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THE SECRETARY OF THE TREASURY

WASHINGTON

MAR 3 1979

Dear Chairman Long:

Section 1067 of Public Law 94-455, the "Tax Reform
Act of 1976," provides that for each calendar year "the
Secretary shall transmit a report to the Committee on
Ways and Means of the House of Representatives and to
the Committee on Finance of the Senate" setting forth an
analysis of the international boycott provisions of the
Internal Revenue Code.

Pursuant to that section, T hereby submit the first
annual report entitled, "The Operation and Effect of the
International Boycott Provisions on the Internal Revenue
Code".

I am sending a similar letter to Representative Al

Ullman, Chairman of the Committee on Ways and Means.

Sincerely,

W. Michael Blumenthal

The Honorable
Russell B. Long, Chairman
Committee on Finance
United States Senate
Washington, D.C. 20510

Enclosure
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CHAPTER 1

INTRODUCTION AND SUMMARY

This Report is the first in an annual series on the
operation of the international boycott provisions of the
Internal Revenue Code. The statistical information in this
report is based on information from 1,462- Forms 5713, "In-
ternational Boycott Report," V filed for accounting periods
ending between November 3, 1976 2/ and January 1, 1977.

The Tax Reform Act of 1976 added several provisions to
the Internal Revenue Code denying certain tax benefits to
taxpayers who participate in or cooperate with an inter-
national boycott. The tax benefits affected by the boycott
provisions are (1) the foreign tax credit, (2) the deferral
of tax on the earnings of foreign subsidiaries, and (3) the
deferral of tax on the earnings of Domestic International
Sales Corporations. According to the General Explanation of
the Tax Reform Act of 1976 2/ , "Congress believes that these
three tax benef its .. .should not be made available with
respect to operations in connection with which there has
been an agreement to participate in or cooperate with an
international boycott."

The international boycott provisions allow a choice
between two methods for computing the amount of tax benefits
lost - the "specifically attributable income and taxes"
method and the "international boycott factor" method. Under
the specifically attributable income and taxes method, the
benefits of the foreign tax credit are denied by reducing
the amount of taxes eligible for the credit. Under the
international boycott factor method, the benefits of the
foreign tax credit are denied by reducing the otherwise
allowable credit. The benefits of DISC and deferral are
denied under both methods of computation by requiring a
deemed distribution of earnings to the shareholders of the
DISC or controlled foreign corporation. The international
boycott provisions are described in Chapter 2.

V See Appendix 2 for Form 5713.

2/ The international boycott provisions do not apply to any
participation in or cooperation with an international
boycott prior to November 4, 1976.

V Prepared by the staff of the Joint Committee on
Taxation.
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The tax benefits lost due to the international boycott
provisions were expected to be small for calendar year 1976,
primarily as a result of the effective dates of these provi-
sions. As noted in footnote 2, the boycott provisions do
not apply to participation in or cooperation with an inter-
national boycott before November 4, 1976. In addition, the
boycott provisions do not apply to operations that were
carried out in accordance with the terms of a binding
contract entered into before September 2, 1976, until after
December 31, 1977.

The total increase in tax liability attributable to the
international boycott provisions for 1976 was estimated at
$272,000. Chapter 3 provides more detail on the tax
benefits lost as well as information on the number and type
of boycott requests received and agreements entered into.
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CHAPTER 2

PROVISIONS AND IMPLEMENTATION

Provisions

The international boycott provisions of the Tax Reform
Act of 1976 deny to all persons who boycott the benefits of
the foreign tax credit, deferral of taxation on the earnings
of foreign subsidiaries, and DISC to the extent these tax
benefits are attributable to operations of that person (or
its affiliates) in connection with which there was an agree-
ment to participate in or cooperate with an international
boycott.

The benefits of DISC and deferral are denied to the tax-
payer by requiring a deemed distribution of earnings to the
shareholders of the DISC or controlled foreign corporation.
If the taxpayer computes the loss of tax benefits using the
international boycott factor method (described below) , the
benefits of the foreign tax credit are denied by reducing
the otherwise allowable foreign tax credit to which the tax-
payer would be entitled under Sections 901, 902 and 950 of
the Internal Revenue Code, after applying the limitations,
if applicable, of Sections 904 and 907. If the taxpayer
computes the loss of tax benefits by determining the income
and taxes specifically attributable to boycott operations,
the amount of taxes paid or accrued that would otherwise
qualify for the credit is reduced before the application of
the limitations of Sections 904 and 907. Amounts which are
denied the foreign tax credit under this provision may not
be carried back or forward as foreign tax credits, but may
be deducted in computing taxable income.

The loss of deferral benefits is accomplished by
treating as Subpart F income the earnings attributable to
operations in which there is boycott participation. Thus,
deferral benefits are lost only with respect to earnings of
controlled foreign corporations (any foreign corporation of
which more than 50 percent of the voting power is owned by
United States shareholders) . Each United States shareholder
of the controlled foreign corporation (that is, each United
States person owning, or treated under the applicable attri-
bution rules as owning, at least 10 percent of the voting
power of a corporation) includes in income, under the sub-
part F provisions, its pro rata portion of the earnings of
the controlled foreign corporation attributable to opera-
tions in which there is boycott participation, whether or
not the shareholder and the controlled foreign corporation
are members of the same controlled group of corporations.
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The denial of DISC benefits is accomplished by treating
as a deemed distribution by a DISC to its shareholders the
earnings of the DISC attributable to operations in which
there is boycott participation. The deemed distribution is

similar to other deemed distributions from a DISC to its
shareholders. Thus, the amount deemed distributed is, for
purposes of computing DISC earnings and profits, treated as

being part of the previously taxed income account.

A person participates in or cooperates with an inter-
national boycott if the person agrees, as a condition of
doing business directly or indirectly within a country or
with the government, a company, or a national of a country
(1) to refrain from doing business with or in a country
which is the object of an international boycott or with the
government, companies, or nationals of that country; (2) to
refrain from doing business with any United States person
engaged in trade within another country which is the object
of an international boycott or with the government, com-
panies, or nationals of that country; (3) to refrain from
doing business with any company whose ownership or manage-
ment is made up, all or in part, of individuals of a

particular nationality, race, or religion, or to remove (or
refrain from selecting) corporate directors who are indi-
viduals of a particular nationality, race, or religion; or

(4) to refrain from employing individuals of a particular
nationality, race, or religion. A person also participates
in or cooperates with an international boycott if the person
agrees, as a condition of the sale of a product to the
government, a company, or a national of a country to refrain
from shipping or insuring products on a carrier owned,
leased, or operated by a person who does not participate in

or cooperate with an international boycott. A person is not
considered to have participated in or cooperated with an

international boycott unless he agrees to such participation
or cooperation. The agreement need not be in writing; there
may be an implied agreement. The agreement may be with
respect to any type of business (including manufacturing,
banking and service businesses).

A person is permitted to agree to comply with certain
laws without being treated as agreeing to participate in or
cooperate with an international boycott. A person may agree
to meet requirements imposed by a foreign country with
respect to an international boycott if a U.S. law, executive
order, or regulation sanctions that participation or cooper-
ation. Secondly, a person may agree to comply with a pro-
hibition on the importation of goods produced in whole or in

part in any boycotted country and to comply with a prohibi-
tion imposed by a country on the exportation of products
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obtained in that country to any boycotted country. A person
however, may not agree to refrain from importing from or
exporting to or from a particular country products which
are, or which contain components which are, made by a
company on a boycott list.

If a person, or a member of a controlled group (within
the meaning of Section 993(a)(3)) which includes that per-
son, participates in or cooperates with an international
boycott in a country, that person or group is presumed to
have participated in or cooperated with that boycott with
respect to all operations in all countries which require
participation in or cooperation with that international
boycott by that person (or by other persons, whether or not
related to that person). However, a person may establish
that he has, or related persons have, conducted clearly
separate and identifiable operations in that country or a-
nother country with respect to which there is no participa-
tion in or cooperation with that boycott. Where the person
involved is a foreign corporation, its United States share-
holders (within the meaning of Section 951(b)) may establish
that the foreign corporation conducts clearly separate and
identifiable operations with respect to which there is no
participation in or cooperation with the boycott.

Where there are not continuous business activities
within a country, separate and identifiable operations can
include separate export or import transactions. Where there
are continuous business activities within a country, each
separate business activity (taking into account basic
differences in the types of any products sold or services
offered, clear separation of the management of the activ-
ities, and so forth) may represent a separate and identi-
fiable operation. If a person is able to establish clearly
separate and identifiable operations, he may then establish
that with respect to certain operations there is no parti-
cipation in or cooperation with that international boycott.
The burden of proof is upon the taxpayer to establish that
an operation is clearly separate and identifiable and that
there is no participation in or cooperation with an
international boycott in connection with that operation.

The presumption of boycott participation or cooperation
also extends beyond members of a controlled group of corpor-
ations in certain situations. If a person (e.g., an indivi-
dual or a corporation) controls a corporation and the cor-
poration participates in or cooperates with an international
boycott, then the controlling person is presumed to have
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participated in or cooperated with that boycott. Addition-
ally, if the controlling person participates in or cooper-
ates with an international boycott, the controlled corpora-
tion is presumed to have participated in or cooperated with
that international boycott. Control for this purpose has
the same meaning as it does in Section 304(c); that is, a

person is considered to control a corporation if, after
application of the appropriate attribution of stock owner-
ship rules, the person owns at least 50 percent of stock of

the corporation. Thus, the presumption applies in the case
of noncorporate shareholders owning at least 50 percent of a

corporation's stock, and in the case of corporate share-
holders owning only 50 percent of a corporation's stock,
even though in both cases the shareholders are not members
of the same controlled group as the corporations in which
they own the stock interest. As discussed above, however,
the presumption of boycott participation or cooperation may
be rebutted by establishing clearly separate and identifi-
able operations with respect to which there is no boycott
participation.

The loss of tax benefits may be computed by the "inter-
national boycott factor" method or by the "specifically
attributable income and taxes" method. A taxpayer using the
first method multiplies the tax benefits to which he would
otherwise be entitled by an "international boycott factor"
and forfeits the tax benefits represented by that product.
The international boycott factor is a fraction. Generally,
the numerator of the fraction reflects all purchases, sales,
and payroll of the person applying the fraction in countries
associated in carrying out the international boycott, exclu-
sive of those operations for which the presumption of parti-
cipation or cooperation has been rebutted. The denominator
reflects the person's purchases, sales, and payroll in all
countries other than the United States. If the person
applying the international boycott factor is a member of a

controlled group of corporations, the numerator and denom-
inator reflect the total purchases, sales and payroll of the
controlled group.

A person who chooses to determine its loss of tax bene-
fits by applying the specifically attributable income and
taxes method is required to demonstrate the foreign taxes
paid and income earned attributable to specific operations
by analyzing the profit and loss data of each separate and
identifiable operation. The election to use the interna-
tional boycott factor or the specifically attributable in-

come and taxes method is an annual election.

\
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The international boycott provisions are generally
effective for operations after November 3, 1976. In addi-
tion, operations carried out in accordance with the terms of
a binding contract entered into before September 2, 1976, do
not constitute participation in or cooperation with an
international boycott until after December 31, 1977. There-
fore, the purchases, sales, and payroll attributable to such
operations before January 1, 1978 are not reflected in the
numerator of the international boycott factor.

Computa.t ions for both the specifically attributable in-
come and taxes method and the boycott factor method reflect
the full taxable year. A separate adjustment is made to
reflect the effective date of the boycott provisions for
taxable years which include November 3, 1976.

Implementation

The Treasury Department has issued several sets of
guidelines consisting of questions and answers relating to
the international boycott provisions. The current guide-
lines, released January 20, 1978, generally supersede the
earlier sets of guidelines issued November 4, 1976, December
30, 1976, and August 12, 1977. The current guidelines are
generally retroactive to November 3, 1976. However, several
exceptions to this effective date allow affected persons to
rely on previous guidelines in certain situations.

Proposed regulations setting forth the computation of
the international boycott factor were published in the
Federal Register on March 1, 1977.

The international boycott provisions require the
Secretary of the Treasury to publish a list, which is to be
updated quarterly, of those countries which may require
participation in or cooperation with an international
boycott. The first list was published on November 3, 1976
and has been republished at the end of each calendar quarter
since then. Each list published to date has listed the 14

countries shown in Figure 1.



FIGURE 1

Countries which require or may require participation in or
cooperation with an international boycott.

1. Bahrain

2. Egypt

3. Iraq

4. Jordan

5. Kuwait

6. Lebanon

7

.

L i b ya

8. Oman

9. Qatar

10. Saudi Arabia

11. Syria

12. United Arab Emirates

13. Yemen Arab Republic

14. Yemen, Peoples Democratic Republic of

I
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The Internal Revenue Service has established a special
international boycott examination program. This program is
described in Manual Supplement 42G-383, dated August 2, 1978
(see Appendix A). Only nine audits involving international
boycott issues had been completed as of November 1, 1978.
None of these audits resulted in a change in tax liability.

The IRS has also established a procedure so that tax-
payers conducting business with a foreign country will be
able to obtain a determination as to whether their
operations constitute an international boycott agreement.
This procedure is the subject of Revenue Procedure 77-9,
77-1 C.B. 542 issued by the Internal Revenue Service on
February 3,, 1977.
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CHAPTER 3

STATISTICAL INFORMATION

The data in this chapter are derived from 1,462 Forms
5713, "International Boycott Report," filed for accounting
periods ending November 4, 1976, through December 31, 1976.
The number of persons who had otherwise reportable acti-
vities during this period and who are excluded from these
tabulations because of the accounting period cut-off date
should be small since virtually all individuals file
calendar year returns and about 96 percent of corporations
claiming a foreign tax credit have accounting periods ending
in November or December. In addition to the 1,462 boycott
reports included in these tabulations, 32 reports were
received for tax years ending before November 4, 1977, and
384 reports were filed by persons who apparently did not
have any reportable activity. These 416 reports were not
included in these tabulations.

A person had reportable activity if it:

1. had operations; or

2. was a member of a controlled group, a member of
which had operations; or

3. was a United States shareholder of a foreign
corporation that had operations; or

4. was a partner in a partnership that had operations;
or

5. was treated under Section 671 as the owner of a

trust that had operations

in or related to a boycotting country (or with the govern-
ment, a company, or a national of a boycotting country).
Non-United States persons did not have reportable activities
unless they claimed a foreign tax credit under Section 901
or owned stock in a DISC.

The mere existence of reportable activity does not in

any way imply that a person has participated in or cooper-
ated with an international boycott. Only 128 of the 1,471
persons with reportable activity reported participation in

or cooperation with an international boycott. A principal
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reason for the relatively low impact of the boycott rules
during 1976 was that the rules were effective only for
operations after November 3, 1976. Another factor was the
"grandfathering" of existing agreements.

Thirty-five persons 4/, all corporations, reported a
reduction in tax benefits due to the international boycott
provisions. The international boycott factor method of
computing loss of tax benefits was used by 15 of these 35
corporations. These 15 corporations reported a reduction in
foreign tax credits of about $35,000 to $117,478,000. This
represents less than 0.03 percent of the foreign tax credit
claimed by these corporations. Includable income of con-
trolled foreign corporations under Subpart F was increased
by $55,000 to $54,548,000 (a 0.1 percent increase). Deemed
distributions from DISCs were increased about $4,000 to
$6,855,000 (a 0.06 percent increase). The remaining 21
corporations, using the specifically attributable income and
taxes method (Section 999(c)(2)), reported a reduction in
creditable foreign taxes of $74,000; an increase in Subpart
F income of $345,000; and deemed distributions from a DISC
of $46,000. Since persons using the specifically attribut-
able income and taxes method report only the amount of
benefits lost, the total benefits claimed by these persons
are not available.

The estimated revenue effect of the international boy-
cott provisions for calendar year 1976 is $272,000 (see
Table 1). The revenue effect was estimated as 52 percent of
the change in the foreign tax credit (creditable taxes for
persons using the specifically attributable income and taxes
method) plus 48 percent of the deemed distributions of DISCs
and controlled foreign corporations. The percentage used
for the foreign tax credit estimate assumes that both tax-
able income and the foreign tax credit were reduced by the
full amount of the change. The deemed distributions of
DISCS and controlled foreign corporations were assumed to

increase taxable income by the full amount of the distribu-
tion. Since these assumptions do not apply in certain cases
(e.g., taxpayers with excess foreign taxes or negative tax-
able income) the estimates in Table 1 probably overstate the
actual revenue effect of the international boycott provisions

4/ Controlled groups were consolidated and counted as one
person

.
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TABLE 1

Estimated Revenue Effect of the International
Boycott Provisions - 1976

(Money Amounts in Thousands of Dollars)

Denial of Foreign Tax Credit $ 57

(52% of $109)

Denial of DISC Benefits
(48% of $50) 25

Denial of Deferral
(48% of $400) 200

TOTAL $272

Office of the Secretary of the Treasury March 22, 1979

Office of Tax Analysis
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Table 2 presents the income, assets and selected foreign
characteristics of persons filing boycott reports by type of
person and size of assets of corporations. The income in
column 2 for corporations (including DISCs) is taxable in-
come (or loss) before net operating loss and special deduc-
tions. The amount for individuals is adjusted gross income;
for partnerships, ordinary income; and for estates and
trusts, total income. End of year total assets are shown in
column 3 for corporations and partnerships. Columns 4, 5,
and 6 indicate the number of "yes" answers to questions 6(d),
6(b), and 6(c), respectively, of the Form 5713. Thus, 664
persons reported that they claimed a foreign tax credit, 476
persons reported that they were United States shareholders
(Section 951(b)) of a controlled foreign corporations
(Section 957(a)) which had reportable operations (under
Section 999(a)), and 553 persons reported owning stock in a

DISC. Corporations (except DISC'S) account for more than
90% of every item shown in this table (99% of the income)
and the 225 corporations with assets of $1 billion or more
(about 15% of the total number of persons) had about 88% of
the income and 92% of the assets reported on Form 5713.
Most of the large corporations claimed a foreign tax credit
(88%); many were also shareholders in a controlled foreign
corporation (64%), or owned stock in a DISC (57%).

Table 3 summarizes requests to participate in or cooper-
ate with an international boycott by type of request and by
country of operation. The five types of requests are those
listed in Section 999(b)(3). The countries are from the
Treasury list of countries boycotting Israel. The data in

this table (and Tables 4 and 5) are based on responses to
question 12 of the Form 5713. The number of persons in

column 2 is less than the number of Forms 5713 in column 1

of Table 1 because controlled groups of corporations (which
may have filed multiple boycott reports) were counted as one
person. Columns 1 and 2 are not additive because a given
person (or controlled group) may have had operations in more
than one country or receive requests from more than one
country. Almost two-thirds of all requests involved opera-
tions in or related to Saudi Arabia compared to less than 6%
for Kuwait, the country with the second largest number of
requests. About 63% of all requests were type 5 requests.
Persons receiving this type of request were asked:

As a condition of the sale of a product to the
government, a company or a national of a country,
to refrain from shipping or insuring products on a

carrier owned, leased or operated by a person who
does not participate in or cooperate with an
international boycott.
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Table 5 summarizes the operations of corporations filing
boycott reports by country of operation and industry of the
person filing the report. The industry shown is not neces-
sarily the industry of the operation in that country. For
example, the corporation filing the return might be engaged
in petroleum refining while the operation reported for a

particular country might be engaged in mining or transpor-
tation. Also, persons reporting multiple operations in a

country are counted only once per country. The average cor-
poration has operations in at least 6 of the 14 countries.

Table 6 measures the extent of and accomodation to the
various countries' boycott efforts. Column 1 shows the
number of corporations with operations in each country.
Column 2 shows the number of corporations receiving requests
and column 3 shows the percentage of corporations with oper-
ations in a country receiving requests from that country.
Column 4 shows the number of corporations agreeing to parti-
cipate in or cooperate with an international boycott, and
column 5 shows the percentage of corporations receiving
requests who agreed to participate. Columns 6 and 7 show
the number of requests and agreements and column 8 shows the
percentage of requests which resulted in agreements.
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APPENDIX A

Manual Supplement
Department of the Treasury

Internal Revenue Service

August 2, 1978

42G-383
9G-B6

International Boycott Examinations

Section 1. Purpose

This Supplement provides mstnjctions and
procedures to Implement the examination of

international boycott issues.

Section 2. Bacttground

.01 Instructions in this Supplement ir>corpo-

rate and expand upon those p>reviousfy issued

in tfie telegram dated March 22, 1978, to all

Assistant RegKjnal Commisstoners (Audit), ail

Distnct Directors and Director of International

Operations, with Information Copy to all Re-

gional CommissKjners and ail Service Center

Directors, from Director, Audit Division, the sub-

ject matter of which was "Processing of Form
5713 Intematxjnal Boycott Reports."

.02 IRC 999 (Sections 1061 through 1067 of

the Tax Reform Act of 1976) denies to any

person who agrees to participate in or cooper-

ate with any international boycott based on
race, nationaiity, or religion, the tienefits of the

foreign tax credit, deferral of earnings of foreign

sut)sidiahes, and DISC t>enefTts to ttie extent

tfiese tax t>enefTts are attnbutal>le to operations

of that p>erson (or its affiliates) in connection

with wfuch there was boycott participation or

cooperation.

.03 IRC 999 requires reporbr>g t)y any person

or a memtjer of a controlled group under IRC

993(a)(3) wt)o has operatK>ns in or related to a

country on the list of countries identified by

Treasury, which requires or may require partici-

pation in or cooperation with an intemationaJ

boycott. The report is aJso required wtiere a

person Icnows or has reason to lvx>w that a

oountry with which ttieir company is dealing,

although not on Treasury's list requires partici-

pation in or cooperation with an international

boycott as a condition of doing business with

such country. The list of boycott counthes will

be updated tiy Treasury on a quartedy tiasis.

See Attachment for current list of boycott

countries.

.04 Form 5713 (International Boycott Re-

port) must tie filed in duplicate. One copy of

Form 5713 will t>e sent to the Philadelphia Serv-

ice Center and the other copy will be attached

to the taxpayer's income tax return.

.05 IRC 999(d) provides that the Secretary

shall make OeterminaDons with respect to par-

ticular operations, as to whetfier or not they

constitute participation in or cooperation with

an intemational boycott The Corporation Tax

Branch (T:C:C;3;2) under the jurisdiction of the

Assistant Commissioner (Technical) has been

assigned the responsitnlity for prepanng the

response to taxpayers requesting determina-

tions under IRC 999(d). The determinations are

to t>e based on the Treasury issued guidelines

reiabng to the anti-boycott provisions of the Act

Rev. Ptoc. 77-9, 1977-1 C.B. 542, provides

procedures to be followed in filing for a

determination.

.06 Note that all boycotts to which the Code
provisions apply are of a secondary or tertiary

rather than a pnmary nature. In other words, tr>e

taxpayer is agreeing that as a condition of doing

business with someone eise, the taxpayer will

boycott a third party. Pnmary boycotts, those in

which the taxpayer decides unilaterally to boy-

cott are not covered by tt>e Code provisions.

.07 All returns containing a Form 5713 (Inter-

nationaJ Boycott Report) will be included in the

Intemational Enforcement Program. The pnnci-

paJ procedures and guidelines specrficaify di-

rected to the examination of international boy-

cotts are provided for in the other Manual

sources listed tielow.

1 Classification and selection of returns

—

IRM 4171.

2 Intemational Enforcement Program

—

IRM 42(10)0.

3 Audit cyde—IRM 421l.l2:(1)(e).

4 Management of large and related

cases—IRM 42(11)0 and IRM 4224.

5 Preparation of international examiner's

report—IRM 4287.

6 Review of reports having international

adjustments—IRM 4418.

Distnbution;

IRM 4200. and IRM Part IX

IR Manual
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IR Manual Supplement August 2, 1978 page 2

7 Reporting requirements—Chapter 600
of IRM 4810, Audit Reports Handbook,

.08 Philadelphia Senv'ice Center will produce

an annual listing of Forms 5713 (International

Boycott Report) received and filed. This listing

will show the name and tax identification num-
bers of all persons who have filed Forms 5713

and will be disseminated to all effected service

centers.

.09 IRC 999(f) contains criminal sanctions

for the willful failure to file a Form 5713. The
p>enalty for conviction under this Section is a

fine of up to 525,000 and/or one year in prison

for each count. In addition, in the instance of a

willful understatement of tax liability or false

statements relating thereto, the taxpayer may
be subiect to prosecution under other criminal

statutes, including IRC 7201 and 7206.

Section 3. Survey of Returns

.01 All returns which contain a Form 5713

must be assigned and referred to the District

Program Manager (International) on Form 2962

(Foreign and Domestic Entity International

Transaction Report and Referral) (See IRM
42(10)4). These returns can only be surveyed

after referral with the concurrence of Vne District

Program Manager (International).

.02 The Distnct Program Manager will fur-

nish the Key Distnct Program Manager a listing

of cases approved for survey.

.03 S' -^'eys will be maintained for cases not

having intei national potential as well as cases

having potential but which are surveyed for

workload reasons.

Section 4. Referral Criteria and
Procedures

.01 All returns which include a Form 5713

must be assigned to a distnct agent and manda-

torily referred to the International Enforcement

Program.

.02 If during the course of an examination of

a return which does not contain a Form 5713, a

district agent oetermines that a Form 5713

should have been filed, the district agent will

refer the case to the Distnct Program Manager
(International) by use of Form 2962 (see IRM

42(10)4). Refer to Section 5.09 for information

to be submitted.

.03 After submitting the referral documents

to the Distnct Program Manager (International),

the distnct agent will continue his/her examina-

tion with respect to issues other than the filing of

Form 5713 but will not close the case until the

Key District Program Manager (International)

determines whether an international examiner

will participate in the examination.

.04 If the Key Distnct Program Manager (In-

ternational) decides an international examiner

will not participate in the examination, the dis-

trict agent will continue the examination giving

full consideration to the international tx>ycott

factors involved, if information Is subsequently

developed that indicates that an international

boycott issue should be proposed, the distnct

agent will again refer the case to the Interna-

tional Enforcement Program.

Section 5. Examination and Conference
Procedures

.01 The International examiner in coopera-

tion with the distnct agent will develop the audit

plan p>ertaining to the international boycott as-

pects of the examination and will evaluate, ana-

lyze, and interpret the information obtained with

a view toward expeditious completion of that

phase of the examination. The distnct agent is

responsible for gathenng the tacts in the case,

and tf>e audit of all non-mternational issues.

Whan considered advisable, trie international

examir>er may accompany and assist him/her

in obtaining information pertaining to interna-

tional boycotts.

.02 If a return is to tie examined which con-

tains a Form 5713 and a Isoycott determination

from Technical has t>een obtained by tfie tax-

payer, the international examiner with the coop-

eration of the distnct agent will:

1 Verify that the facts on the Form 571 3 are

correct.

2 Verify that the representations upon
which the determination was based reflect an

accurate statement of the matenai facts and

that the operation actually was earned out sut>-

stantially as proposeo.

a If the actual fact situation is matenally

the same as that presented by the taxpayer in

obtaining ^e determination, the international

examiner will complete an International Exam-
iner's Report (Form 3963) based on these find-

ings. (See IRM 4287.)

b If the representations upon which the

determination was based do not reflect an ac-

curate statement of the material facts and/or

the operation actually earned on was not sub-

stantially as proposed, the international exam-

42G-383. 9G-86
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iner will cooperate wrtfi the district agent in

forwarding tfiese findings to t)Te Natjonal Office

as provided for in Sectron 9.03 of Rev. Proc.

77-9, 1977-1 C.B. 542. Such reference to the

National Office will be treated as a request for

technical advice and the procedures of Rev.

Proc. 73-8 will be fodowed.

.03 In cases where a boycott determination

was not requested by the taxpayer, the intema-

tx>nal examiner will review and verrty aJI rele-

vant documents sutsmrtted by tfie taxpayer.

1 If It Is found that the fact situation in the

case coincides with a published Treasury

Guideline on what constitutes part)C)pat>oo in or

cooperation with an intematK>nal boycott, com-

plete an Intemabonal Examiner's Report (Form

3963) based on these findings. (See IRM 4287.)

2 If it is found that the fact situation in the

case does not completely coincide with the

published Treasury guidelines on wtiat consti-

tutes participation in or cooperation with an

international boycott the international examiner

will:

a If the taxpayer is vxilling to cooperate in

requesting a determination, coordinate wrth the

disthct agent in assisting the taxpayer in filing

for a determination under the procedures in

Section 4 of Rev. Proc. 77-9 1977-1 C.B. 542.

After obtaining a determination from Technical

regarding the boycott issue, the international

examiner will prepare an International Examin-

er's Report. Form 3963, based on the determi-

nation, making any appropriate adjustments

VNThich result (See IRM 4287.)

b If ttTe taxpayer is not willing to cooper-

ate In requesting a determination, coordinate

vwtth the dlstnct agent in submitting a request for

technical advice under the procedures in Rev.

Proc. 73-8. After obtaining technicaJ advice re-

garding the boycott issue, the international ex-

aminer will prepare an International Examiner's

Report, Form 3963, based on the technical ad-

vice, making any appropriate adjustments

which result (See IRM 4287.)

.04 Discussions with a taxpayer or taxpay-

er's representative relative to the examination

or potential adjustment in ttie t>oycott area will

be the )Oint responsibility of the dlstnct agent

and intemational examiner. However, the inter-

national examiner is responsible for the final

development of the intematonal boycott as-

piects of the case. Differences of opinion be-

tween the distnct agent and the international

examiner will be resolved per IRM
42(10)1 4:(1)(d).

.05 The international examiner will prepare a

report of findings which after approval by the

international reviewer will be sent to V\e distnct

agent for inclusion in his/her report (See IRM

4416.)

.06 A special study is being done on certain

examined International Boycott Report Forms.

The study only applies to International Report

Forms which are accepted for partiapation by

an international examiner An extra copy of

Form 3963 (International Examiner's Reixirt),

including any continuation sheets and addition-

al required forms, will be prepared on all Inter-

national Boycott Report Forms accepted for

participation by an intemational examiner, as

provided in IRM 42(10)(17).2.

.07 If dunng an examination, the Internation-

al examiner finds that turtfier participation is

unwarranted, he/she will prepare a report of

withdrawal containing recommendations and

reasons therefor. This report will be processed

ttie same as a repon of findings prepared by trie

international examiner.

.08 The onginatng district is responsible for

holding the distnct conference in an unagreed

case whether or not an intemationai examiner

partapated in the examination. If a conferee

expenenced in international issues is not avail-

able in the onginating distnct, the Regional Pro-

gram Manager will t>e requested to detail an

expenenced conferee from another distnct

.09 If, in the course of an audit by a distnct

agent m a case where no Form 5713 has tieen

filed by the taxpayer, rt is ascertained that a

Form 5713 should have tseen filed by the tax-

payer, the distnct agent will:

1 Refer the case to the Intemationai En-

forcement Program. Documentation such as

copies of contracts, memorandums, invoices

and other pertinent data used by the distnct

agent in ascertaining that a Form 5713 should

have t>een filed will be included with the referral.

2 Assist the Intemationai examiner in gath-

enng sufficient information to determine wheth-

er a Form 5713 should have been filed.

.10 In cases where the international examin-

er confirms that a Form 5713 should have been

filed, or there is an indication tfiat a filed Form

571 3 contains false or fraudulent statements, or

the intemationai examiner discovers any other

firm indication of fraud, the distnct agent will

suspend his/her actrvities at the earliest practi-

42G-3S3, 9G-86
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cable opportunity without disclosing to ttie tax-

payer, the taxpayer's representative, or the tax-

payer's employees the reasons for such sus-

pension. The district agent, with the assistance

of the international examiner, will refer the mat-

ter to the Cnminal Investigation Division in ac-

cordance with IRM 4565.

tor submission to the National Office as provid-

ed for in IRM 42(10)(17).2.

Section 7. Effect on Other Documents
This amends and supplements IRM 42(10)2

and 42(10)3, and supplements IRM 42(10)6 and
9212.

Section 6. Report to National Office

Regional Program Managers will compile a

guarterty report Form 5868 (Summary of Inter-

national Boycott Examinations) (Report Sym-
bol Treas. 123) on the results of boycott issues

/s/ John L Wedick. Jr.

Director. Examination Division

42Gr-383, 3G-a6
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5713Form

(May 1977)

Department of the Treasury

Internal Revenue Service

International Boycott Report
For taxable year beginning , 19

and ending , 19

^ Controlled groups, $ee specific instructions.

To be Filed

in Duplicate

(See Instruction B)

Name



Form 5713 (5-77)

6 The following information must be submitted by every person filing Form 5713 (see specific instructions):

(a) Are you a United States shareholder (as defined in section 951(b)) of any foreign corporation that had reportable

operations under section 999(a)? . . . .

(b) If the answer to (a) is "Yes," is any foreign corporation a controlled foreign corporation (as defined in section

P»ge2

957(a))?

(c) Do you own any stock of a DISC?

(d) Do you claim any foreign tax credit?

(e) Do you control (within the meaning of section 304(c)) any corporation (other than a corporation included in this

report) that has reportable operations under section 999(a)?

If "Yes," did the corporation controlled by you participate in or cooperate with an international boycott at any

time during its taxable year that ends with or within your taxable year?

(f) Are you controlled (within the meaning of section 304(c)) by any person (other than a person included in this

report) that has reportable operations under section 999(a)?

If "Yes," did the person controlling you participate in or cooperate with an international boycott at any time

during its taxable year that ends with or within your taxable year?

(g) Are you treated under section 671 as the owner of a trust that has reportable operations under section 999(a)? . .

(h) Are you a partner in a partnership that has reportable operations under section 999(3)?

Operations in or Related to a Boycotting Country (See Instructions)

7 Boycott of Israel.—Did you have any operations in or related to any country (or with the government, a company or a

national of such country) associated in carrying out the boycott of Israel which is on the list maintained by the Secre-

tary of the Treasury under section 999(a)(3) (see Instruction C)?

If "Yes," enter name of the country(ies), taxpayer identifying number of person(s) having operations, principal busi-

ness activity code, and a description of the principal business activity. If necessary, attach additional sheets using the



Form 5713 (5-77) Pag* 3
No8 Non-listed countries boycotting Israel.—Did you have operations in any non-listed country which you know or have ^es

reason to know requires participation in or cooperation with an international boycott directed against Israel? ....
If "Yes," enter the country(ies), taxpayer identifying number of person(s) having operations, the principal business

activity code, and a description of the principal business activity. If necessary, attach additional sheets using

the exact format and check box '

CD
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I2SIIH Requests for and Acts of Participation in or Cooperation with an International Boycott

12 (a) Did you receive requests to enter into, or, in fact, enter into any agreement:



Internal Revenue Service

Instructions for Form 5713
(May 1977)
International Boycott Report
(References are to the Internal Revenue Code.)

Reporting Operations, Boycott Requests and

Boycott Compliance.—Generally, persons having

operations in or related to countries which re-

quire participation in or cooperation with an

international boycott after November 3, 1976,

may be required to report these operations on

Form 5713. (See instruction F.)

In addition, requests to participate In or coop-

erate with, and actual participation in or cooper-

ation with, international boycotts may have to be

reported on Form 5713.

Tax Benefits Wliich May Be Lost Ttirougli Par-

ticipation In or Cooperation With an Interna-

tional Boycott.— If there is an agreement to par-

ticipate in or cooperate with an international

boycott, taxpayers may lose a portion of the tax

benefits of the foreign tax credit (section 908

(a)), deferral of taxation of earnings of con-

trolled foreign corporations (section 952(a)),

or deferral of taxation of DISC income (section

995(b)(1)).

If there has been a loss of tax benefits under

the above mentioned sections, each taxpayer

must make appropriate entries on Schedules A

(Form 5713), B (Form 5713), and C (Form 5713)

and on Form 1116 (individuals). Form 1118

(corporations). Form 3646, or Form 1120-DISC
for the applicable tax year affected

General Instructions

A. Who Must File Form 5713.—You
must file Form 5713 if you:

1. have operations; or

2. are a member of a controlled group,
a member of which has operations;
or

3. are a United States shareholder
(within the meaning of section 951
(b)) of a foreign corporation that has
operations; or

4. are a partner in a partnership that
has operations; or

5. are treated under section 671 as the
owner of a trust that has operations

in or related to a boycotting country (or
with the government, a company, or a na-
tional of a boycotting country). However,
if you are not a United States person (as
defined below), you need not file Form
5713 unless you either claim the benefits
of the foreign tax credit under section 901
or own stock of a DISC.

U.S. Person.—A U.S. person includes: a
citizen or resident of the United States; a
domestic partnership; a domestic corpora-
tion; and any estate or trust (other than a
foreign estate or foreign trust). (See sec-
tion 7701(a)(30).)

See instructions C and D for definitions
of "boycotting country" and "operations."

See instruction H regarding penalties for
failure to file Form 5713.

B. When and Where to File Form 5713.—
File Form 5713 in duplicate when your
tax return is due, including extensions.
Send one copy to the Internal Revenue
Service Center, 11601 Roosevelt Boule-
vard, Philadelphia, Pennsylvania 19155,
and attach the other copy to your income
tax return.

C. Boycotting Country.—A boycotting
country is any country which is on the list

maintained by the Secretary of the Treas
ury under section 999(a)(3). The list cur
rently includes Bahrain, Egypt, Iraq, Jor
dan, Kuwait, Lebanon, Libya, Oman, Qatar,
Saudi Arabia, Syria, United Arab Emirates
Yemen Arab Republic and Peoples Demo
cratic Republic of Yemen.

Also, any other country in which you
(or a member of the controlled group of
which you are a member) have operations
and which you know or have reason to
know requires any person to participate
in or cooperate with an international boy-
cott other than a boycott referred to in

section 999(b)(4)(A), (B), or (C) (see
Instruction E) is a boycotting country.

D. Definition of "Operations".—The
term "operations" encompasses all forms
of business or commercial activities wheth-
er or not productive of income, including,
but not limited, to selling; purchasing;
leasing: licensing; banking, financing, and
similar activities; extracting; processing;
manufacturing; producing; constructing;
transporting; activities ancillary to the fore-
going (e.g., contract negotiating, advertis-
mg, site selecting, etc.); and performing
services, whether or not ancillary to the
foregoing.

You are considered to have operations
"in a boycotting country" if you have an
operation that is carried on in whole or in

part in a boycotting country.

You are considered to have operations
"with the government, a company, or a na-
tional of a boycotting country" if you have
an operation that is carried on outside a
boycotting country either for or with the
government, a company, or a national of c
boycotting country.

You are considered to have operations
"related to a boycotting country" if you
have an operation that is carried on out-
side a boycotting country for the govern-
ment, a company, or a national of any
country if you know or have reason to know
that specific goods or services produced by
the operation are intended for use in a boy-
cotting country or for the government, a
company, or a national of a boycotting
country.

E. Special Filing Situations and Waivers
Regarding Filing Form 5713.—

I. Consolidated Return.— If you are a
member of a controlled group of corpora-

tions (within the meaning of section 993
(a)(3)) and the common parent of that
controlled group files a consolidated in-
come tax return on behalf of all members
of the controlled group and a Form 5713
with respect to the reportable operations
of all members of that group, this is suffi-
cient to discharge your reporting obliga-
tion. If the consolidated return is not filed
on your behalf, you must separately file
Form 5713.

2. Partners.—Generally, if you are a
partner in a partnership that has opera-
tions in a boycotting country, you are re-
quired to file Form 5713. However, if the
partnership files Form 5713 with its Form
1065 and has no operations that constitute
participation in or cooperation with an in-
ternational boycott, then you need not file
Form 5713 if you have no operations in or
related to a boycotting country, or with the
government, a company, or a national of a
boycotting country other than the opera-
tions that are reported on the Form 5713
filed by the partnership.

3. U.S. Sanctioned Boycotts.—Section
999(b)(4)(A) permits you to meet the re-
quirements imposed by a foreign country
with respect to an international boycott if

United States law or regulations, or an
Executive Order, sanctions participation in
or cooperation with that international boy-
cott. If your operations fall within this ex-
ception, the reporting requirements with
respect to operations under such interna-
tional boycott agreements are waived.

4. Prohibition on Importation and Ex-
portation.—Section 999(b)(4) permits you
to agree to comply with certain laws with-
out having been treated as having agreed
to participate in or cooperate with an in-

ternational boycott. While you may agree
to comply with prohibitions on exportation
or importation described in section 999
(b)(4)(B) and section 999(b)(4)(C) with-
out incurring tax sanctions, you are re-
quired to report the operations under such
agreements on Form 5713.

5. Unsolicited Tender Invitations.—You
need not report unsolicited invitations to
tender, unless you make a response to the
tender.

6. United States Subsidiary or Sister
Corporation.— If you have a foreign parent
or foreign sister corporation that Is not re-
quired to file Form 5713, you need not re-

port its operations if you either have no
benefits of deferral, DISC or the foreign
tax credit, or, under certain circumstances,
are willing to forfeit those benefits.

F. Effective Dates for Reporting Pur-
poses.—

Geneially.—The reporting requirements
of the international boycott provisions
apply to agreements to participate in
or cooperate with an international boycott,
made after November 3, 1976, and to
agreements made on or before November
3, 1976, that continue in effect thereafter.

The reporting requirements apply to op-
erations after November 3, 1976, whether
or not there has been an agreement to par-
ticipate in or cooperate with an interna-
tional boycott. Operations on or before
November 3, 1976, are reportable if there
has been participation in or cooperation
with the boycott during the taxable year
after November 3, 1976.

G. International Boycott Factor and
Specifically Attributable Taxes and In-
come.—There are two alternative methods
for computing the loss of tax benefits. You
may either use the international boycott
factor, or you may determine the taxes and
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Income specifically attributable to boycott
operations.

If you compute the loss of tax benefits

by using the international boycott factor,

complete Schedules A (Form 5713) and C
(Form 5713). If you determine taxes and
income specifically attributable to boycott
operations, complete Schedules B (Form
5713) and C (Form 5713).

DISCS and partnerships need not com-
plete Schedule C. However, they must com-
plete Schedules A and B, unless all share-
holders, or all partners compute the loss

of their tax benefits using the boycott
factor exclusively, or the specifically iden-

tifiable taxes and income method exclu-

sively. In such case, the DISC and the part-

nership need complete only Schedule A or
Schedule B as appropriate.

H. Penalties—Willful Failure to Re-
port.—Any person (within the meaning of

section 7701(a)(1) or section 6671(b)) re-

quired to report under section 999 who
willfully fails to make such report shall, in

addition to other penalties provided by law,

be fined not more than $25,000, impris-
oned for not more than one year, or both.

Specific Instructions

Notes: 1. Numbered to correspond with
the line numbers on Form 5713.

2. All schedules attached to Form
5713 should correspond as
closely as possible to the for-

mat used for the same schedule
on the form itself.

General Information

Taxable Year of Controlled Group.-—The
taxable year for a controlled group (as de-

fined in section 993(a)(3)) is the same as
the taxable year of the common parent
(from line 4(b)(3)).

1. Individuals.—Enter the amount from
line 16c, Form 1040 (1976).

2(c). Partnerships and Corporations.—
Enter the principal business activity code
number and description for the person fil-

ing this form. Page 4 of the instructions

provides the code list of business activities

for corporations and partnerships. Using
this list, enter the code number for the
specific industry group from which the larg-

est percentage of "total receipts" was de-
rived. On Forms 1120, 1120S, and 1120-
F, total receipts means gross receipts
(Forms 1120 and 1120S, page 1, line 1:

and Form 1120-F, page 3, line 1) plus all

other income (Forms 1120 and 1120S,
page 1, lines 4 through 10; and Form
1120-F, page 3, lines 4 through 10). For
DISCS, "total receipts" means all income
(page 1. line 4). See page 8 of the Instruc-
tions for Form 1120-DISC for business ac-
tivities which apply to a DISC. For partner-
ships, "total receipts" on Form 1065
means gross receipts (page 1, line la) plus
all other income (page 1, lines 4 through
11).

2(d). DISC'S.—Enter the major product
code number and description from Sched-
ule N (Form 1120-DISC), page 1. This is

the code number for the major product or
service (as measured by export gross re-

ceipts) sold or provided by the DISC.

4(b). Common Parent Election.— In

the event no common parent exists within
a controlled group of corporations, the
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members of the controlled group are to
elect the tax year of one of the members
to serve as the common tax year for the
group. This election is made by designat-
ing the name, taxable year and employer
identification number of the elected par-

ent on line 4(b).

All members of a controlled group must
consent, in writing, to the common tax year
election. A copy of the consent must be
attached to, and filed with, Form 5713.
In the event no consensus is reached by the
members of the controlled group, the com-
mon tax year of the group will be the tax

year of the member of the controlled group
whose tax year ends in the latest month of

the calendar year. For example, if there
are three members of a controlled group
with tax years ending April 30, June 30,
and December 31, then, in the event no
consensus is reached as to the common
tax year, the member's year which ends
with December 31 will be the common tax
year. The taxable year election is a bind-

ing election and can be changed only with

the approval of the Secretary of the
Treasury.

Note: No other election need be filed.

4(c)(1). Corporations.—Enter the
amount of total assets from the applicable
1976 form:

(a) Form 1120: Schedule L, line 14.
col. (D);

(b) Form 1120-DISC: Schedule L. line

3, col. (B);

(c) Form 1120F: Schedule L. line 14.

col. (D);

(d) Form U20S: Schedule L, line 14,

col. (D);

(e) Form 1120L: Annual Statement,
page 14, line 26 (sum of columns
1 and 2);

(f) Form 1120M: Annual Statement,
page 11, line 22 (sum of columns
1 and 2).

4(c)(2). Corporations.—Enter the
amount of taxable income before net op-
erating loss and special deductions from
the applicable 1976 form:

(a) Form 1120: Page 1, line 28;

(b) Form 1120F: Page 3, line 28;

(c) Form 1120-DISC: Page 1, line 10
(Taxable income before net operat-
ing loss deduction and dividends-
received deduction);

(d) Form 1120S: Page 1, Line 28 (Tax-

able income);

(e) Form 1120L: Schedule E: Lines 26
plus 21(d) plus 22 (Gain or loss

from operations before dividends-
received deduction and operations
loss deduction);

(f) Form 1120M: Page 1, line 4 plus
Schedule B-1, line 25 (Taxable In

come before unused loss deduction
and dividends-received deduction).

Questions 6 Through 12

Filers Who Are Not Members of a Con-
trolled Group.—Your answers to questions
6-12 on Form 5713 must reflect your op-
erations, boycott requests and boycott par-
ticipation or cooperation for your taxable
year. In addition, if you are:

(a) a United States shareholder of a
foreign corporation; or

(b) a partner In a partnership; or

(c) treated under section 671 as the
owner of a trust,

then your answers to questions 6-12 must
also reflect the reportable operations, re-

quests and participation or cooperation of
the foreign corporation, partnership, or
trust.

When you report on behalf of a foreign
corporation as a United States share-
holder, report the foreign corporation's
operations, requests, and participation or
cooperation for the foreign corporation's
taxable year that ends with or within your
taxable year.

When you report on behalf of a partner-
ship as a partner, report the partnership's
operations, requests, and participation or
cooperation for the partnership's taxable
year that ends with or within your taxable
year.

When you report on behalf of a trust as
its owner under section 671, report the
trust's operations, requests, and partici-

pation or cooperation for your taxable
year.

Example.—Assume that you have reportable op-

erations for your 1977 calendar taxable year. As
sume also that you are a partner In a partnership

that has reportable operations for Its July 1. 1976-
June 30, 1977 taxable year. The Form 5713 filed by

you for your 1977 calendar year will reflect your

operations for the 1977 calendar year and the op-

erations of the partnership for the period July 1,

197&-June 30, 1977.

Filers Who Are Members of a Controlled
Group of Corporations.— If you are a

member of a controlled group of corpora-

tions, the answers to questions 6-12 on the

Form 5713 filed by you for your taxable
year must reflect:

(a) your operations, boycott requests
and boycott participation or coop-
eration (and those of any trust of

which you are treated as the owner
under section 671) for your tax-

able year that ends with or within

the taxable year of the common
parent that ends with or within your
taxable year (see instruction 4(b);

(b) the operations, boycott requests
and boycott participation or coop-
eration of each other member of

the controlled group (and those of

any trust of which a member of the
controlled group Is treated as the
owner under section 671) for each
member's taxable year that ends
with or within the taxable year of

the common parent that ends with

or within your taxable year;

(c) the operations, boycott requests
and boycott participation or coop-
eration of each foreign corporation
or partnership on whose behalf you
are reporting as a United States
shareholder or as a partner, for the
taxable year of the foreign corpo-
ration or the partnership that ends
with or within your taxable year
that ends with or within the taxable
year of the common parent that

ends with or within your taxable
year; and

(d) the operations, boycott requests
and boycott participation or coop-
eration of each foreign corporation
or partnership on whose behalf a
member (other than you) of the
controlled group is reporting as a

United States shareholder or as a

partner, for the taxable year of the
foreign corporation or the partner-

ship that ends with or within such
member's taxable year that ends
with or within the taxable year of the
common parent that ends with or

within your taxable year.

The net effect of these reporting require-

ments Is that the answers to questions 6-



12 are identical for each member of the
controlled group and need only be updated
on a group basis once a year. The informa-
tion is updated at the close of the taxable

year of the common parent, and is re-

ported by each member of the group for

its taxable year that ends with or after the
taxable year of the common parent. If the
taxable years of all members, foreign cor-

porations and partnerships coincide with

the taxable year of the common parent,

then all information is reported on a cur-

rent basis.

If all taxable years do not coincide, then
all or some of the information reported will

reflect a time period that is out of phase
with the reporter's taxable year.

Example.—Assume that Corporations A, B, C

and D are all members of a controlled group. Cor-

porations A, B and C report on the basis of a calen-

dar year. Corporation D reports on the basis of a

July 1-June 30 taxable year Corporation C owns

15 percent of Foreign Corporation X. Corporation X

reports on the basis of an April 1-March 31 year.

Corporation A is the common parent. Corporations

A, B, C, D and X have operations in boycotting coun-

tries. The Forms 5713 filed by Corporations A, B

and C for their 1978 taxable years will reflect the

operations of Corporations A, B, and C for the 1978

taxable year, the operations of Corporation D for the

period July 1, 1977-June 30, 1978, and the opera-

tions of Corporation X for the period April 1, 1977-

March 31, 1978. The answers to questions 6-12 on

the Form 5713 filed by Corporation D for its taxable

year ending June 30, 1979 will be identical to those

on the Forms 5713 filed by Corporations A, B and C

for their taxable years ending December 31, 1978.

Thus, the Form 5713 filed by Corporation D for its

taxable year ending June 30, 1979 will not reflect

any of Corporation Ds operations for its July 1,

1978-June 30, 1979 taxable year.

Part I.—Operations in or
Related to a Boycotting Country

7. Boycott of Israel.—Question 7 con-
cerns operations in or related to countries
on the Secretary's list of countries associ-
ated in the boycott of Israel. Use a separate
line for each country or each person having
operations in that country, but do not use
separate lines for separate operations by
the same person in the same 1,0; ntry.

Column (2). Enter the taxpayer identify-

ing number of persons having operations
in or related to any of the listed countries.
(See instruction C.) Include the taxpayer
identifying number of all members of your
controlled group which have operations in

or related to the listed countries.

Additionally, if you or a member of your
controlled group is a United States share-
holder of a foreign corporation which has
operations in or related to the listed
countries, enter your employer identifica-
tion number or the employer identification
number of the member of your group who
is a United States shareholder, and in pa-
rentheses, enter the name and employer

identification number, if available, of the
foreign corporation of which you or a mem-
ber of your controlled group are a United
States shareholder, having operations in

or related to the listed countries.

Column (3). Enter the principal business
activity code number (see page 4) of the
person having operations (for a definition
of "operations," see instruction D).

Column (4). Enter a brief description of
the principal business activity (see page 4).

DISCS.—Enter, in parentheses, the prod-
uct code and description. (See instructions
for Schedule N (Form 1120-DISC).)

8. Non-listed Countries Boycotting
Israel.— If the answer to question 8 is

"Yes," use the same procedure outlined in

the instructions for question 7 for any non-
listed countries which you know or have
reason to know require participation in or
cooperation with the international boycott
of Israel.

9. Boycotts of Countries Other Than
Israel.— If the answer to question 9 is

"Yes," use the same procedure outlined in

the instructions for question 7 for any in-

ternational boycott other than the boycott
of Israel.

10. If you receive a substantial num-
ber of similar requests, you may attach a
copy of one of these requests and attach
a statement stating the number and na-
ture of all other requests received.

11. If you enter into a substantial num-
ber of boycott agreements in which the
boycott clauses are similar, you may at-

tach a sample boycott clause and attach a
statement stating the number and general
nature of all other boycott clauses and
agreements entered into.

Part II.—Requests for and Acts
of Participation in or Cooperation
With an International Boycott

12(a). Check either "Yes" or "No" for
any requests received, or agreements en-
tered into with respect to any international
boycott not excluded as described In

instruction E-3.

12(b). Use a separate line for each
country, each person, and each type of
participation or cooperation, but do not use
separate lines for similar types of participa-
tion or cooperation by the same person in

the same country.

Column (2). Enter taxpayer identifying
number of the person receiving the request
or entering into the agreement.

Column (3). Enter the principal busi-
ness activity code number (see page 4) of
the person receiving the request or enter-
ing into the agreement.

Column (4). Enter a brief description of
the principal business activity (see page
4).

DISCs.—Enter, in parentheses, the prod-
uct code and description. (See the instruc-
tions for Schedule N (Form 1120-DISC).)

Column (5). Enter the number of re-
quests received.

Column (6). Enter the number codes
listed below which indicate the type of
participation or cooperation requested.

Column (7). Enter the number of agree-
ments entered into.

Column (8). Enter the number codes
listed below which indicate the type of
participation or cooperation agreed to.

Number Type of Participation or
Code Cooperation Requested or Agreed to

01 . . . Refrain from doing business with or
in a country which is the object of the
boycott or with the government, com-
panies, or nationals of that country.

02 . . . Refrain from doing business with any
United States person engaged in trade
in a country which is the object of the
boycott or with the government, com-
panies, or nationals of that country.

03 . . . Refrain from doing business with any
company whose ownership or manage-
ment is made up, all or in part, of in-

dividuals of a particular nationality,

race, or religion, or to remove (or re-

frain from selecting) corporate direc-

tors who are individuals of a particular

nationality, race, or religion.

04 . . . Refrain from employing individuals of a

particular nationality, race, or religion.

As a condition of the sale of a product
to the government, a company or a na-
tional o( a country, to refrain from ship-

ping or insuring products on a carrier

owned, leased or operated by a person
who does not participate in or cooper-
ate with an international boycott.
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Instructions for

Schedule A (Form 5713)
See the reverse side of Schedule A for

specific instructions in computing the In-
ternational Boycott Factor.

Instructions for

Schedule B (Form 5713)
See the reverse side of Schedule B for

specific instructions in determining spe-
cifically attributable taxes and income.

Instructions for

Schedule C (Form 5713)
See ti.e reverse side of Schedule C for

specific instructions on how to compute the
loss of tax benefits as a result of the ap-
plication of section 999.



Codes for Principal Business Activity

These industry titles and definitions are based, in general, on

the Enterprise Standard Industrial Classification System de-

veloped by the Office of Management and Budget, Executive Of-

fice 01 the President, to ciassiiy enterprises by type of activity in

which they are engaged. The system follows closely the Standard

Industrial Classification used to classify establishments.
Using the list below, enter the code for the specific industry

group from which the largest percentage of "total receipts" is

derived. For an explanation of the procedure used to determine
total receipts, see instructions for line 2(c).

atural gas, and natural

netallic minerals, except fuels

AGRICULTURE. FORESTRY, AND FISHING

Code
0400 Agricultural production.
0600 Agricultural services, forestry, fishing,

hunting, and trapping.

MINING
Metal Mining:
1010 iron ores.
1070 Copper, lead and zinc, gold and silver

1098 Other metal mining.
1160 Coal mining.

Oil and gas extraction:
1330 Crude petroleum.

gas liquids.

1380 Oil and gas field services.

Nonmetallic minerals (except fuels) mininr-

1430 Dimension, crushed and broken stone
sand and gravel

1498 Other nc

CONSTRUCTION
General building contractors and operative

builders:
1510 General building contractors.

1531 Operative builders.

Heavy construction contractors:
1611 Highway and street construction.

1620 Heavy construction, except highway.

Special trade contractors:
1711 Plumbing, heating, and air conditioning.

1721 Painting, paperhanglng, and decorating.

1731 Electrical work.
1740 Masonry, stonework, and plastering.

1750 Carpentering and flooring.

1761 Roofing and sheet metal work.
1771 Concrete work.
1781 Water well drilling.

1790 Miscellaneous special trade contractors.

MANUFACTURING
Food and kindred products:
2010 Meat products.
2020 Dairy products.
2030 Preserved fruits and vegetables.
2040 Grain mill products.
2050 Bakery products.
2060 Sugar and confectionery products.
2081 Malt liquors and malt.
2088 Alcoholic beverages, except malt liquors

and malt.
2089 Bottled soft drinks, and flavorings.

2096 Other food and kindred products.
2100 Tobacco manufacturers.

Textile mill products:
2228 Weaving mills and textile finishing.

2250 Knitting mills.

2298 Other textile mill products.

Apparel and other textile products:
2315 Men's and boy's clothing.
2345 Women's and children's clothing.

2388 Hats, caps, millinery, fur goods, and other
apparel and accessories.

2390 Misc. fabricated textile products.

Lumber and wood products, except furniture:

2415 Logging camps and logging contractors,
sawmills and planing mills.

2430 Millwork, plywood, and related products.
2498 Other wood products, including wood

buildings and mobile homes.
2500 Furniture and fixtures.

Paper and allied products:
2625 Pulp, paper, and board mills.

2699 Other paper products.

Printing, publishing, and allied Industrial:
2710 Newspapers.
2720 Periodicals,
2735 Books, greeting cards, and misc.

publishing.
2799 Commercial and other printing, and print-

ing trade services.

Chemicals and allied products:
2815 Industrial chemicals, plastics materials

and synthetics.
2830 Drugs.
2840 Soap, cleaners, and toilet goods.
2850 Paints and allied products.
2898 Agricultural and other chemical products.

Petroleum refining and related industries
(including those integrated with extraction):
2910 Petroleum refining (including those inte-

grated with extraction).
2998 Other petroleum and coal products

Rubber and misc. plastics products:
3050 Rubber products: plastics footwear, hose

and belting.
3070 Misc- plastics products.

Leather and leather products:
3140 Footwear, except rubber.
3198 (^her leather and leather products.

Code
Stone, clay, glass, and concrete products:
3225 Glass products.
3240 Cement, hydraulic.
3270 Concrete, gypsum, and plaster products.
3298 Other nonmetallic mineral products.

Primary metal industries:
3370 Ferrous metal industries; misc. primary

metal products.
3380 Nonferrous metal industries.

Fabricated metal products, except machinery
and transportation equipment:
3410 Metal cans and shipping containers.
3428 Cutlery, hand tools, and hardware: screw

machine products, bolts, and similar
products.

3430 Plumbing and heating, except electric and

3440 Fabricated structural metal products.
3460 Metal forgings and stampings.
3470 Coating, engraving, and allied services.
3480 Ordnance and accessories, except vehicles

and guided missiles.
3490 Misc. fabricated metal products.

Machinery, except electrical;

3520 Farm machinery.
3530 Construction, mining, and materials

handling machinery and equipment.
3540 Metalworking machinery.
3550 Special industry machinery, except

metalworking machinery.
3560 General industrial machinery.
3570 Office, computing, and accounting

machines.
3598 Engines and turbines, service industry

machinery, and other machinery, except
electrical.

Electrical and electronic machinery, equipment
and supplies:
3630 Household appliances.
3665 Radio, television, and communication

equipment.
3670 Electronic components and accessories.
3698 Other electric equipment.
Transportation equipment:
3710 Motor vehicles and equipment.
3725 Aircraft, guided missiles and parts.
3730 Ship and boat building and repairing.
3798 Other transportation equipment.

Measuring and controlling Instruments; photo-
graphic and medical goods, watches and clocks:
3815 Scientific instruments and measuring de.

vices: watches and clocks.
3845 Optical, medical, and ophthalmic goods.
3860 Photographic equipment and supplies.
3998 Other manufacturing products.

TRANSPORTATION, COMMUNICATION,
ELECTRIC, GAS, AND SANITARY SERVICES

Transportation;
4000 Railroad transportation.
4100 Local and interurban passenger transit.

4200 Trucking and warehousing.

Other transportation including transportation
services:

4400 Water transportation.
4500 Transportation by air.

4722 Passenger transportation arrangement.
4723 Freight transportation arrangement.
4799 Other transportation services.

Communication:
4825 Telephone, telegraph, and other com-

munication services.
4830 Radio and television broadcasting.

Electric, gas, and sanitary services:

4910 Electric services.
4920 Gas production and distribution.
4930 Combination utility services.
4990 Water supply and other sanitary services.

WHOLESALE TRADE
Durable
5008 Machinery, equipment, and supplies.
5010 Motor vehicles and automotive equipment.
5030 Lumber and construction materials.
5050 Metals and minerals, except petroleum

and scrap.
5060 Electric goods.
5070 Hardware, plumbing and heating

equipment.
5098 Other durable goods.

Nondurable
5110 Paper and paper products.
5129 Drugs, chemicals, and allied products.
5130 Apparel, piece goods, and notions.
5140 Groceries and related products.
5150 Farm-product raw materials.
5170 Petroleum and petroleum products.
5180 Alcoholic beverages.
5190 Misc. nondurable goods.

Page 4

RETAIL TRADE
Code
Building materials, hardware, garden supply.
and mobile home dealers:
5220 Building materials dealers.
5251 Hardware stores.
5265 Garden supplies and mobile home dealers.
5300 General merchandise stores.
S400 Food stores.

Automotive dealers and service stations:
5515 Motor vehicle dealers.
5541 Gasoline service stations.
5598 Other automotive dealers.
5600 Apparel and accessory stores.
5700 Furniture and home furnishings stores.

5800 Eating and drinking places.

Misc. retail stores:
5912 Drug stores and proprietary stores.
5921 Liquor stores.
5995 Other misc. retail stores.

FINANCE. INSURANCE, ANO REAL ESTATE
Banking:
6030 Mutual savings banks.
6060 Bank holding companies.
6090 Banks, except mutual savings banks and

bank holding companies.

Credit agencies other than banks;
6120 Savings and loan associations.
6140 Personal credit institutions.
6150 Business credit institutions.

6199 Other credit agencies.

Security, commodity brokers, dealers.
exchanges, and services;

6210 Security brokers, dealers, and flotation

companies.
6299 Commodity contracts brokers and deal-

ers: security and commodity exchanges:
and allied services.

Insurance:
6355 Life insurance.
6356 Mutual insurance, except life or marine

and certain fire or flood insurance com-
pan

Real Estate:

6511 Real estate operators (except developers)
and lessors of buildings.

6516 Lessors of mining, oil, and similar
property.

6518 Lessors of railroad property and other
real property.

6530 Condominium management and coopera-
tive housing associations.

6550 Subdividers and developers.
6599 (Jfher real estate.

Holding and other investment companies:
6742 Regulated investment companies.
6743 Real estate investment trusts.

6744 Small business investment companies.
6749 Holding and other investment companies,

except bank holding companies.

SERVICES
7000 Hotels and other lodging places.
7200 Personal services,

fices:

ing.

7340 Services to buildings.
7370 Computer and data processing services.

7392 Management, consulting, and public re-

lations services.
7394 Equipment rental and leasing.

7398 Other business services.

Auto repair and services; misc. repair services:

7500 Auto repair and services.
7600 Misc repair services.

Amusement and recreational services:

7812 Motion picture production, distribution,

and services.
7830 Motion picture theaters.
7900 Amusement and recreation services, ex-

cept motion pictures.

Other services:

8015 Offices of physicians, including osteo-

pathic physicians.
8021 Offices of dentists.
8050 Nursing and personal care facilities.

8071 Medical laboratories.
8099 Other medical services.
8111 Legal services.
8200 Educational services.
8911 Engineering and architectural services.

8932 Certified public accountants.
8933 Other accounting, auditing, and book-

keeping services.
8999 Other services, not elsewhere classified.

218-290-1
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General Instructions

A. General Information.—Schedule A is

to be completed only by persons not com-
puting the loss of tax benefits by the specifi-

cally attributable taxes and income method
on Schedule B (Form 5713). The interna-

tional boycott factor is intended for use pri-

marily by taxpayers who cannot clearly

separate boycott and nonboycott operations.

The international boycott factor reflects

not only the purchases, sales, and payroll

of the person filing Schedule A, but also

those of each member of the controlled

group (within the meaning of section 993
(a)(3)) of which that person is a member.
In addition, for purposes of computing the

international boycott factor, a person is

deemed to have a pro rata share of the pur-

chases, sales, and payroll of each partner-

ship of which It IS a partner, and of each
trust of which It IS treated as the owner
under section 671. Thus, a person's inter-

national boycott factor may also reflect pur-

chases, sales, and payroll of a partnership or

a trust.

To determine the relevant taxable years
for which a person filing Schedule A must
report the purchases, sales, and payroll of

members of controlled groups, partnerships,
and trusts, see the rules set forth in the
specific instructions to questions 6-12 of

Form 5713. See instruction C below for a
special transitional rule for members of a
controlled group.

B. Members of Controlled Groups.

—

Because the international boycott factor of

a person reflects the purchases, sales, and
payroll not only of that person but also of

each member of the controlled group of

which that person is a member, all mem-
bers of a controlled group generally share
a single, common international boycott fac-

tor. However, the international boycott fac-

tor of a person that is a member of two or
more controlled groups will reflect the pur-

chases, sales, and payroll of that person and
of all other members of the two or more
controlled groups of which that person is a
member,

C. Transition Rule; Incomplete Taxable
Year Which Includes November 3, 1976 for

Controlled Groups.— If the taxpayer filing

Schedule A is a member of a controlled

group and, as of the end of that taxpayer's
taxable year, the controlled group's taxable
year that includes November 3, 1975 has
not ended, or the taxable year of any mem-
ber of the controlled group that includes
November 3, 1976 has not ended, then the
numerator and the denominator of the inter-

national boycott factor for the 1976 transi-

tional year for the taxpayer filing this Sched-
ule will reflect only the purchases, sales, and
payroll of the members of the controlled
group whose taxable years have ended as of

the end of the taxpayer's taxable year.

D. Numerator of International Boycott
Factor.—As a general rule, the numerator
of the international boycott factor will reflect

all purchases, sales, and payroll of a person
(anO, if applicable, of members of a con-
trolled group, partnerships, and trusts) in

or related to a group of countries associated
in carrying out a particular international

boycott. There are, however, two exceptions.

First, purchases, sales, and payroll attrib-

utable to operations for which the presump-
tion of boycott participation or cooperation

has been rebutted need not be reflected in

the numerator (see instruction F). Second,
purchases, sales, and payroll attributable to

operations carried out pursuant to certain

binding contracts need be not reflected in

the numerator (see instruction G).

E. Denominator of International Boycott
Factor.—The denominator of the interna-

tional boycott factor will reflect all pur-

chases, sales, and payroll of a person (and.

if applicable, of members of a controlled

group, partnerships, and trusts) in or related

to all countries other than the United States.

F. Presumption.-—Generally one act of par-

ticipation in or cooperation with an interna-

tional boycott by a person will taint all the

operations of that person and of each mem-
ber of the controlled group of which that

person is a member in each country that

is associated with a group of countries in

carrying out that particular international

boycott unless rebutted as explained below.

The presumption of boycott participation

or cooperation is rebutted for a particular

operation if it is clearly demonstrated that

that operation is a clearly separate and iden-

tifiable operation in connection with which
there was no participation in or cooperation
with an international boycott. If the pre-

sumption is rebutted with respect to a par-

ticular operation, then the purchases, sales,

and payroll attributable to that operation
are not reflected in the numerator of the
international boycott factor. They will, how-
ever, be reflected in the denominator.

G. Binding Contracts.—Operations carried

out in accordance with the terms of a

binding contract entered into before Sep
tember 2. 1976 do not constitute partici

pation in or cooperation with an interna

tional boycott until after December 31. 1977
Therefore, the purchases, sales, and payrol

attributable to such operations before Janu
ary 1. 1978 are not reflected in the numer
ator of the international boycott factor. They
will, however, be reflected in the denomina-
tor.

Specific Instructions

Note: Compute a separate boycott factor

and complete a separate Schedule A lor each
particular international boycott. Supply the

relevant information for your operations
and, if applicable, the operations of part-

nerships, trusts, and members of your con-
trolled group.

Column (1). Enter, on a separate line, the
name of each relevant boycotting country.

Column (2). Enter, by country, the amount
of all purchases made from that country.

Column (3). Enter, by country, the amount
of purchases made from that country that

are clearly demonstrated to be attributable

to clearly separate ancj identifiable opera-

tions in connection with which there was no
participation in or cooperation with a par-
ticular boycott: or are attributable to opera-
tions carried out before January 1, 1978 in

accordance with the terms of a binding con-
tract entered into before September 2, 1976.
(See instructions F and G.)

Column (4). Enter, by country, the amount
of boycott purchases from that country.
(Column (2) minus column (3).)

Column (5). Enter, by country, the amount
of sales made to or from that country.

Column (6). Enter, by country, the amount
of sales made to or from that country that
are clearly demonstrated to be attributable
to clearly separate and identifiable opera-
tions in connection with which there was no
participation in or cooperation with a par-
ticular boycott: or are attributable to opera-
tions carried out before January 1, 1978 in

accordance with the terms of a binding con-
tract entered into before September 2, 1976.
(See instructions F and G.)

Column (7). Enter, by country, the amount
of boycott sales made to or from that coun-
try. (Column (5) minus column (6).)

Column (8). Enter, by country, the amount
of payroll paid or accrued for services per-
formed in that country.

Column (9). Enter, by country, the amount
of payroll paid or accrued for services in

that country that are clearly demonstrated
to be attributable to clearly separate and
identifiable operations in connection with
which there was no participation in or co-

operation with a particular boycott: or are
attributable to operations carried out be-

fore January 1. 1978 in accordance with the
terms of a binding contract entered into

before September 2. 1976. (See instructions

F and G.)

Column (10). Enter, by country, the
amount of boycott payroll paid or accrued
for services performed in that country.
(Column (8) minus column (9).)

Line 4. All operations of the taxpayer (or

members of the controlled group) during the
taxable year must be reflected in the inter-

national boycott factor. However, for tax-

able years including November 3, 1976. the
international boycott factor is to be ad-

justed to reflect the effective date of section
999 (November 3. 1976). Complete line 4 if

your (or the controlled group's) taxable year
includes November 3. 1975. If the taxable

year does not include November 3, 1976, do
not complete line 4.

Line 5. Enter the international boycott
factor from line 5 on the appropriate line of

Schedule C (Form 5713).

If you are reducing your foreign tax credit

under section 908(a). enter the amount from
line 5 on line 2(a)(2) of Schedule C (Form
5713).

If you are being denied a deferral of tax-

ation of income under subpart F (Section

952(a)(3)), enter the amount from line 5 on
line 3(a)(4) of Schedule C (Form 5713).

If you are being denied a deferral of tax-

ation of DISC income, enter the amount
from line 5 on line 4(a)(2) of Schedule C
(Form 5713).
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General Instructions

A. General Information

Schedule B (Form 5713) is to be com-
pleted only by persons not computing the
loss of tax benefits by the international boy-
cott factor on Schedule A (Form 5713).
Taxpayers using the specifically attributable
taxes and income method for computing the
loss of tax benefits are to report taxes and
income for the period covered by their own
income tax return. Under the specific attri-

bution method, taxes and income are re-

ported on this schedule on an individual
basis and not for all members of the con-
trolled group.

B. Effective dates for tax sanctions.

—

1. Generally.—The sanctions of the in-

ternational boycott provisions apply to
agreements to participate in or cooperate
with an international boycott, made after
November 3, 1976, and to agreements made
on or before November 3, 1976, that con-
tinue in effect thereafter.

Example 1. Calendar Year.— If a person who re-

ports his tax liability on a calendar year basis made
an agreement, for example, on November 20, 1976, to

participate in or cooperate with an international boy-

cott, all operations of the person during the entire

1976 taxable year (including pre-November 20, 1976,

operations) in or related to a boycotting country or

with the government, a company, or a national of

such country will be included in the amount of taxes

or income specifically attributable to operations in

which there was participation in or cooperation with

an international boycott for the taxable year. How
ever, under section 999(c)(2), the tax benefits specif-

ically attributable to specific operations for which

the presumption of participation in or cooperation

with the boycott has been rebutted will not be denied

The sanctions are applied to the year 1976 on a

pro rata basis. If a person identifies specifically

attributable taxes and income, the tax benefits denied

under sections 908, 952(a), and 995(b)(1) are com
puted by fits! ascertaining the tax benefits of the

foreign tax credit, deferral, and DISC respectively

for the taxable year attributable to operations for

which the presumption of boycott participation has

not been rebutted, and then multiplying that amount
by 58/366. For purposes of this example, 58 repre-

sents the number of days after November 3, 1976
through the end of the taxpayer's taxable year

Example 2. RenunGiation of an Agreement— If

under a contract made, tor example, after Decem-
ber 31, 1976, a person agreed to refrain from an

activity described in section 999(b)(3), and later

renounced the agreement and communicated such

renunciation to the government or person with which

the agreement was made, all operations of the per-

son during the entire taxable year within which the

agreement was renounced (including post-renuncia

lion operations) in or related to a boycotting country

or with the government, a company, or a national of

such country will be included in the amount of taxes

or income specifically attributable to operations in

which there was participation in or cooperation with

an international boycott for the taxable year. How-

ever, the tax benefits specifically attributable to

specific operations for which the presumption of

participation in or cooperation with the boycott has

been rebutted will not be denied. There is no pro-

ration between the pre renunciation and post-

renunciation portions of the taxable year.

2. Exception.— In the case of operations
which constitute participation in or coop-
eration with an international boycott and
are carried out in accordance with the terms
of a binding contract entered into before
September 2, 1976, the tax sanctions of the

international boycott provision shall apply
to such participation or cooperation only
after December 31, 1977.

Specific Instructions

PART I.—Specifically Attributable

Taxes and Income 6y Country

Column 1. Enter the name of the boycot
ting country. In reporting with respect to
operations of a controlled foreign corpora
tion (CFC). enter the name of the country
in which the principal place of business of

the CFC IS located (Form 3646, line H.

page 1).

Column 2, Enter, by country, the amount
of taxable income or (loss) from sources out-
side the U.S. (total of column(s) 16, Sched-
ule A from all applicable Form(s) 1118
(corporations): or total of column(s) 4,

Schedule A from all applicable Form(s) 1116
(individuals)).

Column 3. Enter, by country, the amount
of foreign taxes paid, accrued, or deemed
paid before adjustment (total of lines 1 and
2, Part II, Schedule B, from all applicable
Form(s) 1118 (corporations); or total of

line(s) 1, Schedule C from all applicable
Form(s) 1116 (individuals)).

Column 4. Enter, by country, the amount
of foreign taxes paid, accrued, or deemed
paid (other than foreign taxes otherwise
disallowed by reason of the provisions of
sections 901-907, 911, 1503(b), or 6038)
that has not been clearly demonstrated to
be attributable to operations in which there
was no participation in or cooperation with

an international boycott.

Column 5. Enter, by country (principal
place of business of the CFC), the amount of

earnings and profits for the taxable year
(after reduction for any income, war profits,

and excess profits taxes) as determined
under section 902 or section 964 (see
Form 3646. Schedule H, line 9).

Column 6. Enter, by country, your pro
rata share of the income of the controlled
foreign corporation (other than income
attributable to earnings and profits of the
foreign corporation included in gross income
under section 951 (other than by reason
of section 952(a)(3))) that has not been
clearly demonstrated to be attributable to

operations in which there was no participa-

tion in or cooperation with an international

boycott.

Column 7. Enter, by country, the total

amount of export gross receipts of the

DISC (from Schedule N (Form 1120-DISC),
Part I, Section A, column 2).

Column 8. Enter, by country, your pro
rata share of one half of the excess 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) of section 995(b)(1). that has not
been clearly demonstrated to be attributable

to operations in which there was no par-

ticipation in or cooperation with an inter-

national boycott. The taxable income of the
DISC attributable to such operations is

gross income of the DISC for the taxable

year specifically attributable to such opera-

tions minus the deductions which are prop-

erly apportioned or allocated to such
income.

PART II.—Specifically Attributable

Taxes and Income By Operation

Column 1. Enter, by operation, the name
of the boycotting country. In reporting with

respect to operations of a controlled foreign

corporation (CFC). enter the name of the

country in which the principal place of busi-

ness of the CFC is located (Form 3646, line

H, page 1).

Column 2. Enter, by operation, the prin-

cipal business activity code (see page 4 of

instructions for Form 5713) for each boycott
operation.

Column 3. Enter, by operation, a brief de-

scription of the principal business activity.

DISC'S.—Enter, by operation, in parenthe-

ses, the product code and description. (See
Instructions for Schedule N (Form 1120-
DISC) )

Column 4. Enter, by operation, the

amount of foreign taxes paid, accrued, or

deemed paid (other than foreign taxes other-

wise disallowed by reason of the provisions

of sections 901-907, 911, 1503(b), or 6038)
that has not been clearly demonstrated to

be attributable to operations in which there
was no participation in or cooperation with

an international boycott.

If your taxable year did not include No-
vember 3, 1976, enter this amount on line

2(b), Schedule C (Form 5713).

Column 5. Enter, by operation, your pro

rata share of the income of the controlled

foreign corporation (other than income at-

tributable to earnings and profits of the for-

eign corporation included in gross income
under section 951 (other than by reason of

section 952(a)(3))) that has not been clearly

demonstrated to be attributable to opera-

tions in which there was no participation in

or cooperation with an international boycott.

If your taxable year did not include No-

vember 3, 1976, enter this amount on line

3(b), Schedule C (Form 5713).

Column 6. Enter, by operation, your pro

rata share of one-half of the excess 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), (8), (C), (D), and
(E) of section 995(b)(1), that has not been
clearly demonstrated to be attributable to

operations in which there was no participa-

tion in or cooperation with an international

boycott. The taxable income of the DISC at-

tributable to such operations is gross in-

come of the DISC for the taxable year specif-

ically attributable to such operations minus
the deductions which are properly appor-

tioned or allocated to such income.

If your taxable year did not include No-
vember 3. 1976. enter this amount on line

4(b). Schedule C (Form 5713).

PART III.—Adjustment Factor

All operations of the taxpayer must be re-

flected in determining specifically attributa-

ble taxes and income. However, for taxable

years including November 3, 1976, specifi-

cally attributable taxes and income must be
adjusted to reflect the effective date of sec-

tion 999 (November 3, 1976). Complete Part

III if your taxable year includes November 3,

1976.
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SCHEDULE p
(Form 5713)
(May 1977)

Demrtment of the Treasury

Internal Revenue Service

Tax Effect of the International Boycott Provisions
^ Attach to Form 5713. ^ See Instructions on Back.

Name Taxpayer identifying number

1 Method used in computing loss of tax benefits under sections 908(a), 952(a)(3) and 995(b)(l)(F)(ii) (check one):

(a) International boycott factor

(b) Identification of specifically attributable taxes and income

2 Reduction of foreign tax credit (section 908(a)):

(a) International boycott factor method (to be completed by persons checking box 1(a) above and

answering "Yes," to foreign tax credit question (line 6(d), Form 5713))

—

(1) Foreign tax credit before adjustment (line 6, Part III, Schedule B, Form 1118 (corporations); or

line 6, Schedule D, Form 1116 (individuals))

(2) International boycott factor (from Schedule A (Form 5713), line 5)

(3) Reduction of foreign tax credit (multiply line 2(a)(1) by line 2(a)(2)). Enter here and on line 7,

Part III, Schedule B, Form 1118 (corporations); or enter here and on line 7, Schedule D, Form
1116 (individuals)

(4) Adjusted foreign tax credit (subtract line 2(a)(3) from line 2(a)(1))

(b) Specific identification of taxes and income method (to be completed by persons checking box 1(b)

above and answering "Yes," to foreign tax credit question (line 6(d), Form 5713)). Enter the amount

of foreign taxes paid, accrued, or deemed paid (other than foreign taxes otherwise disallowed by

reason of the provisions of sections 901-907, 911, 1503(b), or 6038) that has not been clearly

demonstrated to be attributable to operations in which there was no participation in or cooperation

with an international boycott. (See instructions.)

Note: Enter the appropriate amount of disallowed boycott taxes on line 3, Part //, Schedule B, of all

applicable Form(s) 1118 (corporations): or enter the appropriate amount of disallowed boycott

taxes in column 5, Schedule S, of all applicable Form(s) 1116 (individuals).

W/////////W//W/M

3 Denial of deferral under Subpart F (section 952(a)(3)):

(a) International boycott factor method (to be completed by persons checking box 1(a) above and

answering "Yes," to controlled foreign corporation question (line 6(b), Form 5713))

—

(1) Pro rata share of total income of controlled foreign corporation (line 9, Schedule H, Form 3646) .

(2) Less pro rata share of income attributable to earnings and profits of the controlled foreign corpo-

ration included in income under sections 951(a)(l)(A)(ii), 951(a)(l)(A)(iii), 951(a)(1)(B),

952(a)(1), 952(a)(2), 952(a)(4), and 952(b)

(3) Subtract line 3(a)(2) from line 3(a)(1)

(4) International boycott factor (from Schedule A (Form 5713), line 5)

(5) Pro rata share of Subpart F international boycott income (section 952(a)(3) amount) (multiply

line 3(a)(3) by line 3(a)(4)). (Enter here and on line 5, Schedule B, Form 3646)

(b) Specific identification of taxes and income method (to be completed by persons checking box 1(b)

above and answering "Yes," to controlled foreign corporation question (line 6(b), Form 5713)). Enter

pro rata share of total income of the controlled foreign corporation (other than income attributable

to earnings and profits of the foreign corporation included in gross income under section 951 (other

than by reason of section 952(a)(3))) that has not been clearly demonstrated to be attributable to

operations in which there was no participation in or cooperation with an international boycott. (See

instructions.) (Also, enter this amount on line 5, Schedule B, Form 3646)

^.;.,S./.X....^iM^;^

4 Denial of DISC benefits (section 995(b)(l)(F)(ii)):

(a) International boycott factor method (to be completed by persons checking box 1(a) above and

answering "Yes," to DISC question (line 6(c), Form 5713)

—

(1) Pro rata share of section 995(b)(l)(F)(i) amount. (Pro rata share of line 10, Part I, Schedule J,

Form 1120-DISC)

(2) International boycott factor (from Schedule A (Form 5713), line 5)

(3) Pro rata share of DISC international boycott income (multiply line 4(a)(1) by line 4(a)(2)).

(Enter here and on line 11, Part I, Schedule J, Form 1120-DISC)

(b) Specific identification of taxes and income method (to be completed by persons checking box 1(b)

above and answering "Yes," to DISC question (line 6(c), Form 5713)). Enter pro rata share of one-half

of the excess of the taxable income of the DISC for the taxable year, before reduction for any distribu-

tions during the year, over the sum of the amounts deemed distributed for the taxable year under

subparagraphs (A), (B), (C), (D), and (E) of section 995(b)(1), that has not been clearly demon-

strated to be attributable to operations in which there was no participation in or cooperation with an

international boycott. (See instructions.) (Also, enter this amount on line 11, Part I, Schedule J, Form

1120-DISC)

//////m/////////////////////////////^.
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General Instructions

(Partnerships and D/SCs need not complete Schedule C (Form 5713). However,

partners and shareholders in D/SCs must complete Schedule C (Form 5713).)

Application of the International Boycott Factor and

Specifically Attributable Taxes and Income As Applied

to Controlled Groups.—Once an International boycott

factor has been computed for a controlled group (within

the meaning of section 993(a)(3)). that international

boycott factor is applied separately under sections 908

(a), 952(a), and 995(b)(1) to each member of the con-

trolled group.

Further, if a person applies the International boycott

factor to one operation during the taxable year, the factor

must be applied to all operations during the taxable

year under each of sections 908(a), 952(a), and 995(b)

(1).

If a person identifies specifically attributable taxes

and income under section 999(c)(2), that method must

be applied to all operations during the taxable year

under sections 908(a), 952(a), and 995(b)(1).

However, unless a consolidated return is filed, each

member of a controlled group (within the meaning of

section 993(a)(3)) may independently choose either to

apply the international boycott factor under section

999(c)(1) or to identify specifically attributable taxes

and income under section 999(c)(2). The method chosen

by each member for determining the loss of tax benefits

must be applied consistently to determine the loss of

tax benefits of that member.

For example, if a member chooses to use the inter-

national boycott factor, then it rnust apply the interna-

tional boycott factor to determine its loss of the section

902 indirect foreign tax credit in respect of a dividend

paid to it by another member of the controlled group,

even if that other member determines its loss of tax

benefits by identifying specifically attributable taxes and
income.

Specific Instructions

(Numbered to correspond with line

2(b). If your taxable year included November 3,

1976, enter the amount from line 26, Schedule B (Form

5713).

If your taxable year did not include November 3,

1976, enter the amount from column 4. line 22, Sched-

ule B (Form 5713).

3(b). If your taxable year included November 3,

1976, enter the amount from line 27, Schedule B (Form

5713).

numbers on Schedule C (Form 5713).)

If your taxable year did not include November 3,

1976, enter the amount from column 5, line 22, Sched-

ule B (Form 5713).

4(b). If taxable year of the DISC included November

3, 1976, enter the amount from line 28, Schedule B

(Form 5713).

If your taxable year did not include November 3,

1976, enter the amount from column 6, line 22, Sched-

ule B (Form 5713).
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