Department of the Treasury
Internal Revenue Service

1994 &

Instructions for
Form 1120-1C-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 the information on this form to carry out the Internal Revenue laws of the
United States. You are required to give us the information. We need it to ensure that
you are complying with these laws and to allow us to figure and collect the right
amount of tax.

The time needed to complete and file the following forms will vary depending on

individual circumstances. The estimated average times are:

Copying,
assembling, and
sending the form

Learning about the law Preparing the

Form Recordkeeping or the form form to the IRS
1120-IC-DISC 95 hr., 54 min. 20 hr., 8 min. 30 hr., 1 min. 2 hr., 9 min.
Schedule K 4 hr., 4 min. 47 min. 54 min. ...
Schedule P 12 hr., 55 min. 1 hr., 17 min. 1hr., 34 mn.  ___._.

If you have comments concerning the accuracy of these time estimates or
suggestions for making these forms simpler, we would be happy to hear from you.
You can write to both the Internal Revenue Service, Attention: Tax Forms
Committee, PC:FP, Washington, DC 20224; and the Office of Management and
Budget, Paperwork Reduction Project (1545-0938), Washington, DC 20503. DO
NOT send the tax form to either of these offices. Instead, see Where To File on
page 2.
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Other Changes

Final regulations under section 263A
have been adopted. These regulations,
which require the capitalization and
inclusion in inventory of certain costs,
generally are effective for tax years
beginnng after 1993. Changes in
accounting methods may be necessary
as a result of the issuance of the final
regulations. These changes must be
made under Rev. Proc. 94-49 1994-30
I.R.B. 31.

Voluntary Contributions To
Reduce the Public Debt

A corporation may make a contribution
to reduce the public debt. To do so,
enclose a check made payable to
“Bureau of the Public Debt,” with Form
1120-IC-DISC. These amounts are
tax-deductible, subject to the rules and
limitations for charitable contributions.

General Instructions

Purpose of Form

Form 1120-IC-DISC is an information
return filed by interest charge domestic
international sales corporations
(IC-DISCs), former DISCs, and former
IC-DISCs.

What Is an IC-DISC?

An IC-DISC is a domestic corporation
that has elected to be an IC-DISC and
its election is still in effect. The IC-DISC
election is made by filing Form 4876-A,
Election To Be Treated as an Interest
Charge DISC.

Generally, an IC-DISC is not taxed on
its income. Shareholders of an IC-DISC
are taxed on its income when the
income is actually or deemed
distributed. In addition, section 995(f)
imposes an interest charge on
shareholders for their share of
DISC-related deferred tax liability. See
Form 8404, Interest Charge on
DISC-Related Deferred Tax Liability, for
details.



To be an IC-DISC, a corporation must
be organized under the laws of a state
or the District of Columbia and meet the
following tests:

® At least 95% of its gross receipts
during 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 of all its assets.

® |t has only one class of stock, and its
outstanding stock has a par or stated
value of at least $2,500 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 on each later day).

® |t maintains separate books and
records for the tax year.

® |t is not a member of any controlled
group of which a foreign sales
corporation (FSC) is a member.

® |ts tax year must conform to the tax
year of the principal shareholder who at
the beginning of the tax year has the
highest percentage of voting power. If
two or more shareholders have 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. See section
441(h) and its regulations for more
information.

® |ts election to be treated as an
IC-DISC is in effect for the tax year.

See Definitions on page 4 and
section 992 and related regulations for
details.

Distribution to meet 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 have met
them if, after the tax year ends, the
IC-DISC makes a pro rata property
distribution to its shareholders and
specifies at the time that this is a
distribution to meet the qualification
requirements.

If the IC-DISC did not meet the gross
receipts test, the distribution equals the
part of its taxable income attributable to
gross receipts that are not qualified
export gross receipts. If it did not meet
the qualified export asset 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 either
test, the distribution equals the sum of
both amounts. Regulations section
1.992-3 explains how to figure the
distribution.

Interest on late distribution.—If the
IC-DISC makes a distribution after Form
1120-IC-DISC is due, interest must be
paid to the Internal Revenue Service.
The charge is 4¥2% of the distribution
times the number of tax years that begin
after the tax year to which the
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distribution relates until the date the
IC-DISC made the distribution.

If the IC-DISC must pay this interest,
send the payment to the Internal
Revenue Service Center where you filed
Form 1120-IC-DISC 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(c)(4).

Who Must File

The corporation must file Form
1120-IC-DISC if it elected, by filing Form
4876-A, to be treated as an IC-DISC and
its election is in effect for the tax year.

If the corporation is a former DISC or
former IC-DISC, it must file Form
1120-IC-DISC in addition to any other
return required. A former DISC is a
corporation that was a DISC on or
before December 31, 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 not
qualify as an IC-DISC at the end of its
1993 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.)

A former DISC or former IC-DISC
need not complete lines 1 through 8 on
page 1 and the Schedules for figuring
taxable income, but must complete
Schedules J, L, and M of Form
1120-IC-DISC and Schedule K (Form
1120-IC-DISC). Write “Former DISC” or
“Former IC-DISC” across the top of the
return.

Special Returns for Certain
Organizations

Certain organizations have to file special
returns.

File Form

. 4

If the organization is a:

. 4

Tax-exempt organization 990 series

1120 and Schedule

Personal holding company PH (Form 1120)

Financial institutions

affected by sec. 581 or 593 1120
Life insurance company ~
(sec. 801) 1120-L
Property and casualty

insurance company (sec. 1120-PC
831)

Regulated investment 1120-RIC

company (sec. 851)

Real estate investment trust

(sec. 856) 1120-REIT

S corporation (sec. 1361) 1120S

When To File

File Form 1120-IC-DISC by the 15th day
of the 9th month after the tax year ends.
No extensions are allowed. If the due
date falls on a Saturday, Sunday, or a
legal holiday, file on the next business
day.

Where To File

Use the following
Internal Revenue
Service Center
address

If the main business,
office, or agency is
located in

New Jersey, New York
(New York City and
counties of Nassau,
Rockland, Suffolk, and
Westchester)

Holtsville, NY 00501

New York (all other
counties), Connecticut,
Maine, Massachusetts, New
Hampshire, Rhode Island,
Vermont

Andover, MA 05501

Florida, Georgia, South

3 Atlanta, GA 39901
Carolina

Indiana, Kentucky,
Michigan, Ohio, West
Virginia

Cincinnati, OH 45999

Kansas, New Mexico,

Oklahoma, Texas Austin, TX 73301

Alaska, Arizona, California
(counties of Alpine, Amador,
Butte, Calaveras, Colusa,
Contra Costa, Del Norte, El
Dorado, Glenn, Humboldt,
Lake, Lassen, Marin,
Mendocino, Modoc, Napa,
Nevada, Placer, Plumas,
Sacramento, San Joaquin,
Shasta, Sierra, Siskiyou,
Solano, Sonoma, Sutter,
Tehama, Trinity, Yolo, and
Yuba), Colorado, Idaho,
Montana, Nebraska,
Nevada, North Dakota,
Oregon, South Dakota,
Utah, Washington,
Wyoming

Ogden, UT 84201

California (all other

counties), Hawaii Fresno, CA 93888

lllinois, lowa, Minnesota,

Missouri, Wisconsin Kansas City, MO 64999

Alabama, Arkansas,
Louisiana, Mississippi,
North Carolina, Tennessee

Memphis, TN 37501

Delaware, District of
Columbia, Maryland,
Pennsylvania, Virginia

Philadelphia, PA 19255

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 center
for the principal office of the managing



corporation that keeps all the books and
records.

Who Must Sign

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 required to be filed
on behalf of a corporation.

If a corporate officer completed Form
1120-IC-DISC, the Paid Preparer’s space
should remain blank. Anyone who
prepares Form 1120-IC-DISC but does
not charge the corporation should not
sign the return. Generally, anyone who is
paid to prepare Form 1120-IC-DISC
must sign it and fill in the Paid
Preparer’s Use Only area.

The paid preparer must complete the
required preparer information and:

® Sign the return, by hand, in the space
provided for the preparer’s signature
(signature stamps or labels are not
acceptable).

® Give a copy of the return to the
taxpayer.

Accounting Methods

Compute taxable income by the
accounting method regularly used to
keep the IC-DISC’s books and records.
The method used must clearly reflect
taxable income. See section 446.

A member of a controlled group must
avoid using an accounting method that
would distort any group member’s
income, including its own. For example,
an IC-DISC acts as a commission agent
for property sales by a related
corporation that uses the accrual
method and pays the IC-DISC its
commission more than 2 months after
the sale. In this case, the IC-DISC
should not use the cash method of
accounting, because it materially distorts
the income of the IC-DISC.

Unless the law specifically permits
otherwise, the IC-DISC must get
consent on Form 3115, Application for
Change in Accounting Method, to
change from the accounting method it
used to report taxable income in earlier
years (for income as a whole or for any
material item).

Rounding to whole dollars.—The
corporation 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.

Unresolved Tax Problems

The IRS has a Problem Resolution
Program for taxpayers who have been

unable to resolve their problems with the
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.
Hearing-impaired persons who have
access to TDD equipment may call
1-800-829-4059 to ask for help. The
Problem Resolution office will ensure
that your problem receives proper
attention. Although the office cannot
change the tax law or make technical
decisions, it can help clear up problems
that may have resulted from previous
contacts.

Other Forms, Returns, and
Statements That May Be
Required

Forms

The IC-DISC may have to file any of the
following:

Form W-2, Wage and Tax Statement,
and Form W-3, Transmittal of Income
and Tax Statements.

Form 720, Quarterly Federal Excise Tax
Return. Use Form 720 to report
environmental excise taxes,
communications and air transportation
taxes, fuel taxes, 10% luxury tax on
passenger vehicles, manufacturers
taxes, ship passenger tax, and certain
other excise taxes.

Form 926, Return by a U.S. Transferor
of Property to a Foreign Corporation,
Foreign Estate or Trust, or Foreign
Partnership. Use this form to report all
transfers of property to a foreign
corporation, foreign estate or trust,
foreign partnership, and to pay any
excise tax due under section 1491. Also
use Form 926 to report information
required under section 6038B.

Under section 6038B, a corporation
that transfers property to a foreign
corporation in an exchange described in
section 367(a) or (d), or that makes an
election to apply principles similar to the
principles of section 367 to any transfer
covered by the excise tax, must file
Form 926 and attachments with its
income tax return for the tax year in
which the transfer was made.

If a corporation fails to timely report
the information required by section
6038B, a penalty may apply. The penalty
is equal to 25% of the gain realized on
the exchange of the property.

Form 940 or Form 940-EZ, Employer’s
Annual Federal Unemployment (FUTA)
Tax Return. The corporation may be
liable for FUTA tax and may have to file
Form 940 or 940-EZ if it paid wages of
$1,500 or more in any calendar quarter
during the calendar year (or the
preceding calendar year) or one or more
employees worked for the corporation
for some part of a day in any 20

different weeks during the calendar year
(or the preceding calendar year).

Form 941, Employer’s Quarterly Federal
Tax Return. Employers must file this
form quarterly to report income tax
withheld and employer and employee
social security and Medicare taxes.
Agricultural employers must file Form
943, Employer’s Annual Tax Return for
Agricultural Employees, instead of Form
941, to report income tax withheld and
employer and employee social security
and Medicare taxes for farmworkers.

Caution: The trust fund recovery penalty
may apply if income, social security, and
Medicare taxes that must be withheld
are not withheld or are not paid to the
IRS. The penalty is equal to the unpaid
trust fund tax. The trust fund recovery
penalty may be imposed on all persons
who are determined by the IRS to be
responsible for collecting, accounting for,
and paying over these taxes, and who
acted willfully in not doing so. See
Circular E, Employer’s Tax Guide (or
Circular A, Agricultural Employer’s Tax
Guide), for details, including the
definition of responsible person.

Form 945, Annual Return of Withheld
Federal Income Tax. Form 945 is used
to report income tax withholding from
nonpayroll distributions or payments.
Nonpayroll payments include pensions,
annuities, IRAs, military retirement,
gambling winnings, and backup
withholding.

Form 966, Corporate Dissolution or
Liguidation.

Form 1042, Annual Withholding Tax
Return for U.S. Source Income of
Foreign Persons, and Form 1042-S,
Foreign Person’s U.S. Source Income
Subject to Withholding. Use these forms
to report and transmit withheld tax on
payments or distributions made to
nonresident alien individuals, foreign
partnerships, or foreign corporations, to
the extent the payments or distributions
constitute gross income from sources
within the United States (see sections
861 through 865). For more information,
see sections 1441 and 1442, and Pub.
515, Withholding of Tax on Nonresident
Aliens and Foreign Corporations.

Please inform shareholders who are
nonresident alien individuals or foreign
corporations, trusts, or estates that if
they have gains from disposal of stock
in the IC-DISC, former DISC, or former
IC-DISC, or distributions from
accumulated IC-DISC income, including
deemed distributions, they must treat
these amounts as effectively connected
with the conduct of a trade or business
conducted through a permanent
establishment in the United States and
derived from sources within the United
States.

Form 1096, Annual Summary and
Transmittal of U.S. Information Returns.
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Form 1098, Mortgage Interest
Statement. This form is used to report
the receipt from any individual of $600
or more of mortgage interest and points
in the course of the corporation’s trade
or business for any calendar year.

Forms 1099-A, B, C, DIV, INT, MISC,
OID, R, and S. These information
returns are for reporting abandonments
or acquisitions through foreclosure;
proceeds from broker and barter
exchange transactions; discharges of
indebtedness; certain dividends and
distributions; interest payments;
payments for certain fishing boat crew
members, medical and dental health
care payments, direct sales of consumer
goods for resale, miscellaneous income
payments, and nonemployee
compensation; original issue discount;
distributions from profit-sharing plans,
retirement plans, individual retirement
arrangements, insurance contracts, etc.;
and proceeds from real estate
transactions. Also use these returns to
report amounts that were received as a
nominee on behalf of another person.

For more information, see the
instructions for Forms 1099, 1098, 5498,
1096, and W-2G, and Pub. 937,
Employment Taxes.

Note: Every corporation must file Form
1099-MISC if, in the course of its trade
or business, it makes payments of rents,
commissions, or other fixed or
determinable income (see section 6041)
totaling $600 or more to any one person
during the calendar year.

Form 5452, Corporate Report of
Nondividend Distributions.

Form 5498, Individual Retirement
Arrangement Information. Use this form
to report contributions (including rollover
contributions) to an individual retirement
arrangement (IRA) and the value of an
IRA or simplified employee pension
(SEP) account.

Form 5713, International Boycott
Report. Filed by persons having
operations in or related to “boycotting”
countries. Also, 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 compute their loss 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. Filed by tax shelter
organizers to register tax shelters with
the IRS to receive a tax shelter
registration number.

Form 8271, Investor Reporting of Tax
Shelter Registration Number. Taxpayers
who have acquired an interest in a tax
shelter that is required to be registered
file this form to report the tax shelter’s
registration number. Form 8271 must be
attached to any tax return (including an
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application for tentative refund (Form
1139) and an amended Form 1120-IC-
DISC) 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 reported.

Form 8275, Disclosure Statement. Used
by taxpayers and income tax return
preparers to disclose items or positions,
except those contrary to a regulation
(see Form 8275-R below), that are not
otherwise adequately disclosed on a tax
return. The disclosure is made to avoid
parts of the accuracy-related penalty
imposed for negligence, disregard of
rules, or substantial understatement of
tax. Form 8275 is also used for
disclosures relating to preparer penalties
for understatements due to unrealistic
positions or for willful or reckless
conduct.

Form 8275-R, Regulation Disclosure
Statement. Used to disclose any item on
a tax return for which a position has
been taken that is contrary to Treasury
regulations.

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.

Cashier’s checks, bank drafts, and
money orders with face amounts of
$10,000 or less are considered cash
under certain circumstances. For more
information, see Form 8300 and
Regulations section 1.6050I-1(c).

Form 8594, Asset Acquisition Statement
Under Section 1060. Filed by both the
purchaser and seller of a group of
assets constituting a trade or business if
goodwill or a going concern value
attaches, or could attach, to such assets
and if the purchaser’s basis in the assets
is determined only by the amount paid
for the assets.

Form 8621, Return by a Shareholder of
a Passive Foreign Investment Company
or Qualified Electing Fund. A corporation
that was a shareholder in a passive
foreign investment company (as defined
in section 1296) at any time during the
tax year must complete and attach this
form to its return.

Form 8697, Interest Computation Under
the Look-Back Method for Completed
Long-Term Contracts. Use this form to
figure the interest due or to be refunded
under the look-back method of section
460(b)(2) on certain long-term contracts,
accounted for under either the
percentage of completion-capitalized
cost method or the percentage of
completion method.

Statements

Financial statements.—The balance
sheets should agree with your books

and records. Attach a statement
explaining any differences.

Stock ownership in foreign
corporation.—Attach the statements
required by section 551(c) if the
corporation owned 5% or more in value
of the outstanding stock of a 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.

A corporation may have to file Form
5471, Information Return of U.S.
Persons With Respect to Certain Foreign
Corporations, if any of the following
applies:

1. It controls a foreign corporation.

2. It is a 10%-or-more shareholder of
a controlled foreign corporation.

3. It acquires, disposes of, or owns
5% or more in value of the outstanding
stock of a foreign corporation.

4. It is a 10%-or-more shareholder of
a foreign personal holding company.

5. It owns stock in a controlled foreign
corporation for an uninterrupted period
of 30 days or more during any tax year
of the foreign corporation, and it owned
that stock on the last day of that year.

Transfers to a corporation controlled
by the transferor.—lIf a person receives
stock of a corporation in exchange for
property, and no gain or loss is
recognized under section 351, the
transferor and the transferee must each
attach to their tax returns the
information required by Regulations
section 1.351-3.

Attachments

Attach Form 4136, Credit for Federal
Tax Paid on Fuels, after page 6, Form
1120-IC-DISC. Attach schedules in
alphabetical order and other forms in
numerical order after Form 4136.

Definitions

The following definitions are based on
sections 993, 994, and 994(c).

1. Section 993

Qualified export receipts are any of the
following:

a. Gross receipts from selling,
exchanging, or otherwise disposing of
export property.

b. Gross receipts from renting export
property that the lessee uses outside the
United States.

c. Gross receipts from supporting
services related to any qualified sale,
exchange, rental, or other disposition of
export property by the corporation.

d. Gross receipts, if there is a gain,
from selling, exchanging, or otherwise
disposing of qualified export assets that
are not export property.



e. Dividends or amounts includible in
gross income regarding stock of a
related foreign export corporation and
under section 951 (relating to amounts
included in the gross income of U.S.
shareholders of controlled foreign
corporations).

f. Interest on any obligation that is a
qualified export asset.

g. Gross receipts for engineering or
architectural services on construction
projects outside the United States.

h. Gross receipts for managerial
services performed for an unrelated
IC-DISC.

For more information, see Regulations
section 1.993-1.

Qualified export assets are any of
the following:

a. Export property.

b. Assets used mainly in performing
the engineering or architectural services
listed under qualified export receipts,
item g above, or managerial services
that further the production of qualified
export receipts, items a, b, ¢, and g
above; or assets used mainly in
assembling, servicing, handling, selling,
leasing, packaging, transporting, or
storing of export property.

c. Accounts receivable produced by
transactions listed under Qualified
export receipts, items a-d, g, or h
above.

d. Temporary investments, such as
money and bank deposits, in an amount
reasonable to meet the corporation’s
needs for working capital.

e. Obligations related to a producer’s
loan.

f. A related foreign export
corporation’s stock or securities that the
IC-DISC holds.

g. Certain obligations that are issued
or insured by the U.S. Export-Import
Bank or the Foreign Credit Insurance
Association and that the IC-DISC
acquires from the bank, the association,
or the person who sold or bought the
goods from which the obligations arose.

h. Certain obligations held by the
IC-DISC that were issued by a domestic
corporation organized to finance export
property sales under an agreement with
the Export-Import Bank, by which the
corporation makes export loans that the
bank guarantees.

i. Other deposits in the United States
used to acquire qualified export assets
within the time provided by Regulations
section 1.993-2(j).

See Regulations section 1.993-2 for
more information.

Export property must be:

a. Made, grown, or extracted in the
United States by someone other than an
IC-DISC.

b. Neither excluded under section
993(c)(2) nor declared in short supply
under section 993(c)(3).

c. Held mainly for sale or rent in the
ordinary course of trade or business, by
or to an IC-DISC for direct use,
consumption, or disposition outside the
United States.

d. Property not more than 50% of the
fair market value of which is attributable
to articles imported into the United
States.

e. Neither sold nor leased by or to
another IC-DISC that, immediately
before or after the transaction, either
belongs to the same controlled group
(defined in section 993(a)(3)) as your
IC-DISC or is related to your IC-DISC in
a way that would result in losses being
denied under section 267.

See Regulations section 1.993-3 for
details.

A producer’s loan must meet all the
following terms:

a. Satisfy sections 993(d)(2) and (3)
limiting loans the IC-DISC makes to any
one borrower.

b. Not raise the unpaid balance due
the IC-DISC on all its producer’s loans
above the level of accumulated IC-DISC
income it had at the start of the month
in which it made the loan.

c. Be indicated by written evidence of
debt, such as a note, that has a stated
maturity date no more than 5 years after
the date of the loan.

d. Be made to a person in the United
States in the trade or business of
making, growing, or extracting export
property.

e. Be designated as a producer’s loan
when made.

For more information, see Schedule Q
(Form 1120-IC-DISC), Borrower’s
Certificate of Compliance With the Rules
for Producer’s Loans, and Regulations
section 1.993-4.

A related foreign export corporation
of any of the following kinds can pay
dividends and interest to the IC-DISC
without loss of IC-DISC status. The
IC-DISC’s investment must be related to
exports from the United States.

a. A foreign international sales
corporation is a related foreign export
corporation if:

(1) The IC-DISC directly owns more
than 50% of the total voting power of
the foreign corporation’s stock;

(2) For the tax year that ends with
your IC-DISC'’s tax year or ends within it,
at least 95% of the foreign corporation’s
gross receipts consists of the qualified
export receipts described in items a-d
of Qualified export receipts and
interest on the qualified export assets
listed in items c and d of Qualified
export assets; and

(3) The adjusted basis of the qualified
export assets in items a-d of Qualified
export assets that the foreign
corporation held at the end of the tax
year is at least 95% of the adjusted
basis of all assets it held then.

b. A real property holding company is
a related foreign export corporation if:

(1) The IC-DISC directly owns more
than 50% of the total voting power of
the foreign corporation’s stock, and

(2) Applicable foreign law forbids the
IC-DISC to hold title to real property; the
foreign corporation’s sole function is to
hold the title; and only the IC-DISC uses
the property, under lease or otherwise.

c. An associated foreign corporation is
a related foreign export corporation if:

(1) The IC-DISC or a controlled group
of corporations to which the IC-DISC
belongs owns less than 10% of the total
voting power of the foreign corporation’s
stock (section 1563 defines a controlled
group in this sense, and sections
1563(d) and (e) define ownership), and

(2) The IC-DISC’s ownership of the
foreign corporation’s stock or securities
reasonably furthers transactions that
lead to qualified export receipts for the
IC-DISC.

See Regulations section 1.993-5 for
more information about related foreign
export corporations.

Gross receipts are the IC-DISC’s total
receipts from selling or renting property
that the corporation holds for sale or
rent in the course of its trade or
business and from all other sources. For
commissions on selling or renting
property, include gross receipts from
selling or renting the property on which
the commissions arose. See Regulations
section 1.993-6 for more information.

United States, as used in these
instructions, includes Puerto Rico and
U.S. possessions, as well as the 50
states and the District of Columbia.

2. Section 994, Intercompany
Pricing Rules

If a related person described in section
482 sells export property to the IC-DISC,
use the intercompany pricing rules to
figure taxable income for the IC-DISC
and the seller. These rules generally do
not permit the related person to price at
a loss. Under intercompany pricing, the
IC-DISC’s taxable income from the sale
(regardless of the price actually charged)
may not exceed the greatest of:

a. 4% of qualified export receipts on
the IC-DISC's sale of the property plus
10% of the IC-DISC’s export promotion
expenses attributable to the receipts,

b. 50% of the IC-DISC’s and the
seller’s combined taxable income from
qualified export receipts on the property,
derived from the IC-DISC’s sale of the
property plus 10% of the IC-DISC’s
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export promotion expenses attributable
to the receipts, or

c. Taxable income based on the sale
price actually charged, provided that
under section 482 the price actually
charged clearly reflects the taxable
income of the IC-DISC and the related
person.

Schedule P (Form 1120-1C-DISC),
Intercompany Transfer Price or
Commission, explains the intercompany
pricing rules in more detail.

3. Section 994(c), Export
Promotion Expenses

These expenses are incurred to help
distribute or sell export property for use
or distribution outside the United States.
These expenses do not include income
tax, but do include 50% of the cost of
shipping the export property on
U.S.-owned and U.S.-operated aircraft
or ships if U.S. law or regulations do not
require that it be shipped on them.

Penalties

The IC-DISC may have to pay the
following penalties unless it can show
that it had reasonable cause for not
providing information or not filing a
return:

® $100 for each instance of not
providing required information, up to
$25,000 during the calendar year.

® $1,000 for not filing a return.

If the return is filed late and the failure
to file timely is due to reasonable cause,
please explain. See section 6686 for
other details.

Specific Instructions

File a Complete Return

To assist us in processing the return,
please complete every applicable entry
space on Form 1120-IC-DISC. Do not
attach statements and write “See
attached” instead of completing the
entry spaces on Form 1120-IC-DISC.

Period Covered

File the 1994 return for calendar year
1994 and fiscal years that begin in 1994.
If the return is for a fiscal year, fill in the
tax year space at the top of the form.

Address

Include the suite, room, or other unit
number after the street address. If the
Post Office does not deliver mail to the
street address, show the P.O. box
number instead of the street address.

Item C—Employer Identification
Number

Enter the IC-DISC’s employer
identification number (EIN). If the
IC-DISC does not have an EIN, it should
apply for one on Form SS-4, Application
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for Employer Identification Number. You
can get this form at most IRS or Social
Security Administration offices. Send
Form SS-4 to the same Internal
Revenue Service Center to which you
send Form 1120-IC-DISC. If the
corporation has not received the EIN by
the time for filing Form 1120-IC-DISC,
write “Applied for” in the space for the
EIN.

Itemm E—Total Assets

Enter the total assets of the IC-DISC. If
there are no assets at the end of the tax
year, enter the assets as of the
beginning of the tax year.

Item F—Initial Return, Final Return,
Change in Address, or Amended
Return

If this is the IC-DISC'’s initial return or
final return, check the applicable box in
item F at the top of the form.

If there has been a change in address
from the previous year, check the box
for Change in Address in item F. Form
8822, Change of Address, should be
filed to notify the IRS of a change of
address that occurs after the return is
filed.

To correct an error in a Form
1120-IC-DISC already filed, file an
amended Form 1120-IC-DISC and check
the Amended return box in item F. If the
amended return changes the income or
distributions of income to shareholders,
an amended Schedule K (Form
1120-IC-DISC) must be filed with the
amended Form 1120-IC-DISC and given
to each shareholder. Write “AMENDED”
across the top of the corrected
Schedule K you give to each
shareholder.

Question G(1)

For rules of stock attribution, see section
267(c). If the owner of the voting stock
of the IC-DISC was an alien individual or
a foreign corporation, partnership, trust,
or estate, check the “Yes” box in the
“Foreign owner” column and enter the
name of the owner’s country, in
parentheses, in the address column.
“Owner’s country” for individuals is their
country of residence; for other foreign
entities, it is the country in which
organized or otherwise created, or in
which administered.

Income

An IC-DISC must figure its taxable
income although it does not pay most
taxes. Generally, an IC-DISC is subject
only to the tax imposed by sections
1491 through 1494 on certain transfers
to avoid tax. An IC-DISC