
Page 2016 TITLE 26—INTERNAL REVENUE CODE § 991 

1 Section numbers editorially supplied. 1 So in original. Does not conform to section catchline. 

1996—Subsec. (b). Pub. L. 104–188 substituted ‘‘section 
951(a)(1)(B)’’ for ‘‘subparagraph (B) or (C) of section 
951(a)(1)’’ in closing provisions. 

1993—Subsec. (b). Pub. L. 103–66 substituted ‘‘subpara-
graph (B) or (C) of section 951(a)(1)’’ for ‘‘section 
951(a)(1)(B)’’ in last sentence. 

1988—Subsec. (b). Pub. L. 100–647 substituted in par. 
(3) ‘‘section 951(a)(1)(A)’’ for ‘‘section 951(a)’’ and in-
serted at end ‘‘For purposes of the preceding sentence, 
any amount included in income under section 
951(a)(1)(B) shall be treated as an actual distribution 
made on the last day of the taxable year for which such 
amount was so included.’’ 

EFFECTIVE DATE OF 2004 AMENDMENT 

Amendment by Pub. L. 108–357 applicable to taxable 
years of foreign corporations beginning after Dec. 31, 
2004, and to taxable years of United States shareholders 
with or within which such taxable years of foreign cor-
porations end, see section 413(d)(1) of Pub. L. 108–357, 
set out as an Effective and Termination Dates of 2004 
Amendments note under section 1 of this title. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by Pub. L. 105–34 applicable to taxes paid 
or accrued in taxable years beginning after Dec. 31, 
1997, see section 1102(c)(1) of Pub. L. 105–34, set out as 
a note under section 986 of this title. 

EFFECTIVE DATE OF 1996 AMENDMENT 

Amendment by Pub. L. 104–188 applicable to taxable 
years of foreign corporations beginning after Dec. 31, 
1996, and to taxable years of United States shareholders 
within which or with which such taxable years of for-
eign corporations end, see section 1501(d) of Pub. L. 
104–188, set out as a note under section 904 of this title. 

EFFECTIVE DATE OF 1993 AMENDMENT 

Amendment by Pub. L. 103–66 applicable to taxable 
years of foreign corporations beginning after Sept. 30, 
1993, and to taxable years of United States shareholders 
in which or with which such taxable years of foreign 
corporations end, see section 13231(e) of Pub. L. 103–66, 
set out as a note under section 951 of this title. 

EFFECTIVE DATE OF 1988 AMENDMENT 

Amendment by Pub. L. 100–647 effective, except as 
otherwise provided, as if included in the provision of 
the Tax Reform Act of 1986, Pub. L. 99–514, to which 
such amendment relates, see section 1019(a) of Pub. L. 
100–647, set out as a note under section 1 of this title. 

EFFECTIVE DATE 

Section applicable to taxable years beginning after 
Dec. 31, 1986, with certain exceptions and qualifica-
tions, see section 1261(e) of Pub. L. 99–514, set out as a 
note under section 985 of this title. 

PART IV—DOMESTIC INTERNATIONAL 
SALES CORPORATIONS 

Subpart Sec.1 

A. Treatment of qualifying corporations ... 991 
B. Treatment of distributions to share-

holders ............................................... 995 

AMENDMENTS 

1971—Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 85 
Stat. 535, added part IV to subchapter N of chapter 1. 

SUBPART A—TREATMENT OF QUALIFYING 
CORPORATIONS 

Sec. 

991. Taxation of a domestic international sales 
corporation. 

Sec. 

992. Requirements of a domestic international 
sales corporation. 

993. Definitions and special rules.1 
994. Inter-company pricing rules. 

§ 991. Taxation of a domestic international sales 
corporation 

For purposes of the taxes imposed by this sub-
title upon a DISC (as defined in section 992(a)), 
a DISC shall not be subject to the taxes imposed 
by this subtitle. 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 535; amended Pub. L. 105–206, title VI, 
§ 6011(e)(1), July 22, 1998, 112 Stat. 818.) 

AMENDMENTS 

1998—Pub. L. 105–206 struck out ‘‘except for the tax 
imposed by chapter 5’’ before period at end. 

EFFECTIVE DATE OF 1998 AMENDMENT 

Amendment by Pub. L. 105–206 effective, except as 
otherwise provided, as if included in the provisions of 
the Taxpayer Relief Act of 1997, Pub. L. 105–34, to which 
such amendment relates (section 1131(a) of Pub. L. 
105–34), see section 6024 of Pub. L. 105–206, set out as a 
note under section 1 of this title. 

EFFECTIVE DATE 

Section 507 of title V of Pub. L. 92–178, as amended by 
Pub. L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided 
that: ‘‘Except as provided in section 505 of this title 
[amending section 971 of this title and enacting provi-
sions set out as a note under section 970 of this title], 
the amendments made by sections 501 through 504 of 
this title [enacting this section and sections 992 to 994, 
995 to 997, and 6686 of this title and amending sections 
246, 861, 901, 904, 922, 931, 1014, 1504, 6011, 6072, and 6501 
of this title] shall apply with respect to taxable years 
ending after December 31, 1971, except that a corpora-
tion may not be a DISC (as defined in section 992(a) of 
the Internal Revenue Code of 1986 [formerly I.R.C. 1954], 
added by section 501 of this title) for any taxable year 
beginning before January 1, 1972.’’ 

TRANSITION RULES FOR DISC’S 

Pub. L. 98–369, div. A, title VIII, § 805(b), July 18, 1984, 
98 Stat. 1001, as amended by Pub. L. 99–514, § 2, title 
XVIII, § 1876(h), (n), Oct. 22, 1986, 100 Stat. 2095, 2900, 
2901, provided that: 

‘‘(1) CLOSE OF 1984 TAXABLE YEARS OF DISC’S.— 
‘‘(A) IN GENERAL.—For purposes of applying the In-

ternal Revenue Code of 1986 [formerly I.R.C. 1954], the 
taxable year of each DISC which begins before Janu-
ary 1, 1985, and which (but for this paragraph) would 
include January 1, 1985, shall close on December 31, 
1984. For purposes of such Code, the requirements of 
section 992(a)(1)(B) of such Code (relating to percent-
age of qualified export assets on last day of the tax-
able year) shall not apply to any taxable year ending 
on December 31, 1984. 

‘‘(B) UNDERPAYMENTS OF ESTIMATED TAX.—To the 
extent provided in regulations prescribed by the Sec-
retary of the Treasury or his delegate, no addition to 
tax shall be made under section 6654 or 6655 of such 
Code with respect to any underpayment of any in-
stallment required to be paid before April 13, 1985, to 
the extent the underpayment was created or in-
creased by reason of subparagraph (A). 
‘‘(2) EXEMPTION OF ACCUMULATED DISC INCOME FROM 

TAX.— 
‘‘(A) IN GENERAL.—For purposes of applying the In-

ternal Revenue Code of 1986 with respect to actual 
distributions made after December 31, 1984, by a DISC 
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or former DISC which was a DISC on December 31, 
1984, any accumulated DISC income of a DISC or 
former DISC (within the meaning of section 996(f)(1) 
of such Code) which is derived before January 1, 1985, 
shall be treated as previously taxed income (within 
the meaning of section 996(f)(2) of such Code) with re-
spect to which there had previously been a deemed 
distribution to which section 996(e)(1) of such Code 
applied. For purposes of the preceding sentence, the 
term ‘actual distribution’ includes a distribution in 
liquidation, and the earnings and profits of any cor-
poration receiving a distribution not included in 
gross income by reason of the preceding sentence 
shall be increased by the amount of such distribution. 

‘‘(B) EXCEPTION FOR DISTRIBUTION OF AMOUNTS PRE-
VIOUSLY DISQUALIFIED.—Subparagraph (A) shall not 
apply to the distribution of any accumulated DISC 
income of a DISC or former DISC to which section 
995(b)(2) of such Code applied by reason of any revoca-
tion or disqualification (other than a revocation 
which under regulations prescribed by the Secretary 
results solely from the provisions of this title [title 
VIII, §§ 801–805, of Pub. L. 98–369, see Effective Date of 
1984 Amendment note set out under section 245 of this 
title]. 

‘‘(C) TREATMENT OF DISTRIBUTION OF ACCUMULATED 
DISC INCOME RECEIVED BY COOPERATIVES.—In the case 
of any actual distribution received by an organiza-
tion described in section 1381 of such Code and ex-
cluded from the gross income of such corporation by 
reason of subparagraph (A)— 

‘‘(i) such amount shall not be included in the 
gross income of any member of such organization 
when distributed in the form of a patronage divi-
dend or otherwise, and 

‘‘(ii) no deduction shall be allowed to such organi-
zation by reason of any such distribution. 

‘‘(3) INSTALLMENT TREATMENT OF CERTAIN DEEMED DIS-
TRIBUTIONS OF SHAREHOLDERS.— 

‘‘(A) IN GENERAL.—Notwithstanding section 995(b) of 
such Code, if a shareholder of a DISC elects the appli-
cation of this paragraph, any qualified distribution 
shall be treated, for purposes of such Code, as re-
ceived by such shareholder in 10 equal installments 
on the last day of each of the 10 taxable years of such 
shareholder which begins after the first taxable year 
of such shareholder beginning in 1984. The preceding 
sentence shall apply without regard to whether the 
DISC exists after December 31, 1984. 

‘‘(B) QUALIFIED DISTRIBUTION.—The term ‘qualified 
distribution’ means any distribution which a share-
holder is deemed to have received by reason of sec-
tion 995(b) of such Code with respect to income de-
rived by the DISC in the first taxable year of the 
DISC beginning— 

‘‘(i) in 1984, and 
‘‘(ii) after the date in 1984 on which the taxable 

year of such shareholder begins. 
‘‘(C) SHORTER PERIOD FOR INSTALLMENTS.—The Sec-

retary of the Treasury or his delegate may by regula-
tions provide for the election by any shareholder to 
be treated as receiving a qualified distribution over 
such shorter period as the taxpayer may elect. 

‘‘(D) ELECTIONS.—Any election under this para-
graph shall be made at such time and in such manner 
as the Secretary of the Treasury or his delegate may 
prescribe. 
‘‘(4) TREATMENT OF TRANSFERS FROM DISC TO FSC.—Ex-

cept to the extent provided in regulations, section 367 
of such Code shall not apply to transfers made before 
January 1, 1986 (or, if later, the date 1 year after the 
date on which the corporation ceases to be a DISC), to 
a FSC of qualified export assets (as defined in section 
993(b) of such Code) held on August 4, 1983, by a DISC 
in a transaction described in section 351 or 368(a)(1) of 
such Code. 

‘‘(5) DEEMED TERMINATION OF A DISC.—Under regula-
tions prescribed by the Secretary, if any controlled 
group of corporations of which a DISC is a member es-
tablishes a FSC, then any DISC which is a member of 

such group shall be treated as having terminated its 
DISC status. 

‘‘(6) DEFINITIONS.—For purposes of this subsection, 
the terms ‘DISC’ and ‘former DISC’ have the respective 
meanings given to such terms by section 992 of such 
Code.’’ 

SPECIAL RULE FOR EXPORT TRADE CORPORATIONS 

Pub. L. 98–369, div. A, title VIII, § 805(c), July 18, 1984, 
98 Stat. 1002, as amended by Pub. L. 99–514, § 2, Oct. 22, 
1986, 100 Stat. 2095, provided that: 

‘‘(1) IN GENERAL.—If, before January 1, 1985, any ex-
port trade corporation— 

‘‘(A) makes an election under [former] section 
927(f)(1) of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] to be treated as a FSC, or 

‘‘(B) elects not to be treated as an export trade cor-
poration with respect to taxable years beginning 
after December 31, 1984, 

rules similar to the rules of paragraphs (2) and (4) of 
subsection (b) [section 805(b)(2) and (4) of Pub. L. 98–369, 
set out as a note above] shall apply to such export 
trade corporation. 

‘‘(2) TREATMENT OF TRANSFERS TO FSC.—In the case of 
any export trade corporation which— 

‘‘(A) makes an election described in paragraph (1), 
and 

‘‘(B) transfers before January 1, 1986, any portion of 
its property to a FSC in a transaction described in 
section 351 or 368(a)(1), 

then, subject to such rules as the Secretary of the 
Treasury or his delegate may prescribe based on prin-
ciples similar to the principles of section 505(a) and (b) 
of the Revenue Act of 1971 [Pub. L. 92–178, set out as a 
note under section 970 of this title], no income, gain, or 
loss shall be recognized on such transfer or on the dis-
tribution of any stock of the FSC received (or treated 
as received) in connection with such transfer. 

‘‘(3) EXPORT TRADE CORPORATION.—For purposes of 
this subsection, the term ‘export trade corporation’ has 
the meaning given such term by section 971 of the In-
ternal Revenue Code of 1986.’’ 

SUBMISSION OF ANNUAL REPORTS TO CONGRESS 

Section 506 of Pub. L. 92–178, which directed, that 
commencing with calendar year 1972, the Secretary of 
the Treasury submit annual reports to Congress on the 
effect and operation of title V, §§ 501–507, of Pub. L. 
92–178, was probably intended by Congress to be re-
pealed by Pub. L. 98–369, div. A, title VIII, § 804(b)(1), 
July 18, 1984, 98 Stat. 1000, which directed that section 
806 of Pub. L. 98–178 relating to submission of annual 
reports to Congress be repealed. Section 804(b)(2) of 
Pub. L. 98–369 provided that the repeal is applicable to 
reports for calendar years after 1984. 

§ 992. Requirements of a domestic international 
sales corporation 

(a) Definition of ‘‘DISC’’ and ‘‘former DISC’’ 

(1) DISC 

For purposes of this title, the term ‘‘DISC’’ 
means, with respect to any taxable year, a cor-
poration which is incorporated under the laws 
of any State and satisfies the following condi-
tions for the taxable year: 

(A) 95 percent or more of the gross receipts 
(as defined in section 993(f)) of such corpora-
tion consist of qualified export receipts (as 
defined in section 993(a)), 

(B) the adjusted basis of the qualified ex-
port assets (as defined in section 993(b)) of 
the corporation at the close of the taxable 
year equals or exceeds 95 percent of the sum 
of the adjusted basis of all assets of the cor-
poration at the close of the taxable year, 

(C) such corporation does not have more 
than one class of stock and the par or stated 
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value of its outstanding stock is at least 
$2,500 on each day of the taxable year, and 

(D) the corporation has made an election 
pursuant to subsection (b) to be treated as a 
DISC and such election is in effect for the 
taxable year. 

(2) Status as DISC after having filed a return 
as a DISC 

The Secretary shall prescribe regulations 
setting forth the conditions under and the ex-
tent to which a corporation which has filed a 
return as a DISC for a taxable year shall be 
treated as a DISC for such taxable year for all 
purposes of this title, notwithstanding the fact 
that the corporation has failed to satisfy the 
conditions of paragraph (1). 

(3) ‘‘Former DISC’’ 

For purposes of this title, the term ‘‘former 
DISC’’ means, with respect to any taxable 
year, a corporation which is not a DISC for 
such year but was a DISC in a preceding tax-
able year and at the beginning of the taxable 
year has undistributed previously taxed in-
come or accumulated DISC income. 

(b) Election 

(1) Election 

(A) An election by a corporation to be treat-
ed as a DISC shall be made by such corpora-
tion for a taxable year at any time during the 
90–day period immediately preceding the be-
ginning of the taxable year, except that the 
Secretary may give his consent to the making 
of an election at such other times as he may 
designate. 

(B) Such election shall be made in such man-
ner as the Secretary shall prescribe and shall 
be valid only if all persons who are sharehold-
ers in such corporation on the first day of the 
first taxable year for which such election is ef-
fective consent to such election. 

(2) Effect of election 

If a corporation makes an election under 
paragraph (1), then the provisions of this part 
shall apply to such corporation for the taxable 
year of the corporation for which made and for 
all succeeding taxable years and shall apply to 
each person who at any time is a shareholder 
of such corporation for all periods on or after 
the first day of the first taxable year of the 
corporation for which the election is effective. 

(3) Termination of election 

(A) Revocation 

An election under this subsection made by 
any corporation may be terminated by rev-
ocation of such election for any taxable year 
of the corporation after the first taxable 
year of the corporation for which the elec-
tion is effective. A termination under this 
paragraph shall be effective with respect to 
such election— 

(i) for the taxable year in which made, if 
made at any time during the first 90 days 
of such taxable year, or 

(ii) for the taxable year following the 
taxable year in which made, if made after 
the close of such 90 days, 

and for all succeeding taxable years of the 
corporation. Such termination shall be made 

in such manner as the Secretary shall pre-
scribe by regulations. 

(B) Continued failure to be DISC 

If a corporation is not a DISC for each of 
any 5 consecutive taxable years of the cor-
poration for which an election under this 
subsection is effective, the election shall be 
terminated and not be in effect for any tax-
able year of the corporation after such 5th 
year. 

(c) Distributions to meet qualification require-
ments 

(1) In general 

Subject to the conditions provided by para-
graph (2), a corporation which for a taxable 
year does not satisfy a condition specified in 
paragraph (1)(A) (relating to gross receipts) or 
(1)(B) (relating to assets) of subsection (a) 
shall nevertheless be deemed to satisfy such 
condition for such year if it makes a pro rata 
distribution of property after the close of the 
taxable year to its shareholders (designated at 
the time of such distribution as a distribution 
to meet qualification requirements) with re-
spect to their stock in an amount which is 
equal to— 

(A) if the condition of subsection (a)(1)(A) 
is not satisfied, the portion of such corpora-
tion’s taxable income attributable to its 
gross receipts which are not qualified export 
receipts for such year, 

(B) if the condition of subsection (a)(1)(B) 
is not satisfied, the fair market value of 
those assets which are not qualified export 
assets on the last day of such taxable year, 
or 

(C) if neither of such conditions is sat-
isfied, the sum of the amounts required by 
subparagraphs (A) and (B). 

(2) Reasonable cause for failure 

The conditions under paragraph (1) shall be 
deemed satisfied in the case of a distribution 
made under such paragraph— 

(A) if the failure to meet the requirements 
of subsection (a)(1)(A) or (B), and the failure 
to make such distribution prior to the date 
on which made, are due to reasonable cause; 
and 

(B) the corporation pays, within the 30–day 
period beginning with the day on which such 
distribution is made, to the Secretary, if 
such corporation makes such distribution 
after the 15th day of the 9th months after 
the close of the taxable year, an amount de-
termined by multiplying (i) the amount 
equal to 41⁄2 percent of such distribution, by 
(ii) the number of its taxable years which 
begin after the taxable year with respect to 
which such distribution is made and before 
such distribution is made. For purposes of 
this title, any payment made pursuant to 
this paragraph shall be treated as interest. 

(3) Certain distributions made within 81⁄2 
months after close of taxable year deemed 
for reasonable cause 

A distribution made on or before the 15th 
day of the 9th month after the close of the tax-
able year shall be deemed for reasonable cause 
for purposes of paragraph (2)(A) if— 
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1 See References in Text note below. 

(A) at least 70 percent of the gross receipts 
of such corporation for such taxable year 
consist of qualified export receipts, and 

(B) the adjusted basis of the qualified ex-
port assets held by the corporation on the 
last day of each month of the taxable year 
equals or exceeds 70 percent of the sum of 
the adjusted basis of all assets held by the 
corporation on such day. 

(d) Ineligible corporations 

The following corporations shall not be eligi-
ble to be treated as a DISC— 

(1) a corporation exempt from tax by reason 
of section 501, 

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

(3) a financial institution to which section 
581 applies, 

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

(5) a regulated investment company (as de-
fined in section 851(a)), 

(6) a China Trade Act corporation receiving 
the special deduction provided in section 
941(a),1 or 

(7) an S corporation. 

(e) Coordination with personal holding company 
provisions in case of certain produced film 
rents 

If— 
(1) a corporation (hereinafter in this sub-

section referred to as ‘‘subsidiary’’) was estab-
lished to take advantage of the provisions of 
this part, and 

(2) a second corporation (hereinafter in this 
subsection referred to as ‘‘parent’’) throughout 
the taxable year owns directly at least 80 per-
cent of the stock of the subsidiary, 

then, for purposes of applying subsection (d)(2) 
and section 541 (relating to personal holding 
company tax) to the subsidiary for the taxable 
year, there shall be taken into account under 
section 543(a)(5) (relating to produced film rents) 
any interest in a film acquired by the parent 
and transferred to the subsidiary as if such in-
terest were acquired by the subsidiary at the 
time it was acquired by the parent. 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 535; amended Pub. L. 94–455, title XIX, 
§ 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834; Pub. L. 
97–354, § 5(a)(32), Oct. 19, 1982, 96 Stat. 1695; Pub. 
L. 98–369, div. A, title VIII, § 802(c)(1), July 18, 
1984, 98 Stat. 999; Pub. L. 104–188, title I, 
§ 1616(b)(11), Aug. 20, 1996, 110 Stat. 1857; Pub. L. 
110–172, § 11(g)(16), Dec. 29, 2007, 121 Stat. 2491.) 

REFERENCES IN TEXT 

The China Trade Act, referred to in subsec. (d)(6), is 
act Sept. 19, 1922, ch. 346, 42 Stat. 849, as amended, 
which is classified generally to chapter 4 (§ 141 et seq.) 
of Title 15, Commerce and Trade. For complete classi-
fication of this Act to the Code, see section 141 of Title 
15 and Tables. 

Section 941, referred to in subsec. (d)(6), was repealed 
by Pub. L. 94–455, title X, § 1053(c), Oct. 4, 1976, 90 Stat. 
1648. 

AMENDMENTS 

2007—Subsec. (a)(1)(C) to (E). Pub. L. 110–172 inserted 
‘‘and’’ at end of subpar. (C), substituted period for 

‘‘, and’’ at end of subpar. (D), and struck out subpar. 
(E) which read as follows: ‘‘such corporation is not a 
member of any controlled group of which a FSC is a 
member.’’ 

1996—Subsec. (d)(3). Pub. L. 104–188 struck out ‘‘or 
593’’ after ‘‘section 581’’. 

1984—Subsec. (a)(1)(E). Pub. L. 98–369 added subpar. 
(E). 

1982—Subsec. (d)(7). Pub. L. 97–354 substituted ‘‘an S 
corporation’’ for ‘‘an electing small business corpora-
tion (as defined in section 1371(b))’’. 

1976—Subsecs. (a)(2), (b)(1), (3), (c)(2)(B). Pub. L. 94–455 
struck out ‘‘or his delegate’’ after ‘‘Secretary’’ wher-
ever appearing. 

EFFECTIVE DATE OF 1996 AMENDMENT 

Amendment by Pub. L. 104–188 applicable to taxable 
years beginning after Dec. 31, 1995, see section 1616(c) of 
Pub. L. 104–188, set out as a note under section 593 of 
this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to trans-
actions after Dec. 31, 1984, in taxable years ending after 
such date, see section 805(a)(1) of Pub. L. 98–369, as 
amended, set out as a note under section 245 of this 
title. 

EFFECTIVE DATE OF 1982 AMENDMENT 

Amendment by Pub. L. 97–354 applicable to taxable 
years beginning after Dec. 31, 1982, see section 6(a) of 
Pub. L. 97–354, set out as an Effective Date note under 
section 1361 of this title. 

§ 993. Definitions 

(a) Qualified export receipts 

(1) General rule 

For purposes of this part, except as provided 
by regulations under paragraph (2), the quali-
fied export receipts of a corporation are— 

(A) gross receipts from the sale, exchange, 
or other disposition of export property, 

(B) gross receipts from the lease or rental 
of export property, which is used by the les-
see of such property outside the United 
States, 

(C) gross receipts for services which are re-
lated and subsidiary to any qualified sale, 
exchange, lease, rental, or other disposition 
of export property by such corporation, 

(D) gross receipts from the sale, exchange, 
or other disposition of qualified export as-
sets (other than export property), 

(E) dividends (or amounts includible in 
gross income under section 951) with respect 
to stock of a related foreign export corpora-
tion (as defined in subsection (e)), 

(F) interest on any obligation which is a 
qualified export asset, 

(G) gross receipts for engineering or archi-
tectural services for construction projects 
located (or proposed for location) outside the 
United States, and 

(H) gross receipts for the performance of 
managerial services in furtherance of the 
production of other qualified export receipts 
of a DISC. 

(2) Excluded receipts 

The Secretary may under regulations des-
ignate receipts from the sale, exchange, lease, 
rental, or other disposition of export property, 
and from services, as not being receipts de-
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scribed in paragraph (1) if he determines that 
such sale, exchange, lease, rental, or other dis-
position, or furnishing of services— 

(A) is for ultimate use in the United 
States; 

(B) is accomplished by a subsidy granted 
by the United States or any instrumentality 
thereof; 

(C) is for use by the United States or any 
instrumentality thereof where the use of 
such export property or services is required 
by law or regulation. 

For purposes of this part, the term ‘‘qualified 
export receipts’’ does not include receipts 
from a corporation which is a DISC for its tax-
able year in which the receipts arise and 
which is a member of a controlled group (as 
defined in paragraph (3)) which includes the 
recipient corporation. 

(3) Definition of controlled group 

For purposes of this part, the term ‘‘con-
trolled group’’ has the meaning assigned to 
the term ‘‘controlled group of corporations’’ 
by section 1563(a), except that the phrase 
‘‘more than 50 percent’’ shall be substituted 
for the phrase ‘‘at least 80 percent’’ each place 
it appears therein, and section 1563(b) shall not 
apply. 

(b) Qualified export assets 

For purposes of this part, the qualified export 
assets of a corporation are— 

(1) export property (as defined in subsection 
(c)); 

(2) assets used primarily in connection with 
the sale, lease, rental, storage, handling, 
transportation, packaging, assembly, or serv-
icing of export property, or the performance of 
engineering or architectural services described 
in subparagraph (G) of subsection (a)(1) or 
managerial services in furtherance of the pro-
duction of qualified export receipts described 
in subparagraphs (A), (B), (C), and (G) of sub-
section (a)(1); 

(3) accounts receivable and evidences of in-
debtedness which arise by reason of trans-
actions of such corporation or of another cor-
poration which is a DISC and which is a mem-
ber of a controlled group which includes such 
corporation described in subparagraph (A), (B), 
(C), (D), (G), or (H), of subsection (a)(1); 

(4) money, bank deposits, and other similar 
temporary investments, which are reasonably 
necessary to meet the working capital require-
ments of such corporation; 

(5) obligations arising in connection with a 
producer’s loan (as defined in subsection (d)); 

(6) stock or securities of a related foreign ex-
port corporation (as defined in subsection (e)); 

(7) obligations issued, guaranteed, or in-
sured, in whole or in part, by the Export-Im-
port Bank of the United States or the Foreign 
Credit Insurance Association in those cases 
where such obligations are acquired from such 
Bank or Association or from the seller or pur-
chaser of the goods or services with respect to 
which such obligations arose; 

(8) obligations issued by a domestic corpora-
tion organized solely for the purpose of financ-
ing sales of export property pursuant to an 

agreement with the Export-Import Bank of 
the United States under which such corpora-
tion makes export loans guaranteed by such 
bank; and 

(9) amounts (other than reasonable working 
capital) on deposit in the United States that 
are utilized during the period provided for in, 
and otherwise in accordance with, regulations 
prescribed by the Secretary to acquire other 
qualified export assets. 

(c) Export property 

(1) In general 

For purposes of this part, the term ‘‘export 
property’’ means property— 

(A) manufactured, produced, grown, or ex-
tracted in the United States by a person 
other than a DISC, 

(B) held primarily for sale, lease, or rental, 
in the ordinary course of trade or business, 
by, or to, a DISC, for direct use, consump-
tion, or disposition outside the United 
States, and 

(C) not more than 50 percent of the fair 
market value of which is attributable to ar-
ticles imported into the United States. 

In applying subparagraph (C), the fair market 
value of any article imported into the United 
States shall be its appraised value as deter-
mined by the Secretary under section 402 of 
the Tariff Act of 1930 (19 U.S.C. 1401a) in con-
nection with its importation. 

(2) Excluded property 

For purposes of this part, the term ‘‘export 
property’’ does not include— 

(A) property leased or rented by a DISC for 
use by any member of a controlled group (as 
defined in subsection (a)(3)) which includes 
the DISC, 

(B) patents, inventions, models, designs, 
formulas, or processes, whether or not pat-
ented, copyrights (other than films, tapes, 
records, or similar reproductions, for com-
mercial or home use), goodwill, trademarks, 
trade brands, franchises, or other like prop-
erty, 

(C) products of a character with respect to 
which a deduction for depletion is allowable 
(including oil, gas, coal, or uranium prod-
ucts) under section 613 or 613A, 

(D) products the export of which is prohib-
ited or curtailed under section 7(a) of the 
Export Administration Act of 1979 to effec-
tuate the policy set forth in paragraph (2)(C) 
of section 3 of such Act (relating to the pro-
tection of the domestic economy), or 

(E) any unprocessed timber which is a soft-
wood. 

Subparagraph (C) shall not apply to any com-
modity or product at least 50 percent of the 
fair market value of which is attributable to 
manufacturing or processing, except that sub-
paragraph (C) shall apply to any primary prod-
uct from oil, gas, coal, or uranium. For pur-
poses of the preceding sentence, the term 
‘‘processing’’ does not include extracting or 
handling, packing, packaging, grading, stor-
ing, or transporting. For purposes of subpara-
graph (E), the term ‘‘unprocessed timber’’ 
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means any log, cant, or similar form of tim-
ber. 

(3) Property in short supply 

If the President determines that the supply 
of any property described in paragraph (1) is 
insufficient to meet the requirements of the 
domestic economy, he may by Executive order 
designate the property as in short supply. Any 
property so designated shall be treated as 
property not described in paragraph (1) during 
the period beginning with the date specified in 
the Executive order and ending with the date 
specified in an Executive order setting forth 
the President’s determination that the prop-
erty is no longer in short supply. 

(d) Producer’s loans 

(1) In general 

An obligation, subject to the rules provided 
in paragraphs (2) and (3), shall be treated as 
arising out of a producer’s loan if— 

(A) the loan, when added to the unpaid bal-
ance of all other producer’s loans made by 
the DISC, does not exceed the accumulated 
DISC income at the beginning of the month 
in which the loan is made; 

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

(C) the loan is made to a person engaged in 
the United States in the manufacturing, pro-
duction, growing, or extraction of export 
property determined without regard to sub-
paragraph (C) or (D) of subsection (c)(2), (re-
ferred to hereinafter as the ‘‘borrower’’); and 

(D) at the time of such loan it is des-
ignated as a producer’s loan. 

(2) Limitation 

An obligation shall be treated as arising out 
of a producer’s loan only to the extent that 
such loan, when added to the unpaid balance of 
all other producer’s loans to the borrower out-
standing at the time such loan is made, does 
not exceed an amount determined by mul-
tiplying the sum of— 

(A) the amount of the borrower’s adjusted 
basis determined at the beginning of the bor-
rower’s taxable year in which the loan is 
made, in plant, machinery, and equipment, 
and supporting production facilities in the 
United States; 

(B) the amount of the borrower’s property 
held primarily for sale, lease, or rental, to 
customers in the ordinary course of trade or 
business, at the beginning of such taxable 
year; and 

(C) the aggregate amount of the borrower’s 
research and experimental expenditures 
(within the meaning of section 174) in the 
United States during all preceding taxable 
years beginning after December 31, 1971, 

by the percentage which the borrower’s re-
ceipts, during the 3 taxable years immediately 
preceding the taxable year (but not including 
any taxable year commencing prior to 1972) in 
which the loan is made, from the sale, lease, 
or rental outside the United States of property 
which would be export property (determined 

without regard to subparagraph (C) or (D) of 
subsection (c)(2)) if held by a DISC is of the 
gross receipts during such 3 taxable years 
from the sale, lease, or rental of property held 
by such borrower primarily for sale, lease, or 
rental to customers in the ordinary course of 
the trade or business of such borrower. 

(3) Increased investment requirement 

An obligation shall be treated as arising out 
of a producer’s loan in a taxable year only to 
the extent that such loan, when added to the 
unpaid balance of all other producer’s loans to 
the borrower made during such taxable year, 
does not exceed an amount equal to— 

(A) the amount by which the sum of the 
adjusted basis of assets described in para-
graph (2)(A) and (B) on the last day of the 
taxable year in which the loan is made ex-
ceeds the sum of the adjusted basis of such 
assets on the first day of such taxable year; 
plus 

(B) the aggregate amount of the borrower’s 
research and experimental expenditures 
(within the meaning of section 174) in the 
United States during such taxable year. 

(4) Special limitation in the case of domestic 
film maker 

(A) In general 

In the case of a borrower who is a domestic 
film maker and who incurs an obligation to 
a DISC for the making of a film, and such 
DISC is engaged in the trade or business of 
selling, leasing, or renting films which are 
export property, the limitation described in 
paragraph (2) may be determined (to the ex-
tent provided under regulations prescribed 
by the Secretary) on the basis of— 

(i) the sum of the amounts described in 
subparagraphs (A), (B), and (C) thereof plus 
reasonable estimates of all such amounts 
to be incurred at any time by the borrower 
with respect to films which are com-
menced within the taxable year in which 
the loan is made, and 

(ii) the percentage which, based on the 
experience of producers of similar films, 
the annual receipts of such producers from 
the sale, lease, or rental of such films out-
side the United States is of the annual 
gross receipts of such producers from the 
sale, lease, or rental of such films. 

(B) Domestic film maker 

For purposes of this paragraph, a borrower 
is a domestic film maker with respect to a 
film if— 

(i) such borrower is a United States per-
son within the meaning of section 
7701(a)(30), except that with respect to a 
partnership, all of the partners must be 
United States persons, and with respect to 
a corporation, all of its officers and at 
least a majority of its directors must be 
United States persons; 

(ii) such borrower is engaged in the trade 
or business of making the film with re-
spect to which the loan is made; 

(iii) the studio, if any, used or to be used 
for the taking of photographs and the re-
cording of sound incorporated into such 
film is located in the United States; 
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(iv) the aggregate playing time of por-
tions of such film photographed outside 
the United States does not or will not ex-
ceed 20 percent of the playing time of such 
film; and 

(v) not less than 80 percent of the total 
amount paid or to be paid for services per-
formed in the making of such film is paid 
or to be paid to persons who are United 
States persons at the time such services 
are performed or consists of amounts 
which are fully taxable by the United 
States. 

(C) Special rules for application of subpara-
graph (B)(v) 

For purposes of clause (v) of subparagraph 
(B)— 

(i) there shall not be taken into account 
any amount which is contingent upon re-
ceipts or profits of the film and which is 
fully taxable by the United States (within 
the meaning of clause (ii)); and 

(ii) any amount paid or to be paid to a 
United States person, to a non-resident 
alien individual, or to a corporation which 
furnishes the services of an officer or em-
ployee to the borrower with respect to the 
making of a film, shall be treated as fully 
taxable by the United States only if the 
total amount received by such person, in-
dividual, officer, or employee for services 
performed in the making of such film is 
fully included in gross income for purposes 
of this chapter. 

(e) Related foreign export corporation 

In determining whether a corporation (herein-
after in this subsection referred to as ‘‘the do-
mestic corporation’’) is a DISC— 

(1) Foreign international sales corporation 

A foreign corporation is a related foreign ex-
port corporation if— 

(A) stock possessing more than 50 percent 
of the total combined voting power of all 
classes of stock entitled to vote is owned di-
rectly by the domestic corporation, 

(B) 95 percent or more of such foreign cor-
poration’s gross receipts for its taxable year 
ending with or within the taxable year of the 
domestic corporation consists of qualified 
export receipts described in subparagraphs 
(A), (B), (C), and (D) of subsection (a)(1) and 
interest on any obligation described in para-
graphs (3) and (4) of subsection (b), and 

(C) the adjusted basis of the qualified ex-
port assets (described in paragraphs (1), (2), 
(3), and (4) of subsection (b)) held by such 
foreign corporation at the close of such tax-
able year equals or exceeds 95 percent of the 
sum of the adjusted basis of all assets held 
by it at the close of such taxable year. 

(2) Real property holding company 

A foreign corporation is a related foreign ex-
port corporation if— 

(A) stock possessing more than 50 percent 
of the total combined voting power of all 
classes of stock entitled to vote is owned di-
rectly by the domestic corporation, and 

(B) its exclusive function is to hold real 
property for the exclusive use (under a lease 
or otherwise) of the domestic corporation. 

(3) Associated foreign corporation 

A foreign corporation is a related foreign ex-
port corporation if— 

(A) less than 10 percent of the total com-
bined voting power of all classes of stock en-
titled to vote of such foreign corporation is 
owned (within the meaning of section 1563 
(d) and (e)) by the domestic corporation or 
by a controlled group of corporations (with-
in the meaning of section 1563) of which the 
domestic corporation is a member, and 

(B) the ownership of stock or securities in 
such foreign corporation by the domestic 
corporation is determined (under regulations 
prescribed by the Secretary) to be reason-
ably in furtherance of a transaction or 
transactions giving rise to qualified export 
receipts of the domestic corporation. 

(f) Gross receipts 

For purposes of this part, the term ‘‘gross re-
ceipts’’ means the total receipts from the sale, 
lease, or rental of property held primarily for 
sale, lease, or rental in the ordinary course of 
trade or business, and gross income from all 
other sources. In the case of commissions on the 
sale, lease, or rental of property, the amount 
taken into account for purposes of this part as 
gross receipts shall be the gross receipts on the 
sale, lease, or rental of the property on which 
such commissions arose. 

(g) United States defined 

For purposes of this part, the term ‘‘United 
States’’ includes the Commonwealth of Puerto 
Rico and the possessions of the United States. 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 538; amended Pub. L. 93–482, § 3(a), Oct. 
26, 1974, 88 Stat. 1456; Pub. L. 94–12, title VI, 
§ 603(a), Mar. 29, 1975, 89 Stat. 64; Pub. L. 94–455, 
title XI, § 1101(b), (c), title XIX, § 1906(b)(13)(A), 
Oct. 4, 1976, 90 Stat. 1658, 1834; Pub. L. 96–39, title 
II, § 202(c)(2), July 26, 1979, 93 Stat. 202; Pub. L. 
96–72, § 22(c), Sept. 29, 1979, 93 Stat. 535; Pub. L. 
98–369, div. A, title VIII, § 802(c)(2), July 18, 1984, 
98 Stat. 999; Pub. L. 103–66, title XIII, § 13239(b), 
Aug. 10, 1993, 107 Stat. 509.) 

REFERENCES IN TEXT 

Sections 3(2)(C) and 7(a) of the Export Administration 
Act of 1979, referred to in subsec. (c)(2)(D), are classi-
fied, respectively, to sections 2402(2)(C) and 2406(a) of 
the Appendix to Title 50, War and National Defense. 

AMENDMENTS 

1993—Subsec. (c)(2). Pub. L. 103–66, § 13239(b)(2), in-
serted at end ‘‘For purposes of subparagraph (E), the 
term ‘unprocessed timber’ means any log, cant, or simi-
lar form of timber.’’ 

Subsec. (c)(2)(E). Pub. L. 103–66, § 13239(b)(1), added 
subpar. (E). 

1984—Subsec. (a)(3). Pub. L. 98–369 substituted ‘‘the 
term ‘controlled group of corporations’ by’’ for ‘‘such 
term by’’. 

1979—Subsec. (c)(1). Pub. L. 96–39 substituted ‘‘of the 
Tariff Act of 1930 (19 U.S.C. 1401a)’’ for ‘‘402a of the Tar-
iff Act of 1930 (19 U.S.C., sec. 1401a or 1402)’’. 

Subsec. (c)(2)(D). Pub. L. 96–72 substituted ‘‘7(a) of the 
Export Administration Act of 1979’’ for ‘‘4(b) of the Ex-
port Administration Act of 1969 (50 U.S.C. App. 2403(b))’’ 
and ‘‘paragraph (2)(C)’’ for ‘‘paragraph (2)(A)’’. 

1976—Subsecs. (a)(2), (b)(9). Pub. L. 94–455, 
§ 1906(b)(13)(A), struck out ‘‘or his delegate’’ after ‘‘Sec-
retary’’. 
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Subsec. (c). Pub. L. 94–455, §§ 1101(b), 1906(b)(13)(A), in 
par. (1) in provisions following subpar. (C), struck out 
‘‘or his delegate’’ after ‘‘Secretary’’, in par. (2)(B) ‘‘or’’ 
after ‘‘like property’’, and in par. (2)(C), substituted 
‘‘under section 613 or 613A’’ for ‘‘under section 611’’ 
after ‘‘uranium products)’’. 

Subsec. (d)(1)(C). Pub. L. 94–455, § 1101(c)(1), inserted 
‘‘determined without regard to subparagraph (C) or (D) 
of subsection (c)(2)’’ after ‘‘export property’’. 

Subsec. (d)(2). Pub. L. 94–455, § 1101(c)(2), inserted 
‘‘(determined without regard to subparagraph (C) or (D) 
of subsection (c)(2))’’ after ‘‘would be export property’’. 

Subsecs. (d)(4)(A), (e)(3)(B). Pub. L. 94–455, 
§ 1906(b)(13)(A), struck out ‘‘or his delegate’’ after ‘‘Sec-
retary’’. 

1975—Subsec. (c)(2). Pub. L. 94–12 added subpars. (C) 
and (D) and provisions following subpar. (D). 

1974—Subsec. (b)(3). Pub. L. 93–482 inserted ‘‘or of an-
other corporation which is a DISC and which is a mem-
ber of a controlled group which includes such corpora-
tion’’ after ‘‘such corporation’’. 

EFFECTIVE DATE OF 1993 AMENDMENT 

Amendment by Pub. L. 103–66 applicable to sales, ex-
changes, or other dispositions after Aug. 10, 1993, see 
section 13239(e) of Pub. L. 103–66, set out as a note under 
section 865 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to trans-
actions after Dec. 31, 1984, in taxable years ending after 
such date, see section 805(a)(1) of Pub. L. 98–369, as 
amended, set out as a note under section 245 of this 
title. 

EFFECTIVE DATE OF 1979 AMENDMENTS 

Amendment by Pub. L. 96–72 effective upon the expi-
ration of the Export Administration Act of 1969, which 
terminated on Sept. 30, 1979, or upon any prior date 
which the Congress by concurrent resolution or the 
President by proclamation designated, see References 
in Text note set out under section 2418 of Appendix to 
Title 50, War and National Defense. 

Amendment by Pub. L. 96–39 effective Jan. 1, 1981, 
with provision for an earlier effective date under cer-
tain circumstances, see section 204 of Pub. L. 96–39, set 
out as a note under section 1401a of Title 19, Customs 
Duties. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Section 1101(g)(2) of Pub. L. 94–455 provided that: 
‘‘The amendments made by subsection (b) [amending 
this section] shall apply to sales, exchanges, and other 
dispositions made after March 18, 1975, in taxable years 
ending after such date.’’ 

Section 1101(g)(3) of Pub. L. 94–455 provided that: 
‘‘The amendments made by subsections (c) and (f) 
[amending this section] shall apply to taxable years 
ending after March 18, 1975.’’ 

EFFECTIVE DATE OF 1975 AMENDMENT 

Section 603(b) of Pub. L. 94–12, as amended by section 
1101(f) of Pub. L. 94–455; Pub. L. 99–514, § 2, Oct. 22, 1986, 
100 Stat. 2095, provided that: 

‘‘(1) IN GENERAL.—Except as provided in paragraph (2), 
the amendments made by subsection (a) [amending this 
section] shall apply to sales, exchanges, and other dis-
positions made after March 18, 1975, in taxable years 
ending after such date. 

‘‘(2) BINDING CONTRACT.—The amendments made by 
subsection (a) [amending this section] shall not apply 
to sales, exchanges, and other dispositions made after 
March 18, 1975, but before March 19, 1980, if such sales, 
exchanges, and other dispositions are made pursuant to 
a fixed contract. The term ‘fixed contract’ means a con-
tract which was, on March 18, 1975, and is at all times 
thereafter binding on the DISC or a taxpayer which was 
a member of the same controlled group (within the 
meaning of section 993(a)(3) of the Internal Revenue 

Code of 1986 [formerly I.R.C. 1954]) as the DISC, which 
was entered into after the date on which the DISC 
qualified as a DISC and the DISC and the taxpayer be-
came members of the same controlled group, and under 
which the price and quantity of the products sold, ex-
changed, or otherwise disposed of cannot be increased.’’ 

EFFECTIVE DATE OF 1974 AMENDMENT 

Section 3(b) of Pub. L. 93–482 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] applies to taxable years beginning after December 
31, 1973. The amendment shall, at the election of the 
taxpayer made within 90 days after the date of enact-
ment of this Act [Oct. 26, 1974], also apply to any tax-
able year beginning after December 31, 1971, and before 
January 1, 1974.’’ 

§ 994. Inter-company pricing rules 

(a) In general 

In the case of a sale of export property to a 
DISC by a person described in section 482, the 
taxable income of such DISC and such person 
shall be based upon a transfer price which would 
allow such DISC to derive taxable income at-
tributable to such sale (regardless of the sales 
price actually charged) in an amount which does 
not exceed the greatest of— 

(1) 4 percent of the qualified export receipts 
on the sale of such property by the DISC plus 
10 percent of the export promotion expenses of 
such DISC attributable to such receipts, 

(2) 50 percent of the combined taxable in-
come of such DISC and such person which is 
attributable to the qualified export receipts on 
such property derived as the result of a sale by 
the DISC plus 10 percent of the export pro-
motion expenses of such DISC attributable to 
such receipts, or 

(3) taxable income based upon the sale price 
actually charged (but subject to the rules pro-
vided in section 482). 

(b) Rules for commissions, rentals, and marginal 
costing 

The Secretary shall prescribe regulations set-
ting forth— 

(1) rules which are consistent with the rules 
set forth in subsection (a) for the application 
of this section in the case of commissions, 
rentals, and other income, and 

(2) rules for the allocation of expenditures in 
computing combined taxable income under 
subsection (a)(2) in those cases where a DISC 
is seeking to establish or maintain a market 
for export property. 

(c) Export promotion expenses 

For purposes of this section, the term ‘‘export 
promotion expenses’’ means those expenses in-
curred to advance the distribution or sale of ex-
port property for use, consumption, or distribu-
tion outside of the United States, but does not 
include income taxes. Such expenses shall also 
include freight expenses to the extent of 50 per-
cent of the cost of shipping export property 
aboard airplanes owned and operated by United 
States persons or ships documented under the 
laws of the United States in those cases where 
law or regulations does not require that such 
property be shipped aboard such airplanes or 
ships. 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 543; amended Pub. L. 94–455, title XIX, 
§ 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834.) 
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AMENDMENTS 

1976—Subsec. (b). Pub. L. 94–455 struck out ‘‘or his 
delegate’’ after ‘‘Secretary’’. 

SUBPART B—TREATMENT OF DISTRIBUTIONS TO 
SHAREHOLDERS 

Sec. 

995. Taxation of DISC income to shareholders. 
996. Rules for allocation in the case of distribu-

tions and losses. 
997. Special subchapter C rules. 

§ 995. Taxation of DISC income to shareholders 

(a) General rule 

A shareholder of a DISC or former DISC shall 
be subject to taxation on the earnings and prof-
its of a DISC as provided in this chapter, but 
subject to the modifications of this subpart. 

(b) Deemed distributions 

(1) Distributions in qualified years 

A shareholder of a DISC shall be treated as 
having received a distribution taxable as a 
dividend with respect to his stock in an 
amount which is equal to his pro rata share of 
the sum (or, if smaller, the earnings and prof-
its for the taxable year) of— 

(A) the gross interest derived during the 
taxable year from producer’s loans, 

(B) the gain recognized by the DISC during 
the taxable year on the sale or exchange of 
property, other than property which in the 
hands of the DISC is a qualified export asset, 
previously transferred to it in a transaction 
in which gain was not recognized in whole or 
in part, but only to the extent that the 
transferor’s gain on the previous transfer 
was not recognized, 

(C) the gain (other than the gain described 
in subparagraph (B)) recognized by the DISC 
during the taxable year on the sale or ex-
change of property (other than property 
which in the hands of the DISC is stock in 
trade or other property described in section 
1221(a)(1)) previously transferred to it in a 
transaction in which gain was not recog-
nized in whole or in part, but only to the ex-
tent that the transferor’s gain on the pre-
vious transfer was not recognized and would 
have been treated as ordinary income if the 
property has been sold or exchanged rather 
than transferred to the DISC, 

(D) 50 percent of the taxable income of the 
DISC for the taxable year attributable to 
military property, 

(E) the taxable income of the DISC attrib-
utable to qualified export receipts of the 
DISC for the taxable year which exceed 
$10,000,000, 

(F) the sum of— 
(i) in the case of a shareholder which is 

a C corporation, one-seventeenth of the ex-
cess of the taxable income of the DISC for 
the taxable year, before reduction for any 
distributions during the year, over the 
sum of the amounts deemed distributed for 
the taxable year under subparagraphs (A), 
(B), (C), (D), and (E), 

(ii) an amount equal to 16⁄17 of the excess 
referred to in clause (i), multiplied by the 

international boycott factor determined 
under section 999, and 

(iii) any illegal bribe, kickback, or other 
payment (within the meaning of section 
162(c)) paid by or on behalf of the DISC di-
rectly or indirectly to an official, em-
ployee, or agent in fact of a government, 
and 

(G) the amount of foreign investment at-
tributable to producer’s loans (as defined in 
subsection (d)) of a DISC for the taxable 
year. 

Distributions described in this paragraph shall 
be deemed to be received on the last day of the 
taxable year of the DISC in which the income 
was derived. In the case of a distribution de-
scribed in subparagraph (G), earnings and prof-
its for the taxable year shall include accumu-
lated earnings and profits. 

(2) Distributions upon disqualification 

(A) A shareholder of a corporation which re-
voked its election to be treated as a DISC or 
failed to satisfy the conditions of section 
992(a)(1) for a taxable year shall be deemed to 
have received (at the time specified in sub-
paragraph (B)) a distribution taxable as a divi-
dend equal to his pro rata share of the DISC 
income of such corporation accumulated dur-
ing the immediately preceding consecutive 
taxable years for which the corporation was a 
DISC. 

(B) Distributions described in subparagraph 
(A) shall be deemed to be received in equal in-
stallments on the last day of each of the 10 
taxable years of the corporation following the 
year of the termination or disqualification de-
scribed in subparagraph (A) (but in no case 
over more than twice the number immediately 
preceding consecutive taxable years during 
which the corporation was a DISC). 

(3) Taxable income attributable to military 
property 

(A) In general 

For purposes of paragraph (1)(D), taxable 
income of a DISC for the taxable year attrib-
utable to military property shall be deter-
mined by only taking into account— 

(i) the gross income of the DISC for the 
taxable year which is attributable to mili-
tary property, and 

(ii) the deductions which are properly 
apportioned or allocated to such income. 

(B) Military property 

For purposes of subparagraph (A), the term 
‘‘military property’’ means any property 
which is an arm, ammunition, or implement 
of war designated in the munitions list pub-
lished pursuant to section 38 of the Arms Ex-
port Control Act (22 U.S.C. 2778). 

(4) Aggregation of qualified export receipts 

(A) In general 

For purposes of applying paragraph (1)(E), 
all DISC’s which are members of the same 
controlled group shall be treated as a single 
corporation. 

(B) Allocation 

The dollar amount under paragraph (1)(E) 
shall be allocated among the DISC’s which 
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are members of the same controlled group in 
a manner provided in regulations prescribed 
by the Secretary. 

(c) Gain on disposition of stock in a DISC 

(1) In general 

If— 
(A) a shareholder disposes of stock in a 

DISC or former DISC any gain recognized on 
such disposition shall be included in gross 
income as a dividend to the extent provided 
in paragraph (2), or 

(B) stock of a DISC or former DISC is dis-
posed of in a transaction in which the sepa-
rate corporate existence of the DISC or 
former DISC is terminated other than by a 
mere change in place of organization, how-
ever effected, any gain realized on the dis-
position of such stock in the transaction 
shall be recognized notwithstanding any 
other provision of this title to the extent 
provided in paragraph (2) and to the extent 
so recognized shall be included in gross in-
come as a dividend. 

(2) Amount included 

The amounts described in paragraph (1) shall 
be included in gross income as a dividend to 
the extent of the accumulated DISC income of 
the DISC or former DISC which is attributable 
to the stock disposed of and which was accu-
mulated in taxable years of such corporation 
during the period or periods the stock disposed 
of was held by the shareholder which disposed 
of such stock. 

(d) Foreign investment attributable to DISC 
earnings 

For the purposes of this part— 

(1) In general 

The amount of foreign investment attrib-
utable to producer’s loans of a DISC for a tax-
able year shall be the smallest of— 

(A) the net increase in foreign assets by 
members of the controlled group (as defined 
in section 993(a)(3)) which includes the DISC, 

(B) the actual foreign investment by do-
mestic members of such group, or 

(C) the amount of outstanding producer’s 
loans by such DISC to members of such con-
trolled group. 

(2) Net increase in foreign assets 

The term ‘‘net increase in foreign assets’’ of 
a controlled group means the excess of— 

(A) the amount incurred by such group to 
acquire assets (described in section 1231(b)) 
located outside the United States over, 

(B) the sum of— 
(i) the depreciation with respect to as-

sets of such group located outside the 
United States; 

(ii) the outstanding amount of stock or 
debt obligations of such group issued after 
December 31, 1971, to persons other than 
the United States persons or any member 
of such group; 

(iii) one-half the earnings and profits of 
foreign members of such group and foreign 
branches of domestic members of such 
group; 

(iv) one-half the royalties and fees paid 
by foreign members of such group to do-
mestic members of such group; and 

(v) the uncommitted transitional funds 
of the group as determined under para-
graph (4). 

For purposes of this paragraph, assets which 
are qualified export assets of a DISC (or 
would be qualified export assets if owned by 
a DISC) shall not be taken into account. 
Amounts described in this paragraph (other 
than in subparagraphs (B)(ii) and (v)) shall 
be taken into account only to the extent 
they are attributable to taxable years begin-
ning after December 31, 1971. 

(3) Actual foreign investment 

The term ‘‘actual foreign investment’’ by 
domestic members of a controlled group 
means the sum of— 

(A) contributions to capital of foreign 
members of the group by domestic members 
of the group after December 31, 1971, 

(B) the outstanding amount of stock or 
debt obligations of foreign members of such 
group (other than normal trade indebted-
ness) issued after December 31, 1971, to do-
mestic members of such group, 

(C) amounts transferred by domestic mem-
bers of the group after the December 31, 1971, 
to foreign branches of such members, and 

(D) one-half the earnings and profits of for-
eign members of such group and foreign 
branches of domestic members of such group 
for taxable years beginning after December 
31, 1971. 

As used in this subsection, the term ‘‘domestic 
member’’ means a domestic corporation which 
is a member of a controlled group (as defined 
in section 993(a)(3)), and the term ‘‘foreign 
member’’ means a foreign corporation which is 
a member of such a controlled group. 

(4) Uncommitted transitional funds 

The uncommitted transitional funds of the 
group shall be an amount equal to the sum 
of— 

(A) the excess of— 
(i) the amount of stock or debt obliga-

tions of domestic members of such group 
outstanding on December 31, 1971, and is-
sued on or after January 1, 1968, to persons 
other than United States persons or any 
members of such group, but only to the ex-
tent the taxpayer establishes that such 
amount constitutes a long-term borrowing 
for purposes of the foreign direct invest-
ment program, over 

(ii) the net amount of actual foreign in-
vestment by domestic members of such 
group during the period that such stock or 
debt obligations have been outstanding; 
and 

(B) the amount of liquid assets to the ex-
tent not included in subparagraph (A) held 
by foreign members of such group and for-
eign branches of domestic members of such 
group on October 31, 1971, in excess of their 
reasonable working capital needs on such 
date. 
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For purposes of this paragraph, the term ‘‘liq-
uid assets’’ means money, bank deposits (not 
including time deposits), and indebtedness of 2 
years or less to maturity on the date of acqui-
sition; and the actual foreign investment shall 
be determined under paragraph (3) without re-
gard to the date in subparagraph (A) of such 
paragraph and without regard to subparagraph 
(D) of such paragraph. 

(5) Special rule 

Under regulations prescribed by the Sec-
retary the determinations under this sub-
section shall be made on a cumulative basis 
with proper adjustments for amounts pre-
viously taken into account. 

(e) Certain transfers of DISC assets 

If— 
(1) a corporation owns, directly or indi-

rectly, all of the stock of a subsidiary and a 
DISC, 

(2) the subsidiary has been engaged in the 
active conduct of a trade or business (within 
the meaning of section 355(b)) throughout the 
5–year period ending on the date of the trans-
fer and continues to be so engaged thereafter, 
and 

(3) during the taxable year of the subsidiary 
in which its stock is transferred and its pre-
ceding taxable year, such trade or business 
gives rise to qualified export receipts of the 
subsidiary and the DISC, 

then, under such terms and conditions as the 
Secretary by regulations shall prescribe, trans-
fers of assets, stock, or both, will be deemed to 
be a reorganization within the meaning of sec-
tion 368, a transaction to which section 355 ap-
plies, an exchange of stock to which section 351 
applies, or a combination thereof. The preceding 
sentence shall apply only to the extent that the 
transfer or transfers involved are for the pur-
pose of preventing the separation of the owner-
ship of the stock in the DISC from the owner-
ship of the trade or business which (during the 
base period) produced the export gross receipts 
of the DISC. 

(f) Interest on DISC-related deferred tax liability 

(1) In general 

A shareholder of a DISC shall pay for each 
taxable year interest in an amount equal to 
the product of— 

(A) the shareholder’s DISC-related de-
ferred tax liability for such year, and 

(B) the base period T-bill rate. 

(2) Shareholder’s DISC-related deferred tax li-
ability 

For purposes of this subsection— 

(A) In general 

The term ‘‘shareholder’s DISC-related de-
ferred tax liability’’ means, with respect to 
any taxable year of a shareholder of a DISC, 
the excess of— 

(i) the amount which would be the tax li-
ability of the shareholder for the taxable 
year if the deferred DISC income of such 
shareholder for such taxable year were in-
cluded in gross income as ordinary income, 
over 

(ii) the actual amount of the tax liabil-
ity of such shareholder for such taxable 
year. 

Determinations under the preceding sen-
tence shall be made without regard to carry-
backs to such taxable year. 

(B) Adjustments for losses, credits, and other 
items 

The Secretary shall prescribe regulations 
which provide such adjustments— 

(i) to the accounts of the DISC, and 
(ii) to the amount of any carryover or 

carryback of the shareholder, 

as may be necessary or appropriate in the 
case of net operating losses, credits, and 
carryovers, and carrybacks of losses and 
credits. 

(C) Tax liability 

The term ‘‘tax liability’’ means the 
amount of the tax imposed by this chapter 
for the taxable year reduced by credits al-
lowable against such tax (other than credits 
allowable under sections 31, 32, and 34). 

(3) Deferred DISC income 

For purposes of this subsection— 

(A) In general 

The term ‘‘deferred DISC income’’ means, 
with respect to any taxable year of a share-
holder, the excess of— 

(i) the shareholder’s pro rata share of ac-
cumulated DISC income (for periods after 
1984) of the DISC as of the close of the 
computation year, over 

(ii) the amount of the distributions-in- 
excess-of-income for the taxable year of 
the DISC following the computation year. 

(B) Computation year 

For purposes of applying subparagraph (A) 
with respect to any taxable year of a share-
holder, the computation year is the taxable 
year of the DISC which ends with (or within) 
the taxable year of the shareholder which 
precedes the taxable year of the shareholder 
for which the amount of deferred DISC in-
come is being determined. 

(C) Distributions-in-excess-of-income 

For purposes of subparagraph (A), the term 
‘‘distributions-in-excess-of-income’’ means, 
with respect to any taxable year of a DISC, 
the excess (if any) of— 

(i) the amount of actual distributions to 
the shareholder out of accumulated DISC 
income, over 

(ii) the shareholder’s pro rata share of 
the DISC income for such taxable year. 

(4) Base period T-bill rate 

For purposes of this subsection, the term 
‘‘base period T-bill rate’’ means the annual 
rate of interest determined by the Secretary 
to be equivalent to the average of the 1-year 
constant maturity Treasury yields, as pub-
lished by the Board of Governors of the Fed-
eral Reserve System, for the 1-year period end-
ing on September 30 of the calendar year end-
ing with (or of the most recent calendar year 



Page 2027 TITLE 26—INTERNAL REVENUE CODE § 995 

ending before) the close of the taxable year of 
the shareholder. 

(5) Short years 

The Secretary shall prescribe such regula-
tions as may be necessary for the application 
of this subsection to short years of the DISC, 
the shareholder, or both. 

(6) Payment and assessment and collection of 
interest 

The interest accrued during any taxable 
year which a shareholder is required to pay 
under paragraph (1) shall be treated, for pur-
poses of this title, as interest payable under 
section 6601 and shall be paid by the share-
holder at the time the tax imposed by this 
chapter for such taxable year is required to be 
paid. 

(7) DISC includes former DISC 

For purposes of this subsection, the term 
‘‘DISC’’ includes a former DISC. 

(g) Treatment of tax-exempt shareholders 

If any organization described in subsection 
(a)(2) or (b)(2) of section 511 (or any other person 
otherwise subject to tax under section 511) is a 
shareholder in a DISC— 

(1) any amount deemed distributed to such 
shareholder under subsection (b), 

(2) any actual distribution to such share-
holder which under section 996 is treated as 
out of accumulated DISC income, and 

(3) any gain which is treated as a dividend 
under subsection (c), 

shall be treated as derived from the conduct of 
an unrelated trade or business (and the modi-
fications of section 512(b) shall not apply). The 
rules of the preceding sentence shall apply also 
for purposes of determining any such sharehold-
er’s DISC-related deferred tax liability under 
subsection (f). 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 544; amended Pub. L. 94–455, title X, 
§§ 1063, 1065(a)(2), title XI, § 1101(a), (d)(1), title 
XIX, §§ 1901(b)(3)(K), 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1650, 1654, 1655, 1658, 1793, 1834; Pub. L. 
95–600, title VII, §§ 701(u)(12)(B), 703(i)(1), (2), Nov. 
6, 1978, 92 Stat. 2918, 2940; Pub. L. 98–369, div. A, 
title I, § 68(d), title VIII, § 802(a), (b), July 18, 
1984, 98 Stat. 588, 997, 999; Pub. L. 99–514, title 
XVIII, § 1876(b)(2), (g), (p)(1), Oct. 22, 1986, 100 
Stat. 2898, 2900, 2902; Pub. L. 100–647, title I, 
§§ 1006(e)(15), 1012(bb)(6)(A), Nov. 10, 1988, 102 
Stat. 3402, 3535; Pub. L. 101–239, title VII, 
§ 7811(i)(12), Dec. 19, 1989, 103 Stat. 2411; Pub. L. 
106–170, title V, § 532(c)(2)(R), Dec. 17, 1999, 113 
Stat. 1931; Pub. L. 106–554, § 1(a)(7) [title III, 
§§ 307(c), 319(12)], Dec. 21, 2000, 114 Stat. 2763, 
2763A–636, 2763A–646; Pub. L. 107–147, title IV, 
§ 417(15), Mar. 9, 2002, 116 Stat. 56.) 

AMENDMENTS 

2002—Subsec. (b)(3)(B). Pub. L. 107–147 substituted 
‘‘Arms Export Control Act’’ for ‘‘International Secu-
rity Assistance and Arms Export Control Act of 1976’’. 

2000—Subsec. (b)(3)(B). Pub. L. 106–554, § 1(a)(7) [title 
III, § 319(12)], substituted ‘‘section 38 of the Inter-
national Security Assistance and Arms Export Control 
Act of 1976 (22 U.S.C. 2778)’’ for ‘‘the Military Security 
Act of 1954 (22 U.S.C. 1934)’’. 

Subsec. (f)(4). Pub. L. 106–554, § 1(a)(7) [title III, 
§ 307(c)], substituted ‘‘the average of the 1-year con-
stant maturity Treasury yields, as published by the 
Board of Governors of the Federal Reserve System, for 
the 1-year period’’ for ‘‘the average investment yield of 
United States Treasury bills with maturities of 52 
weeks which were auctioned during the 1-year period’’. 

1999—Subsec. (b)(1)(C). Pub. L. 106–170 substituted 
‘‘1221(a)(1)’’ for ‘‘1221(1)’’. 

1989—Subsec. (g). Pub. L. 101–239 substituted ‘‘section 
511 (or any other person otherwise subject to tax under 
section 511)’’ for ‘‘section 511’’ in introductory provi-
sions. 

1988—Subsec. (c)(1). Pub. L. 100–647, § 1006(e)(15), 
struck out subpar. (C) and last sentence which read as 
follows: 

‘‘(C) a shareholder distributes, sells, or exchanges 
stock in a DISC or former DISC in a transaction to 
which section 311, 336, or 337 applies, then an amount 
equal to the excess of the fair market value of such 
stock over its adjusted basis in the hands of the 
shareholder shall, notwithstanding any provision of 
this title, be included in gross income of the share-
holder as a dividend to the extent provided in para-
graph (2). 

Subparagraph (C) shall not apply if the person receiv-
ing the stock in the disposition has a holding period for 
the stock which includes the period for which the stock 
was held by the shareholder disposing of such stock.’’ 

Subsec. (g). Pub. L. 100–647, § 1012(bb)(6)(A), added sub-
sec. (g). 

1986—Subsec. (b)(1)(F)(i). Pub. L. 99–514, § 1876(b)(2)(A), 
inserted ‘‘in the case of a shareholder which is a C cor-
poration,’’. 

Subsec. (b)(1)(F)(ii). Pub. L. 99–514, § 1876(b)(2)(B), sub-
stituted ‘‘16⁄17 of the excess referred to in clause (i),’’ for 
‘‘the amount determined under clause (i)’’. 

Subsec. (f)(4) to (6). Pub. L. 99–514, § 1876(p)(1), redesig-
nated as pars. (4), (5), and (6), respectively, former par. 
(3) relating to base period T-bill rate, (4) relating to 
short years, and (5) relating to payment and assess-
ment and collection of interest. 

Subsec. (f)(7). Pub. L. 99–514, § 1876(g), added par. (7). 
1984—Subsec. (b)(1)(E). Pub. L. 98–369, § 802(b)(1), sub-

stituted ‘‘of the DISC attributable to qualified export 
receipts of the DISC for the taxable year which exceed 
$10,000,000’’ for ‘‘for the taxable year attributable to 
base period export gross receipts (as defined in sub-
section (e))’’. 

Subsec. (b)(1)(F)(i). Pub. L. 98–369, § 68(d), substituted 
‘‘one-seventeenth’’ for ‘‘one/half’’. 

Subsec. (b)(4). Pub. L. 98–369, § 802(b)(2), added par. (4). 
Subsec. (e). Pub. L. 98–369, § 802(a)(1), (2), redesignated 

subsec. (g) as (e). Former subsec. (e), which related to 
definitions and special rules relating to computation of 
taxable income attributable to base period export gross 
receipts, was struck out. 

Subsec. (f). Pub. L. 98–369, § 802(a)(1), (3), added subsec. 
(f). Former subsec. (f), which related to small DISCs, 
was struck out. 

Subsec. (g). Pub. L. 98–369, § 802(a)(2), redesignated 
subsec. (g) as (e). 

1978—Subsec. (b)(1). Pub. L. 95–600, § 703(i)(1), (2), sub-
stituted in subpar. (G) ‘‘subsection (d)’’ for ‘‘subsection 
(D)’’, and in provisions following subpar. (G) ‘‘income’’ 
for ‘‘gross income (taxable income in the case of sub-
paragraph (D))’’ and ‘‘subparagraph (G)’’ for ‘‘subpara-
graph (E)’’. 

Subsec. (c)(1). Pub. L. 95–600, § 701(u)(12)(B), inserted 
provision relating to application of subpar. (C). 

1976—Subsec. (b)(1)(C). Pub. L. 94–455, § 1901(b)(3)(K), 
substituted ‘‘ordinary income’’ for ‘‘gain from the sale 
or exchange of property which is neither a capital asset 
nor property described in section 1231’’ after ‘‘treated 
as’’. 

Subsec. (b)(1)(D), (E). Pub. L. 94–455, § 1101(a)(1), added 
subpars. (D) and (E) and redesignated former subpars. 
(D) and (E) as (F) and (G), respectively. 

Subsec. (b)(1)(F). Pub. L. 94–455, §§ 1063(a), 1065(a)(2), 
1101(a)(1), redesignated former subpar. (D) as (F), made 
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existing provision cl. (i), added cls. (ii) and (iii), and 
substituted ‘‘(C), (D), and (E)’’ for ‘‘(C)’’ after ‘‘(B), 
and’’. 

Subsec. (b)(1)(G). Pub. L. 94–455, § 1101(a)(1), redesig-
nated former subpar. (E) as (G). 

Subsec. (b)(2)(B). Pub. L. 94–455, § 1101(a)(2), sub-
stituted ‘‘more than twice the number’’ for ‘‘more than 
the number’’ after ‘‘no case over’’. 

Subsec. (b)(3). Pub. L. 94–455, § 1101(a)(3), added par. 
(3). 

Subsec. (c). Pub. L. 94–455, § 1101(d)(1), redesignated 
existing provisions as pars. (1) and (2) and, as redesig-
nated, added subpar. (1)(C). 

Subsec. (d)(5). Pub. L. 94–455, § 1906(b)(13)(A), struck 
out ‘‘or his delegate’’ after ‘‘Secretary’’. 

Subsecs. (e) to (g). Pub. L. 94–455, § 1101(a)(4), added 
subsecs. (e) to (g). 

EFFECTIVE DATE OF 1999 AMENDMENT 

Amendment by Pub. L. 106–170 applicable to any in-
strument held, acquired, or entered into, any trans-
action entered into, and supplies held or acquired on or 
after Dec. 17, 1999, see section 532(d) of Pub. L. 106–170, 
set out as a note under section 170 of this title. 

EFFECTIVE DATE OF 1989 AMENDMENT 

Amendment by Pub. L. 101–239 effective, except as 
otherwise provided, as if included in the provision of 
the Technical and Miscellaneous Revenue Act of 1988, 
Pub. L. 100–647, to which such amendment relates, see 
section 7817 of Pub. L. 101–239, set out as a note under 
section 1 of this title. 

EFFECTIVE DATE OF 1988 AMENDMENT 

Section 1012(bb)(6)(B) of Pub. L. 100–647 provided that: 
‘‘The amendment made by subparagraph (A) [amending 
this section] shall apply to taxable years beginning 
after December 31, 1987.’’ 

Amendment by section 1006(e)(15) of Pub. L. 100–647 
effective, except as otherwise provided, as if included in 
the provision of the Tax Reform Act of 1986, Pub. L. 
99–514, to which such amendment relates, see section 
1019(a) of Pub. L. 100–647, set out as a note under sec-
tion 1 of this title. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by Pub. L. 99–514 effective, except as 
otherwise provided, as if included in the provisions of 
the Tax Reform Act of 1984, Pub. L. 98–369, div. A, to 
which such amendment relates, see section 1881 of Pub. 
L. 99–514, set out as a note under section 48 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by section 68(d) of Pub. L. 98–369 applica-
ble to taxable years beginning after Dec. 31, 1984, see 
section 68(e)(1) of Pub. L. 98–369, set out as a note under 
section 291 of this title. 

Amendment by section 802(a), (b) of Pub. L. 98–369 ap-
plicable to transactions after Dec. 31, 1984, in taxable 
years ending after such date, see section 805(a)(1) of 
Pub. L. 98–369, as amended, set out as a note under sec-
tion 245 of this title. 

EFFECTIVE DATE OF 1978 AMENDMENT 

Section 701(u)(12)(C) of Pub. L. 95–600 provided that: 
‘‘The amendment made by subparagraph (B) [amending 
this section] shall apply to dispositions made after De-
cember 31, 1976, in taxable years ending after such 
date.’’ 

Amendment by section 703(i)(1), (2) of Pub. L. 95–600 
effective on Oct. 4, 1976, see section 703(r) of Pub. L. 
95–600, set out as a note under section 46 of this title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 1063(a) of Pub. L. 94–455 appli-
cable to participation in or cooperation with an inter-
national boycott more than 30 days after Oct. 4, 1976, 
with special provisions for existing contracts, see sec-

tion 1066(a) of Pub. L. 94–455, set out as a note under 
section 908 of this title. 

Amendment by section 1065(a)(2) of Pub. L. 94–455 ap-
plicable to payments described in section 162(c) of this 
title made more than 30 days after Oct. 4, 1976, see sec-
tion 1066(b) of Pub. L. 94–455, set out as a note under 
section 952 of this title. 

Section 1101(g)(1) of Pub. L. 94–455 provided that: 
‘‘The amendments made by subsections (a) and (e) 
[amending this section and section 996 of this title] 
shall apply to taxable years beginning after December 
31, 1975.’’ 

Section 1101(g)(4) of Pub. L. 94–455, as amended by 
Pub. L. 95–600, title VII, § 701(u)(12)(A), Nov. 6, 1978, 92 
Stat. 2918, provided that: ‘‘The amendments made by 
subsection (d) [amending this section and section 751 of 
this title] shall apply to sales, exchanges, or other dis-
positions after December 31, 1976, in taxable years end-
ing after such date.’’ 

Amendment by section 1901(b)(3)(K) of Pub. L. 94–455 
applicable with respect to taxable years beginning after 
Dec. 31, 1976, see section 1901(d) of Pub. L. 94–455, set 
out as a note under section 2 of this title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

PRORATION OF BASE PERIOD IN CASE OF FIXED 
CONTRACTS 

Section 1101(g)(5) of Pub. L. 94–455, as amended by 
Pub. L. 95–600, title VII, § 703(i)(4), Nov. 6, 1978, 92 Stat. 
2940; Pub. L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that: ‘‘For purposes of determining adjusted base 
period export gross receipts (under section 995(e)(3) of 
the Internal Revenue Code of 1986 [formerly I.R.C. 1954], 
as amended by this section), if any DISC has export 
gross receipts from export property by reason of para-
graph (2) of section 603(b) of the Tax Reduction Act of 
1975, [set out as an Effective Date of 1975 Amendment 
note under section 993 of this title], then the export 
gross receipts of such DISC for the taxable years of the 
base period shall be increased by an amount equal to 
the amount of gross receipts which were excluded from 
export gross receipts during each taxable year of the 
base period by reason of the last sentence of section 
995(e)(3) of such Code multiplied by a fraction, the nu-
merator of which is the amount of the gross receipts in 
the taxable year which are export gross receipts by rea-
son of paragraph (2) of section 603(b) of the Tax Reduc-
tion Act of 1975 and the denominator of which is the 
amount of total gross receipts which are excluded from 
export gross receipts in the taxable year by reason of 
subparagraph (C) or (D) of paragraph (2) of section 
993(c) (determined without regard to paragraph (2) of 
section 603(b) of the Tax Reduction Act of 1975).’’ 

§ 996. Rules for allocation in the case of distribu-
tions and losses 

(a) Rules for actual distributions and certain 
deemed distributions 

(1) In general 

Any actual distribution (other than a dis-
tribution described in paragraph (2) or to 
which section 995(c) applies) to a shareholder 
by a DISC (or former DISC) which is made out 
of earnings and profits shall be treated as 
made— 

(A) first, out of previously taxed income, 
to the extent thereof, 
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(B) second, out of accumulated DISC in-
come, to the extent thereof, and 

(C) finally, out of other earnings and prof-
its. 

(2) Qualifying distributions 

Any actual distribution made pursuant to 
section 992(c) (relating to distributions to 
meet qualification requirements), and any 
deemed distribution pursuant to section 
995(b)(1)(G) (relating to foreign investment at-
tributable to producer’s loans), shall be treat-
ed as made— 

(A) first, out of accumulated DISC income, 
to the extent thereof, 

(B) second, out of the earnings and profits 
described in paragraph (1)(C), to the extent 
thereof, and 

(C) finally, out of previously taxed income. 

In the case of any amount of any actual dis-
tribution to a C corporation made pursuant to 
section 992(c) which is required to satisfy the 
condition of section 992(a)(1)(A), the preceding 
sentence shall apply to 16/17ths of such 
amount and paragraph (1) shall apply to the 
remaining 1/17th of such amount. 

(3) Exclusion from gross income 

Amounts distributed out of previously taxed 
income shall be excluded by the distributee 
from gross income except for gains described 
in subsection (e)(2), and shall reduce the 
amount of the previously taxed income. 

(b) Ordering rules for losses 

If for any taxable year a DISC, or a former 
DISC, incurs a deficit in earnings and profits, 
such deficit shall be chargeable— 

(1) first, to earnings and profits described in 
subsection (a)(1)(C), to the extent thereof, 

(2) second, to accumulated DISC income, to 
the extent thereof, and 

(3) finally, to previously taxed income, ex-
cept that a deficit in earnings and profits shall 
not be applied against accumulated DISC in-
come which has been determined is to be 
deemed distributed to the shareholders (pursu-
ant to section 995(b)(2)(A)) as a result of a rev-
ocation of election or other disqualification. 

(c) Priority of distributions 

Any actual distribution made during a taxable 
year shall be treated as being made subsequent 
to any deemed distribution made during such 
year. Any actual distribution made pursuant to 
section 992(c) (relating to distributions to meet 
qualification requirements) shall be treated as 
being made before any other actual distribu-
tions during the taxable year. 

(d) Subsequent effect of previous disposition of 
DISC stock 

(1) Shareholder previously taxed income ad-
justment 

If— 
(A) gain with respect to a share of stock of 

a DISC or former DISC is treated under sec-
tion 995(c) as a dividend or as ordinary in-
come, and 

(B) any person subsequently receives an 
actual distribution made out of accumulated 
DISC income, or a deemed distribution made 

pursuant to section 995(b)(2), with respect to 
such share, 

such person shall treat such distribution in 
the same manner as a distribution from pre-
viously taxed income to the extent that (i) the 
gain referred to in subparagraph (A), exceeds 
(ii) any other amounts with respect to such 
share which were treated under this paragraph 
as made from previously taxed income. In ap-
plying this paragraph with respect to a share 
of stock in a DISC or former DISC, gain on the 
acquisition of such share by the DISC or 
former DISC or gain on a transaction prior to 
such acquisition shall not be considered gain 
referred to in subparagraph (A). 

(2) Corporate adjustment upon redemption 

If section 995(c) applies to a redemption of 
stock in a DISC or former DISC, the accumu-
lated DISC income shall be reduced by an 
amount equal to the gain described in section 
995(c) with respect to such stock which is (or 
has been) treated as ordinary income, except 
to the extent distributions with respect to 
such stock have been treated under paragraph 
(1). 

(e) Adjustment to basis 

(1) Additions to basis 

Amounts representing deemed distributions 
as provided in section 995(b) shall increase the 
basis of the stock with respect to which the 
distribution is made. 

(2) Reductions of basis 

The portion of an actual distribution made 
out of previously taxed income shall reduce 
the basis of the stock with respect to which it 
is made, and to the extent that it exceeds the 
adjusted basis of such stock, shall be treated 
as gain from the sale or exchange of property. 
In the case of stock includible in the gross es-
tate of a decedent for which an election is 
made under section 2032 (relating to alternate 
valuation), this paragraph shall not apply to 
any distribution made after the date of the de-
cedent’s death and before the alternate valu-
ation date provided by section 2032. 

(f) Definition of divisions of earnings and profits 

For purposes of this part: 

(1) DISC income 

The earnings and profits derived by a cor-
poration during a taxable year in which such 
corporation is a DISC, before reduction for 
any distributions during the year, but reduced 
by amounts deemed distributed under section 
995(b)(1), shall constitute the DISC income for 
such year. The earnings and profits of a DISC 
for a taxable year include any amounts includ-
ible in such DISC’s gross income pursuant to 
section 951(a) for such year. Accumulated 
DISC income shall be reduced by deemed dis-
tributions under section 995(b)(2). 

(2) Previously taxed income 

Earnings and profits deemed distributed 
under section 995(b) for a taxable year shall 
constitute previously taxed income for such 
year. 

(3) Other earnings and profits 

The earnings and profits for a taxable year 
which are described in neither paragraph (1) 
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nor (2) shall constitute the other earnings and 
profits for such year. 

(g) Effectively connected income 

In the case of a shareholder who is a non-
resident alien individual or a foreign corpora-
tion, trust, or estate, gains referred to in section 
995(c) and all distributions out of accumulated 
DISC income including deemed distributions 
shall be treated as gains and distributions which 
are effectively connected with the conduct of a 
trade or business conducted through a perma-
nent establishment of such shareholder within 
the United States and which are derived from 
sources within the United States. 

(Added Pub. L. 92–178, title V, § 501 Dec. 10, 1971, 
85 Stat. 547; amended Pub. L. 94–455, title XI, 
§ 1101(e), title XIX, §§ 1901(b)(3)(I), Oct. 4, 1976, 90 
Stat. 1659, 1793; Pub. L. 95–600, title VII, 
§ 703(i)(3), Nov. 6, 1978, 92 Stat. 2940; Pub. L. 
98–369, div. A, title VIII, § 801(d)(10), July 18, 1984, 
98 Stat. 997; Pub. L. 99–514, title XVIII, § 1876(k), 
Oct. 22, 1986, 100 Stat. 2900.) 

AMENDMENTS 

1986—Subsec. (a)(2). Pub. L. 99–514 inserted last sen-
tence and struck out former last sentence which read 
as follows: ‘‘In the case of any amount of any actual 
distribution made pursuant to section 992(c) which is 
required to satisfy the condition of section 992(a)(1)(A), 
the preceding sentence shall apply to one-half of such 
amount, and paragraph (1) shall apply to the remaining 
one-half of such amount.’’ 

1984—Subsec. (g). Pub. L. 98–369 inserted ‘‘and which 
are derived from sources within the United States’’. 

1978—Subsec. (a)(2). Pub. L. 95–600 substituted ‘‘sec-
tion (b)(1)(G)’’ for ‘‘section (b)(1)(E)’’. 

1976—Subsec. (a)(2). Pub. L. 94–455, § 1101(e), inserted 
at end ‘‘In the case of any amount of any actual dis-
tribution made pursuant to section 992(c) which is re-
quired to satisfy the condition of section 992(a)(1)(A), 
the preceding sentence shall apply to one-half of such 
amount, and paragraph (1) shall apply to the remaining 
one-half of such amount.’’ 

Subsec. (d). Pub. L. 94–455, § 1901(b)(3)(I), substituted 
‘‘ordinary income’’ for ‘‘gain from the sale or exchange 
of property which is not a capital asset’’ in par. (1)(A) 
after ‘‘dividend or as’’ and, in par. (2), after ‘‘treated 
as’’. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by Pub. L. 99–514 effective, except as 
otherwise provided, as if included in the provisions of 
the Tax Reform Act of 1984, Pub. L. 98–369, div. A, to 
which such amendment relates, see section 1881 of Pub. 
L. 99–514, set out as a note under section 48 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to distribu-
tions on or after June 22, 1984, see section 805(a)(3) of 
Pub. L. 98–369, as amended, set out as a note under sec-
tion 245 of this title. 

EFFECTIVE DATE OF 1978 AMENDMENT 

Amendment by Pub. L. 95–600 effective on Oct. 4, 1976, 
see section 703(r) of Pub. L. 95–600, set out as a note 
under section 46 of this title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 1101(e) of Pub. L. 94–455 appli-
cable to taxable years beginning after Dec. 31, 1975, see 
section 1101(g)(1) of Pub. L. 94–455, set out as a note 
under section 905 of this title. 

Amendment by section 1901(b)(3)(I) of Pub. L. 94–455 
applicable with respect to taxable years beginning after 
Dec. 31, 1976, see section 1901(d) of Pub. L. 94–455, set 
out as a note under section 2 of this title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

§ 997. Special subchapter C rules 

For purposes of applying the provisions of sub-
chapter C of chapter 1, any distribution in prop-
erty to a corporation by a DISC or former DISC 
which is made out of previously taxed income or 
accumulated DISC income shall— 

(1) be treated as a distribution in the same 
amount as if such distribution of property 
were made to an individual, and 

(2) have a basis, in the hands of the recipient 
corporation, equal to the amount determined 
under paragraph (1). 

(Added Pub. L. 92–178, title V, § 501, Dec. 10, 1971, 
85 Stat. 549.) 

PART V—INTERNATIONAL BOYCOTT 
DETERMINATIONS 

Sec. 

999. Reports by taxpayers; determinations. 
[1000. Reserved.] 

AMENDMENTS 

1976—Pub. L. 94–455, title X, § 1064(a), Oct. 4, 1976, 90 
Stat. 1650, added part heading and analysis of sections. 

§ 999. Reports by taxpayers; determinations 

(a) International boycott reports by taxpayers 

(1) Report required 

If any person, or a member of a controlled 
group (within the meaning of section 993(a)(3)) 
which includes that person, has operations in, 
or related to— 

(A) a country (or with the government, a 
company, or a national of a country) which 
is on the list maintained by the Secretary 
under paragraph (3), or 

(B) any other country (or with the govern-
ment, a company, or a national of that coun-
try) in which such person or such member 
had operations during the taxable year if 
such person (or, if such person is a foreign 
corporation, any United States shareholder 
of that corporation) knows or has reason to 
know that participation in or co-operation 
with an international boycott is required as 
a condition of doing business within such 
country or with such government, company, 
or national, 

that person or shareholder (within the mean-
ing of section 951(b)) shall report such oper-
ations to the Secretary at such time and in 
such manner as the Secretary prescribes, ex-
cept that in the case of a foreign corporation 
such report shall be required only of a United 
States shareholder (within the meaning of 
such section) of such corporation. 

(2) Participation and cooperation; request 
therefor 

A taxpayer shall report whether he, a for-
eign corporation of which he is a United 
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