file a tax return must
report, as an item of information, on that
return the amount of the tax-exempt
interest received or accrued during the tax
year.
Minimum Tax.- For tax years beginning
after 1986. the add-on minimum tax will be
replaced by an alternative minimum tax
based on alternative minimum taxable
income. A corporation will have to compute
its tax under the regular system and under
the minimum tax provisions. Sea sections
55 through 59 for more information. For tax
years beginning after 1986, corporations
must take minimum tax into account when

The following provisions begin in 1987 and computing estimated tax. See 1987 Form
affect calendar year 1987 tax returns; 1 120W for more information.
Meals, Travel, end Entertainment Reserve Method for Bad DebU.-For tax

I
Expensex-For tax years beginning after years beginning after 1986 only certain ,
986, many of the rules on what are financial institutions will be able to use the

Vlowable expenses for rneats, reser,ie method of computing bad debts, All
mertainment, travel, and certain other other taxpayers must use the specific

business expenses have been changed. Sea
section 274,

Page 8

charge-off method for computing bad debts.
Corporations not entitled to use the reserve
method must include in income any amount
remaining in the reserve as income ratably
over a 4-year period.

For additional information. see sections
166, 585, and 593.

Also, for tax years beginning after 1986,
section 586, reserve for lowes on loans
of small business corporations, etc., has
been repealed.
Certain Entities Required To Use the
Accrual Method of Accounting-
Generally. C corporations, partnerships with
C corporations as partners, tax-exempt
entities with unrelated business income,and

tax shefters are prohibited from using
the cash method of accounting for tax years
beginning after 1986, Sea new section 448,
Special Rule for Dividends Received From
Foreign Corporation (Section 245).-For
tax years beginning after 1986, only
corporations that own at least 10% of stock
(by vote and value) of a foreign corporation
are entitled to claim the section 245
dwidends-recewed deductions. To obtain
the proper amount of deduction, the 10%
owner should see section 245. .

For additional information on these
changes, we Publication 553, Highlights
of 1986 Tax Changes.



Effective July 1, 1987, the tax rates for corporations were reduced. The new rates of tax are:
15% on the first $50,000 of income;
25% on the nexf $25.ODO of income; and
34% on any amount over $75,000.
Also, an additional tax of 5% is applied against income in excess of $100,000. The maximum amount of this additional tax is
$11,750. In addition. different rules apply for computing the alternative tax on net capital gains for fiscal year corporations that have
a tax year that includes January 1, 1987. These rules are explained in the instructions that follow Schedule B. If the corporation's
fiscal tax year includes July 1, 1987. the tax liability shall be computed by completing Schedules A and B of the wiarksheet below. If
the corporation's tax year ends on or before June 30, 1987, only Schedule A must be completed. Supplemental Instructions for
completing Schedules A and 8 are on page 10.

FIscalyear corporations co lete the following schedules to determine tax liability.
Tax Computed for Period Before July 4. 1987

I Taxable incorm (line 20, Schedule 0, page 3, For. 1120-FSC) . . . . .

. . . . . . . , , :- , -2 Net capital gain income from line 10a, Schedule D (Form 1120). if applicable (see instructions) . . . . . .

3 Subtract line 2 from line I . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4 Enter the lesser of tine 3 or $25,000 (members of a controlled group, see instructions) . . . . . . . . .

5 Subtract line 4 from line 3. . . . . . ... . . . . . . . . . ... . . . . . . . .

6 Enter the lesser of line 5 or $25,000 (members of a controlled group, see instructions) . . . . . . . . .

7 Subtract line 6 from line 5 . . . .... . . . . . . . . . . . . . .
I

. . . . . . . ... .

8 Enter the lesser of line 7 or $25,000 (members of a controlled group, see instructions) . . . . ..

9 Subtract line 8 from line 7 . . . . . . . . . . . . . . . . . . . .. . . . . . . . .

10 Enter the lesser of line 9 or $25,000 (members of a controlled group, see instructions) . . . ; . . . . ..

I I Subtract line 10 from line 9 . . . . . . .. . . . . . . . . . . . . . . . . . ... . .
12 Muftiply line 4 times 15% . . . . . . . . . . . . . . . . ... . . . . . . . .
13 Multiply line 6 times 18% . . . .. . . . . * . . . . . . . ... . . . ... .. . . . . . .

till Multiply line 8 times 30% . . . . .. . . . . . . . . ..
15 M.ftiplyline 10tim.40% . . . . . . . . . . . . . . ... . . . . . . . . .
16 Multiply line 11 times 46% . . ...... . . . . . . . . . . . . . . . . . . . . . . .
17 If line 3 is grwt6r than $1.000,000, enter the lesser of: (a) 5% of the excess of line 3 over $1,000,000 or (b)

$20,250 (members of a controlled group, see instructions): Fiscal year corporations whose tax yea-s end after
June 30, 1987, skip lines 18 and 19, and complete Schedule 8 of this worksheet .. . . . . . . . . . .

18 Alternative tax on net capital gain from the orksheet on page 10 . . . . . ... . . . . . . . . .
19 Add amounts on lines 12 through 18 ... . . . . . . . . . ... . . . . . . . . . . . . .

Fiscal year corporation whose tax years end before July 1, 1987, enter the tax liability before credits from line
on ~me 3. Schedule J. page 5. Form 1120-FSC). and do not complete Schedule 8 below.

Tax Computed for Period After June 30, 1987

20 Enter amount from line 3, Schedule A . . ... . . . . . . . . . .. .. . . . . . . . . . .

21 Enter the lesser of line 20 or $50,000 (members of a controlled group, see instructions) . . . . . . . .

22 Subtract line 21 from line.20. . . ... . : . . . . ... . . . . . . . . . . . . . . .

23 Enterthe lesser of line 22 or $25.000 (members
,
of A controlled group, see instructions) . . . .... . . .

24 Subtract line 23 from line 22 ... . . . . . . . . . . . . . .

* .. . . . . . .. . . .25 Multiply line 21 times 15% . . . . . . . . . . . . . . . .

. . . . . . * . * '26 Multiply line 23 times 25% . . . . . . . ... . . . . . . . . . . . . . . . .

27 Multiply line 24 times 34% . . . . . .. - .
.

. . .. . . . . . . . . . . ... . . . . .

28 Additioml tax. If tire 20 is mom than $100,000, enter the lesser of: (a) 5% of the excess of line 20 Over

$100,000"(b) $11,750 . . . .I . . . . . . . . . .. . . . . : . . . . . . . ... .

29 Add lines 25 through 28 . . . . . . . . . . . ... . . . . . . . . . . . . . . .

30 Add lims 12 through 17, Schedule A .. . . . . . . . . . . . ... . . . . ... . . . . .

31 Line3O x
number of days in tax year before 7-1-87 . . . . . . .. . . . .

.- number of days in taxyear

32 Uner29
x number of days in tax year after 6-3

'

0.87

number of days in tax year

33, Alternative tax on net capital pin from the mrksheet on page 10 . . . . . . . . . . . . . . .. .

34 Tax liability before credits. Add. amounts on lines 31. 32, and 33. Enter here and on line 3, Schedule J, pap 5

Form 1-120.FSC . . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . .

Page 9

Supplemental Instructions
Not Capital Gain and Alternative Tax
(Unesg., 18, and 33).-In general, thesum of (a)
alternative tax is the 1)rz tax
computed on taxable income uced by
the net capital pin using the applicable tax
brackets and tax rates, and (b) a tax (line 18
or 33) computed on the net capital gain
(see below for this part of the computation).
If the afternativetax is less than the regular
tax computed on total taxable income using
the applicable tax brackets and tax rates,
then the corporation may enter the -
alternative tax on line 3. Schedule J, page 5,
Form 1120-FSC, and check the block for
alternative tax:' 11 a corporation has a net
capital pin, both computations (the regular

tax computation and the alternative tax
computation) should be made to determine
which results in the lower tax.

Pop 10

For fiscal yea r corporations, the net capital
gain times the alternative tax rate is
determined as follows: .
I Enter the net capital gain

from line 10a. Schedule D
(Form 1120) . . . . .

2. Enter the amount from line
10b Schedule D. Caution: If
this 6mount is greater than
the amount on line 1, enter
the amount from line I here

3
'

Subtract line 2 from line I
4 Multiply line 2 times 28%
5: Multiply line 3 times 34%
6. Alternative tax on not capital

pin. Add lines 4 and 5.~ Enter
here and on lirfe 18 or 33, if
applicable . . . j . .-

If the alternative tax Is net used, lines 2 and
18, Schedule A and line 33. Schedule B,
should be bI&nIW.
Unes 4.4. 8, and 10-Members of a
controlled group must enter their portion of
each taxable income bracket. See the
instructions for Schedule J for miss
regarding him controlled groups (as defined
in section 1563) may divi.de these amounts.

Uns 17.~If the total taxable income of the
controlled f corporations is more
than $ 1,WOW. each member should
enter its portion of the additional tax on Jim
17 as explained in the instructions for
Schedule J.
Ur*21.-Members

of
a controlled p

(as defined in section 1563) are to air.te
the $50,000 in the first taxable income
bracket. The controlled group is entitled to
o" $50.01DO amount in the first taxable
income bracket and may use the equal and
unequal apportionment rules lexplained in
the instructions for Schedule J.
Une 23-Members of a controlled
(as defined in section 1563) are to alf=ts
the $25,000 amount in the second taxable,
income bracket. The controlled group is
entitled to one $25.000 amount in the
bracket. The members may use the equal
and unequal apportionment rules explained
in the instructions for Schedule J.
Une 28.-If total taxable incomeof the
controlled group of corporations is more
than $100,000, each member should enter
its portion of the additional tax on line 28.
See section 1561 for miss on detemining
each member's share of the additional tax.
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F_ 3468
Dse,~ M t~ Tnesu
k-gil-S- (0)

Rema(,) as V-. retu.

Computation of Investment Credit
0- Attach to your tax return.I

No Schedule 0 Business Energy Investment Cmdlt) on back.

cars NO. 154"155

MIS
Atculh-mt
selva",e N. 24

Identifying mmdw,

JZ31L_ Elections (Check the box(es) below that apply to you (See Instruction D).)

A I elect to increase my qualified investment by all qualified progress expenditures (QPE) made this and all later tax years . . . . . 0
Enter total qualified progress expenditures included in column (4), Part 11 10 .................. .......

.................... " ....8 1 claim full credit on certain ships under section 46gX3) (See Instruction 6 for details) . . . . . . . . . . . . . . . .
estment (Certain Transition Property, QPE Property, and Qualified Tim bar Property)

I Recovery Property

Regular
Pementage

Section 48(g) Election to
Reduce Credit (instead

of adjusting basis)
(partner, etc.. of

1
985-86

flow-through entity only)

New
Property

Used
Property

I,!-
property

Used
Property

U.

M
(b)
(C)

M
M
(9)
(h)

clined
Prop"

3-yeir
of
3-yent,
Other
3-year
Other
3-yes,
Other

Cost othe,

2 Nonrecovery property-Enter total qualified investment(See instructions for line2) . . . . . .
3 Total qualified Investment In 10% property-Add lines I(a) through I(h), and 2 (See

instructions for special limits) . . . . . . . . . . . . . . . . . . . . . . . . . .
4 Regular credit-Multiply line 3 by 10% (.10) (FY 1986-87 filers, sea instructions for hired) . . .
5 Qualified rehabilitation expenditures (enter qualified investmentand multiply by percentage sh"n):
a Rehabilitation Property placed In service before 1.1-87:

(i) 30-year-old buildings . . . . . . . . . . . . . . . . . 15%
(ii) 40-year-old buildings . . . . . . . . . . . . . . . . X 20%

(iii) Certified historic structures (attach NPS certificate) . 25%
Fawl-year 1986-87 filers only:
b Transition Property and Certain Projects placed In service after 12-31-86:

(i) 36year-old buildings . . . . . . . . . . . . . . x 10%
(d) 40-year-old buildings . . . . . . . . . . . . . . . x 13%
(iii) Certified historic structures (attach NPS certificate) . 25%

c Rehabilitation Property (not shown above) placed In service after 12-31-86:
(i) Pre- 1936 buildings . . . . . . . . . . . ... . . . I- X 10%

Appliciible
P-tell"

60
100

60
100
40
~N
40
so

4

5afifiA

b(d),

5c(i)
(ii) Certified historic siructures (attach NIPS certificate) . . . . .- x 20% ~_C_60

6 Credit from cooperatives-Enter regular investment credit from cooperatives . . . . . . . . 6
7 Business energy investment credit-From line 7 of Schedule B (see back of this

forr

~:m:d
1--t2. .1-n 3)

8 Current year investment credit-Add line 4 through line 7. . . . . . . . . .i
Note. lfyw ham a 1986jobs credit (Form 51184). crecit W akohol usedas fuel (Form 6478). research credit (Form 6765), low-imome hiscsirill (Form 8586),or

mplowe stock ownership plan (ESOP) cmdt (Fam 8007) n mvithon to your 1986 inwshment credt, m ifym tow a canyback a carryforward of any
general business credit, stop hem andth, to Form 3900. General Business Credit, to claimyour J986 inwstment credit. ifyou ham onty 1986 investment
cresht(which nuryinclude bumness energy investment credt), you mycant- with lines 9 throtch 14 to dairnMr-dit.

~ Tax Liability Limitations
9a Indivicluals-From Form 1040, enter amount from line 45 . . . . . . . .

b Corporations-From Form 1 120, Schedule J, order tax from line 3 (or Form I 120-A, Part 1, line 1)
c Other filem-Enter income tax before credits from return. . . . ~ . . . . . . . . . .

10a Individuals-From Form 1040, enter credit from line 46, plus any orphan drug. and
nonconventional source fuel credits included on line 48 . . . . . . . .

. . .

Is Corporations-Frain Form 1120. Schedule J. enter credits from lims 4(a) through 4(d) (Form 1120-A filers, enter am)
c Other filers-See instructions for line 10c . . . . . . . . . . . . . . . . . . . . f

11 Income tax liability as adjusted (subtract line 10 from line 9) . . . . . . . . . . . . . . .
12a, Enter smaller of line I I or $25,000 (See instructions for line 12) . . . . . . . . . . . . .

b If line I I is more than $25,OOD-Enter 75% of the excess . . . . . . . . . . . . . . .
.13 Investment credit limitation-Add lines 12a and 12b . . . . . . . . . . . . .
14 Total allowed credit-Enter the smaller of line 8 or line 13-This is your General Business Credit for 1986. Enter here and

on Form 1040, life 47; For. 1120, Schedule J, line 4(e); Form 1120-A, Part 1, line 2; or the proper firm of other returns .

For Paperwork Reduction Act Notice, soo sops"fe Instructions.

10

11
128
12b
13

14

F_ 3468 (i9w)

Form 346a (1986)

Schedule B.-Ousiness Energy Investment Credit

I Enter on lines I(a) th It Ile) your qualified investin I in business energy property.

Pass 2

(1) (2) (3) 5)
TM & R~rfy Uns Cu. f

=
~id. -

8 "' '
1-tmem

.UN Peommuet,

( r 7um I

cftmn4)

Recover _LS-) 3-year Dy
(b) Other 00

_L0_ 3 or more but less than 5 33%
Nonreciniery (it) 5 or mom but less than 7 6%
- I
2 Total qualified investment-Add lines Ila) through Ile), column (5) . . . . . . . . . . . . . 2

3 1986 credit (15% times the portion of the line 2 amount attributable to energy property placed in
service by 12-31-86) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

4 1986-87,fisul year filers-Multiply the poortion of the line 2 amount attributable to property placed
in service after 12-31-86 by the following percentages:

a
Solar energy property (12%) . . . . . . . . . . . . . . .

b Biomass and geothermal property (10%) . . . . . . . . . . . . . . . . . . . . . .
c Ocean thermal property (15%) . . . . . . . . . . . . . . . . . .. . . . . . . .

5 Certain other property (See instructions below for special limits):
a Certain long-term section 46(bX2XAXi) projects underway by 12.3 1-82 (10%) . . . . . . . .
b Hydroelectric generating property placed in service during the year (if docketed with the Federal

:Energy Regulatory Commission by 12-31-85) (11%) . . . . . . . . . . : . . . . . . . -Lb-
6 Cooperative credit-Enter business energy investment credit from coppenttives . . . . . . . .
7 Tentative business energy investment credit-Add lines 3 through 6. Enter here and on line 7 of
- page 1 .. . . . . . . . . . . . . . . . . . . . . . . . . 7

Instructions for Schedule B
Form 3468)

tei Partners, shareholders, and
beneficiaries of FY J985-86 partnerships,
Sco tes and trusts thatpliscrporations,

estoedproperty in service before Jahw'y
1. 1986, seethe separate Instructions for
Form 3468, under Specific Instructions.

Energy property must meet the same
requirements as regular investment credit
property, except that the provisions of
sections 48(aX 1) and 48(aX3) do not apply.
See the separate Instructions for Form
3468 for definitions and rules regarding
regular investment credit property.

Energy property must be acquired new.
See sections 46(bX2) and 48(l)(1) through(1

7) for details.
See section 48(l)(17) for special rules on

public utility property, and section 48(IXII)
(as amended by the Crude Oil Windfall
Profit Tax Act of 1980) for special rules on

orty financed by Industrialprop
Development Bonds.

Specific Instructions
One Credit Only -ifprop" qualifies as
more than one ki'nd of energy property, youmay take only one credit for the property.

Line I-Typ" of Property- For
definition of recovery and nonrecovery
property, see the separate Instructions for
Form 3468.
Line I-Column (2).-Use the code
letters fro. the following list to indicate the
kind of property for which you are claiming
a credit. If you enter more than one kind of
property on a line, enter the code letter for
each kind of p. operty in column (2) and the
code letter a no dollar amount of each kind
of property in the right hand margin.

The code letters are:
8.

Blomass
property

It. Hydroelectric generating property
c. Solar equipment (but not passive

solar equipment)
d. Ocean thermal equipment
a. Geothermal equipment
See sections 48(IX4) and 48(lx3XAXviii)
a nd (ix) for definitions and special rules t; Ult
apply to these kinds of property. .
Line 5-The section 48(cl)(4) election to
take a reduced credit instead of adjusting
the basis of the energy property on line 5 is
act available for prop" placed in service
her December 31, 1985, and you must

reduce the basis by the full amount of the
credit claimed.

If the installed capacity of hydroelectric
generating property is more than 25
megawatts, the I I % energy credit is
allowed for only part of the qualified
investment. See section 48(IX 13XC).

On the dotted line for line 5b, enter the
megawatt capacity of the generator as
shown on the nameplate of the generator.

If you are a 1986-87 fiscal-year filer with
a tax year beginning before and ending after
July 1, 1987 (for a normal 12-month tax
year, this would be only years beginning
after July 3 1. 1986). the energy credit(s) on
lines 5a and 5b must be reduced by a
percen
to

ulaitile figured from the follorwing

number of months in your
tax year after June 1987

35% x totaf number of months
in your tax year

Enter the reduced credit on lines 5a and
5b. Although the reduction may not be used
in the current year or Carried back to a prior
year, it may be carried forward to your next
tax year.

U. pe- was-32a



U86 - De artment of the Treasury
IntPernal Revenue Service

Instructions for Form 3468
Computation of Investment Credit
(Section references are to the Internal Revenue Code, unless otherwise noted.)

Papervic, k Reduction Act Notice.-We
ask for this information to carry out the
Internal Revenue laws of the United States.
We need it to ensure that taxpayers are
complying with these laws and to allow us to
figure and collect the right

amount
of tax.

You are required to give us this information

Changes You Should Note
The Tax Reform Act of 1986 repealed the
investment credit for most taxpayers, In
general. for property placed in service after
December 31. 1985, you cannot claim any
investment credit unless the property M
e Transition property, as defined in theSpecific I

ristructions for lines 1(.)-l(h):0 Qualified
progress experditure property,

as defined in General Instructions D(l)
tounder 'Elections,' and the Specific

Instructions ~r lines 1(a)-Ih);
. Qualified ti mber property;
• Certain rehabilitation property; or
• Business energy Property.
For most taxpayers. this means you may no
longer claim any investment credit for
property such as automobiles. delivery
trucks. office equipment, farm equipment,
etc., unless it was transition property on
December 31, 1985. or it falls into one of
the other categories above.

The business energy portion of the
investment credit has been extended, and
the rehabilitation portion of the credit has
been greatly modified

.

The Act also made other charges to the
general business credit. The income tax
liability which may be offset by the credit
has been 'educed to $25.000 plus 75% of
the liability in excess of $25,000. Also, two
additional credits have been added to the
general business credit: the research credit
and the re. low-income housing credit.
General Business Credit.-The general
business credit consists of the investment
credit (Form 3468), jobs credit (Form
5884), credit for alcohol used as fuel (Form
6478), research credit (Form 6765). low-
income housing credit (Form 8586). and
employee stock ownership plan (ESOP)
credit (Form 8007). If you have more than
one of these credits for 1986. or a
carryback or carryforward of any of these
credits. you must summarize them on Form
3800. General Business Credit. If you have
only a 1986 inviresiment credit, you do not
have to file Form 3900 this year.
Special Limitations on Automobiles and
Other "Listed Property" that is transition
property (acquired under a written
contract binding on December 31 1985

,and placed In semice before July
1986).-

(1)The credit on any passenger car may
not exceed $675. Figure the credit by
entering in column (2) no more than

$11,250 of the basis multiplied by the For more information, sea, Form 4255,
percentage of business, investment, and Recapture of Investment Credit.
production-of-mcome use; A partnership or S corporation should

(2) You may not take ANY credit on the complete only the following lines, to figure
following types of property ("listed the cost or basis of property to pass through
property") unless more than 50% of the use to the individual partners or shareholders:
of the property during the year was business . the Part I elections,
u e: 9 columns (2) of line I and the line 2

*
any passenger car or other transportation worksheet,

property, * the qualified investment on line 5, and
. property of the type generally used for 9 columns (2) and (3) for line 1, Schedule B
entertainment, recreation, or amusement, (you should also tell the partner, etc., how
and much of the column (3) basis to enter on
e computer equipment not used exclusively lines 3, 4. or 5).
at a regular business establishment and Attach the completed form to the
owned or leased by the person operating the partnership or S corporation return to show
est blishment (office in the home must the total cost or basis that is passed
me:t the requirements of section through.
2BOA(c)(1)). If you are a partner, beneficiary.

When you figure this more-than:50% shareholder in an S corporation, or lessee,
test, do not count use of property Tor use Form 3468 to figure the credit based on
investment or the production of income asbu ss your share of the investment by the

sine use. Once you have met the test, partnership, estate, trust, S corporation. or
however. you may include investment and lessor.
production-of-income use to arrive at your For inore details on investment credit,
credit. sea Putillicintion 572, Investment Credit,

(3) You must also furnish the information and regulations under sections 46 and 48.
required on Form 2106. Employee B. How to Figure the Crodit.-For
Business Expenses, or Part III of Form recovery property, the class of property
4562. Depreciation and Amortization, if you determines the percentage qualifying for
claim investment credit for any listed investment credit. For nonrecovery
property. roperty the useful life of the prop" for

(4) Employee use of property is
considered business use only if it is for the
convenience of the employer and required
as a condition of employment. See section
280F.

(5) Vehicles used by employees (other
than 5-percent owners or related persons)
are treated as being used 100% in your
trade or business it the value of any
personal use is included in the employees'
grow income.

i
r
nvestme nt credit must be the same as the
useful life for depreciation or amortization.

See section 48 for special rules on movie
and television films, sound recordings, and
sale-leasebacks.

See section 46(e) for limitations on the
investment credit for mutual savings
institutions, regulated investment companies,
and real estate investment trusts.

Generally, you may only take half of the
In credit for certain vessels. See

General Instructions sections 46(gXl) through (6). If you claim

A. Purpose of Form.-Use Form 3468 to
the full credit, check box 8 in Part I of Form

claim a regular, rehabilitation, or business
3468.
C Investment Credit Property-energy investment credit or to make certain
G~nerally, you may take investment credit

elections.
the first year you place qualified property inCaution; You may haw to refigure the
service, or make qualified progresscredit and recapture all or a portion of it if.
expenditures.

e you dispose of the property before the
The property must be used in a trade ofend of the property class life or life years;

business and be either recovery property or
• you change the use of the property; other jepreciable property with a life of 3
• the business use of the propertyd years or more. Enter only the business part

ecreases so that it no longer qualifies tin if property is for both business and
whole or in part) as investment credit personal use.
property; Generally, investment credit property is:
* you reduce your proportionate interest in (1) Tangible personal property as defined
a partnership or other "paw-through" entity in section 48(aX 1).
that had claimed a credit: or (2) Certain elevators and escalators.
e you returned leased property (on which (3) Other tangit4e property, including
you had taken a credit) to the lessor before

certain real property, used as an integral
the end of the recapture period or useful life. part of manufacturing. production, or

extraction, or used as a research or bulk L At-Risk timitation for Individuals and
storage facility for fungible commodities for Closely Held Corlporations.-The cost or
these activities. basis of property for investment credit

(4) Livestock other than horses, as long purposes may be limited if you borrowed
as you do, not sell or dispose of substantially :gainst the property and are protect:d
identical ivestock (not subject to recapture gainst loss or if you borrowed mon

y
from

tax) during the 1-year period beginning 6 a person vv~p is related or who has other
months before the date you got the than a creditor interest in the business
zestock. Reduce the cost of the livestock activity. The cost or basis must be reduced

you
got by the amount you received on the

by
the amount of this "nonqualified

disposition of the substantially identica
I

nonrecourse financing" related to the
livestock. property as of the close of the tax year in

(5) Single-purpose livestock or which it is placed in service. See Publicatio,
n

horticultural structures. See section 48(p). 572 and sections 46(cX8) and 465
for

(6) Rehabilitation expenditures for details. If there is an increase during . late,
qualified 30-year buildings. 40-year year of this nonqualified nonrecourse

dft,,ng~yo, may have to refigure thebuildings. and certified historic structures. f.na
For property placed in service after 1986, cre i on orm 4255.

there are generally only two categories: Pre- Specific Instructions
1936 buildings and certified historic
structures. See sections 46(bX4) and 48(g), Part II-Qualified Investment

(7) Forestation and reforestation Note: Partners, shareholders, and
expenditures amortizable under section beneficiaries of FY 1985-86 partnerships. S
194. See section 48(aX 1 XF). corporations. estates and trusts that placed

(8) Petroleum storage facilities (but not property in service before January
1'

1986:
buildings or their structural components). Use lines 1 or 2 of the 1986 Form 3468 to

Exceptioni -investment credit generally report the 1985 flow-through qualified
does not apply to property that is: investment If the investment was for

(1) Used mainly outside the U.S. commuter highway vehicles, include the

(2) Used by a tax-exempt organization
1985 flow through investment in line 3 and

(other than a section 521 farmers
-

rite'COMMUTER HIGHWAY VEH: 1985

cooperative) unless the prowt Is used
FLOW-THRU* to the left of the entry. Enter

Y
investments in 1985 flow-through

mainly in an unrelated trade or business rehabilitation property on line 5a of the
(3) Used by governmental units and 1986 Form 3468. If the investment was for

foreign persons and entities. business energy property include and label
(4) Used for lodging or for furnishing the the 1985 investment on line 3 or 5b of the

lodging (see section 48(aX3) for exceptions.
1
986 Schedule B. (Enter and label 1985i a . hotel

or molel furnishings). 10% intercity bus or biomass property on
(5)

Amortized
or depreciated under line 4b of the 1986 Schedule B.)

sections 167(k), 184 or 188. Lin" 1(&).I(h). Recovery Property.-In
(6) Acquired or constructed wit~ general, the Tax Reform Act of 1986

excluded cost-sharing payments from repeals the regular investment tax credit for
grants under any program listed in section property placed in service after December
126(a) or by grants under the Energy 31, 1985. The only properties for which you
Security Act. can now claim a regular credit are (1)
D. Elections- transition property. (2) qualified progress

(1) Qualified Progress Expenditures- expenditure (QPE) property, and (3)
You may elect under section 46(d) to qualified timber property.
increase your qualified investment for the Transition Property.-There are several
year by qualified progress expenditures. types of transition property that may be
This permits you to claim investment credit placed in service after 1985 and still be
on a long-term construction project before it eligible for the regular credit in that year:
is completed and placed in service, Check e Binding contract on 12-31-85: Property
box A in Part 1. The election applies to all that is constructed, reconstructed or
progress expenditure property for the tax acquired under a written contract ihat was
year

it
is made and all later tax years. binding on December 31, 1985

In general, the term "progress e Construction in progress on 12-31-85:
expenditure property* means property Property that is constructed or
which is being constructed by or for you and reconstructed if at least 5% of the cost, or
(1) construction began before 1986 (or you $1 million, had been incurred or committed
had a binding contract on 12-31-85 to begin by December 31, 1985.
construction), (2) the property has a norma I e Equipped building or plant facility in
construction period of two years or more, progress on 12-31-85: If construction had
and (3) it is reasonable to believe that it will begun pursuant to a written specific plan
be new section 38 property when it is
placed in service.

(2) Election for Leased Property. -if you
lease property to someone else, you may
elect to treat all or part of your investment
in new property as if it were made by the
person who is leasing it from you. Lessors
and lessees should we section 48(d) and
refful tions for rules on making this
elect

P
ion For limitations, see sections

46(eX3) and 48(dX6).
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and more than one-half the cost had been
incurred or committed by December 3 1.
1985.
e Specific projects listed in the Act.

Transition
prop" must be placed in

service
before

the
date shown in the

following table. Otherwise, no credit will be
allowed.

Must be Pined
Property class We (rears) in service before
3 or more but less than 5 . . . . . . July 1. 1986
5 or more but en than 7 . . . . January 1, 1987
7 or more but less than 20 . . . January 1. 1989
20 or more . . . . . . . . . . . January 1, 1991

The section 48(qX4) election to take a
red uced credit instead of adjusting the basis
of property is not available for transition
property. You must reduce the basis by the
full amount of the credit claimed.
QPE Property.-The regular credit may be
claimed on QPEs so longas it is reasonable
to expect that the property will be transition
property when placed in service before the
date shown in the table above. For any year
that the reasonable expectations change, or
if the property is not placed in service
before the date shown, all post. 1985 QPEs
must be recaptured.

The election to take a reduced credit
instead of adjusting the basis of QPE
property is no longer available. Although you
do not have to amend prior years, for
periods after 1985 you must reduce the
basis of QPE property by the full amount of
the credit claimed, even if you made a
section 48(qX4) election in a prior year.
Qualified Timber Property.-The regular
credit may be claimed in 1986 for the
portion of the adjusted basis of qualified
timber prop" that is treated as section 38
property under section 48(aXI XF). For
timber property you must reduce the basis
for depreciation by one-half of the credit
taken,

Enter the basis of recovery property in
column (2). This is generally the cost of the
property reduced by any personal-use factor
and by any portion that was expensed under
section 179. It includes all items properly
included in the depreciable basis, such as
installation and freight costs. Recovery
property is tangible personal property used
in a trade or business or held for the
production of income, and depreciated
under the Accelerated Cost Recovery
System (ACRS). See sections 46(cX7), 168
and 280F.
Line 2. Nonrecovery Property.-Compute
your qualified investment using the
worksheet format at the bottom of this page.
Nonrecovery property includes:
* property you elect to depreciate usinga
method not expressed in terms of years:
e property you elect to amortize (e.g..
leasehold improvements);

"04,ty W no ery1.- 2 Non,
.rMhoat L.re 0:1-if

(3)
Appleable
~-uqre

(4)
&rl.f:d 1-t-1

( - 2.,,oi-3t

(a) 3 or mo,e/ims than 5 33%

New ~b) 5 or more/leas than 7 66%Z

(c) 7 or more 100

(ill 3 or more/Ins than 5 33%

Used Le) 5 or moreAfts than 7 661A

L0 7 or more 100

Total-Add lines (a) through (f) and enter on line 2 of Form 3468 - 2



e property transferred or acquired merely
to bring the property under ACRS:
a property acquired in certain
nonrecognition transactions:
• certain property used outside the U.S.;
• public utility property if you do not use the
normalization method of accounting.
See section 168(e) for further details.

Enter the amortizable basis in
forestation and reforestation expenditures
on line 2(c) of the worksheet. See section
48(aX 1XF). See section 46(cX5) for rules
for certain pollution control facilities.
Weil Ila). 1(b), 1(*), and 1(f) of form;
lines 2(s), 2(b), and 2(c) of worksheet

'Qualified Progress Expenditures.-Enter
on the proper line the amount of qualified
progress expenditures made in the tax year.

Do not take any qualified progress
expenditures for the year the property is
placed in service or for the year for which
recapture is required for the property. The
credit allowed for the year the property is
placed in service is based on the entire
qualified investment reduced by the
progress expenditures included as qualified
investment in earlier yeam. See section
46(d) for more information.
Lines 1(c), 1(d), 1(g), and 1(h) of form;
lines 2(d), 2(e). and 2(f) of worksheart.
Used Property Dollar Uniftati-In
general. you may not take into account
more than $125,000 of the cost of used
property in any one year, This does not
include the basis of any property traded in
unless the trade-in caused

the
recapture of

all or part of an investment credit allowed
earlier, or a reduction in an investment
credit carryback or carryforwa,cl. Determine
the $125,000 amount before applying the
percentages based on the

C'a's Of
property

or useful life. Enter th. cost (subject to the
dollar limitation) of used property placed in
service during the year. Property inherited.
received as a gift, or acquired from certain
related persons does not quality for the
investment credit.

If a husband and wife file separate
returns, each may claim up to $62,500. If
one of them has no qualifying used property.
the other may claim up to $125,000.

The $125.000 limitation applies to a
partnership, S corporation, estate, or trust.
The $125,000 must be divided among the
estate or trust and its beneficiaries based on
the income of the estate or

trust allocable
to

each. The $125.000 limitation also applies
to each partner, shareholder, or beneficiary.
Controlled corporate groups must divide the
limitation among all component members.
See section 48(c) and related regulations.
Line 4-If you are a 1986-87 fiscal-year
filer with a tax year beginning before and
ending after July 1, 1987 (for a normal 12-
month tax year. this would be

.
only years

beginning afterJuly 31. 1986), the regular

credit (other than for timber properl) must

be reduced by a percentage figured M.
the follinving formula:

number of months in your

35%
, tax year after June 1987

total number of months in
your tax year

Example: Your 1986 fiscal tax year
begiring August 1, 1986, and ending July
31, 198 . shows a qualified investment on
line 3 of $100,000. Since one month of the
twelve QA 4 is after June 1987, ru must
reduce your regular credit of $1 000(10%
x$1O0,OOO)bY2.92%(35=).The
credit reduction is $292f$10. x.0,2
and the reduced credit o $9,708T0,

02 ,

- $292) would be entered on line . -

Although the reduction ($292 in the
example~ may not be used in the current year
or carn d back to a prior year, it may be
ca rried forward to your next tax year.

Una 5a, 5b, and 5c. Rehabilitation
Expenditures.-The Tax Reform Act of
1986 generally changed the rules for

claiming the rehabilitation portion of the
investment credit for property placed in
service after December 31, 1986, in tax
years ending after that date.

You may take a credit for certain capital
costs incurred for additions or improvements

to qualified existing buildings and for
rehabilitation of certified historic structures.
The expenditures must be added to the basis
of the building and depreciated by the ,
straight-line method over 19 years (15 years
in the caw of low-income housing) in
connection with the rehabilitation of a
qualified rehabilitated building. The
applicable percentage for qualified
rehabilitation expenditures is 100%.

The increase in depreciable basis
resulting from the expenditures must be
decreased by the allowed credit (by half the
allowed credit for certified historic
structures placed in service before 1987).

For FY 1986-87 filers placing property in
service in 1987, the expenditures must be
for either

(1) nonresidential real property.

(2) residential rental property, or

(3) real prop" that has a class life of
more than 121h years.

See section 48(g) for other details and
section 251(d) of the Act for transitional
rules applicable to line 5b.

If you are claiming a credit for a certified
historic structure, you must attach a copy of
your request for final certification from the

National Park Service (NPS Form 10. 168c).
(Do not do this if the credit is a flow-thmugh
from a partnership, S corporation, estate or
trust because that entity will attach a copy
to its return. Instead, write -$
FROM PARTNERSHIP" (or "S CORP.."
etc.) on the dotted tine to the left of the
entry column.)

Lines, 3. 5. and 12a Undtations.-Mutual
savings institutions, regulated investment
companies, and real estate investment
trusts are subject to special limitations I r
the amounts to be entered on lines 3, 5 a-c,
and line 12a. See regulations section
1.46-4.

Lim 6. Credit from Cooperative-
Section 1381(a)cooperativeonnizations
may claim investment credit. If he
cooperative cannot use any of the credit
because of the tax liabiliY limitation, the
unused credit

must
be a

I
mated to the

patrons of the cooperative. The recapture
provisions of section 47 apply as if the
cooperati. had kept the credit and hot
allocated it. Patrons should enter their
regular investment credit from a cooperative
on line 6.

Carryback and Carrytorward of Unused
Credits.-If you cannot use part of the
credit because of the tax liability limitations
or the operation of the alternative minimum
tax, you may carry it back 3 years, then
forward 15 years.

Line 10c. Other Filers.-Before you can
claim the investment credit against your
income tax liability, you must reduce this tax
liability by the credits listed below:

- Personal credits (child and dependent
care credit. credit for elderly or disabled,
residential energy credit, credit for
contributions to candidates for public office,
and the credit for interest on certain home
mortgages)

• Foreign tax credit

• Possessions corporation tax credit

• Orphan drug credit

• Nonconventional source fuel credit

Una 12. Limitation.-If the tax liability on
line I I is $25,000 or less, your investment
credit is limited to that tax liability. If the tax
liability is more than $25,000, your credit is
limited to $25,OD0 plus 75% of the excess.

If you and your spouse file separate
returns, each must use $12.500 instead of

$25,000. But if only one has any investment
credit, that one may use the entire $2 5,000.

Controlled corporate groups must divide

the $25.000 a mong all com ponent

members.

Estates and trusts must determine the
percentage of total income allmable to the
estate or trust itself and apply the
percentage to the $~5,000 li,,it on line 12a.

Page 3



OMB NO l5a5-0595F-3800 General Business Credit 19,860-d-M 1. Tnrinur,
inte-il Revenue Sevice P Attach to your tax return. Amr,-..

Seii-em 25

rur,nels) Mu-M Murn

13= Tentative Crec"'
I Investment credit (Form 3468. line 8) . . . . . . . . . . . .

LI. . . . . . . . . . . .line 7)rm 58842 J b dit F E. . . . . . . . .o ,o s cre (
3 Credit for alcohol used as fuel (Form 6478, line 11) . . . - . . . . . . 3

line 20) . . . . . . . . . . . . .research activities (Form 67654 Cr dit for increasin 4,e g,
Low-income housing credit (Form 8586) . . . . . . . . . . . . . . . . . . . . 5 1

. . . . .line 3)n (ESOP) credit (Form BM7k hi l 6. . . ..a6 Employ" stoc owners p p
7 Current year general business, credit-Add lines 1 through 6 . . . . . . . . . . . . . 7

=

or ESOP credits) . .alcohol fuel resear hjobsi tr) WINt tit i 8t~, ,,ns , ,nves men (see(orCarryforward of general busiven cred
. . . . . . . . . . . . . . .eneral business credit to 1986C r b k of 9. . .gar y ac

usiness credit-Add lines 7, 8. and 9 . . . . . . . . .0 Ten! ve 10ta =6..=T X
Li

Ila Indwiduals-Frorn Form 1040, enter amount from line 45 . . . . . .
. .Is Corporations -From Form 1 120, Schedule J, enter tax from line 3 (or For 1120-A.

itline I
. .

. . . . .c
Other filers-Enter income tax before credits from return . . . . . . . . . . . . .

12a Individuals-From Form 1040, enter credit from line 46, plus any orphan drug and
nonconventional source fuel credits included on line 48 . . . . . . . . . . . . . .

b Corporations-Frorn Form 1 120, Schedule J. enter credits from tines 4(a) 4through 4(d) (Form11
20-A filers, enter zero) . . . . . . . . . . . . . . . . . . I . .

c Other filers-Sbe instructions for line 12c . . . . . . . . . . . . . . . . . . 12

1
3 Income tax liability as adjusted-Subtract line 12 from line I I . . . . . . . . . . . . . 13

000 (See instructions for line 14) . . . . . . . . . . . .14
a

Enter smaller of line 13 or $25 l4a,
Is If line 13 is more than $25,000-Enter 75% of the excess . . . . . . . . . . . . . . l4b

15 Credit limitation-Add lines l4a and l4b . . . . . . . . . . . . . . . . . . .. . 15

16 General business credit-Enter smaller of line 10 or line 15 here and on Form 1040, line 47; Form
1 120, Schedule J, line 4(e); Form I 120-A, Part 1. line 2; or the proper line on other returns . . . . 16

General Instructions thew credits, you must attach the
(Section mlerences are to the Internal appropriate credit forms and summarize

them here on Form 3800. Ifyou have only
Revenue Code.) one of these credits for 1986, you do not
Paperwork Reduction Act Notice.-We how to file Form 3800. Instead, use only
ask for this information to Carry Out the that particular form to claim the credit. For
Internal Revenue lam of the United States example, if you have only a 1986
We need

it to
ensure that taxpayers are investment credit, you my use Form 3468

complying with these lam and to allow us to to claim your credit for
1986.

You do not
figure and collect the right amount of tax. have to file Form 3800 in this caw.
You are required to give us this information. You do not have to take the jobs, alcohol
Changes You Should Note fuel, or ESOP credits if you do not wish to.

For more information on the investment
The Tax Reform Act of 1986 made credit, sen For. 3468, Computation of

several changes
to

the general business Investment Credit. or Publication 572,
credit. Two additional credits have been Investment Credit.
added to the general business credit: the For more information on the jobs credit
research credit (but not the orphan drug see Form 5894, Jobs Credit, or Publicat6ncredit) and the new low-income housing 906 Jobs and Research Credits.
credit. Also, the income tax liability which For more information on the alcohol fuelmay be offset by the credit has been credit see Form 6478, Credit for Alcoholreduced to $25.000 plus 75% of the liability Used ;s Fuel.in excess of $25,000. For more information on the research
Purpose of Form-The general business credit. ses Form 6765, Credit for
credit consists of the investment credit Increasing Research Activities (or for(Form 3468), jobs credit (Form 5884). claiming the orphan drug credit), oralcohol fuel credit (Form 6478), research Publication 906.credit (Form 6765), low-income housing For more information on the low-incomecredit (For. 8586). and employee stock hOwnership plan (ESOP) Credit (Form 8007), 1 ousing cre~ift, we Form 8586, Low.
If you have more than one of these credits, ncome Housing Credit.
or a canyback or urrylomard of any of

For more information on the ESOP credit.
see Form 8007, Credit for Employee Stock
Ownership Plan.
Carryback and Carryforward of Unused
Credit.-If you cannot use part or all of the
credit on line 7 because of the tax liability
limitation on line 15 or the operation of the
alternative minimum tax, you may Carry any
excess back to each of the 3 preceding tax
years, Minningiwildi. the earliest. If you
have a

used re
I after carryback, it

maybe carried forward to each of the 15
years after the year of the credit. Ingeneral,
credits unused after 15 years may be
deducted in the 16th year (or earlier if the
taxpayer dies or goes out of business).
Unused ESOP credits are deductible in the
15th year if unused by that time. Note:
Generally, only half the unused investment
credit is deductible. Ifyou had originally
made a section 48(qX4) election to take a
reduced credit instead ofadjusting the basis
of the property, then none is deductible.

Although the investment, jobs, alcohol
fuel, research, low-income housing, and
ESOP credits are aggregated as the general
business credit , you may want to keep
separate records of these credits to ensure
that no credits or deductions are lost.

(Continued on back)

F- 3800 (1986)

Specific Instructions
Line S.-All carryforwards of unused
investment, jobs, WIN, alcohol fuel.
research, and ESOP credits are added
together and become a business credit
carryfamard to 1986. Note: Caryfor-d
of regular investment credit by FY 1986-87
filers with tax years beginning before and
ending afterJuly 1, 1987 (for a normal 1 2-
month tax year, this would be onlyyears
beginning after July 31, 1986).-Under
new section 49(c) you must reduce the
portion of the business credit carryforward
attributable to the section 46(a)(1) regular
investment credit (other than for timber
property) by a percentage figured from the
following formula:

number of months in your

3596
. tax year after June 1987

total number of months in
your tax year

Enter the reduced credit an line 8.
Although the reduction may not be used in
the current year or carried back to a prior
year, it may be carried forward to your next
tax year,
Line 9.-Leave blank in 1986. Use only in
subsequent years to carry back unused
credits arising in those later years.
Line 12-0ther filers.-Before you can
claim the general business credit against
your income tax liability, you must reduce
this tax liability by the following credits:
6 Personal credits (child and dependent

care credit, credit for elderly or disabled.
residential energy credit, credit for con-
tributions to candidates for public office
and the credit for interest on certain
home mortgages)

ar Foreign tax credit
• Possessions corporation tax credit
• Orphan drug credit
• Nonconventional source fuel credit

Paler 2

Line 14.-If your adjusted tax liability (line
13) is $25.000or less, yourgeneral
busmesscredit is limited tothat liability. If
the tax liability is more than $25.000, your
Credit is limited to $25,000 plus 75% of the
excess.

If you and your spouse file separate
returns, each must use $12,500 instead of
$25,000. Hovaam. if only one has any
business credit, that one may use the entire
$25,000.

Controlled corporate groups must divide
the $25,000 among all component
members. See section 38(cX3)(B).

Estates and trusts must first determine
what percentage of the total income is
allocable to the estate or trust itself, then
:pply that same percentage to the $25,000

mount on line 14a
See section 38(cX3XC) for limitations on

the credit for mutual savings institutions.
regulated investment companies, and real
estate investment trusts.

1- 3800 o9sti)
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Name(s) as~ on ret-

Depreciation and Amortization
110- See separate kistructions.

110- Attach this Win to yaw mtwn.

Businen._". -kh kh" Ior. n,wes

Due No. 1545-0172

W86
Aftech-t
S.- No. 67

ld..tftft -mbe,

Depreciation (Do not use this part for automobiles, certain other vehicles, computers,'and property used for
entertainment, recreation, or amusement. Instead, use Part 111.)
See instructions under Items You Should Note for new rules forcertain assets placed in service afterJuly 31, 1986.

Section A.-Electim To Expense Recovery Pr rty (Section 179
(a) c~ 0P~y (b) C.1

2 Listed property-Enter total from Part 111, Section A, column (h) . . . . . . . . . . . . . .

3 Total (see instructions for limitations). (Partnerships or S corporations-seei the Schedule K and Schedule
K-1 Instructions of Form 1065 or 1120S) . . . . . . . . . . . . ... . . . . . .

Section B.-Depreclation of Rftove!y Property

(1) D., I (.) Bna--Iw
cles .1 prope~y (11- rsee

I Id)R-
P-Hod

4 Accelerated Cost Recovery System (ACRS) (see instructions): Forassels placed inseryke ONLY

dimnlita~M,begmninginJ986

Of

""In,-.11-

in Dmaion

a 3-year property

b 5-yea, property

c 10-year property

d 15-year public utility

property

a Low-income housing

f 15-year real property

g 18-year real property

h 19-year r I property

5 Listed property-Enter total from Part III, Section A, column (g) . . . . . . . . . . . . . .

6 ACRS deduction for assets placed in service prior to 1986 (we instructions) . . . . . . . . . .
Section C.-Deprectation of Monrecovery Property

7 Property subject to section 168(eX2) election (sea instructions) . . . . . . . . . . . . .

8 Other depreciation(ses instructions) . . . ... . .. . . . . . .
Section D.-Surnmery

9 Depreciation from Form 4562A (see instructions) . . . . . . . . . . . . . . . . . .
10 Total (add deductions on lines 3 through 9). Enter here and on the Depreciation line of your return (Partn-

ships and S corporations-Do NOT include any amounts entered on line 3.) . . . . . . . . .
.

[i~Amortlzatlon

(a) Oexrip~ of property
I --- I

M Ced.
t.) A'nistiov-
ton iNriod or IF) knonostion

I Arnortization for property placed in rice only during

is

year b!~nning in 1986

1
2 Amortization for property placed in service prior to 1986 . . . . . . . . . . . ... . . .

3 Total. Enter here and on Other Deductions or Other Expenses line of your return . . . . . . . ...

ses Paperwork Raid-tion At Natlos'- page I of the separate Instiectime. F_ 4562 (ises)

F- 4562 (1986)

[Pa~]
Pess 2

Automobiles. Certain Other Vehicles, Computers, and Property Used for Entertainment, Recreation, or
Amusement (Listed Property).if

you am using the standard mileage rate or deducting vehicle lease expense, complete columns (a) through (d) of Section A, oil of

Section A.-Depreciation (It automobiles and other listed property placed in service after June 18, 1984, are used 50% or
less in a trade or business. the Section 179 deduction is not allowed and depreciation must be
taken using the straight line method over 5 years. For other limitations, see instructions.)

Doyouhaveevidencelosupporlth business use claimed? T2_Y_n_C3_NolfY istheevidence.ritten? Lj Yes L3No

W TM 0 pmpWy MD. W Businsis (d) cost or

inst-'.
Waseel Prep")

Been for dep-ot- M ps-st~

P-W dsov~t-
M SW-

Total (Enter h ere and on line 2, page 1.) . . ... . . . . . . . . . . . .

Total (Enter hire and on line 5. page 1.) . . . . . . . . . . . . . . . . . . . . .

Section B.-Information Regarding Uss of Vithiclas
Complete this sectionas follows, ifyou deduct expenses for vehicles:

• Always complete this section for vehicles used by a sole proprietor, partner, or other more than 5% owner " relatedpersor;.
• Ifyou provided vehicles to employees, first answer the questions in Section C to sea ifyou meet an exception to completing this section

for those item.

V.1*1. i Velkis 2 Vehide 3 Vehide 4 VeNds 5 VeWe 6

1 Total miles driven during the year . . .

2 Total business miles driven during the year

3 Total commuting miles driven during the

year. . .. . . . . . . ... . .

4 Total other personal (nonctimmuting)

miles driven . . . . . . . . . .

Yes NO Yes No Yes No Yes No Yes N Yes No

Was the vehicle available for personal use

during off-duty hours? . . . . . . .

Was the vehicle used primarily by a more
than 5% owner or related person? . . .

7 Is another vehicle available for personal

use? . . . . . . . . . . . . .

Socklon C-Questlons for Employers Who Provid Vehicles for Use by Employees.
'Acgo-, Ihe- questions to determine if you meet :n exception to completing Section 8, Natc Section B must always be.'ad lor

vehicles used by sole Projonetors, Partners, a other mom than S% owners Or relatedpersons.)

Yes I No
8 Do you maintain a written policy statement that prohibits all personal use of vehicles, including commuting. by your MFM

employees?. . . . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . .

9 Do you maintain a written policy statement that prohibits personal use of vehicles, except commuting. by your MMM
employees? (See instruction for vehicles used by corporate officers, directors. or 1% or more owners.) . . . . . .

10 Do you treat all use of vehicles by employees as personal use? . . . . . . . . . . . . . . . . . .. .

I I Do you provide more then five vehicles to your employees and retain the information received from your employees MMM
concerning the use of the vehicles? . . . . . . . . . . . . . . . . . . . . . . . . . . . .

12 Do you meet the requirements concerning fleet vehicles or qualified automobile demonstration use (see instructions)?
-Note: Ifyour answer to 8. 9, 1 0, 1 1, or 12 is 'Yes, 'you need not complete Section 8 for the covered vehicles.



V86
An estate elect tijSixpenseo.overy pro;trustAmay not hDepartment of the Treasury r partner, 'Por

internal Revenue Service corporation marlyc'holose to expense and pass
through to its partners of shareholders a
maxim rn of $5,000. Partners or
shareholders add their share of the
partnership S corporati n amount to theirInstructions for Form 4562 own sectionol'79 expenseothey choose to

Depreciation and Amortization
(Section references are to the Internal Revenue Code, unless otherwise notect.)

Paperwork Reduction Act
Notice
We ask for this information to carry out the
Internal Revenue laws of the United States.
We need it to ensure that taxpayers are
complying with these laws and to allow us to
figure and collect the right amount of tax.
You are 'equired to give us this information .

Items You Should Note
! Recent legislation changed the method of
figuring your allowable deduction for
depreciation of property placed in service
after 12/31/86. However, you may elect to
use that method for property placed in
service after 7/31/86. The deduction for
depreciation of certain property, such as
automobiles and real estate, will be less

under 'he neZ,',n',e'apph,,.the l~9N:.p~ru.'~eesdwei'dua~',~i.n.
Figure your allowable deduction

fordepreciation using the new method on Form
4562A and enter your allowable deduction
?n the 1986 Fo in 4 562, Part 1. line 9. For

listed property~ placed in service after
December 31. 1986, see the instructions to
For' 4562A..

Line 4h is new. This is to be used for real
property that has a recovery period of 19
years
a All taxpayers claiming a deduction for any
listed property (such as automobiles,
computers, and property used for purposes
of entertainment. recreation and
amusement) are required to complete Part,,

I on page 2. regardless of when such
property was placed in service.6

As an alternative to depreciation
'
sell-

employed individu ~lect to use the
standard mflLage !~'Icw`aanycc. For more
information. see Publication 917, Business
Use of a Car.
. All

details of
depreciation should be

reta ined as part of your perma nent books
and records. See Publication 534
Depreciation. for example of him t~ keep
depreciation recordsPU

rpose of Form
Use Form 4562 to claim this year's
deduction for depreciation and amortization,
to make the election to expense recovery
property. and to provide information
concerning the business use of automobiles
and other listed property.

in using this form. a taxpayer should
prepare and submit a separate Form 4562
to each businum or activity in the return.

take. and deduct the combined amount up to
the $5,000 (or $2,500 for married taxpayers
filing separately) limit for each taxpayer. See
Publication 534 for more information.

Line I. -
Line-by-Line Instructions Column (a). -Enter the class of recovery
Caution: These instructions do not reflect property (that is, 3-year, 5-year. etc.) for
the new rules and limits for property placed which you make the election and a brief
in service after December 31, 1986. See description of the itent.
Form 4562A and Publication 534 for details. Column (b).-Enter the property's cost.

Part I.-Depreciation
Omit any undepreciated basis an assets you
traded in. For information about basis, see

Depreciation is an amount you can deduct
PU

blication. 55 1. Basis of Assets.
each year for assets. except land. you acquire Column (c). -Enter the part of the cost
to use in your business or hold to produce you choose to expense. You can choose to
income. (Land is never depreciable.) rt expense part of the cost of an asset and
Depreciation starts when you first ste using depreciate the rest of it.
the property in your business. It ends when Line 2 -if you choose to claim a section
you take the property out of service. deduct 179 expense deduction for automobiles and
ail of your depreciable cost, or no longer use other It led property, complete Section A.
the property in your business. However, Part Al sSee "Limitations for automobiles'
except for 15, 18, or 19-year real property, a under Section A, Part Ill.
low income housing, no depreciation Line 3.-Enter the column (c) total. up to
deduction is'allowed in the year the property $5.000 ($2,500 for married taxpayers filing
is disposed of. - separately). Partnerships and S corporations

Complete Section A of Part III on page 2, sh u d carry the line 3 amount to their
instead of Part 1, for depreciation of all listed Schedules K and K- 1.
property, regardless of when such Property Section B.-Depreclation of Recoveily
was placed in service. Property.-

It any 'listed property" placed in selv~ce Note: Lines 4a through 4h should be
after June 18, 1984, as Used more t n completed for assets, other than
50% in a trade or business in the year it was automobiles and other listed property.
placed in service, and used 50% or less !n a placed in service only during the taxyear
later year, part of the depreciation

,
Section beginning in 1986.

179 deduction. and investment credit will Column (a).-Two factors determine the
have to be recaptured in the Later year. Figure79

class of property whether the property is
the amount of depreciation and Section I section 1245 or section 1250 class
deduction to be recaptured on Form 4797a property; and what midpoint class life (if
Gains no Losses From Sales or Exchange~of my) would have applied to it on January 1.
Assets Used in a Trade or Business and 1981 if the asset depreciation range (ADR)
Involuntary Conversions. Figure the amount syste~.i had been elected. The midpoint
of investment credit to be recaptured on lass lives are listed in the asset guideline
Forth 4255. Recapture of Investment Credit c he table for depreciation

Assets you place in service after Decembe,
period column of t

3 1, 198Q. are depreciated Using t e
in the back of Publication 534.

In each recovery class, except 15. 18, or
Accelerated Cost Recovery System (ACRS). 19-year real property, list as one item all
These assets are called "recovery Property " new and used property you placed in
You may be able to elect to expense up to semice in 1986. However, you must list$5,000 of

certain recovery property in separately:
Section A. Show your depreciation for a Property used mainly outside the Unitedrecovery property in Section B If you:h"

anasset that is nonrKwery Property, sh your !j.a1es-___.
de reciation in Section CP
Section A.-Ele tion to Expense Recovery property.Y.-Y

c

is Pr
-exem pt

Propert ou may choose to expense
operty financed by tax

part of the cost of depreciable personal obligations.
property used in your trade or business and a Property not prectorninantlii used in aqu

lified business use.
certain other property described in

In the 15, 18, and 19-year real prop"
Publication 534. To do so, you must have
purchased (as defined in section 179(d)(2:1) classes, group property by the depreciation
the

property and placed it in
service during

method elected and the month and year you
the 1986 tax year. If you take this deduction. placed it in service.
thea o nton hich Oufi ore our Attach additional sheets, if necessary.

in u . Y 9 Y Column (b).-For lines 4e through 4h,For more ntO;ma on about depreciation d r i ti no ortization deduction and. ep ec a 0 ram
the election io expense newly acquired your investment tax credit, if any, must be

enter the month and year you placed the

recovery property, and leased listed property. reduced by the amount you deduct as a pro&erty in service.d ju
(c) -Enter the basis for

see Publication 534, Depreciation an section 179 expense.
deprecia'ti"on of the assets YOU placed in

Publication 917. Business Use of a Car. For Note. The following do not qualify as section
more information about amortization 179 property: (1) property that is used 50% service in the current tax year. To find the
lincluding depreciation/amortization of or less in your trade or business: and (2)

basis for depreciation, multiply the cost or
leasehold expenses), see Publication 535, other basis of the property by the percent of
B

si property held for the production of income business use. From that result. subtract any9 ness Expenses. (section 212 property).

section 179 expense. and one-half of based on the recovery period you chose.
investment credit taken, if applicable. Except for 15, 18, and 19-year real property,
(unless you took the reduced credit.) and low-imome housing roperty

Column (d).-Enter the recovery period

you are using. This is usually the class 01

property itself (that is, 3-year, 5-year. etc.);

but you may instead elect an alternate
percentage figured by using the straigldtline,f I i.
method over one o the cillowing per

For-
You may ch

;~

so:3 year property . . . . 3, 1: o 121 y::,
5-year property . . . . 5.1

~ ~ ~, Y is

10-year property . . . . 10. 25, or 35 years

15-Year Public utility
property or 15-yea,
real Property . . . . 15. 35, or 45 years

I&Y", I ;,;*Pl- It98: 35. .1; .4 '1 yy::,
19-yearre: P

poorly

35
m

Low-income housing . . . 15

,
35: or 45 years

Also,-for certain assets (described in
column (a), below) you may be required to
use a specified recovery period.

Column fe).-For property for which you
are using the prescribed percentages

(described in Section B. lines 4a through 4h
belo.). enter "PRE." If you elect an
alternate percentage, as described above in
column (d) instructions, enter "SIL." If the

asset is used mainly outside the United

States. enter "FP" and see section
168(fX2). if the asset is retirement,
replacement-betterment

piparty
enter

-RRB- and seesection 16 fX3~
I

the
asset is property financed by tax-exempt
obligations, enter "TEO" and see section

168(fX 12). For property leased to
tax.

exempt entities, see section 16M).

Column (1).-Unless you use an alternate

percentage. or a special Percentage required

for certain types of property (as described
above in column (a) instructions) Itiply
the amount in column (c) by the ~Pplicable
percentage. from the line instructions below.

and enter the result in column (f).
it

you use

an alternate percentage. use the percentage

requiring a special per ntage( ribed
above), use the same alternate percentage
for all property in the same class that you
p

L .
acem ervice in the same year.If 1.

you
elect an alternate percentage. do

not figure depreciation by the number of
months the property was in use: instead use
the half-year convention by dividing the
result explained in the instructions forcolumn

(d) by 2, for the first and last year of
depreciating the property, but before the
year of disposition. However, for 15, 18,
and 19-year real property, and low income
housing, you can elect an alternate
percentage on a property-by. property basis,
and the half-year convention does not
apply.
Section B. Line 4se-3-year property-
,Includes section 1245 class property that:
• Has a class fife*of 4 years or less, or
• Is used for research and experimentation.
or
a Is a race horse more than 2 years old when
you place it in service, or any other home
that is more than 12 yea's old when you
place it in service.

An example of 3-year property is:
machinery and equipment used in
connection with research and experiments.

The percentages prescribed for these
assets are:
III yea, . . . . . . 2196~ndyeii, ~ ~

38
3rd year

.
. . . .

. .
376

Line 4b- 5-year property- Includes
section 1245 class property that is not
assigned to one of the other recovery
classes.

Examples of 5-year
property are'machinery; office turn it.m. and single or.

pose agricultural and horticultural struc-
tures (other than a building and its struc.
tural components).

Linedit 15-yearmiproperty.-(mid-month~mntiwI

Use the column to, the month of losable year placed In service

Year - FF_2 _F_71 4 5 6 1 7 1 87 9 10 11 12

1M 8% 3% 2% 1%
2rd 11% 11% 11% 12%
3rd 10% 10% 10% 10%
4th 8% 9% 9% 9%
5th 7% 8% 8% 8%
6th 7% 7% 2% 7%

Une4g. 18-yearwiproperty. -(mid-monthcon~ntionI

Year
Use the column fes the month of It .. til. Year p laced I n servic e

1

1 2 1 3 1 4 1 5 1 6 1 7 1 8 1 9 1 10 12
l't

9% %: 7"

:% 1% 1. 4% 3% - L% %
2nd 9%

I
9

1% 1% 9'

% 9% ~
9% 9%

~ L. j.%

3,d 8% 8 % 9

tine4h. 19-yearwipropefty.-(mid.~thcwmntion)

Year
Use the column for the month of taxable year placed in service

1 1 2 1 3 1 4 Z~~ a
9

12
% 1 :~8I't e~,391

'%
% I :~O% ~ 4.1% 1 3.5% 2.M 1.

0,591 :~6
%

% 8.8% 8
~Y% s %

%2ri,J :4% 9 !W

3,d 7.6% 7.7% 7.79( 7.8% 7.9% 7.9% 8.0% B. % %
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The percentages prescribed for these
assets are:

lu year . . . . . . . . 15%2nd Year . . . . . . . . . 22%
31d through 5th year . . . . . 21%
Ums 4c;- 10-year property.-Includes:b, I,
pu ic oil ity prop" (except 3-year
property or section 1250 class property)
that has a claw life of more than 18 years
and no more than 25 years: section 1250
class property that has a clan life of 12.5
years or

less;
manufactured homes; railroad

tank cars; and qualified coal utilization
property which would otherwise be 15-year
public utility property. However, under a
special rule for theme parks. etc., a building
and its structural components 0all not be
treated as having a class life of 12.5 years
o

, it in
r ess y reason of any use other than the

use for which that building was originally
placed in service.

The percentages prescribed for these
assets are:1

st year . . . 8%

2W
year . . . 14%

3rd year . . . . . . . . . . 12%
4th through 6th yeor . . . . . 10%
711, ttirough loth year . . 9%
Una 4d-15-year public utility
property.-Public utility property (except
3-year property or section 1250 property I
that has a claw life of more than 25 years.

The percentages prescribed for these
asse is are:
Ist year - . . . . . . . . 5%
2nd year . . . . . . . . . . 10%
3~,d Yyea . . . . . . . . . . 9%
4 a . . . . . . . . . . . 8%
7;,h Ihld 6,1h ,a, Y . . . . . . . . 1%.u

h 15th aor . . . . . . . 6%

Line 4e-Low-income housing.Property
described in clause (i). (i), (iii), or

(iv)of section 1250(aXl)(B).
Different percentages apply to low.

income housingthanto 15, 18, or 19-year
real Property. The percentage to use each
yeardependson the month you placed the
property in service during the tax year.
Publication 534 gives complete percentage
tables for low-income housing and the
optional rite-off periods.

For qualified rehabilitated buildings. see

sect
ion 48(g).

Line M-15-year real property- Section
1250 property that does not have a class life
of 12.5 years or ten. Applies to property
placed in service before March 16, 1984,
unless under construction or subject to a
binding contract before March 16, 1984. and
placed in service before January 1. 1987,
Line 4g-18-year real property-
Section 1250 class property that does not
have a class life of 12.5 years or less.
Applies to property that is placed in servic
after March 15, 1984, and before May ?,
1985, unless under construction or subject
to

a
binding contract before May 9. 1985,

and placed in service before January 1.
1987. Enter property grouped by the
depreciation method elected and the month
and year you placed it in service. The
percentages to be used depend on the
month of your tax year in which the property
was placed in service. The chart above for

ft f~,hovvsline 4g the percentages prescribed
fort a list t

It
ree years.



Line 0-19-year real property.-
Section 12 50 property that does got have a
class life of 12.5 years or less placed in
service after May 8: 1985, and not under
construction of subject to a binding
contract before May 9, 1985. The chart
above for line 4h shows the percentages
prescribed for the first three years.

Capital improvements made to buildings
placed in service prior to 1981 can qualify
as recovery property.

Capital improvements will qualify as 15,
18. or 19-year real property, depending on
when the improvements were placed in
service. Such improvements are to be treated
as though they were separate buildings.

Include in linei 4f, 4g or 4h only the
amount of capital expenditures for
improvements that were placed in service in
your taxable year beginning in 1986.
Section B, Line 6-Enter the amount of
your ACRS deduction.for recovery property.
other than automobiles and other listed
property. placed in service prior to January 1
1986. This amount is obtained by multiplying
the applicable percentage by the basis for
depreciation for each ut the prior years for
each class of property. 00 NOT include any
amounts deducted in lines 4a through 5.

The basis and amounts claimed for
depreciation in prior years should be part of
your permanent books and records. No
attachment Is necessary.
Section C.-Depreciation of Nonrecovery
Property.-Use Section C for property,
o h r than automobiles and other listed
fr~o~rty, you do not amortize, expense, or
use ACRS to depreciate. This includes:
- Property placed in service before January 1,
1981;

is Certain public utility property, which does
not meet certain normalization requirements;
e Certain property acquired from related
persons:
* Property acquired in certain nonrecognition
t.nsactions: and
is Certain sound recordings, movies, and
videotapes.
Section C. Line 7.-Report property that
you elect. under section 168(e)(2), to
depreciate by the units-of-production
method or any other method not based on a
term of years. If you use the retirement-
replacement-betterment method. see
section 168(fX3):

On a separate sheet, attach: (1) a
description of the property and what
depreciation method you elect that

e
xciudes the property from ACRS; and (2)

the depreciable basis (cost or other basis
reduced, if applicable. by salvage value, half
the investment credit, and the section 179
expense). I

Enter the depreciation deduction for the
property in column (f).
Section C, Line B.- Enter the total
amount of depreciation attributable to

~
ssets. other than automobiles and other

fisted property. acquired before January 1.
1981 (pre-ACRS), or properly that cannot
otherwise be depreciated under ACRS. This
mount should be calculated from your

a~rmament books and records. No
attachment is necessary. For a sample
.orksheet

'
see Publication 534.

Include any amounts attributable to the
Class Life Asset Depreciation Range

(CLADR) system. If you previously elected
the CLADR system, you must continue to
use it to depreciate assets left in your
vintage accounts. You must continue to
meet recorckeeping requirements.

If you elect CLADR for assets that do not
qualify for ACRS (see sections 168(e)(1)
and (4)). attach a statement that specifies
the items that still apply to those listed in
Regulations section 1. 167(a). 1 I(l)(2).

Part I L-Amortization
Each year you may elect to deduct part of
certain capital expenses over a fixed period.
If you amortize property. the part you
amortize does not qualify for the election to
expense recovery property or depreciatiW
Line I.-Complete line I only for property
placed in service during your tax year
beginning in 1986.

Column (a). -Describe the property you
are amortizing. Amortizable property
includes-
is Pollution control facilities (section 169

,limited by section 291 for corporations).
a Bond premiums (section 17 1).
is Expenses paid before January 1, 19132, for
child-care facilities (section 188).
* Amounts paid for research or experiments
(section 174). or for a trademark or trade
name (section 177).
is Business start-up expenditures (section
195)~
a Qualified forestation and reforestation
costs (section 194).
is Organizational expenses for a corporation
(section 248) or partnership (section 709).
s Certain railroad property (section 185).
* Construction period interest and taxes on
real property (for exceptions, see section
189).

@ Certain rehabilitation expenses of historic
structures made before January 1. 1982
(section 191 (as before repeal)),
e Optional write-off of certain tax preferences
over the period specified in section 58(i).

Column (b). -Enter the date you
acquired or completed the property or spent
the amount you are amortizing.

Column (c). -Enter the total amount you
are amortizing. See the applicable Code
section for limits on the amortizable amount.

Column (d) -Enter the Code section
under which you amortize the property

Attach any other information the Code
and Regulations may require in order to make
a valid election. For additional information,
see Publication 535.
Line 2-Enter the amount of imortization
attributable to property placed in service
before 1986.

Part I IL- Automobiles and
Other Listed Property
All taxpayers claiming any type ofileduchon
for automobiles and other listed property,
regardless of the tax year such property was
placed in service. must provide the
information requested in Part 111. Listed
property includes. but is not limited to:
* Passenger automobiles weighing 6.000
Pounds or less.
is Any other property used as a means of
transportation if the nature of the property
tends itself to personal use, such as
motorcycles, pick-up trucks, etc.

is Any property of a type generally used for
purposes of entertainment, recreation, or
amusement (such as photographic,
phonographic, communication, and video
recording equipment.)
is Computers or peripheral equipment.

Listed property does not include
photographic. phonograpnic,
communication. or video equipment used
exclusively in a taxpayer's trade or business
or regular business establishment. It also
does not include any computer or
peripheral equipment used exclusively at a
regular business establishment and owned
0, leased by the person operating such
establishment.

Listed property does not include an
ambulance, hearse, or a vehicle used for
transporting persons or property for hire..
Section A.-Depreciation

Column (a).- List on a property by
property basis ail of your listed property in
the following order:
(1) Automobiles and other vehicles
(2) Other listed properly (computers and

peripheral equipment etc.);
In column (a). list the make and

modAi of automobiles, and give a
general description of listed property.

If you have more than five vehicles used1
00% in your trade or business, you may

group them by tax year. Otherwise, list all
vehicles separately.

Column (b). -Enter the date the
property was placed in service. This is the
date you first start using the property for
any purpose, whether personal or business.

Column (c). -Enter the percentage of
business use. For automobiles and other
"vehicles.' this is determined by dividing
the number of miles the vehicle is driven for
purposes of a trade or business during the
year by the total number of miles the
vehicle is driven for any purpose. For
vehicles used by non-more than 5% owner
employees treat the vehicles as being used
100% in y~ur trade or business, if the value
of personal use is included in the
employees'gross income or the employee
reimburses the employer for the personal
use.

if
the employer reports the amount of

personal use of the vehicle in the
employee's gross income. and withholds
the appropriate taxes, for purposes of this
form. the employer is to enter '100%' for
the Percentage of business use. For more
information see Publication 917. For listed
property (such as computers or video equip.
ment), allocate the use on a basis of the
most appropriate unit of time the property
is actually used. See Temp. Regs.1.2

8OF-6T.
If you have property that is used solely for

personal use that is converted to business
use during the tax year, figure the percent
of business use only for the number of
months the property is used in your
business, Multiply that percentage by the
number of months the property is used in
your business, and divide the result by 12.

Column (d). -Enter the property's actual
cost. For leased property, enter the lease
payment for the year.
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Column (a).- Multiply column (d) by the
percentage in column (c). From that result,
subtract any section 179 expense and one.
half of investment credit taken, if applicable
(unless you took the reduced credit).

Column (1). -Enter the method of
figuring your depreciation deduction. If you
are using the prescribed percentages
presented in Part 1, Section B, enter "PRE."
If you elect an alternate percentage, or if
the business percentage is 50% or less,
enter "S/L."

Also, enter your recovery period. See the
instructions to Part 1, Section-B,-Column (d)
for property used more than 50% in your
trade or business. For property used 50% or
less in your trade or business, enter 5 years
for 3-year property (automobiles. etc.), 12
years for 5-year property (computers, etc.),
and 25 years for I0-year property.

Column g).- If column (c) shows more
than 50% use in a trade or business
multiply column (e) by the aipiplicabl~
percentages given in the instructions for
Section B. Treat automobiles as 3-year
property and computers as 5-year property.

It column (c) shows 50% or less use i
.
n a

trad or business, and the prope
plac:d in service after June 18, WY.-
must figure column (g) by using the straight
line method with the following percentages:

3-year 5-yes, 10 year
property property property

lst year 10% 4%
2%2.4 year 20% 9% 4%

3rd year 20% 9% 4%

For property used
50% of less

in a
qualified trade or business. no section 179
expense deduction is allowed.

Enter zero, if the property was disposed of
during the year~
Ll mitations for aLdomoblies.-When
calculating your depreciation plus section
179 expense deduction for automobiles for
the first tax year in the recovery period, your
deduction is limited to $3,200.

For 'ucc '
I
' rs

the deduction is
limitedtor60ifaplyeedinserviceafte,
June 18. 1984, but before January 1, 1985;
$6 200 if p aced in service after December
31: 1984 alnid before April 3, 1985; and
$4,800 it placed in service afterApril 2,
1985.
Note: These limitations are further reduced
when thepercentage of business use
(column (c)) is less than 100%. For
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example, ifan automobile is placed in
servicem 1986, andis used 60percent for
business, then the firstirear depreciation
plussection 179 expense deduction is
limited to 60 percent of $3,200, which is
$1,920,

For leased automobiles see Publication
917 and Temporary Regulations 1.280F.
5T, for amounts to be included in gross
income.

Column (h).-Enter the amount you
choose to expense for property used more
than 50% in a qualified business use,
(subject to limitations noted above).
Section B.-Intormation Regarding Use
of Vehicle,-
The information requested in Questions I
through 7 is to be completed for each
vehicle identified in Section A.

Employees are to provide their employers
with the information requested in Questions
I through 7 for each automobile or vehicle
provided for his or her use.

Employers providing more than five
vehicles to their employees, no are not
more than 5% owners or related persons,
are not required to complete Questions I
through 7 for such vehicles. Instead, they
are to obtain this information from their
employees check "Yes" to Question 11,
and retain ihe information received as part
of their permanent records.
Section C-Questions For Employers
Who Provide Vehicles For Use By
Employees

For employers providing vehicles to their
employees, a written policy statement
regarding the use of such vehicles, if
initiated and kept by the employer, will
relieve the employee of keeping a separate
set of records for substantiation
requirements.

There are two types of written policy
statements that will satisfy the employer's
substantiation requirements under section
274(d). The first type which prohibits
personal use, including commuting, must
meet the following conditions:
a The vehicle is owned or leased by the
employer and is pr vided to one or more
employees for use in connection with the
employer's trade or business;
is When the vehicle is not used in the
employer's trade or business, it is kept on
the employer's business premises, unless it
is temporarily located elsewhere. for
example. for maintenance or because of a
mechanical failure;

is No employee using the vehicle lives at the
employer's business premises;
* No employee may use the vehicle for
personal purposes, other than de minimis
personal use (such as a stop for.lunch
between two business deliveries); and
a The employer reasonably believes that.
other than de minimis use. no employee
uses the vehicle for any personal purpose.

The second type prohibits personal use.
except for commuting. This is NOT
available if the employee using the vehicle
for commuting is an officer, director, or I%
or more owner. This type of written policy
statement must meet the following
conditions:
e The vehicle is owned or leased by the
employer and is provided to one or more
employees for use in connection with the
em loyer's trade or business and is used in
the employer's trade or business;P'
a For bone fide noncompensatory business
reasons, the employer requires the
employ" to commute to and/or from work
in the vehicle;
is The employer establishes a written policy
under which the employee may not use the
vehicle for personal purposes, other than
commuting or de minimis personal use (such
as a stop for a personal errand between a
business delivery and the employee's home);
is The employer reasonably believes that,
except for de minimis use, the employ"
does not use the vehicle for a ny personal
purpose other than commut ing: and
is The employer accounts for the
commuting use by including an appropriate
amount in the employee's gross income.

For both written policy statements there
must be evidence that would enable the IRS
to determine whether the use of the vehicle
meets the conditions stated above.

An employer may establish the business
and personal use of each vehicle in the fleet
according to a probability sampling method
developed by the employer in accordance
with Regulation section 1 274-7(f).

An automobile is considered to have
qualified demonstration use if the employer
maintains a written Policy statement
prohibiting its me by individuals other than
full-time automobile salesmen, prohibiting its
use for Personal vacation trips, prohibiting
storage of personal possessions in the
automobile, and limiting the total mileage
outside the salesmen's normal working hours.



4562-A

lk,-rl of 1. T-1. Y
ITI-1R-S-ic.

Depreciation of Property Placed In Service After
December 31, 1986

(Also use for property placed In semice after July 31, 1986. and before
January 1. ~ 987. If special election Is made)

W Sao Separate Instructions

...............

...............

.... ......

Election To Expense Depreciable Assets Placed In Service after December 31, 1986 (Section 179)

4.) 13-110-f P-0, (b) D~ne .c. ir-.. (1) Co. (d) E.- dec.cl-

2 Listed property (see instructions) . . . . . . . . . . . . . . . . . . . . . . .

3 Total I (add lines I a nd 2. but do not enter more than $ 10,000) (see instructions for other Iimitations) .

4 Section 179 deduction from Form 4562, Part 1, section A, line 3 . . . . . . . ~ . I .

Add lines 3 and 4, but do not enter more than $10,000 . . . . . . . . . . . . . . . .

Subtract line 4 from line 5 . . . . . . . . . . . . . . . . . . . . . . . . . .

......

.............. .---

...............

Depreciation (Complete this part for property placed in service after 12/31/86, other than automobiles and other

listed property.)

Note: Also use this part ifyou elect the new depreciation rules for property placed in seMceafterluly 31, 1986, and before

January 1. 1987,

49) cle" 0 V~ny

7a 3-year property

Is 5-year property

c 7-year property

It 10-year property

a 15-year property

f 20-year property

is Residential rental property

h Nonresidential real PTO"

pla~-
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...... ................

.................
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.............. .. ......
.... ..................
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.......................
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.......................-----------
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....................
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3

4

5

... ......... ...... .. ........ * ..........

..........................

--------------------------

..........................

...........................

........ I ..................

....................

...........................

...........................---------------------------

...........................

. ............................ * * --------- * ---- -----

--------- --------- ---------------------- -- ----
---------------------------

.......... ....

............... I

...............

............... I

8 Total depreciation (add lines 7a through 7h) . . . . . . . . . . . . . . . . . . . .9

Add lines6and 8. Enter hereand on Form 4562. Part 1. line 9 . . . .. . . . .

Far Papen,,ek Reductler, Act Notice, -1.. 4562 Instruction..
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...........................

...........................
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1086 ent of the Treasu
Revenue Servicer,

Instructions for Form 4562-A
Depreciation of Property Placed In Service After
December 31, 1986
(Section references are to the Internal Revenue Code, unless otherwise noted.)

Purpose of Form 3-Year Property.-This is property with a
class life of 4 years or less. 11 includes anyThe Tax Reform Act of 1986 changed the.
race horse which is more than 2 years old atmiesfordepr~iationandthewtionl79

deduction for property placed in service after the time it is placed in service, and any
December 31. 1986. File For. 4562-A for other home which is more than 12 years old
property you placed in service after that date at the time 4 is placed in service.
toreport depreciation under the new rules. 5-Year Property.-This is property with a
You may also elect to use the new rules for class life of more than 4. but law than
property placed in service after July 3 1. 10 years. It includes any automobile or light
1986, and before January 1. 1987. To make general purpose truck; any semiconductor
the election, complete Part 11 of this form manufacturing equipment;'any compute,
listing each property for which you are based telephone central office switching
making the election on a separate line. This equipment; any qualified technological
special election does not apply to the section equipment; any prop;;rty used in connection
179 deduction. with research and ex rimentation; and

If you file Form 4562-A, you will also certain energy property specified in section
need to file Form 4562, De reciation and 168(eX3XBXvi).

P 7-Year Property.-This is property with aAmortization. Enter on Form 4562 line 9
theamount from line 9of this forWard class life of 10 years or more. but less than
attach both forms to your tax return. 16 years It includes any railroad track; any

Do not'include depreciation of single purpose agricultural or horticultural

automobiles
and other listed property on structure; and any property not having a -

Form 4562-A. Instead. report the class life and not otherwise classified,
depreciation on Part III, pag 2 of Form 10-Year Property.-This is property with a
4562. regardless of when t a Property was class life of 16 years or more. but less than
placed in service. Sea the instructions for 20 yeam.
Form 4562 for a definition of listed 15-Year Property.-This is property with a
property, but follow the instructions below class life of 20 years or more. but less than
for property placed in service after 25 years. It includes any municipal
December 31. 1986. wastewater treatment plant and any

Tax Law Changes telephone distribution plant and comparable
equipment used for 2-way exchange of voice

The new law modified the Accelerated Cost and data communications of information.
Recovery System ACRS) for property 20-Year Property.-This is property with aplaced in service after December 31. 1986. class life of 25 or more years. it includesSee the instructions under 'How to Figure any municipal sewers,Depreciation.' In addition, some property Residential Rental Property.-This is awhich was assigned to a particular class building in which 80 percent or more of theunder prior law has been assigned to a new total rent is from dwelling unitsclass under the new law. For example, an
automobile which was previously 3-year Nonresidential Real Property,-This is
property is now 5 year property. See the real property, other than residential rental
instructions under Types of Property for the Property. which has a class life of at least
new property class definitions. - 27.5 years.

You may elect an "Alternative ACRS See Publication 534, Depreciation. for
System,- under which the straight-line listing of class lives.
method is used to figure depreciation, Exceptions to Using
However, the alternative ACRS method Form 4562-Amust be used for certain kinds of property.
See Alternative Depreciation System The following property is not eligible to be
discussed later in these instructions. depreciated under the new ACRS rules and

The maximum amount of section 179 therefore should not be included on Form
expeZ 4562-A Instead use Form 4562 for that0%t may claim has increased to Propert'. See th~ instructions for Form$10.

0
her new limitations also apply. y

See the instructions for Part 1, line 3. 4562.
Regarding amortization, expenditures made , 1. Any property. if for the first year of

fter December 31, 1986 for trademarks depreciation, you use the unit-of- production
nd tradenames, and railroad grading and method or any other method not expressed

tunnel bores, can no longer be amortized. in a term of years, and you elect to exclude
Report all allowable amortiz n on Form the property from the new rules.x
4562 regardless of when th:leopenditures 2. Public utility proparty described in
were made. I

. section 167(IX3XA) if you do not use a
Types of Property.-Property is classified normalization method of accounting.
as follows: 3. Any motion Picture film, video tape, of

sound recording.

ertain=placed in Sam ce in
In

7 Its section
ch. C, See
168(fX

5. Certain property covered by
transitional rules. See Sections 203 and 204
of th:,Ta, Reform Act of 1986. The basis ofprop ty

covered by th se transitional rulesmust be
reduced by th: full amount of the

investment credit, without regard to any
reduced credit

'How To Figure Depreciation
The following instructions apply to figuring
depreciation for line 7, column (f). Also read
the instructions below under Mid.Quarter
Convention for information on when that
convention must be used.
Note; At the time this form want to print,
IRS was demloping tables for figuring
depreciation under the new rules. Instead of
using the computations provided below, you
may use those tables to figureyour
depreciation deduction.
3-year property, 5-year property, 7-year
property, and 10-year property.-For this
property, use the 200% declining balance
method, switching to straight-line for the
first year in which that method would result
in a higher deduction. For the first tax year,
figure depreciation under this method by
dividing the number " I " by the recovery
period. Multiply the result by 2. Then
multiply that result by the basis for
depreciation, You must use the "half-year
convention" which means you divide that
result by 2. The half-year convention treats
property placed in service or disposed of
It uring the year as being placed in service or
disposed of in the middle of the year.
Example.-Assume a taxpayer that has a
full tax year, places a piece of machinery in
service on February 5, 1987. The
machinery is 7-year property and has a cost
of $20,000. The taxpayer does not elect the
section 179 deduction. Depreciation on the
machinery for the first tax year is
$2.858 00. computed as follows: 1 divided
by 7 equal 14 29%, times 2 equal 28.58%.
$20,000 x 28.58% = $5,716,00 divided by
2 (for half-year convention) = $2,858.00.
15-year property and 20-year
property.-Use the 150% declining
balance method

'
switching to straight,line

for the first year In which that method
results in a higher deduction. For the first
tax year, figure depreciation under this
method by dwidtU the number "I" by the

recovery
period. ultiply the result by I 1h.

Then multiply that result by the basis for
depreciation. You must use the half-year
convention by dividing that result by 2.
Nonresidential Real Property, and
Residential Rental Property.-For this
property you must use the straight-line
method. Figure depreciation under this
method by dividing the basis for
depreciation by 27.5 for residential rental
property, and 31.5 for nonresidential real
property,

Use the 'mid-month convention" which
treats property placed in service or disposed
of during a month, as being placed in

sar"ice
or disposed of during the middle of

the month. Use this convention by
multiplying the above result by the number
of full months the property was in service
plus one-half a month for the month in
which the property was placed in service.

Then divide that result by 12. For example.
for property placed in service on June 20. a
calendar-year taxpayer would multiply the
result by 614 and divide by 12.
Mid-Quarta Conventhen.-If more than
40% of the total cost or other basis of all
property placed in service d uning the tax
year is placed in senlice during the last 3
months of that year, you must use the
'mid.quaner convention' for all property
placed in sentice during th: year. This rule
does not apply to nonresid ntial real
property and residential rental property.
The mid-quarter convention treats property
which is placed in service or disposed of
during a quarter as being placed in service
or disposed of during the middle of the
quarter. Consider only property placed in
senrice after December 31, 1986 (or after
July 31, 1986, if the special election was
made).

To use the mid-quarter convention, figure
depreciation under the applicable method
discussedabov! up to the point of appiging
the convention. Ill, Itipty that result by t a
number of full quarters that the property
was in service. plus one-half a quarter for
the quarter in which the property was
placed in Service. Then divide that result by
4. For example; for property placed in
service SepteWb~r 1, a calendar-year
taxpayer would multiply by I 1h and divide
by 4

For additional information, see
Publication 534, Depreciation, and section
168 as amended by section 20 l'of the Tax
Reform Act of 1986.
Alternative Depreciation
Systerr.-Instead of the methods
discussed above. you may elect to use the
straight-line method of figuring
depreciation for 1 or more classes of
Property. ILelecled, this method must be
used for all property in the same class that
is placed in Service during the tax year.
However, the election for nonresidential
real property and residential rental property
may be made separately for each property.

To figure depieciation under this method,
divide the basis for depreciation by the
class life, and use the same conventions as
explained above. if personal property does
not have a class life, use 12 years. For
certain exceptions. See section
168(gX3)(8). For nonresidential real
property and residential rental property.
divide the basis for depreciation by 40, and
use the mid-mo

,
rth convention.

The alternative depreciation system must
be used for the following: any tangible
property used mostly outside of the United
States; any tax-exempt use property: any -
tax exempt bond financed property; and any
imported property covered by an Executive
order of the President of the United States.

You may also elect to use the straight line
method over the recovery Period (instead of
the class life), using the Same conventions
as discussed above. If elected. this method
must also be for all properly in the Same
classthat is placed in service duringthe tax
year.

Page 2

Depreciation Adjustment for
Minimum Tax and Alternative
Minimum Tax
Taxpayers who use the new depreciation
rules may have to recompute their
depreciation for purposes of figurrin their
alternative minimum tax on Form 351 or
minimum tax on Form 4626

For leased property, other than real
property and property on which the
straight-line method was used. recompute
depreciation using the 150% declining
balance method. as discussed above. For
real property. recompute depreciation using
the straight-line method over 40 years. Use
the Same conventions (discussed above)
that you used to figure depreciation for the
regular tax. Determine your depreciation
adjustment. if any. by subtracting your
recomputed depreciation from the
depreciation you took for the regular

tax

For 1986 returns, include this amount on
your 1986 Form 625 1. line 4(c) or on the
appropriate line of your 1986 Form 4626.
Also. write the words "depreciation
adjustment" on the dotted line to the left of
the entry space or in the margin next to the
line.
Line-by-Line Instructions
Part I -Complete this part only for
prope~y placed in service after December
31. 1986. Enter each Property on a
separate line. Sea the Form 4562
instructions for a definition of the section
179 deduction,
Line I.-Complete line I only for property
other than listed property. For listed
property. See line 2.
Line 2-Listed property.-Enter the
amount from Form 4562, Part 111. Section
A, column (h), that is from property placed
in service after December 31. 1986.
Caution: Subtract that amount from the
amount you enter on line 2. page I of Form
4562. See the instructions below for
automobiles and other listed property,
Line 3 -if your total cost for section 179
properit, placed in service after December
31, 1986 vias more than S200,000. reduce
this line by the amount by which the cost
exceeds $200.000.

If this line is more than your taxable
income from all of your trades or
businesses. figured without regard to this
line, enter that taxable income. Do not
ent~r less than zero. For married taxpayers
filing a separate return. enter one-half of
the allowable amount unless you elect
otherwise.
Part U.- Column (b).-See Form 4 562
for instructions on when property is
considered placed in service.
Column (c).-Multiply the cost or other
basis by your percent of business use. From
that result. Subtract any section 179
expense deduction.

Column (d).-Enter your recovery period.
This is usually the number of years that
corresponds to the class of property in
column (a). For example, for 3-year
property the recovery period is 3 Years; for
5-year propeny the recovery period is 5
years, etc. For residential rental property.
your recovery period is 27% years and
nonresidential real property, 31

%
years.

If you use the alternative depreciation
system. enter your recovery Period or clan
life. For feel Property. enter 40.
Column (e).-Enter your method of
figuring depreciation and convention by
writing 'DDS." '150% DB.* or 'SL," for
depreciation method. and '$A," * 1/-" or
'V,.* for half-year, mid-month. or mid.
quarter conventions, respectively.
Column (f).-Figure your depreciation
deduction according to the instructions
~ven above u~der " How to Figure

epreciation.

Automobiles and Other Listed
Property
Use Form 4562, Part III for depreciation of
automobiles and other listed property.
However. use the instructions below for
completing Section A of that form for
property placed in service after December
31, 1986. or after

J
uly 3 1.

1
986 if you wish

to make the election to use the new rules.
The new section 179 expense deduction
limit of $ 10,000 can only be used for ,
property placed in service after December
31,1986.
The following Instructions refer to Form
4562, Part III:

Complete columns (a)-(e) by following the
Instructions given on Form 4562, Part Ill.
Column (f).-For recovery period, enter
"5' for automobiles and computers. For
depreciation method, enter 'DDB.'
However, of column (c) shows 50% or less.
or if you elect the alternative depreciation
system discussed above, write "SL.' Also
indicate the convention you used by writing
*1/2' of " 14" for half-year or mill-quarter
convention.
Columns (g) and (h).-Follow the
instructions under "How to Figure
Depreciation," above in figuring column (g).
For column (h). follow the instructions for
Form 4562 but ignore the dollar limitations
referred to under Limitations for
automobile& in those instructions, Instead.
do not enter more than $2,560 (multiplied
by the percent of business use) for columns
(g) and (h) combined, for each automobile
placed in sevice after 12/31/86.
Caution: Subtract any amount shownin
column (h) lor property placed in service
after 12/31/86, from the amount you enter
on line 2. page I of Form 4562.
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Computation of Minimum Tax-Corporations
No See instructions for who must file this form.

11- Attach to Forms 1120, 1120.A. 1120F. 1120.FSC. 1120L 1120M. 1120S. 990.C. -4990.T.
(Section references are to the Internal Revenue Code before enactment of ?.1. 99 514, unless otherwise noted,)

OMS No. 1545 0175

1 010086

Nans, as-or, tsi~ r-m IEmploy., id-filk.U.. mmiter,

I Items of tax preference (See Specific Instructions for each line.)a
Accelerated depreciation on real property-

(
I

)
Low-income rental housing (section 167(k)) . . . . . . . . . . . . . . . .

(2) Other nonrecovery real property or 15, 18, and 19-year real property . . . . . . .

Is Amortization
of

certified pollution control facilities . . . . . . . . . . . . . -

c Reserves for ky,is,es on bad debts of financial institutions . . . . . . . . . . . . . . .

d Depletion . . . . . .re
Capital gains - . . . . . . . . . . . . .

f Other tax preferences-personal holding companies only
(1) Acceler led depreciation on leased personal pioperty or leased recovery property other than

15, 18. and 19-year real property . . . . . . . . . . . . . . . . .

(2) Mining exploration and development costs . . . . . . .

(3) Circulation and research and experimental expenditures

(4) Intangible drilling costs . I . . . . . . . . . . . . . . . . . .

2 Total items of tax preference-Add lines la(l) through If(4) . . . . . . . . . . . . .

3 Enter $
1
0.000 exclusion (controlled groups-see instructions for line 3) . . . . . . . .

4sa Enter regular tax deduction (see instructions for line 4a) . . . . . . . . . . . .

to Section 56(e) tax carrymer for timber (attach computation-see instructions for line 4b)

c Add lines 4a and 41b
5 Entergre.ter of line 3 or 4 . . . . . . . . . . . . . . . . . .

6 Subtract line 5 from line 2 . . . . . . . . . . . . . . . . . .

7 Enter 15% of line 6 . . . . . . . . . . . . . . . . . . . . . . . . .

8 1986 net operating loss remaining as a carrysiver (attach computation) 1 8 1

9 Deferred minimum tax-Enter the smaller of line 8 multiplied by 15%, or line 7 . . . . . . .

10 Subtract line 9 from line 7 . . - . . . ~ . . . . . . . . . . . . . . . . . .

I I
Enter minimum tax deferred from earlier year(s) (See Instructions for line 11.) . . . . . . .

. Total minimum tax-Add lines 10 and 11. Enter here and on the proper line of you, income tax return.

instructions
Estate Investment Trusts. -Only the net long- foreign Source Tax Preference Iten- Tax

term capitail gain in excess of the net short-term preference items from foreign sources are

Estates or trusts with tax preference stems capital loss that is not taken into account as included iis figuring the ininimum tax only when

must

figure aftamso,_ hinninum rev
on those income by stockholders is an tern of tax

s

tents on form 6251, Alternative Mi
TI they result,n lorei.n ne&,Pa,,,;d.terrdc car

mmum a, preference. (Seethe special rules in section imposed on U.
, income te in in

Computation. 291(d) that apply to areal estate investment lose,, twist

Papemark Reduction Alt Nintice.-We ask for trust.)
h sour es are items of tax Preference only if

this information to carry out the U.S. internal
he to of the foreign country or U.S.

Revenue lam. We need it to ensure that it To figure no, much of the other to, preference Possession give ther

ems to enter for,a regulated investment

2~, Preferential treatment.

lax~,. yet, air, =, i .,'wghf,~he
(See section 58(g)( I.)

urs'o _u d e se laws and 11 company
is,

.
sea

estate investment trust, divide
11 is Intannoun,

of
th t of in I the cam an or trust Is the Specific Instructions

a c 1 9
tax. You are required to give us this information.

Purpose of Form.-Fonm 4626 is used by
corporations to figure minimum to, on tax
preference items The ta. Inefe,anceitems are
I.siled

omine'
11(l) through I f(4) and are

explained.. deled under Specific Instructions.

For more see Publication 542.
Tax Information an Corporations,.
.a ... Flhe.-Fonm 4626 must be filed by

rthe following, event no tax is
due

1. A corporation (other than an Interest
Charge Domestic International Sales
Corpo ation (11C DISC)) that-

A. Has tar; preference,tems that total more
than $10.000 (or is a member of a
controlled group (as defined in section
1563(a)) with total tax pefe,encedents

that more than its share
a,

theestj are )usio . and

B. Is not exempt from income ".
~isnpsssed

by Chapter I of the Code. or if
is

eoempt,vt has unrelated is.simen
income under section 511.

2. Any entity which deferred minimum tax
it= an earlier tax year.

Hire Text Prin,filninsue Items Are Allocated
-Reinstated lhwe~tment Companies and Real

e axa e inco a a P Y Y
taxable

inco)me'igu
ed without the deduction for Limitations on Amounts Treated as Tax

dividends paid. NiNiply the result times each Preferences.-See section 58(h) for limitations
item of tax preference. Enter this amount

a
is, the on amou his treated as tax preference items in

company's or trust's share. The remainder s
c

stain cases where the tem of tax preference
allocated to the shareholders of the company 0, resulted in no to, benefit. If limitations apply.
trust. The company of trust must advise attach a schedule showing their computation.
shareholders of their share at each item of tax Line I.-Tax preferences:
PrVerence. All of the accelerated depreciation

a"
a. Accelerated depreciation on real propertyrest

property (including ACRS deductions on 15. must be figured separately for each property,18~ ft
and 19 year real property) is a tax pre erenceD, ( 1) Enter the amount by which the depreciation

item
of

real estate investment trusts. a not of expenditures to rehabilitate low income rental,dkpc~te a
ny ofrt to shareholder, h .

S Cotporations.-S courporatians are subject is
diving under section 167(k) is mole than the

de uction allowable for the year under the
h: minfirsturn ta, a ly on capital gains subject!a,In straight line method met a recovery period of 15

of,,,p,,ed by section 1374. All other year,.nly
items

tax preference are divided amorillah)e (b2
shareholders as explained in section 136 (

Y).1,orn.r,ecove,y property, enter the amount

The capital gains are not divided in this way
h

the depreciation or amortization taken

because the gains are passed th~ough to
on section 1250 property i more than the

shareholders as modified by sec son 1366(f). deduction allowable under the straught line
method. It you use the Class Life Asset

Participants in Common Trust Funds.
-

Items Depreciation Range (CLADR) System, see
of a. preference of a common trust fund

(a
Reg.lationa section 1.57 l(b)(4)(i).

de;med in section 594(a)) for each tax yearafthe Gentrally. for real property placed in service
fund are treated as belonging to the participants a

er 19

I the fund. Each item of tax preference. except carsM(f8' y No emy placed in service
a pilll go ns~ i1rsp;p1S1,1:dd,1h1*un"hld. participant, Llr9 ';

the recovery period is I

it.,p a Prop
I

to ur before May 9, 1985. Is, after March 15. 1984.0
Cap ectly to and 15 years for or 311ndyeptiheed in service before
Participants under section 584(c). March 16. 1984). In amount by which

Form 4626 (1986)

1h: section 16,8(bX2) deduction (ACRS) exceeds
h amount al owasol. undge ir:~ the straight line
method (with no salve Ise) over the 15, 18,
or 19-year period.

It the actual recovery period (i.e., section1
68(b)(3) election) is longer than the 15. 18. or19

year period, the minimum tax will not apply.

Not Ifyou placed real property in service after
July j

I
, 1986. (sir aft., December 31, 1986),

ftr~,,cr:ginred to use)the I" ,-
the new

levargiriax
e faired in the"it you " ' (`

Ta, Reform Act of 1986, your- ,
'y-dep,eciations fryo., 1986 in,

compu a,,,"- Fr;e,1eprd_rty,ge.compu1e me,dapro,_~gdsr siain th s "iff",
method

Ily,,,, , hiesam, chventions that you.so, '. ;,,.,:dvespraciahcp, so,
its-orgular tax.

Determine your depreciation adjustment trany.
by~ult,,cli"gy,,rr-,,put,d,=c,ati~is
from

'he depreciation You took r
'I,

I

Include this amount on line la(l) or
wilcheverapples. Write the

words
de~rezuitidn

adjustme t"andtheamauntof theadjustmentan
the dotted line to the left at the qh

Ztry fearAttach a schedule showing how you corrip.

theadjur"mentIs. Amortization of certified pollution control
,211thi each certified pollution control
facility placed in service berate Janus,, 1, 1983.
include the a mount by which the amortization
allowable under section 169 is more than in
depreciation deduction otherwise altowable. Forea

ch
certified pollution control facility placed in

service after 1982, and before 1985, ind it
lu e71.6% of the amount (after feducti

nderis insection 291)
" which "'

"T'sni"t2ohall-ble
,are

than
he derecuaursn deduction

otherwise allowable. For a facility placed in
service after 19114, only 595/,% of the amount
(after reduction under section 29 1) i

5
to be

included as an item of tax preference. (See
section 57(b)(1),) if you use the CLADR System,
see Regulations section 1. 57. J(d)(4)(i),

c. Reserves for lone, a bad debt,
.1financial Institutions subject to section 585 or

593.-Enter 595/A of the amount (after
reduction under Section 291) by which the
deduction allowable for the tax year as a
reasonable addition to a reserve for bad debts
exceeds the amount that would have been
allowable if the institution had kept

its
bad debt

reserv
'a,

year, based on 111,11

expen:nce'.1'es, Rev. Put
79 171. 1979 1

C.B.
56 a determine the tax preference amount
(belore application of section 291) on the
addition to a reserve for bad debts from foreign
source income.

it. Depletion.-Enter the amount by which the

deduction for depletion allowable under section
611 for the tax yea, is more than the

adilltzbasis of the property at the end
of

the tati,
y

(determined without the depletion deduction for
he tax yea') Include 7 1.6% of the amountafter

reduction under section 29 1) allows ble
under section 6 13 for iron ore and

CoeI
(,

ncl ding lignite) let the -djust=sis at the
Property Compushismede"ehass

cti",eisnately for each property as defined in
section 614.0.

Capital
gains.-This item of tax preference

applies to a corporation or a person
if

holdingto
aampany only if the alternative tax under nEtion1

201
0,

other comparable section applies for the
to, year

It the alternative tax applies. determine the

capital gains tax preference item by subtracting
the alternative tax on taxablemcome (figured
under section 1201 or other comparable
section) from the tax on taxable income figured
under section I I or similar section. Divide the
difference by.46.

Caution: If you are a fiscalicaur file,, whose tax
yea, ends after June 30. 1987, and afternatim
tax applies,

you
must use a different computation

to determine the capitalgains tax preference
,tells sf~e to changes made by the Tax Reform Act

of 1986:
Subtract the alternative to, on taxable income

(figured under section 120 1 or comparable
section) from the to, on ta,able income figured
under section 11 or simile

`s"on Diida thedifference by the amount determined an line 3
be'..

1. Number of days in tax year
before July 1. 1987 x .46-

Number of days in tax year

2. Number of days in tax year
after June 30, 1987 . .34-

Number of days in tax year

3. Add lines 1 and 2

The result is you, capital gains tax preference
start.

If a corporation (other than an S corporation to
which section 291 applies because of section

,3'6"bX4'
, disposes of section 1250 property.

the amount
".led

as ordinary income under
section 291(a) is 20% of the capital gain that
would be additional ordinary incomed the
property ere subject to recapture

u
sider section

1245. In determining the ca
"Vip ai'up gpreftnenceitessi.inctude,nac. r.fia'%rel

capital gain, 595/s%of the remaming8O% of the
capital gain that would be additional ordinary
income under section 1245. (See section
57(ts)(2)~)

Corporations with income from trinice, should
see sections 57a)(9)(C) and 56(c) before
completing Iines I e and 4a.

Foreign corporations should enter capital
gains s a ta, preference item only if the gains
are effectively con necte w,ththeconductofa
trade or Is usiness ,

n t
he United States.

I. Other tax pfeferences-personal holding
companies only.-

'I, A-lisnated depreciation on leasedproperty must
be figured separately for each

property. For leased nonrecovery p
tonicity,

enter
the amount by which the depreciation or
amortization taken an each lessed section 1245
property is more than the deduction using the
straight line method met the useful life of the
property,

For the CLADR System, use the asset
guideline period as the straight line useful life.
Accelerated depreciation includes any excess
depreciation permitted title' the CLADR System
due to variance in useful lite under section
167(m)(1).

For leased personal recovery property, see
section 57(a)(12) to determine the excess
amount. if any. of the accalerated deduction
taken that is an item of to, preference.

It the actual recovery period is longer than
that listed for the property the property will not

Page 2

(2) Mining exploration anddevelopment
coslus.-For each mine of other natunal deposit
(other than an oil a, gas well). enter the amount
equal to the excess of: the deduction allowable
under section 616(a) or 617, over

the
ruirsount that

would have been allowable under section 58(,).
Note: The Tax Reform Act at 1986 changed the
method ofcomputing the deduction for munnift
and development costs paid at incurred after,
December 31, 1986. See sections 291, 616 and
617 as amended by the Act,
(3) Circulation and research and experimental
expenditures.-Enter the amount equal to the
excess of: the deduction allowable under section
173 or 174(a), met the amount that would have
been allowable under section 58(i).
(4) Intangible drilling colists.-Enter the
amount by which the imaing,ble drilling and
development costs of oil, gal iand geothermal
wells (other than costs of dril

n.
is

-productive well) allowable as a deduction for
=, yal r a re more than the total of: (a) the

is,
.1

lowable if the cost had been
capitalized and straight line recovery of
intangibles had been used. plus (b) the net
income for the tax year from oil, gas, and
geothermal properties. Apply the intangible
drilfing cas s separately to oil and gas propertiesthat

are no! geothermal deposits, and properties
that are geothermal deposits. This item applies
to costs incurred for gothermal wells started on
a, after October 1, 1 7 8. (See section
57(a)(1 If.)
Note: For costs paid or incurred after December
31, 1986. the Tax Reform Act of 1986 inc-sed
the reduction to expansible intangible drilling costs
to 30% for integrated producers and made
changes to the I-Iment ofintangible
-. rictinnedars, wells

located,
oussid=

See sections 263 and 291 as amended by theAct.
Line 3.-Exclusion.-A controlled cup of
corporations (as defined in section X63(a))
must divide the $10,000 exclusion among the
members

" "a
group in proportion to their

regular tax deductions (section 56(c)) for the ta,
year

Figure the e,cAusion for a return made for a
period of less than 12 months using the rules in
sccti.n 443(d).
Line 4ei-R.gula, taxdoului
corpora on (including an S corporation and a
personal holding company) should enter the
total taxes imposed under Chapter 1 of the Code

stax. I litims sito, Ile ,, rest'
("Ter

t""heacc" "total
earning person holdin PT ax, and
hummum tax), minus the total of the credits
allowable under subparts A, B and 0 of part IV of
the Code.

Sea
section 56(c).

Line 4b.-Tax carryover.-This is a special
deduction for corporations (except an S
corporation) withmcome from timbe, See
secti n 56(eXI)to figure the carryove, train

be subject to the minimum
.
tax. pas ax years,

Note: Ifyou placed leased property in so-- If the carryover is from more than one earlier
sic ion :r fro

afterrJunly,31. 198sS(orafto,Dec-te,31. year, use theisirry, the earliest year

1986) antlyou either elected (or wom required to first. See , 5Z X2) to figure the

use) the new depreciation methods contained
in

maximum amount of the carryover that may be

the Tax Reform Act of 1986. you mustrecompute used. Attach a schedule shmving him you

your depreciation. Generality. for property other figured the carrymer.

than ressif property and property on which the Line I I.- M InImum tax deferred from nriler

'e
year, ).-Enter any oaf ned minimum, tax from

e method "' u"d,;' that yea, related to"i net opereting lossstraight ';' an Xd.,r.ci, ran ~ihgr the 15096 cliZpussulanc. f
method. Use the same conventions thatyou used Carryover torn that year that reduces taxable
to figure depreciation for

in'

regular

income in this year.aps

ec~Dete
st

~de ecra, n aclu"t"ent, 1,.1'nY.. In figuring this am...1. the Part

of In.

net

de

thus
...

un, on line

thrilars, . ire 'he

I

p's

"his P~ "a

or.

a
r

is, h
operating Ion carryover not related to the

'he

clear

.t.h "a.

toork

far

the
, rest

deferr:d minimum tox is used first to reduce

'to

-bur

'tn.

r`_o_P

d

words 'depreciation a and the unt
meixn,.b I .,mn coin e slier year's deferred

shment =`sne
to

"a"Imel'tiol
in

a. 'r=is
is taux liability for 1986

of the
adiv on I

~1`e may not be, more tinan the minimum tax deferred
theentrysix-ce Attach a schedule showing him from the earlier year.
you computed the adjustment.
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hume(s)AS shown on return

= Jobs Credit

I

2
3
4
5

6

7

Jobs Credit
01 Attach to your tax return.

Enter the number of empto ees and total ualified wages id or incurred during the tax year (up to
$6.000 for each employ" for each of the lirst two years) In, services of employees who=Ierd
as members of a targeted group. Note: Second-year

wages
Apply only to employees Who

jl

before January 1, 1986. See instructions for special rules on qualified summer youth ei

First year I Do not includesurn- ~
Ord year met youth employees I

Qualified summer youth employees f

OMB No 1545-0219

'1086
Attachment
S.Q.n.N. 77

damifying"'be,

Enter 50% of line lb (40% for employees who began work after 12-31-85) . . . . . . . . . ~ 2
Ente 25% of me Id (for employees who began work before 1. 1.86) . . . . . . . . . . . .
Enter 85% of line If . . . . . . . . . . . . . . . . . . . . . .
Current year jobs credit-Add lines 2, 3, and 4. Enter hem and include on Schedule C (Form 1040),
line 28b; Form 1120, line 13(b), page 1; or the corresponding line on other returns. (Members of a
groupof tradesor businesses undercommon control, see Specific Instructions.) . . . . . . .

Iffese-
Flow-through jobs credits
from other entities . . .

sharehold., sc K 120S 0.
b Pdn.r . : : hedule Kal iFon. 1065).

-
- 1 ld, i I.,

-
or f2

c Bereficeir ScheduleK-1 (Form 1041), fine9 . . .
it PAZ . (- san-on. to, line 6d) . : . . - .

red
cu

Art
-

T-A'di and.6 (S corporations. partnerships. estates, trusts. and
c

S.
it '*~

ji~t in )
ve ifemt"r itmir or . . . . . . . . . . . .

3
4

5

6

7
Note: Ifyou have a 1986 investment credit (Form 3468), credit foralcohol usedes fuel (Form 6478), research credit (Form 6765), low.

income housing credit (Form 8586), or employee stock ownership plan (ESOP) credit (Form 8007) in addition
.
toyour 1986jobs

credit, Orifyou ham a ca,,yback or carryforward ofany of these credits, stop hereand9o to Form 3800, General Business Credit, to
claim your 1986jobs credit. Ifyou have only a 1986jobs credit, you may continue with lines 8 through 13 to claim your credit

= Tax Liability Limitation

8 : Individuals-From Form I D40, enter amount from line 45 . . . . . . . . . . . . .
Corporations- From Form 1 120, Sched ule J, enter tax from line 3 (or Form 1 120-A, Part 1, line 1)

c Other filers-Enter income tax before credits from return . . . . . . . . . . . . .
9 a Individuals-From Form 1040, enter credit from line 46, plus any orpha n drug and nonconventional

source hiel credits included on line 48 . . . . . . . . . . . . . . . . . ... .
IS Corporations-From Form 1120, Schedule J, enter credits from lines 4(a) through 4(d) (Form11

20-A filers, enter zem) . . . . . . . . . . . . . . . . . . . . . . . .
c Other filers-See instructions for line 9c . . . . . . . . . . . . . . . . . .

10 Income tax liability as adjusted (subtract line 9 from line 8) . . . . . . . . . . . . . .
11 a Enter smaller of line 10 or $25,000 (Sea instructions for line 11) . . . . . . . . . . . .

IS If line 10 is more than $25,0W-Enter 75% of the men . . . . . . . . . . . . . .
12 Jobs credit limitation-Add lines 1 la and I It, . . . . . . . . . . . . . . . . . . .
13 Total ailmed jobs credit-Enter the smaller of line 7 or line 12. This is your General Business Credit

for 1986. Enter here and on For. 1040. line 47; Form 1 120, Schedule 4, line 4(e); Form 11 20-A, Part 1,
line 2; or the proper line of other retu ins . . . . . . . . . . . . . . . . . . . . .

Instructions The Act also made other changes to the general credit, credit for alcohol used a fuel research
(Section releverces am to the Internal Revenue business; credit. Th. income tax liability which credit, low-income housin

I
employ"h credit, an

Code $M27,be offset by the credit as been reduced to Stock Ownership plan (ES P) credit. 111 you have

Ch 'v - .1 000pl.75%0f~h!llalbilftine mof more than one of these credits for 1986, A, a. . xcangles ou ou ote
The Tax IN,= Act of 1996 made several major
chaini jobs credit for emPI7- who) 5 T
began work after December 31,

19
5. The credit

has been reduced to 410096 of qualified first-year
cl~~'IZ credit'~'i'

is Allowed unless the employee worked at least
90 days (14 days for a Summer youth employea)
A, connPlet'd at least 120 himrs of semices (20
hours for a sunn- youth tmployeei.

added to thegeneral business credit: the research
credit and the new low,income housing credit.
Paperwork Reduction Act Notice.-We ask for
this information to carry out the Internal
Revenue laws at the United States. We 7h7hd, it to

11retha a yers are c*m
ly

h
"

.n'O'L..njews id,

'g,i Alot tax

ramou'red
it.

,a

.

thisg '
"h

;ht
A

A
and

General Business Cmdfi.-The general busimess
credit consists of the investment credit, jobs

carryback or orryforward of any of these credits.
you must summarize them on Fomn 3800, General
Business Credit. If you have Only a 1986 jobs
credit. you do not have to file Form 3800 this year.
Purpose of Form- USA Form 5884 if you had
jobs credit employees and take an income tax
credit for wages you paid or Accrued for them
during thetax year.

Mutual Savings institutions, regulated
invest. -Pon... and -1 estate
imiestin:~ntt trusts can take a limited credit. Sao
section 52(e)and the related regulations.

Farm 5884 (ism)

Form 5984 (1986)

the du date I
You 'on take

'r',"Iet:ejobscredit anytime
within 3 years from F your return.
Take the credit either on your original retu in or
on an amended return.

For
more

inlormation, see Publication 906,
Jobs and Research Credits,
H_ F the Cmd -In

.n."V'S.""
,
'a""

I . .
"i

.....Y

Your

job red. n I; . AS
subject to the Federal Unemployment Tax Acr
ZFUTA). Jobs credit

wages however, am limited
$6

.000 to,
each employee ($3.000 for each

qua:ified hsemmer youth am
appyint following

ca", ployea). Special rules

(1) You can take A jobs credit for agricultural
employees who meet the other tests,f their
Services qualify under FUTA as agricultural labor
during more than half of any pay period. Base
your credit

for
each employee an the first $6.000

in wages subject
to sm'al

security (FICA) tax you
paid or accrued for that ~rson during the year.

(2) You can take a credit for railroadernployears who
meet the other tests if their

wages qualify under the Railroad Unernpl7mort
Insurance Act (RUIA). Base your cred

I to ac

employee on the first $500 a month you paid or
accrued for that person during the year in wages
Subject to RUIA tax.(

ages for youths
in a cooperrative

odu A in are not subject to FUTA, but
include their wages in the amount 'T'urse toffor
figure your job' "'Iddi Be,

"0

edi

each
youth on the

fins $6,
Winw.g.,oupld

or Accrued for that person during the year.
Your credit is based on a percentage of the

wages for each employee in the following
targetZ groups:
a Referrals by a vocational rehabilitation

program.is
Economically disadvantaged Vietnam-
veterans,
Economically disadvantaged youths.
Supplemental Security Income (SSI)
recipients,A
General awistante recipients0
Youths in a cooperative education program,
who belong to an economically disadvantaged
family.is
Economically disadvantaged a-convicts.0
Eligible work incentive employees.A
Q,alifir surrumillidedthfiamployets, age 16
or 17,

hofirstia rk
Orr between MayI

and September 15, 198
in addition. to claim a jobs credit on an

employee's wages(
1) more than half the wages received from youmust

be for working in your trade or business;
(2) the employee must be certified. as

explained below, as belonging to a targeted
group;

(3) you my not claim a credit on wages that
were repaid bya Federally funded on-the-job
training program, or for which you received work
supplementation payments under the SocialSecu

rity Act; 1
(4) the employee cannot be your relative Or

dependent (see section 51(i));

(1) 11, employ" cannot be ylurmhiredemphiresif he or a. war, not
targeted groupnd

member when employed earlier: an

(6) the employee r ust have worked for you for
at least 90days(l~ ays for a Summer youth
employee) or completed at least 120 hours of
services (20 noun for a summer youth
employee).

Certification is dom by A local
Cerally an office of the State Ei

P,=.n,

urity Agency (Jobs Service). The agenkcy gives
the employer a form certifying that the employee
is in a targeted group. The certification must be
completed of the employer must request. in
writing. a certification from the certifying agency
by the date the employee begins wicwk (or within
5 days if the employer has received a written
Preliminary determination that the employee is
in a targeted group).

Certification of a Youth in a Coopemtr"
Educwtim Program. -The certification is
completed by the schooI:d`mm;ri;!jt1,
cooperative program. Th

"'.
he

employer a completed Form 61
,

Certification
of Youth Participating in a Qualified Cooperative
Education Program.

Specific Instructions
Part I
On lines I through 5 figure your credit fix wagm
you paid or accrued, If you have credits only from
sources that shared a jobs credit IS

corporation,.

partnerships. estates' trusts. or cooperatives),
skip lines I through 5.

Whether or not you complete lines 1 through5.
enter on line 6r:ny credits you received from

Sources that she the credit. Complete the rest
of the form to figure the credit to enter on your
income to, return.

C""T"ed"'.proport i. -rely coT1ribh.'Iing~r, tripe=birrt yea,
*a,",or rcond a'r ,I go I i

"ye
a. I,wagasam '. g)e, =s,. .'

cred in
Part I and skips Part It.

On Separate Forms 5884, that member and
every other member of the Oup Skips lines I
th""lih

A and Ann_ its hg. Of'h.
group credit

on line 5. Each member then
completes

[in. 6
through 13 on its separate form. Each groupmember

anaches to it, Form 5884 a Scheduleshowing
how the goup credit was di,ided among

all

the members. he members share the credit
in the,,,~ame proportion that they contributed
quai nowiiges.
Line Is.-Enter the number of employees for
whom you have first-year wage,
Line lb.-Enter the first-year wages. They am
limited to $6,000 of each employee's first-year
wages. If you paid first-y-ar wages to any of these
employees last year, subtract those wages from
the $6.000 limit.

For example, if a jobs credit employee be n..
-rki.g in

you
business on September I

. IT.

h f,and ru are a calendar year taxpayer, you would
ave

igured your
1985 jobs credit based on thef y wages

,rs -gear y,.u1pi5d be. n.Sglemle, Igo '~"

And "A"'bar
3

wo In
111, your

1986 jobs credit on the rest or the 'init-yea,
6~ Paid between January 1 andwages yo

't

1.198
-year3 ; and on the Second wa~up.id

betiman September I and December 1, 1986.
Line I-Enter the number of employees who
began work before January 1. 1986, for whom
you hawe second-year wages.
Line Id Enter nd*yl -,a,. They
are

"rr.j;;'O $6'=Oeh.:~

PI-me*
if youpaid second-year wages to any of these

employees last 7r. subtract those wages from11 to is
the$6.000 imit Art atemployee.
Lim If.-Fo, each qualified summer youth
=oyeo. wages are uA ited to those paid for an~
uptia ZbetwennMaylandSeptemberl

0137 . You cannot claim a credit for anif
employee who was your emp oyeem any prior
period. Also, the summer youth employee must
he. worked

to'
you a, least 14 days. or

completed at least 20 hours of SAM-
Lima 4-Taxpayers with qualifieda..-
io 'thManoftaym=cludje 851of the firstages .0 to

each qualffned
employ".

Line 5.-In general. you must subtract your
current year jobs credit on ime 5 from the
deduction on your return fix

ulari=*
you paid or owe for 1986, This

is' .=u
cannot

take the full credit this year and must
carry part of it back or forward.

pAjrA2
An exception is a credit based An Searles and

wages you capitalize for depreciation. If you new
such a credit. reduce the amount on which you
figure depreciation by the pan of the current
year jotis credit ori line 5 that applies to the jobs
creaft "gas you capitalize.

Another exception involves the full absorption
method of inven,,M costing. See the regulations
under section 2 to reduce your basis in
inventory for the jobs credit.

If either exception applies to
u,

attach a
your return to Aso rain why the

amount on line 5 differ, from the amount you
subbed from you ,y and age deduction.San Publication 9;~.flor

details.
Lim 6.-If you have flow-through credits from
more than one entity or type of entity, add them
up and enter the total ori line 6.
Unix 6d.-If

You
belong to a cooperative that has

an excess jobs ,.oil. the cooperative should
r.,e given

you A te art hc:i'
U., share of

the eicess. lnclu~'eapn'fine 6y. tdlyja An
jobs credit from all cooperii t6 which'You
bolong.
Lin. 7-Estato and trusts: The jobs credit on
line 7 is shared between the .,let. or trust itself
and the beneficiaries in proportion to the income
allocable to each. On the dotted line to the left of
the amount on line 7. the estat. A, trust should
enter its own part of the total jobs credit. Please
label it "1041 PIORTION" and use this amount in
Part 11 to figure the jobs credit to takeon Form
1041.

S coportions And! Partnerships: Prorate the
jobs credit Art line 7 amo;Vhe shareholders A,part

Zs c r
5

le Able h Fo m 5 to the return and on
Sch K-1 show the credit for each
Shareholder or partner.

COOperAti- Most tax-exempt organizations
cannot take the jobs credit: but a cooperatwe
described in Section 138Ila) takes the jobs
credit t4the extent it has tax liability. Any A.-
isshar among its patrons.

Carryback;
0":t.a part of the credit_='fdh as'fi.nbiInt,

limitations you my carry it back 3 years, then
foriver J 1~ years. Use Form 3800.
Part 11
Lim 9a. Other fill-Befom you can claim the
jobs credit (which will be your general business
credit for 1986) against your income tax liability,
You rmst reduce this tax liability by the creditsnt~

below:
• Persid-I credits (child and dependent care

credit, credit for elderly dr disabled, residential
energy credit, credit for contributions to
candidates for public Office. and the credit for
interest m certain home mortgages)•
Foreign tax credit0 Pornessions

corporation to. credit
* Orphan drug credit
a Nonconventional Source fuelcredit
Ll" 11. Lhattathem.-If the tax liability Art line
10 1, $25,

A i'll"i"idto that taxjMiìty7n`ihye tAi=isbicli mom than
$25.000, your credit is limited to $25.ODO plus
75% of the man.

11 you and yourspoff. file separate returns.
each must use$ 2.5 instead of S25.ODO. But
if only we had any credit. that ons may use the
entire $25,ODO.

U od cor
at. group, must divide the

$25=11 molall component members. Sm
sectrim 38(cX3 8).

Estates and trusts, ses section 38(c)(3XD).

,I

0
0

0
will
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Orphan Drug Credit

l".411,1.g.'rolif,

I Qualified clinical testing expenses (do not include any amounts claimed as

current year research expenses in 14(a) below) . . . . L. 1

2 Enter 50% of line I (see instructions) . . . . . . . . . .

3 Flow-through Orphan drug credit(s) from a partnership, S corporation, estate or trust . . . . . .
4 Total-Add lines 2 and 3 . . . . . .

mitation-For Figuring Orphan Drug and Research Credits

5a Individuals-From Form 1040, enter amount from line 45b
Corporations-From Form 1120, Schedule J, enter tax from line 3 (Form 1120 A filers claiming

the research credit, enter amount from Part 1, line 1) . . . . . : . . . . . . . . .

c Other filers-Enter income tax before credits from return , . . . . . . . . . . . .

6a Individuals-From Form 1040, enter any foreign tax credit from line 46 .
-

-

III Corporations-From Form 1120, Schedute 1, enter anycredits from ines4(a)and 4(b) (Form li20:A Iiiers,enter zero)*

c Other filers-En er any personal credits, foreign tax credit, and possessions tax credit . . . .

7 Income tax liability as adjusted (subtract line 6 from line 5) . . . . . . . . . . . . . .

F-*Rwm Allowed Orphan Drua Credit

E

OMB No. 1545-0619

1086
Atuchrosio - -

t-Enter here and on the appropriate line of your return the sniallerof line 4 or line 7. 1 8

12-Mff_Reie_a_r;W_Cr dit

9 Wages for qualified rvices (do not include wages used in figuring the jobs credit)

10 Cost of supplies used in conducting qualified research . . . . . . . .

I I Rental or lease costs of personal property used in conducting qualified rewarch

1
2 65% of contract expenses for qualified research (but we line 13 below) . . .

.3 Corporations-65% of amounts paid to qualified organizations for basic research

14 Total qualified research expenses (add lines 9 through 13 in columns (a) and (b))

15 Subtract line 14 column (b) from line 14 column (a) . . . . . . . . . .

16 Limitation-Enter 50% of line 14 column (a) . . . . . . . . . . . .
17 Enter the smaller of line 15 or line 16 . . . . . . . . . . . .

18 Tentative credit-Enter 20% of line 17 ~ . . . . . . . . . . . . .

19 Flo-through research credit(s) from a partnership. S corporation, estate or trust .
20 Total allowable research credit-Add lines 18 and 19 . . . . . . . . . .

9
10
I I
12
13

14
15
16
17
is
19
FE

(b) Ss,,e Mnod

Note: If you have a 1986 investment credit (Form 3468), jobs credit (Form 5884), credit for alcohol used as fuel (Form 64 78), low-

income housing credit (Form 8586), or employee stock ownership plan (ESOF) credit (Form 8007) in addition to your 1986 research

credit, or it you have a carryback or carryforward of any general business credit, stop here and go to Form 3800, General Business
Credit, to claim your 1986 research credit. If you have only a 1986 research credit. you may continue with lines 21 through 25 to

claim your credit.

Allowed Research Credit

21 Income tax liability as adjusted for the research credit (From line 7 above, subtract any orphan drug
credit shown on line 8 and any noriconventional source fuel credit shown or. your return.) . . . . .

22a Enter smaller of line 21 or $25,000 (See instructions for line 22.) . . . . . . . . . . . . .

b It line 21 is more than $25,000-Enter 75% of the excess . . . . . . . . . . . . .

23 Research credit limitation-Add lines 22a and 221b. . . . . . . . . . . . . . . . . .

24 Corporations-Enter here and on the appropriate fine of your return the smaller of line 20 or line 23.

This is your General Business Credit for 1986 . . . . . . . . . . . . . . . . .

25 Individuals, estates and trusts-Enter here and on the appropriate line of your return the smaller of

line 20 or the amount from the formula in the instructions for line 25 (but do not enter more than line

23). This is your General Business Crecilt for 1986 . . . . . . . . . . . . . . . .

21

22a
22b
23

24

25

Changes You Should Note drug credit) has been redesignated as a Paperwork Reduction Act Notice.-We
The Tax Reform Act of 1986 extended the general business credit, and is now subject ask for this information to Carry out the

to the general business credit tax liabil it Internal Revenue laws of the United States.
research credit beyond 1985 and made limitations. We need it to ensure that taxpayers are
several major changes. The credit has been The Act also reduced the income tax complying with thew laws and to allow us toreduced to 20% of the increase in research liability which may be offset by the general figure and collect the right amount of tax.the definition of qualified
=a'rbeen narrowed consideratal lausiness credit to $25,000 plus 7 5% of the You are required to give us this information.

s - I bility in excess of $25,000.Al., Ile research credit (but not the orp4an 'a I

Credit for Increasing Research Activities
(or for claiming the orphan drug credit)

1~ Attach to your tax return

(a) Current W, yxv

Fix, 6765 (1986)

Instructions proportionate share of clinical testing
9 the

(Section references are to the Internal Reven
ire expenses or proportionate contribution I

Code .~ -ended by the Tal Plto,n A, ~ f i 986,
1ncrea se in resea reh expenses (line I or Ime

unless otherwise noted.) 15 of a separate Form 6765), See section

General Business Credit.-The general
41(f)(1).

business credit consists of the investment (2) Adjustments for certain Acquisitions

credit. jobs credit, credit for alcohol used as and Dispositions.-It a major portion of a

fuel, credit for increasing research trade or business is acquired or disposed of,

:ctivities, low-income housing credit, and see section 4 1 (f)(3),
CmPloyee stock ownership plan (ESOP) (3) Short Tax Year.-For any short tax

r:dit If you have more than one of these Year, qualified research expenses are
cr Chits for 1986, or a carryloack or annualized as prescribed by regulations,
carryforward of any of these credits. you For more information. get Publication 906,
must attach the appropriate credit forms Jobs and Research Credits.
and summarize them on Form 3800.
General Business Credit. ligu have only a Specific Instructions
1986 research credit, you onotha,etofile Note: Ifyou are a shareholder, partner, or
Form 3800 this year. beneficiary with a credit from two sources,
Purpose of Form.-Use Form 6765 to
figure and

claim
the general business credit

such as from a sole proprietorship and a
for mcie.sr

ng the rew. rch act ivities of a
Partnership, figure the Credit of the

trade or business and to claim the orphan
proprietorship On lines I and 2 of Form

d rug credit. Complete Parts I II IV , ano V to 676.5, or lines 9 through 18 if you are

figure the research credit. Complete Parts

1,

claiming the research credit, Then enter the

1
1.

and III to figure the orphan drug credit, flow'(hrough credit on line 3 or line 19 and

The research credit applies only to Complete the rest of the form to determine

research expenditures incurred in carrying the credit to be entered on your tax return.

on a trade or business you are already Qualified research is limited to scientific

engaged in, It does not apply to thos experi
I
mentation or engineering activities

incurred before beginning a trade or designed to aid in the development of a new

busiress. Generally, the research credit is or improved product, process, technique,

20% of the increase in qualified research formula, invention or computer software

expenses paid or incurred in the current tax program held for sale. lease, or license, or

year over base period research expenses.
used by you in a trade or business,

If you incur qualified clinical testing
all

The research credit is generally nott

expenses relating to drugs for certain rare Owed for the following types of act,,, as:
d

iseases, you may elect to claim a 5096 Research conducted after the beginning

credit on these expenses instead of taking 0 commercial production;

the research credit. * Research adapting an existing product or

Even though you cannot
use

the same process to a Particular customer's need;

'
pense to claim both the research credit ix Duplication of an e~isting product or

no the orphan drug credit, any expenses process:
used in computing the orphan drug credit is Surveys or studies;
must be included in any research credit e Research relating to certain inter-nal-use
"base Period" computations in future years. computer software;
Who Must File.-Any individual, estate. . Research conducted outside the U.S.;
trust. organization or corporation clairriing e Research in the social sciences, arts, or
a credit for increasing research activities or humanities; or
a credit for orphan drug expenses, or any S a Research funded by another Person (or
corporation, partnership, estate or trust governmental entity).
that shares the credit($) among its
shareholders, partners, or beneficiaries

See section 41 for more details and rules.

should attach this form to its income tax Part I.-Orphan Drug Credit
return.

S corporations, partnerships, estates, and
The definition of qualified clinical testing

t2r0us!m
stohnagt tshheairesthaerechred

Idite(rss). Ont r
1i nness4 a no

expenses closely Parallels the definition of

beneficiaries must show on Schedule K,1, or
qclinailc

ifaie
l tdersetiwngarecxhpexnpseesnsaerse.neoxtclipmtittehdatto

on
an

attachment to Schedule K 1. the credit 6ee%soctinyn
C08ntract research expenses.

for each shareholder, partner. or beneficiary. Caution: In orderjo claim the credit, the .
For more details on allocation of the expenses must be for a drug that has been

cred it, see section 4 1(f)(2). designated as an orphan drug under
Carrybacks and Carryforwards .-Any section 526 of the Federal Food, Drug, and
research credit that you cannot use Cosmetic Act, and related regulations.
because it is more than the limitations
figured on line 23 or line 25 may be carried
back 3 years, then forward 15 years. Use
Form 3800. (There are no carryback or
carryover provisions for the orphan drug
credit.)

Special Rules
(1) Trades or Businesses That Are Under
Common Control.-The research credit
and the orphan drug credit are figured as if
all the organizations are one trade or
business. The credit is shared among the
members of the group on the basis of each's

Line 2-You must reduce the deduction
for qu4lified clinical testing expenses
othervise allowable on your income tax
return by the amount of the credit shown on
line 2. See section 28OC(b) for special rules.
Line B.-Include the orphan drug credit on
the appropriate line 9f your 1986 tax return.
If it is not listed sepSrately on the return
include the credit on the "other credits'~ or
"total credits" line; then write "ORPHAN
DRUG CREDIT"and the amount on the
dotted line to the left of the entry amount.

P.g. 2

Part IV.-Research Credit
Unes 9 through 13, column b.-Base
period research expenses are the average of
the annual qualified research expenses for
the 3 years immediately before the current
tax year. Newly organized businesses are
treated as having been in business with no
qualified research expenses during the base
period before the business began.
Line I I.-See section 4 1(bX2XA) for
rules on leased property if you receive
payments from anyone for the rental or
lease of substantially identical property.
Line 12-Include 65% of any amount paid
or incurred for qualified research performed
on your behalf. Prepaid contract research
expenses are considered paid in the year
the research is actually done.
Line 13. Corporations. -Contract research
expenses also include 65% of amounts paid
or incurred by a corporation to any qualified
organization for basic research, pursuant to
a written research agreement between the
corporation and the organization.
Line 16.-Baw period research expenses
cannot be less than 50% of current year
research expenses. This rule applies both to
existing and newly organized businesses.
Lines 3 and 19-The credit(s) figured on
lines 1 through 4 and on

I
ines 9 through 20

by an S corporation, partnership, estate, or
trust are apportioned to the individual
shareholders, partners, or beneficiaries,
respectively. This apportioned credit (and
any unused credit from these entities) is
entered on line 3 or line 19 of a separate
Form 6765 to determine the allowed
credit(s) to be entered on their tax returns.
Line 20.-Estates or trusts.- Complete
lines 9 through 20 and apportion the credit
on line 20 between the estate or trust and
the beneficiaries on the basis of the income
of the estate or trust allocable to each. The
estate or trust then enters its share of the
credit on line 18 of a separate Form 6765
and completes the rest of the form, as
applicable, to determine its allowed credit.
Unix 22. Umitations.-If you and your
spouse file separate returns, each must use
$12,500 instead of $25,000, But if only one
Mad any credit, that one may use the entire
$25,000. Controlled corporate groups must
divide the $25,000 among all component
members. See section 38(cX3XB). Estates
and trusts, see section 39(c)(3XD),
Line 25. Limits.-If you are an individual.
estate, or trust, the credit(s) on lines 18 or
19 is limited to the amount on line 23
attributable to your interest in the
proprietorship, partnership, S corporation.
estate or trust generating the credit. Figure
separately for each business enterprise by
using the following formula:

Taxableincomeaftntanable
W,mir.io m-theiin-ponneo

Lin,23 X
b.i-,. 1065,1041.o, 11205,nuty
Taublemom, for Me ya, (Form 1040,
hne 37)

When usi
.
n the formula, the result is limited

to 10D% of
the

line 23 amount.
If in the current tax year you had no

taxable income attributable to a particular
business interest. you Cannot claim any
research credit this year related to that
business.



,nn 8586 Low-Income Housing Credit
(FY 1986-87 filers only)
0- Attach to your tax return

Low-Income Housing Credit

I Date building was placed in service(MO-YR) . . . . . . .

2 Eligible basis of building-See instructions r2
3 Low-income portion (lesser of unit percentage or floor-space

percentage-see instructions) . . . . . . . . . . .

.,

4 Qualified basis of low-income building placed in service during
1987 (multiply line 2 by line 3) . . . . . . . . . . 4

5 Credit percentage-See instructions . . . ~ . 7 . 1 5

6 Multiply line 4 by line 5. ~ . . . . . . . . . . . .

Building

7 Total-Add columns A through C, line 6 . . . . . . . . . . . . . . . . .
.

. . .

8 Flow through housing credits
from other entities . . .

I Th-rit,, tot,1 If C-ent y- h,u,.rg,-t(,)f-

I S~Iellldli llhhlu;: xl~~ ~%~.' I I1,0)1,).n"e1. l0bPn_ :
& . 06

a

Bet"fo,n. - I SCh-le K I (For, IN

. . .d Patron . . . I ApPo-telo- . I

9 Current year credit-Add lines 7 and 8 . . . . . . . . . . . . . . . .

OMB No 1545.D984

U86
Attach, in
S-nN. 78

Iii-tityi,--

9
Note: Ifyou have a 1966 investment credit (Form 3468), jobs credit (Form 5884), credit for alcohol used as fuel IF- 6478), research

credit (Forim 6765). or employee stock ownership plan (ESOP) credit (Form 8007) in addition to your 1986 low-income housing
credit, or

if
you have a carryback or carryforward ofarrygeneral business credit, stop here andga to Form 3800, General Business

Credit, to claim your 1986 low income housing credit. Ifyou ham ortly a low-income hou,sing, credit, you may continue with lines 10
through 15 to claim your credit

=I Tax Liability Limitations
10a Individuals- From Form 1040, enter amount from line 45 . . . . . . .

b Corporations-From Form 1120. Schedule J, enter tax from line 3 (or Form 1120-A
.

Part
I'l

ine 1)
c Other filers-Enter income tax before credits from return . . . . . . . . . . . . . .

Ila Individuals-From Form 1040, enter credit from line 46. plus any orphan drugand nonconventional
source fuel credits included on line 48 . . . . . . . . . . . . . . . . . .

* 'b Corporations-From Form 1 120. Schedule J. enter credits from lines 4(a) through 4(d) (Form
1 120-A filers. enter zero) . . . . . . . . . . . . . . . . . . . . . . . . .

c Other filers-See instructions for line I 1c . . . . . . . . .. . . . . . . . . . .
12 Income tax liability as adjusted (subtract line I I from line 10) . . . . . . . . . . . . . .
13a Enter smaller of line 12 or $25,000 (see instructions for line 13) . . . . . . . . . . . . .

b If line 12 is more than $25,000-Enter 75% of the excess . . . . . . . . . . . . . . .
14 Low-income housing credit limitation-Add lines 13a and 13b . . . . . . . . . . . . . .
15 Total allowed credit-Enter smaller of line 9 or line 14. This is your General Business Credit for 1986.

Enter here and on Form 1040, line 47; Form 1 120, Schedule J, line 4(e); Form 1 120-A, Part 1, line 2; or
the proper line of other returns . . . . . . . . . . . . . . . . . . . . . . . .

10

11

12
3
3
14

is
Paperwork Reduction Act Notice.-We credit (Form 8007). If you have more than Introduction
ask for this information to carry out th

e
one of these credits for 1986 or a carryback

Internal Revenue laws of the United States. or carryforward of any of these credits, you The Tax Reform Act of 1986 provides a
We need it to ensure that taxpayers are must attach the appropriate credit forms

I credit of 70% of the qualified basis of each
comolvim, wi It thesi, laws and t, allow ,, t, ,it-ni th- - F-qnnn new low-income building placed in service
figure and collect the right amount of tax. General Business Credit. If you have

I
only a

You are required to give us this information. 1986 low-income housing credit, you do not

General Instructions
have to file Form 3800 this year.

. Purpose of Form.-Owners of residential
(Section references are to the Internal rental projects providing low-income
Revenue Code, unless otherwise noted.) housing should use Form 8586 to claim the
General Business Credit.-The general new low-income housing credit.
business credit consists of the investment Caution: You cannot claim the low-income
credit (Form 3468). jobs credit (Form housing credit on any qualified I-income
5884), credit for alcohol used as fuel (Form housinj project for which any person was
6478). research credit (Form 6765), low. . allowedany relieffrom the passive

lossincome housing credit (Form 8586), and rules under section 502 of the Tax Reform
employee stock ownership plan (ESOP) Act of 1986.

UUTing - I kj- in ine case Or certain
Federally subsidized new buildings or
certain existing buildings purchased and
placed in service). This credit is taken over a
10-year pericid so that the present value of
the 10 annual credit amounts at the
beginning of the credit period equals 70%(or g) of

the qualified basis.
You may elect to begin the 1 0-year credit

period
,
in the tax year after the year the

building was placed in service. Use Form
8609, Low-income Housing Credit Allocation
Certification, to make this election .

For. 8586 (1986)

F.nn 8586(1986)

The maximum annual credit percentage Line 2. Eligible Basis.-This is the starting
for new buildings placed in service during point for computing the low-income housing
1987 is 9% for each of the 10 years in the credit. Generally, the eligible basis of a
credit period (4% for Federally subsidized building for its entire 15-year compliance
new buildings~ and existing buildings). For period is figured as of the date it is placed in
buildings placed in service after 1987 the service. For housing projects consisting of
credit percentage will be determined by the two or more buildings, figure the credit
IRS. separately for each building.
Qualified low-income housing project.- For new buildings the eligible basis is
The low income housing credit can only be generally the cost of construction.
claimed for residential rental projects that For existing buildings the eligible basis is
meet the requirements of one of the the cost of acquisition plus any
ollowing tests: rehabilitation expenditures incurred before(A
) 20-50 Test: 20 percent or more of the the close of the first tax year of the credit

residential units in the project must be period. The building must have been
.both rent restricted and occupied by acquired by purchase from an unrelated
individuals whose income is 50 percent person and there must have been at least
or less of the area median gross 10 years since the building was last placed
income, or in service or substantially improved.(B)
40-60 Test: 40 percent or more of the Rehabilitation expenditures that are not
residential units in the project must be Federally subsidized may be treated as a
both rent restricted and occupied by separate new building eligible for the 9%
individuals whose income is 60 percent credit if the expenditures incurred during
or less of the area median gross any 24-morth period average $2.000 or
income: more per low-income unit in a building. The

A unit is 'rent restricted" if the gross expenditures will be treated as placed in
rent does not exceed 30 percent of the service at the close of the 24-morth period.
income limitation in (A) or (8) above for the See section 42(e).
ind ividuals occupying the unit. You may When figuring the eligible basis of a new
choose to meet either test for the project, or existing building, do not include the cost
but once made, the election is irrevocable. of land. Furthermore, you must reduce the
Use

Form
8609to make this election. See basis by the amount of any Federal grants

section 42(g) for more details. received and by any basis allocable to non.
Allocation ofcredttamount must be low-income units that ate above the average

obtained from housing credit agency. You quality standard of the low income units in
must obtain a Completed Form 8609 from the building.the

state or local credit agency for each Residential rental property may qualifybu,di
ng to cover the

.
mount of the credit for the credit even though part of the

you wish to claim. A copy of Form 8609 building in which the residential units are
must be attached to your return for each located is used for commercial use. To
building for each year. The allocation must figure the eligible basis of such property,

dobe made by the earlier of (1) 60 days after not include the cost of the nonresidential
the close of your tax year or (2) December rental property. You may generally include
31, 1987. the basis of common areas or tenant

You may not take a low-income housing facilities
'
such as swimming pools or

Credit on a building if it has not received an parking areas. See section 42(d).
a

I
location. Similarly, no credit will be Line 3. Low-income Portion'-Not all of

allowed in excess of the amount allocated to the basis on line 2 qualifies for the low.
the building by the housing credit agency. income credit. Only the

point
ion of the basis

See section 42(h). An allocation is not attributable to the low-income rental units
needed to the extent that a building is qualifies for the credit. This is the lesser of
financed with certain tax-exempt bonds. If (1) the percentage of low-income units to all
70% or more of a building is financed with residential rental units (the "unit
tax-exempt bonds, no allocation is needed percentage-) or (2) the percentage of floor
from the agency (but you must still space of the low-income units to the floor
complete the appropriate parts of Form space of all residential rental units (the
8609 and attach it to your return). 'floor-space percentage"). Low-income

Certification of first-yevii credit. You units are those units presently occupied by
in

ust
certify certain first-ye~r information to qualifying tenants, while residential rental

he IRS on Form 8609. If you fail to file this units ate all units, whether or not presently
Certification, you may not claim a credit for occupied.
that building for any year ending before the For the first year of the credit period youc.

rtification is made, in ust use a modified percentage on line 3 to
Recapture ofcredit. There is a 15-year reflect the average portion of a 12-month

compliance period during which the rental period inabt the units in a building were
project must continue to meet certain

occupied
y low income individuals. Find

requirements. If. as of the close of any tax the low-income portion of each building (the
year in this period. there is a reduction of lesser of the unit percentage or the floor.
the qualified basis from the previous year space percentage) as of the end of each full
you may have to recapture all or a part of month that the building was in service
the credit you have taken. See section 420). during the year. Add these percentages

together and divide by 12. Enter the result
Specific Instructions on line 3. For example. if a building was in
Line I.-Enter,the month and year the service for the last three months of your tax
building was placed in service. Please make year. and was half occupied as of the end of

sure this date agrees with the date shown
on each of those three months, then for this

the attached Form 8609 for that building. example you would enter. 125 (1.5 [.5 + .5
+ .5] + 12) on line 3. This first year
adjustment does not affect the amount of
. -. --, .!,- ..................

page 2

qualified basison which thecreditis
claimed in the remaining nine years of the
credit period. and the amount of the
reduction may be claimed in the eleventh
yea,
Line 4. Qualified Basis of Low-income
Building.-This is the portion of the
qualified low-income building attributable to
the low-income rental units.

At-risk limitation for individuals and
closely held corporations. The basis of
property for purposes of the low-income
housing credit may be limited if You
borrowed against the property and are
protected against loss, or if you borrowed
money from a person who has other than a
creditor interest in the property. See section
42(k).
Line 5. Credit Percentage.-This
percentage is generally 9% (.09) or 4%
(.04) for buildings placed in service during
1987. However, this percentage may be
limited if you did not receive an allocation
from the housing credit agency for the full
amount of the credit.

If the agency has made an allocation on
Form 8609, enter on fine 5 of Form 8586
the credit percentage shown on Form(s)
8609, Part 1, line 3.

11 an allocation is not required to be
made by a housing credit agency. enter on
Iire5ofForm85 6 the applicable credit
percentage as follows:
Newly constructed buildings

not Federally subsidized . 9%
Rehabilitation expenditures treated

as separate new building . . . . 9%
Newly constructed buildings that

are Federally subsidized . . . . . 4%
Existing buildings

. .
. . . . . . 4%

Line 7.-If you have more than three'
buildings, attach a schedule and enter the
total on line 7.
Line 8.-If you "ve flow-through credit(s)
from a partnership, 5 corporation.
cooperative, estate, or trust. add them up
and enter the total on line 8.
Line I 1c. Other rilers.-Before you can
claim the low-income housing credit (which
will be your general business credit for
1986) against your income tax liability, you
must first reduce this tax liability by the
credits listed below:
is Personal credits,
is Foreign tax credit.
• Possessions corporation tax credit.
• Orphan drug credit.
• Norconventional source fuel credit.
Line 13. Limitation.-If the tax liability an
line 12 is $25,000 or less, your credit is
limited to that tax liability. If the tax liability
is more than $25,000, your credit is limited
to $25,000 plus 75% of the excess.

if you and your spouse file separate
'turns, each must use $12,500 instead of
$25,000. But if only one had any credit,
that one may use the entire $25.000.

Controlled corporate groups must divide
the $25,000 among all Component
members. See section 38(c)(3)(B).

Estates and trusts. see section
38(cX3XD).
Carrybacks and carryforwards.-If you
Cannot use part or all of the credit because
of the tax liability limitations, you may carry
it back 3 years then forward 15 years. Use
Form 3800.



Form 6839 (8-89)
Department of the Treasury
Internal Revenue Service

User Survey
Statistics of Income- 1986 - Corporation Income Tax Returns

Please take a few moments to answer the following questions concerning this Statistics of Income publication. Your responses
will enable us to direct our efforts to meeting the needs of our users. After indicating your responses, please fold, tape, and mail.
No postage is required. Thank you for your assistance.

1 . How did you obtain this publication?

• Purchased from the Government Printing Office
• From a public library
• From a university or college library
• Other (specify)

2. Have you ever used any other Statistics of Income publication?

0 Yes (specify)
0 No

3. What subject matter in the report interests you particularly?

• Asset size data 0 S Corporation data
• Business receipt size data El DISC data
• Minor industry detail 0 Overall summary statistics
• Balance sheet data
• Other (specify)

4. Rank in order of importance to you the following sections of the publication.

- Tables - Sample description
- Changesinlaw - Introductory material
- Explanation of terms - Facsimiles of forms

5. How would you describe the readability of the text?

• Too technical 0 About right
• Not detailed enough 0 Do not use text

6. Have you ever used the Corporation Source Book of Statistics.of Income?

Selected pages or complete book from IRS 0 Yes 0 No
Magnetic tape ordered from National Archives 0 Yes 0 No
Other use (specify)

7. What type of organization are you connected with?

• Federal government 0 Consulting firm
• State or local government 0 Accounting firm
• Trade association 0 Other (specify)
• University or college
• Other nonprofit organization

8. What changes (additions, deletions, etc.) would you like to see in the contents or format of this publication?

9. What ZIP code do you:
live in? . work in?

10. Other comments (use other side if needed).

Form 6839 (8-89)



10. Other Comments (continued)
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------------------------ Fold here --------------------- -
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USE, $300. BUSINESS REPLY MAIL
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Internal Revenue Service
Statistics of Income Division
Corporation Statistics Branch R!S:C
1111 Constituti

'
on Avenue, N.W.

Washington, D.C. 20224
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1 Introduction
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5 Explanation of Terms

6 Forms and Instructions
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