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Separate set of rules than that used for finan-

cid reporting. The god of financia reporting, as
outlined by the Financia Accounting Standards Board
(FASB) inits 1978 Satement of Financial Account-
ing Concepts No. 1, isto provide external users with
“information that is useful in investment and credit
decisions[1].” In contragt, tax reporting is intended
to facilitate the collection of revenues in an equitable
and efficient manner, and tax authorities, while
identified by the FASB as potentia users, have the
authority to require companies to supply the informa:
tion necessary to administer the tax code. Further,
while companies can exercise substantial discretion in
applying the financia accounting rules to their bus-
nesses, the tax code generally proscribes afixed set
of rules with little room for manageria judgment.

Schedule M-1 of the Form 1120 series of corpo-

ration income tax returns requires corporations to
reconcile financia reporting of book net income with
tax net income. While the sources and magnitudes of
the differences between financial and tax measures
of income may be useful as part of the Internal
Revenue Service (IRS) audit process, the differences
between the two measures has a so been of interest
to those making tax policy. The corporate “aterna-
tive minimum tax,” enacted as part of the Tax Re-
form Act of 1986, included as a “tax preference’
item subject to that tax one-half of the difference
between the amounts of income reported under each
system [2]. Recently, increases in the difference
between the amount of income reported under each
system have raised concern that the corporate tax
base may be eroding, and that corporations may have
become more aggressive in reducing their tax liabili-
ties[3]. Further, the extent and sources of differ-
ences between tax and financia reporting measures of
income have been the focus of numerous academic
studies evauating the corporate tax system and corpo-
rations responses to changes in tax rules [4].

I ncome measurement for tax reporting follows a
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This article presents a summary of information
tabulated from Schedule M-1 and provides informa:
tion on the magnitude of the various components of
the differences by industrial divison. These data, for
active corporations other than those filing Forms
1120S, 1120-REIT, and 1120-RIC, supplement annual
return data published in the Statistics of Income
Bulletin and the Source Book of Statistics of In-
come--Corporation Income Tax Returns. Specifi-
caly, the tabulations presented here match the same
group of returns published annudly in Statistics of
Income--Corporation Income Tax Returns. Tables
are provided for 3 return years, 1996 to 1998 [5].

Sour cesof Book- TaxD f f erences

The sources of book-tax differencesin the amount of
income reported as earned by a corporation are
based on the differences in the concepts and rules
underlying each reporting system. The target audi-
ence of financial statements are investors and others
who need information in order to make decisions
about a company, including whether to invest in the
company’s equity or debt. Companies that issue
publicly-traded equity or debt securities are required
by the Securities and Exchange Commission to file
audited financial statements. Such statements must
follow Generaly Accepted Accounting Principles
(GAAP), which include an adherence to pronounce-
ments of the Financial Accounting Standards Board
(FASB) and other accounting standards.

Tax accounting is designed to administer the U.S.
tax laws, with the IRS as the primary audience for
tax filings. In contrast to GAAP in a particular area,
tax rules can change frequently, depending on legida
tiveinitiatives. Further, tax rules are not necessarily
designed to present as consistent a definition of
income over time as financia accounting rules are, as
periodic changes in the tax rules are intended to both
change the level of taxes collected and encourage or
discourage certain types of activities.

An important element of financial accounting is
the amount of discretion |eft to the corporation in
implementing GAAP within its business. For ex-
ample, in determining the useful life and depreciation
pattern of a capital asset, depreciation schedules of
the same asset can vary by company, and by usage,
and usudly follow a straight-line pattern. Tax depre-
ciation is dictated by the Internal Revenue Code and
leaves |ess discretion to the company. The lack of
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discretion in the tax code is intended to lead to more
uniform application of the tax system.

Figure A provides a copy of the Schedule M-1
reconciliation table, the specific sources of differ-
ences that are reported, and the steps needed to
calculate tax net income from book net income.
Differences between tax and financial measures of
income can arise from two types of measurement
differences in the accounting systems. temporary
and permanent [6]. Temporary (timing) differences
occur when tax and financia reporting each recog-
nize the same total amount of income or expense, but
do so either over different time periods or in different
patterns over the same period. These timing differ-
ences can arise from the different reporting rules
under each system, but also because GAAP alows
managers greater discretion in determining the

1996-1998

1 Net income (loss) per books (after-tax)
Additions:

Federal income tax

Excess of capital losses over capital gains

g~ wWwN

Depreciation

Travel and entertainment

Contributions carryover
Equds Book income after additions

»

Subtractions:

Tax- exempt interest

0o

Depreciation
Contributions carryover
9 Equals Tota subtractions

and specia deductions (line 6 less line 9)

amounts of income and expense in each period than
does the tax system.

The second source of differencesin the mea
sures of income is permanent, and arises when a
particular item of income or expense is recognized
under one system but not the other. An exampleis
tax-exempt interest on municipal bonds, which is
included in book income but not in the determination
of tax net income.

Both temporary and permanent differences are
reported in corporations financia statements.  Un-
der FASB’s Statement of Financial Accounting
Standards Number 109, corporations report a total
amount of tax liability based on current year financia
reporting income, delinesting the portion currently
owed to the Government from that which is deferred
due to differences in income and expense recognition

Schedule M -1 Reconciliation of Income (L oss) per Books With Income per Return, Tax Years

Income subject to tax not recorded on books this year
Expenses recorded on books this year not deducted on this return:

7  Income recorded on books this year not included on this return:

Deductions on this return not charged against book income this year:

10 Book income after additions and subtractions, equal to tax net income before net operating loss deduction

NOTE: The schedule M-1 line numbers are included for reference.
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between the two methods. If the deferred portion is
positive a deferred tax liability is created, representing
the amount of taxes not paid on financia statement
income this period because of temporary differences
reducing tax net income below book income. Suchiis
usudly the case in the short term with depreciation,
as more deductions are taken for tax purposes during
the early years of an asset’ s life than are recognized
as expenses for book purposes. The deferred tax
liability associated with the asset on a corporation’s
financial statements represents the amount of tax to
be paid in the future relative to future book earnings
when the tax depreciation deductions fall below the
book depreciation expense. In contrast to deferred
tax liabilities, deferred tax assets are created when
more taxes are paid than would be paid if financial
reporting income were used to base tax liability, and

Examples of Book-Tax Accounting Differences

represent afinancial claim on the Government for
taxes paid ahead of time relative to financid reporting.

Permanent differences, such as the effect of tax-
exempt interest, never reverse and therefore do not
create deferred tax assets or liabilities. Corporations
account for permanent differences in a separate
financia disclosure in the tax footnote of their finan-
cia statements. Figure B provides some examples of
the types of transactions with different accounting
treatments under each system.

Shedd eM1Reconci liation

Schedule M-1 begins with a company’s “net income
(loss) per books,” which represents the after-tax
amount of income reported to shareholders, and the
company’s Federa income tax, which must be added
back to the company’s book net income to obtain the

Income subject to tax not recorded on booksin the current year

Prepaid rent received
Prepaid interest received
Prepaid subscriptions

Resdlized capital gains on previoudy accrued trading security gains

Expenses recorded on books not deducted on thereturn
Travel and entertainment expenses in excess of deductible amounts

Reserves for warranty expenses

Book depreciation in excess of tax depreciation

Bad debt expense when tax reporting uses specific charge-off method
Allowances for returns not recognized for tax purposes until occurrance
Differences in amortization of intangible assets

Income recorded on books not included on the return
Unrepatriated income from foreign subsidiaries
Rent prepaid in a prior period
Tax -exempt interest (permanent difference)
Accrued capital gains on trading securities not yet realized

Deductions not charged against book incomein the current year
Tax depreciation in excess of book depreciation
Compensation related to the exercise of non-quaified stock options
Resdlized capital losses on previously accrued trading security losses 113
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amount of pre-tax book income. Additions are then
meade for items included in tax net income but not
included in book net income, and for book expenses
that do not reduce tax net income. The first of these
income items is the “ excess of capital losses over
capita gains,” and represents losses on the sale of
capital assets (such as securities) that are not permit-
ted to be deducted in the current year for tax
purposes, but which are fully reflected asalossin a
company’s book income.

For “income subject to tax not recorded on books
thisyear,” corporations report income which is
currently recognized for tax purposes but not for
financia accounting. For tax purposes, incomeis
usually recognized by a corporation when payment is
received, while financia reporting will require pay-
ments made in advance to be recognized as income
during the future periods when the service or goods
are provided by the company. An example of this
type of transaction is rental payments received in
advance by a company. Financia accounting rules
require such payments to be recognized as income
pro-rata over the time period of the lease, while tax
rules would classify the entire amount as income in
the current period. If the rental period spanned more
than one accounting period, atemporary difference
would arise and reverse in alater year, leading to a
difference that would be reported elsewhere in
Schedule M-1 as “income recorded on books this
year not included on thisreturn,” at that time.

As part of “expenses recorded on books not
deducted on the return,” corporations report differ-
ences in the accounting treatment of expenses that
increase tax net income relative to financial reporting
income by being recognized for book, but not tax,
reporting. An example of such atransaction would
be any expense for travel and entertainment in ex-
cess of deductible limits. Also reported here, and
separately identified, are any differences in deprecia-
tion to the extent book depreciation exceeds tax
depreciation. Such differences in depreciation are
usually due to the reversal of previous excess tax
depreciation, and will be discussed in more detail below.

While the first set of items of Schedule M-1
capture accounting differences that lead to higher
levels of tax net income than book income, at least in
the near term, other aspects of tax and financia
reporting will decrease tax net income. “Income

recorded on books this year not included on this
return” records items of book income that are not
recognized as tax net income in the current year.
Examples of such income include tax-exempt interest
(which by definition is excluded from the calculation
of tax net income, though fully recognized as income
for financial accounting purposes) and income recog-
nized as taxable in a prior period that was not consid-
ered income under GAAP, such as prepaid rent.

The fina set of accounting differences reported
on Schedule M-1 is the amount by which tax deduc-
tions exceed their respective charges against book
income. An important element of these types of
expenses is depreciation, which is itemized on Sched-
ule M-1. For financial reporting purposes, property,
plant, and equipment are generally depreciated using
the straight-line method over an estimate of each
asset’ s expected useful life, to some residua value.
In calculating tax net income, corporations can use
accelerated methods of depreciation following proce-
dures given by the tax code, typicaly over a shorter
life, and to no residud vaue [7]. In the near term,
other things equal, such differences will lead to tax-
able income being less than financia accounting
income as the tax deduction for depreciation will be
greater than the depreciation expense charged
againgt earnings. However, a some point, the
amount of depreciation alowed for tax purposes on
these assets will fall below that reported for financial
accounting purposes, reversing the relation between
the two measures of income.  Such reversaswill be
reported as an “ expense recorded on books this year
not deducted on this return,” and included in the
itemization for depreciation.

Also included as a deduction not charged as an
expense are the effects of the differential treatment
of stock-based compensation [8]. When employees
exercise non-quaified stock options, the difference
between the exercise price and the market priceis
treated as compensation and is deductible for tax
purposes. However, under GAAP, such compensa-
tion is treated as a contribution of capital to the cor-
poration, and is not recognized as an expense.

Schedule M-1 reconciliation does not include the
net operating loss deduction or other specia deduc-
tions such as the deduction for dividends received as
these two items are subtracted from tax net income
in order to determine “income subject to tax,” the
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actud tax base. Unlike pre-tax book income or tax net
income, income subject to tax cannot be negative.
The effect of these deductions will be to create a
larger difference between book income and income
subject to tax for companies with positive tax net
income. A company’s ultimate tax liability is calcu-
lated by applying the rate schedule to income subject
to tax, with additiona taxes potentidly levied (for
example by the dternative minimum tax) and offset by
the use of credits (such as the foreign tax credit).

[All figures are estimates based on samples--money amounts are in thousands of dollars]

The Magni t ude of Book Tax Adj ust nent s,

1996- 1998

Figure C provides annud totals for each lineitem in
Schedule M-1 for al active corporation returns (other
than Forms 1120S, 1120-REIT, and 1120-RIC) and
for the subset of returns with net income, as well as
additional information on total assets, net operating
loss deductions, specia deductions, and income tax
before and after credits[9]. Figure D provides aplot
of two data series of interest: pre-tax book income
and tax net income.

Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC:
Selected Schedule M-1 and Tax Return Items, Tax Years 1996 - 1998

All returns 1996 1997 1998
(1) (2) ()]

NUMDBET Of FELUMNIS.......veiiiiieciie ettt e e eae e aaeebee e 2,317,886 2,248,065 2,249,970
Total assets................c.... 23,511,428,533 26,398,629,274 29,539,700,618
Net income (loss) per books.. 553,496,834 599,869,698 600,318,898
Federal iInComMe taX........ccccvvevviieniieiiennne 199,196,586 219,712,107 216,419,319
Excess of capital losses over capital gains................ 8,646,029 14,203,705 15,403,856
Income subiect to tax not recorded on books this vear ............cc........ Ny 298,655,555 348,625,966 372,891,938
Expenses recorded on books this year not deducted on this return, total........... 525,582,556 590,909,855 697,517,834

[DLTo] (Tot T i) o SRS USRS 97,708,684 111,705,424 125,234,911

Travel and entertainment. 8,771,250 9,127,373 9,913,506
Income recorded on books this year not included on this return, total. N 320,283,590 384,591,785 472,270,251

TaX-EXEMPL INTEIESE.....eiiiiiiiie it 20,492,172 20,123,154 22,455,327
Deductions on this return not charged against book income this vear, total....... 574,240,285 656,745,192 743,898,879

Depreciation 154,489,283 177,231,906 205,270,043
Tax netincome ?, N 660,154,361 693,626,552 657,708,494
Net operating l0SS dedUCHION...........cccoviiiiiiie e 55,018,652 60,288,965 52,638,186
SPECIAl AEAUCHIONS. ...ttt 20,749,759 24,257,616 24,109,396
Total income tax before credits. . 223,454,063 239,133,922 230,912,537
Total INCOME tax after CrEdItS.........c.uviiiieiiiiiieeeec e 170,362,149 183,915,844 181,058,075

Returns with net income 1996 1997 1998
((H)] (2) (3)

NUMDET Of FEIUIMNS.....eveiiiieiiiee et e e e e st e e s e earae e e e e areees 1,284,278 1,239,047 1,239,493
Total assets........ceevvevuens 21,143,256,354 23,547,358,865 24,862,403,685
Net income (loss) per books.. 658,000,683 709,870,164 721,440,481
Federal iINCOME taX........ccccvrerererrnerenneas 203,014,906 222,707,340 218,735,106
Excess of capital losses over capital gains................ 5,700,809 10,176,054 7,322,157
Income subiject to tax not recorded on books this year . 272,189,600 314,767,607 330,462,553
Expenses recorded on books this year not deducted on this return, tof 420,308,785 458,480,433 509,785,516

DEPIECIALION. ...ttt 85,147,285 94,310,645 98,228,573

Travel and entertaiNnMment...........ccccoeveeiiieeeiiec e .. 7,077,851 7,286,355 7,722,139
Income recorded on books this year not included on this return, total................| 272,121,002 333,587,277 361,581,496

TaX-EXEMPE INEIESE.....ccuieitieiiitieie et 19,430,423 19,050,145 20,428,192
Deductions on this return not charged against book income this year, total.. 464,393,121 510,575,262 546,365,735

Depreciation N 130,760,747 144,746,060 149,908,209
TAX NELINCOME L.ttt 791,880,921 835,340,636 848,194,555
Net operating 10SS dEAUCLION. ..........eouiiiiiiiiiieieee e 55,015,028 59,718,165 52,635,887
Special deductions................. 19,914,957 23,210,638 22,143,556
Total income tax before credits. N 223,159,353 238,608,509 230,073,409
Total income tax after CreditS. ... ..c.vvvve i 170,076,043 183,459,827 180,277,343

NOTE: Detail may not add to totals because of rounding.

1 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).
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Measures of Income, Tax Years 1996-1998
Billions of dollars
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Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC: Book and Tax

1997 1998

Tax years

Pre-tax book incomet

B Tax net income?

In Figure E, the amount of tax reported for book
purposes is compared to total income tax after cred-
its from the tax return. Consistent with Figure D,
book measures of tax liability exceed income tax
after creditsin each year. For 1996, financia mea-
sures of tax liability exceeded tax after credits by
$28.8 hillion, increasing to more than $35.0 billionin
both 1997 and 1998.

Pre-tax book income of active corporations (the
sum of net income (loss) per books and Federal
income tax) grew from $752.7 billion for 1996 to
$819.6 hillion for 1997, and fdl dightly for 1998 to
$816.7 billion. Similarly, tax net income grew from
$660.2 hillion for 1996 to $693.6 hillion for 1997, and
aso fell for 1998 to $657.7 billion. Over these 3
years, these figures represent an 8.5-percent growth
in pre-tax book income, while tax net income re-
mained essentidly flat (falling less than one-half of 1
percent). The net effect of these differential growth
patterns was to increase the difference between pre-
tax book income and tax net income from $92.5
billion for 1996 to more than $159.0 billion for 1998,

1 Net income (loss) per books plus Schedule M-1 Federal income tax
2 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income)

an increase of 71.9 percent. This book-tax differ-
ence represented 24.2 percent of the total amount of
net income reported for tax purposes for 1998.

The sources of these differences in the levels of
income can be examined in two ways. first, by the
changes in income by the income status of company,
and second, by the components of the reconciling
items. For returns with net income (the bottom panel
of Figure C), pre-tax book income rose 9.2 percent
from 1996 to 1998, and tax net incomerose 7.1
percent. Among these companies, the difference
between book net income and tax net income rose
from $69.1 billion for 1996 to $92.0 hillion for 1998, or
by 10.8 percent of the 1998 leve of tax net income.
In contrast, the book-tax differences of loss corpora-
tions, which in the aggregate reported both negative
pre-tax book income and negative tax net income,
nearly tripled, from $23.4 hillion for 1996 to $67.0
billion for 1998. Thus, of the $66.5-billion increase in
book-tax income differences, $43.6 hillion, or 65.6
percent, was attributable to corporations without net
income for tax purposes.
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Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC: Book and Tax

Measures of Tax, Tax Years 1996-1998
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W Schedule M-1 Federal income tax

BTotal income tax after credits

As for the components of Schedule M-1, the
“excess of capital losses over capital gains,” grew by
the greatest percentage over the period (78.2 per-
cent) from $8.6 billion to $15.4 billion. Of the differ-
ences in the amount of income reported under each
system, the net difference in “income recorded on
books not included on this return” and “income sub-
ject to tax not recorded on books” increased from
$21.6 hillion in 1996 to $99.4 billion for 1998. Mot of
this increase was due to loss companies. Companies
with net income in each year reported $68.6 million
more income for tax than book purposes (net) for
1996, reversing to an excess of income reported for
book purposes of $31.1 hillion. However, loss compa-
nies reported $21.7 billion more in pre-tax book
income than tax net income in 1996, rising to $68.3
billion in 1998.

The amount of tax deductions in excess of book
expenses rose from $48.7 hillion for 1996 to $65.8
billion for 1997, fdling to $46.4 hillion for 1998. Of
those total's, net excess depreciation for tax purposes
rose from $56.8 billion for 1996 to $65.5 hillion for
1997, and $80.0 hillion for 1998.

Book- Tax D f f erences by 9 ze, 1996- 1998
Figure F provides totals for Schedule M-1 items for
active corporations by the size of assets for 1996.
Although firms in the largest asset category of $250
million or more represented only two-tenths of 1
percent of the returnsfiled for 1996, they held 88.1
percent of total assets and reported 96.0 percent of
net income (loss) per books and 92.0 percent of tax
net income. Of the total amount of book-tax differ-
ences for 1996, about 98.6 percent was reported by
these companies. Although not reported in tabular
form, the concentration of assets, income, and book-
tax adjustments was similar for 1997 and 1998, with
corporations with assets of $250 million or more
reporting 96.6 percent of the total book-tax differ-
ence for 1997, and 96.9 percent for 1998.

D fferencesi nl nconeS at us, 1996- 1998

Apart from the magnitude of the differencesin the
amount of income reported under each accounting
system is the question of whether firms report the
same “sign” of income under each system. Figure G
provides a cross-tabulation of the number of returns
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Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC: Selected Schedule
M-1 and Tax Return Items, by Size of Total Assets, Tax Year 1996

[All figures are estimates based on samples--money amounts are in thousands of dollars, and size of total assets is in whole dollars]

Total Size of total assets
tem returns
of Zero $1 $10,000 $25,000 $50,000 $100,000 $250,000
active under under under under under under
corporations $10.000 $25.000 $50.000 $100.000 $250,000 $500,000
a 2 3 )] (O] 6) @ (8)
Number of returns. 2,317,886 118,862 321,674 241,128 259,634 301,545 399,481 245,932
Total assets.... 23,511,428,533 - 1,213,958 4,154,676 9,450,685 21,799,202 65,312,880 86,840,648
Net income (loss) per books.. 553,496,834 1,320,170 -538,071 -361,932 -287,665 -625,724 -351,480 703,607
Federal income tax 199,196,586 2,105,215 30,969 51,838 92,119 149,871 564,381 778,592
Excess of capital losses over capital gains 8,646,029 1,573,512 -884 11,434 393 31,509 209,813 190,330
Income subject to tax not recorded on books
thiS YA ... 298,655,555 6,125,831 225,569 25,902 25,753 152,848 320,257 412,050
Expenses recorded on books this year not
deducted on this return, total................cccocoinnnnn 525,582,556 36,217,182 275,632 257,122 454,719 710,256 1,942,255 1,640,892
Depreciation 97,708,684 1,267,326 20,672 16,702 34,601 70,240 154,558 156,741
Travel and entertainment... 8,771,250 120,321 87,500 90,780 116,467 162,935 303,969 274,347
Income recorded on books this year not
included on this return, total.. 320,283,590 25,448,246 93,829 158,360 97,845 168,923 1,434,775 1,121,040
Tax-exempt interest 20,492,172 179,606 *1,081 - *(1) 4,998 17,827 19,543
Deductions on this return not charged against
book income this vear, total........................... 574,240,285 21,006,961 607,961 114,654 126,828 247,713 921,640 871,283
Depreciation... 154,489,282 1,959,015 25,411 59,702 60,153 86,993 225,844 244,029
Tax netincome 2.... 660,154,361 400,958 -745,578 -288,131 63,917 -2,903 329,503 1,727,282
Net operating loss deduction. 55,018,652 3,000,336 485,296 481,667 651,622 915,594 1,568,156 1,517,168
Special deductions.........cocooviiiiiiiiii 20,749,759 192,780 *1,086 *2,632 2,188 9,646 33,653 77,624
Size of total assets--continued
Item $500,000 $1,000,000 $5,000,000 $10,000,000 | $25,000,000 | $50,000,000 | $100,000,000
under under under under under under under $250,000,000
$1,000,000 $5,000,000 $10,000,000 | $25,000,000 | $50,000,000 | $100,000,000 | $250,000,000 or more
9 (10) (11) (12) (13) (14) (15) (16)
Number of returns. 176,096 181,783 26,431 18,665 9,103 6,417 5,545 5,589
Total assets.... 124,378,012 | 378,102,278 | 184,013,935 | 291,770,785 | 321,697,490 | 455,135,232 | 860,982,201 | 20,706,576,550
Net income (loss) per books.. 648,130 1,583,515 -214,096 1,535,616 1,399,602 4,400,903 12,808,170 531,476,090
Federal income tax. 1,100,693 4,763,740 2,831,924 4,189,954 3,798,097 5,046,423 9,457,624 164,235,146
Excess of capital losses over capital gains 31,042 191,322 82,631 406,757 164,566 485,291 437,574 4,830,739
Income subject to tax not recorded on books
thiS YEAI...eiiiicice e 725,798 4,034,060 2,055,856 3,487,765 3,580,925 4,727,693 9,907,981 262,847,266
Expenses recorded on books this year not
deducted on this return, total...........ccccccceevieneine 2,218,248 9,191,375 5,307,808 9,647,120 10,664,471 13,678,146 24,959,983 408,417,348
Depreciation 286,385 1,321,412 827,174 1,467,746 1,560,412 1,891,611 3,071,173 85,561,930
Travel and entertainment... 301,163 786,739 299,893 367,906 301,703 309,093 499,042 4,749,390
Income recorded on books this year not
included on this return, total.. 1,456,698 5,563,154 2,345,973 4,292,654 4,418,114 4,960,088 9,505,046 259,218,847
Tax-exempt interest 28,323 132,793 73,921 199,646 324,021 599,213 1,115,349 17,795,852
Deductions on this return not charged against
book income this vear, total........................... 1,144,979 6,984,320 4,459,748 9,599,279 10,412,418 13,133,878 25,461,779 479,146,844
Depreciation... 446,574 2,013,742 1,293,001 2,298,450 2,379,587 2,899,394 5,356,419 135,140,967
Tax netincome 2.... 2,068,251 6,840,736 3,191,900 5,264,331 4,559,062 10,149,428 22,407,916 604,187,691
Net operating loss deduction. . 1,548,911 3,888,206 1,677,841 2,514,615 1,892,699 2,506,016 4,145,709 28,224,815
Special deductionsS.........cccooiiiiiiiiiiiiicce 85,005 393,305 143,767 288,787 364,944 399,739 854,139 17,900,464

*Estimate should be used with caution because of the small number of sample returns on which it is based.
1| ess than $500.

2 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).

NOTE: Detail may not add to totals because of rounding.
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Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC: Number of Returns,
Pre-Tax Book Income by Net Income (Loss), and Income Subject to Tax, Tax Years 1996-1998

|All figures are estimates based on samples|

Number of Returns

1996

1997 1998

Pre-Tax Book Income t
Net Income (Loss) 2

Net Income (Loss) 2 Net Income (Loss) 2

greater than

greater than greater than

zero or less zero or less zero or less
zero zero zero
Zero or less 995,163 203,478 969,793 190,603 968,538 190,901
Greater than zero 38,444 1,080,800 39,224 1,048,444 41,938 1,048,593

Income Subject to Tax

Income Subject to Tax Income Subject to Tax

greater than
zero

greater than

greater than
zero zero

zero zero zero
Zero or less 1,064,630 134,012 1,037,856 122,540 1,033,750 125,689
Greater than zero 330,002 789,243 324,128 763,540 328,486 762,045

Number of Returns with Assets of $250 Million or More

Net Income (Loss) 2

Net Income (Loss) 2 Net Income (Loss) 2

greater than

greater than greater than

zero or less zero or less zero or less
Zero Zero Zero
Zero or less 705 237 719 255 950 296
Greater than zero 372 4,275 395 4,471 406 4,443

Income Subject to Tax

Income Subject to Tax

greater than
Zero

zero

Income Subject to Tax
greater than greater than
zero zero
Zer0 Zero

Zero or less 779 163

799 175 1,033 213

Greater than zero 744 3,903

760 4,106 710 4,139

1 Net income (loss) per books plus Schedule M-1 Federal income tax.

2 Taxable income before net operating loss deduction and special deductions.

for each year based on whether they reported
positive or negative pre-tax book income and whether
net income (loss) was pogtive or negetive and income
subject to tax was positive or zero [10]. For these
tabulations, net income refers to the amount of income
reported by corporations before the net operating loss
deduction and specid deductions, as reported on the
first page of Form 1120, and not the amount reported
in Schedule M-1 (referred to as “tax net income”).
Differences in these amounts will be due to omissions
in Schedule M-1, and not due to errorsin the calcula
tion of the company’sincome subject to tax. For
further details, see the Data Sources and Limita-
tions section at the end of this article.

The first pandl of Figure G provides tabulations
of the returns based on the signs of their pre-tax book
income and net income (loss). For 1996, there were
995,163 returns showing zero or negative pre-tax

book income and zero net income or |oss, with
1,080,800 returns showing positive amounts of each.
While these two amounts represent nearly 90 percent
of the total number of returns, it isimportant to note
that the other two table cells show that 10.4 percent
of companies report income with opposite signs under
the two accounting systems, with the bulk of those
reporting positive tax net income but zero or negative
pre-tax book income. This pattern remains constant
throughout 1997 and 1998, with 10.2 percent and 10.3
percent of the returns, respectively, showing differ-
ences in the signs of income reported for tax and
book purposes.

The second set of tabulations in the top panel
compares pre-tax book income to income subject to
tax. Income subject to tax cannot be negative, and
will be less than net income (loss) if the corporation
has a dividends-received deduction or certain other
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statutory special deductions, such as anet operating loss
carryforward. Predictably, the share of returns with
differing Sgns increases to gpproximately 20 percent for
each of the 3 years, with the largest increase occurring

1998. Strikingly different, however, is that for each
of these years, the majority of returns reporting
different “signs’ of income are those with positive
pre-tax book income and zero or negetive net income.

in the combination of companies reporting postive pre-
tax book income, but zero income subject to tax. That
this combination increasesis not surprising, asthe
dividends received deduction and statutory specia
deductionswill only reduce tax accounting measures of
income, without affecting the amount of pre-tax book
income reported to shareholders.

The second panel of Figure G repests the tabula-
tion of the fird, but islimited to companiesin the largest
Sze category, those with assets of $250 million or more.
For the 3 years, the overal percentage of returns show-
ing different sgnsisonly dightly higher, & 10.9 percent
for 1996, 11.1 percent for 1997, and 11.5 percent for

For the largest corporations, the percentage report-
ing different Sgns of income is somewhat smdler than
for the populaion asawhole: 16.2 percent for 1996,
about 16.0 percent for 1997, and 15.1 percent for
1998. What is different in this panel, however, is that
of those returns with different “signs’ of income, the
relative number reporting positive pre-tax book income
but zero income subject to tax is more than four
times the number reporting positive income subject to
tax but zero or negative pre-tax book income for
1996 and 1997, and more than 3 times for 1998.

In Figure H, the tabulations of Figure G are
repeated, but with the amount of book-tax difference

Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC: Pre-Tax Book
Income less Net Income (Loss), Pre-tax Book Income by Net Income (Loss), and Income
Subject to Tax, Tax Years 1996-1998

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Pre-tax Book Income less Net Income (Loss) for All Returns
1997

1996 1998

Pre-Tax Book Income t
Net Income (Loss) 2

greater than

Net Income (Loss) 2
greater than

Net Income (Loss) 2
greater than

zero or less Zero zero or less Zero zero or less Zero
Zero or less -23,376,753) -48,960,797 -20,140,348 -52,838,869 -41,352,901 -64,838,071
Greater than zero 54,772,665 195,704,380 65,356,678 219,662,897 122,479,519 268,203,445

Income Subject to Tax
greater than

Income Subject to Tax
greater than

Income Subject to Tax
greater than

Zero Zero Zero Zero Zero Zero
Zero or less -43,897,259 -28,440,291 -30,104,350 -42,874,866 -53,890,679 -52,300,293
Greater than zero 61,727,077 188,749,969 76,367,379| 208,652,196 132,566,174| 258,116,790

Pre-tax Book Income less Net Income (Loss) for Returns with Assets of $250 Million or More

Net Income (Loss) 2
greater than

Net Income (Loss) 2
greater than

Net Income (Loss) 2
greater than

zero or less Zero zero or less zero zero or less Zero
Zero or less -14,072,680 -33,008,922 -12,216,592 -37,669,991 -25,727,735 -47,197,337
Greater than zero 33,873,726 188,870,636 41,334,240 213,311,278 98,803,992 249,690,528

Income Subject to Tax
greater than

Income Subject to Tax
greater than

Income Subject to Tax
greater than

Zero Z€ero zZero Zero Zero Z€ero
Zero or less -27,201,407 -19,880,195 -17,066,561 -32,820,022 -31,202,121 -41,722,951
Greater than zero 38,732,526 184,011,835 50,396,405 204,249,114 106,423,770 242,070,751

1 Net income (loss) per books plus Schedule M-1 Federal income tax.
2 Taxable income before net operating loss deduction and special deductions.
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for each combination of income reported rather than
the number of returns. For active corporations,
based on the sign of pre-tax book income and net
income (loss) for al corporations in the sample, more
than 100 percent of the total book-tax income differ-
ence for 1996 and 1997 is due to corporations with
positive amounts of both, with the other three combi-
nations largely offsetting each other. For companies
reporting positive pre-tax book income but zero net
income or loss, the amount of the book-tax differ-
ence will always be positive, just as corporations
reporting positive net income and negative pre-tax
book income will always show a negative book-tax
income difference. For companies with negative or
zero amounts of both pre-tax book and net loss, the
aggregate value of the book-tax difference is nega-
tive, suggesting these companies, on average, report
higher net income (loss) than book income.

For 1998, the amount of book-tax difference due
to companies with positive pre-tax book income and
positive net income was 94.3 percent of the total,
with the amount of book-tax differences reported by
companies with positive pre-tax book income and
zero net income or loss increasing 87.4 percent, from
$65.4 billion for 1997 to $122.5 hillion for 1998, an
increase of $57.1 hillion.

The next two lines of data provide information on
the magnitude of the difference between pre-tax
book income and income subject to tax. Between
1997 and 1998, the amount of book-tax income dif-
ferences reported by companies with positive pre-tax
book income and zero income subject to tax in-
creased significantly, from $76.4 billion to $132.6
billion, a 73.6-percent difference.

The bottom half of Figure H provides the magni-
tudes of book-tax differences for the largest corpora-
tions. Examining the dollar amounts of the book-tax
difference for corporations with assets of $250 mil-
lion or more shows a similar pattern for 1996 and
1997 asin the entire sample. Most notable, however,
isthat the sharp increase in the book-tax difference
for 1998 seems to have been driven by the increase
in the book-tax difference of these large corpora-
tions. For 1996 and 1997, the book-tax differences of
corporations reporting positive pre-tax book income
and positive net income were approximately equal to
the entire amount of the book-tax difference for all
returns included in the Statistics.

From 1997 to 1998, corporations with assets in
excess of $250 million, and reporting positive pre-tax
book income and zero or negative net income, re-
ported twice the amount of book-tax income differ-
ences, from $41.3 hillion to $98.8 hillion. Thisin-
crease in the book-tax difference for these corpora
tionsis aso found in the bottom panel for corpora:
tions with assets of at least $250 million. For this
subset of companies, the book-tax difference of
returns showing positive pre-tax book income and
zero income subject to tax more than doubled, from
$50.4 hillion for 1997 to $106.4 hillion for 1998.

Book- TaxD fferencesby | ndustrid Dvi sion,
1996- 1997

While aggregate differences are informative in

hel ping to understand the importance of accounting
differences in the measurement of income, they are
not indicative of every industry. In this section, the
extent of book-tax accounting differences are
described by industria divison. Tables 1 through 6
present tabulations from Schedule M-1 for active
corporations and of corporations with net income for
the years 1996 to 1998. Because of changesin
classifications as a result of the adoption of the North
American Indudrid Classfication Sysem (NAICYS),
industrid “sectors’ for 1998 are not readily compa
rable to the industrial “divisions’ of earlier years. As
aresult, 1998 is discussed separately.

Agriculture, forestry, and fishing.--With
approximately one-haf of the divison’'s assets held
by companies with less than $5 million in assets,
these smaller, privately-held corporations are more
likely to use tax accounting rules as the basis of their
financia accounting, and therefore have fewer
adjustments to make between book and tax net
income. Pre-tax book income exceeded tax net
income by $90.8 million for 1996 and $22.1 million
for 1997, representing 5.1 and 1.4 percent of tax net
income in those years, respectively. Excess depre-
ciation deducted for tax purposes was $95.9 million
for 1996 and $116.2 million for 1997. Each of these
amounts exceeded the total amount of book-tax
differences for each year. After including non-
depreciation expenses, net charges against pre-tax
book income were $17.6 million more than those
againg tax net income for 1996, and $8.3 million less
for 1997. Income recognition differences were the

121



Reconciling Corporation Book and Tax Net Income, Tax Y ears 1996-1998

largest source of book-tax differences, with $124.7
million more income recorded as pre-tax book in-
come than tax net income for 1996 and $69.4 million
for 1997.

Mining.--Pre-tax book income exceeded tax net
income by $3.8 hillion for 1996, or 35.4 percent, but
reversed for 1997, leaving tax net income $0.3 hillion
(or 2.4 percent) higher than pre-tax book income for
1997. The net amount of additiona income reported
on these companies financia books over income
reported on their tax returns was $498.0 million for
1996 and $417.6 million for 1997, while tax deduc-
tions, which exceeded book expenses by $3.6 billion
for 1996, reversed and were smaller than book ex-
penses by $520.1 million for 1997. Depreciation
differences were small for both years, anounting to
only $58.2 million for 1996 and $8.2 million for 1997.

Construction.--As in agriculture, assets are less
concentrated in large corporations, more than one-
half are owned by companies with assets less than
$10 million. Pre-tax book income exceeded tax net
income by 1.4 percent for this group, or $108.9 mil-
lion for 1996 (with corporations in the largest asset
category ($250 million or more) reporting tax net
income $364.0 million greater than pre-tax book
income). For 1997, this relationship reversed, with
the divison reporting $385.1 million morein tax net
income than pre-tax book income, or 4.9 percent of
the total amount of tax net income. Corporations
reported a net $1.0 billion more in pre-tax book in-
come than tax net income for 1996 and $0.5 billion
more for 1997. Net deductions for tax were $846.0
million less than net book expensesin 1996 and
$813.3 million lessin 1997. Of these expenses, net
tax depreciation exceeded book depreciation by
$488.4 million in 1996 and $595.8 million in 1997.

Manufacturing.--For 1996, about 89 percent of
manufacturing’ s assets and nearly 92 percent of pre-
tax book income were reported by corporations with
$250 million or more in assets. For 1996, tax net
income for this division exceeded book pre-tax in-
come by $10.7 hillion (3.3 percent of tax net income)
but this reversed for 1997, with pre-tax book income
exceeding tax net income by $20.1 billion, or 6.1
percent of tax net income. Excess capital |osses
were $3.7 billion for 1996 and $6.7 hillion for 1997.
This division was responsible for gpproximately 32
percent of the total amount of book depreciation
expenses “not deducted for the current year” for

1996 and 1997. Although excess tax depreciation
exceeded book depreciation by nearly $20 billion for
1996 and approximately $24 billion for 1997, the
difference between deductions and expenses was
much smaller in 1996 at $14.5 billion and increased to
$34.8 hillion for 1997. The net amount of tax net
income not included in pre-tax book income exceeded
book income not included in tax net income by $21.8
billion for 1996, but only $8.2 hillion for 1997.

Transportation and public utilities.--Even
more concentrated than manufacturing, thisdivison's
largest group of companies (those with total assets of
$250 million or more) held 94 percent of the divison's
assets and reported almost 98 percent of its tax net
income for 1996. Reported book pre-tax income
exceeded tax net income by $30.1 billion for 1996
and $18.9 hillion for 1997, 32.5 percent and 15.0
percent of the total amount of book tax differencesin
each year. These differences amounted to 37.0
percent of tax net income in 1996 and 23.3 percent in
1997. The amount of income recorded for financial
accounting purposes exceeded that reported as tax
net income by $13.9 billion for 1996 and $7.2 billion
for 1997. Tax deductions exceeded book expenses
by $17.2 billion and $14.5 hillion, respectively, for
1996 and 1997, with depreciation accounting for
$11.9 billion and $3.8 hillion of thet totd.

Wholesale and retail trade.--For 1996, tax net
income exceeded pre-tax book income by $3.2 billion,
amounting to 5.7 percent of tota tax net income of
$56.1 hillion. Income included in pre-tax book in-
come was $6.2 billion less than for tax net income,
partialy offset by $3.5 billion more in tax deductions
than expenses taken for book purposes. Deprecia
tion deductions reduced tax net income by $9.3 hillion
more than taken againgt pre-tax book income.

For 1997, nearly the entire amount of book-tax
difference was eliminated, with tax net income ex-
ceeding pre-tax book income by only $546 million,
less than 1 percent of the total amount of tax net
income for that year. The amount of income in-
cluded in pre-tax book income but not included in tax
net income increased only dightly (from $6.2 billion to
$6.8 hillion), while the amount of deductions taken for
tax but not book purposes more than doubled, from
$3.5 hillion to $7.2 billion.

Finance, insurance, and real estate.--By far
the largest source of aggregate book-tax differences,
thisindustria division showed 45.7 percent more
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income for book purposes than for tax purposes for
1996 and 53.4 percent for 1997, representing $72.4
billion and $93.7 hillion, respectively. Only dightly
less concentrated than the Transportation division,
corporations in the largest asset category reported 92
percent of the assets, 94 percent of the book pre-tax
income, 96 percent of tax net income, and 89 percent
($64.7 billion) of pre-tax book incomein excess of
tax net income for 1996.

For 1996, the single largest factor explaining the
book-tax difference was the $38.7-billion net income
included in pre-tax book income but not included in
tax net income, including $17 billion in tax-exempt
interest, 83 percent of the tota reported by al com-
panies. An additiond $5.4 billion of tax deductionsin
excess of book expenses were recorded, along with
$2.1 hillion in excess capital losses.

For 1997, additiona income reported for book,
but not tax purposes, was $50.5 hillion, including
$16.3 hillion in tax-exempt interest. Deductions
againg tax net income in excess of expenses for
book purposes were $7.6 hillion, with an additional
$14.8 hillion in depreciation deductions.

Services.--The amount of tax net income re-
ported by the services division ($22.2 billion) ex-
ceeded pre-tax book income by $26.8 million for
1996, but increased dramétically to $5.5 billion for
1997. The amount of income included in tax net
income but not in pre-tax book income was $4.8
million for 1996 and $7.7 billion for 1997. This addi-
tiona income for tax purposes was partialy offset by
$5.3 hillion of tax deductionsin excess of book ex-
penses for 1996, faling to $3.0 billion for 1997. De-
ductions for depreciation exceeded those reported as a
book expense by $5.5 hillion and $6.3 hillion for both
1996 and 1997. Excess capital |osses accounted for the
remaining $0.7-billion and $0.8-billion differences

Book- Tax D f f er ences by | ndust ry Sect or, 1998
Schedule M-1 data for 1998 are presented in Tables
5and 6. Because 1998 is the first year using the
North American Industry Classification System
(NAICS) , industry classifications are not directly
comparable to classifications used in prior years.
Further information on NAICS sectors, and the
effects of NAICS on the comparability of corporate
tax return data, can be found in Treubert and Jauquet
(2001) [11].

Raw materials.--Companies in the raw materias
industries reported $3.1 billion more tax net income

than pre-tax book income for 1998. While these
companies reported $2.9 billion more in income for
financia accounting purposes than for tax purposes,
this was more than offset by $4.2 hillion less in tax
deductions than book expenses. Depreciation for
book purposes exceeded depreciation for tax by nearly
$900 million. Of these totals, |oss companies reported
nearly al of the additiona book pre-tax income, with
companies with positive net income claiming $5.6
billion less in tax deductions than book expenses.

Goods production.--Companies classfied in this
sector had an excess of pre-tax book income over
tax net income of $11.6 billion, representing 3.7
percent of the amount they reported as tax net in-
come. Even though depreciation deductions were
nearly $31.0 hillion more for tax purposes than for
book purposes, total deductions for tax purposes
were $4.5 billion less than expenses for book pur-
poses. Income reported for book but not tax pur-
poses exceeded $22.7 billion, representing 23 percent
of the tota for all companies, and excess capita
losses were $6.7 billion--the largest amount for any
industry sector and 43 percent of the total for al
corporations.

Distribution and transportation of goods.--
These corporations reported pre-tax book income
$9.2 billion higher than tax net income, a difference
of 11.6 percent. The excess of income included in
tax net income over income recorded for book pur-
poses was $9.0 billion, but this was offset by more
than $19.0 billion in additiona deductions for tax than
for book purposes.

Information.--Corporations classified in this
sector showed the second largest source of book-tax
income differences for 1998, reporting $58.5 billion
more in pre-tax book income than tax net income, a
difference equal to 95.4 percent of the $61.3 hillion
reported as tax net income.  Within this sector, the
excess of income reported for book but not tax pur-
poses was $38.5 hillion, of which loss corporations
share was more than 100 percent ($39.1 billion). Tax
deductions exceeded book expenses by $22.2 hillion,
of which $20.8 billion were due to corporations with
positive tax net income.

Finance, insurance, and real estate.--Aswith
prior years, corporations classified as finance-related
were responsible for the largest amount of book-tax
income differences, $81.4 billion, 51.2 percent of the
grand total for the year. The amount of the book-tax
difference was equal to 94.5 percent of tax net
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income reported by finance-related companies. Both
returns with net income, as well as returns without net
income, reported large amounts of pre-tax book income
in excess of income included in tax returns, $47.8 billion
and $35.0 hillion, respectively, and smdler amounts of
expenses for book purposes than those deducted for
tax purposes, $2.9 hillion less for returns with net
income and $4.6 hillion for returns without net income.
Tax-exempt interest reported for the finance sector
totaled $14.1 hillion, 63 percent of the total amount of
tax-exempt interest reported by al corporations.

Professional and business services.--Tax net
income exceeded pre-tax book income for service
corporations by $4.9 billion for 1998. While these
corporations reported $5.8 hillion less income for tax
than for book purposes, tax deductions exceeded
book expenses by more than $11.3 billion, dmost al
of which could be attributed to depreciation differ-
ences of $11.2 billion. Corporations in this sector
aso reported nearly $5.0 billion in tax-exempt inter-
est, second only to finance, and 22 percent of the
U.S. total.

Education, health, and social services.--
Aggregate net income for this sector was negative on
both a book and tax basis for 1998. The reported
pre-tax book loss of $6.1 billion was $5.4 billion more
than the $0.7 billion for tax net income. The compa-
niesin this sector reported both $974.0 million lessin
income for tax purposes than book purposes, and
$4.2 hillion more in expenses for book purposes.
Companies with and without net income both show
this same pattern of greater tax than book income
reported, and greater expenses charged against book
income than deducted for tax purposes.

Leisure.--Pre-tax book income exceeded tax
income by $2.2 hillion, an amount equal to 32.3 per-
cent of tax net income. Leisure companies reported
$2.0 billion more in pre-tax book income than income
reported under tax accounting rules, while reporting
$0.5 billion more in expenses for tax reporting pur-
poses. Approximately one-haf of the book-tax
difference was due to depreciation differences, with
depreciation expenses for tax reporting exceeding
book depreciation by $1.1 hillion.

Firms with zero or negative tax net income repre-
sented 56 percent of dl returnsfiled in this sector and
were the source of $1.4 billion of the total book-tax
difference, or nearly 62 percent.

Sunmar y

Accounting differences for tax and financial reporting
purposes can lead to large differences in the amount
of income reported under each system. This article
provides data on the magnitudes of these differences
for Tax Y ears 1996-1998 based on data compiled
from Schedule M-1 of the 1120 series of corporation
income tax returns. The extent of the difference in
income was estimated to be more than $159.0 billion
in 1998, representing 24.2 percent of the total amount
of tax net income reported for that year.

The release of these data should help to provide
more insight into the operation of the corporate in-
come tax system, and its interaction with other ac-
counting methods. 1t should also be useful in helping
to better understand the relation between the corpo-
rate tax system and the economy as awhole, as
corporate Income Subject to Tax is influenced by
factors other than current economic performance.

Dot aSour cesandLi mit ati ons, Forml120, Tax
Year s 1996- 1998

Estimates for Tax Y ears 1996-1998 are based on
samples of corporation income tax returns with
accounting periods ending July of one year through
June of the following year (Tax Year 1996, for
example, includes accounting periods of July 1996 to
June 1997) posted to the Internal Revenue Service
Business Master File from the beginning of July
through the end of the following June. These returns
represent domestic corporations filing Form 1120 or
1120-A; foreign corporations with income “ effec-
tively connected” with a U.S. business filing Form
1120-F; life insurance companies filing Form 1120-L ;
and property and casualty insurance companies filing
Form 1120-PC. While life insurance companies are
included in the tabulations, Form 1120-L does not
include a Schedule M-1, and book-tax differences of
these companies will not be reflected in the tables.
Form 1120S (S corporation returns), regulated
investment companies filing Form 1120-RIC, and
real estate investment trusts filing Form 1120-REIT
were excluded from the tabulations.

A dgratified probability sample was used to pro-
duce the statistics. Sample sizes vary by year with
stratifications based on combinations of total assets
and a measure of income at rates ranging from 0.25
percent to 100 percent. More detail for individua
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years can be found in Statistics of Income--Cor po-
ration Income Tax Returns.

Information is obtained from the returns as filed.

Within this article, “tax net income” refersto the
amount of income reported on the last line of Sched-
ule M-1 as reconciled with pre-tax book income.
This “tax net income” should equa the amount re-
ported as “taxable income before net operating loss
deduction and specia deductions,” as reported on the
first page of Form 1120 (referred to as “ net income
(loss)”). However, companies that do not complete
the schedule or leave it blank will not be recorded as
having a book-tax difference, and the amount of “tax
net income” tabulated from Schedule M-1 may not
equa the amount of net income reported elsewhere.
As aresult, income subject to tax derived from
Schedule M-1 tax net income can differ from income
subject to tax reported on thefirst page of Form 1120.
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Income, Cor poration Income Tax Returns, for
1963 and 1967, and Natrella, V., 1968, “Corpo-
rate Profits Data--Tax Returns vs. Company
Books,” paper presented at the Federa Statis-
tics Users Conference. A historical perspec-
tive can be found in Smith, D.T. and Butters,
JK, 1949, Taxable and Business Income,
National Bureau of Economic Research. They
also provide a lengthy discusson and detailed
andysis of book-tax differences during the 1930's.

Discussions of book-tax accounting differences
can be found in Kramer, J.L. and Phillips, L.C.
eds,, 1995, Federal Taxation, 1996, Prentice-
Hall; Dworin, L., 1985, “On Estimating Corpo-
rate Tax Liabilities from Financia Statements,”
Tax Notes, December 2, pp. 965-971; Plesko,
G.A., “Book-Tax Differences and The Mea-
surement of Corporate Income,” Proceedings
of the Ninety-Second Annual Conference,
1999, Columbus, National Tax Association--Tax
Institute of America, pp. 171-176; Plesko, G.A.,
“An Evaluation of Alternative Measures of
Corporate Tax Rates,” forthcoming, Journal of
Accounting and Economics; and Manzon, G.
and Plesko, G., “The Reation Between Finan-
cid and Tax Reporting Measures of Income,”
forthcoming, Tax Law Review.

Under some circumstances, such as with the
former investment tax credit, tax rules may aso
require an adjustment to the basis of the asset.

For more information on the accounting treat-
ment of stock options, see Manzon, G. and
Plesko, G., Tax Law Review; Shevlin, T.,
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(9]

“Corporate Tax Shelters and Book-Tax Differ-
ences,” forthcoming, Tax Law Review; and
Hanlon, M. and Shevlin, T., “Accounting for the
Tax Benefits of Employee Stock Options and
Implications for Research,” Accounting
Horizons, March 2002, Val. 16, No. 1, pp. 1-16.

Tabulations and tables are provided only by
industry and not by asset categories. Given
disclosure requirements, the release of both sets

[10]

[11]

of datawould have grestly limited the ability to
provide industry details.

A number of similar tabulations based on
Schedule M-1 were published in Statistics of
Income, Corporation Income Tax Returns,
for the years 1963 to 1975.

Treubert, P. and Jauquet W. P., “Corporation
Income Tax Returns, 1998,” Satistics of Income
Bulletin, Summer 2001, Val. 21, No. 1, pp. 66-99.

SOURCE: IRS, Statistics of Income Bulletin,
Spring 2002, Publication 1136 (Revised 6-02).




Reconciling Corporation Book and Tax Net Income, Tax Y ears 1996-1998

Table 1.--Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC:
Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1996

[All figures are estimates based on samples--money amounts are in thousands of dollars]

All industrial Agriculture, . _ .
Item . forestry, and Mining Construction Manufacturing
divisions L
fishing
1) (2) 3) (4) (5)

NUMDBEr Of FELUMNS.......eiiiiiieie e 2,317,886 76,251 19,849 237,183 184,518
Total assets 23,511,428,533 61,710,512 283,323,373 185,316,136 5,223,581,699
Net income (loss) per books.... 553,496,834 1,198,953 12,365,074 5,617,716 235,113,768
Federal income tax 199,196,586 661,861 2,194,055 2,539,744 75,787,187
Excess of capital losses over capital gains 8,646,029 11,879 293,190 102,022 3,745,377
Income subject to tax not recorded on books this

VAT ittt ettt 298,655,555 604,644 3,731,332 4,387,424 132,386,699
Expenses recorded on books this year not deducted on

this return, total........ccooviiiiieiecee e 525,582,556 876,904 13,039,903 5,867,305 202,220,657

Depreciation 97,708,684 129,497 3,930,330 575,006 31,333,968

Travel and entertainment. 8,771,250 42,392 101,338 327,742 3,146,615
Income recorded on books this year not included on

this return, total .........ccceviiiiiieii e 320,283,590 729,383 4,229,341 5,420,577 110,613,087

TaX-XEMPL INTEIEST......ccviiieiiesiieie et 20,492,172 23,646 26,515 74,399 1,769,157
Deductions on this return not charged against book

income this vear, total .............ccoooiieiiiiiiiiiii e 574,240,285 859,352 16,628,480 5,021,332 216,677,045

DEPreCIAtION. ...c.veeuieiieie ettt 154,489,282 225,391 3,988,492 1,063,444 51,012,475
Tax netincome 1, 660,154,361 1,770,043 10,755,236 8,048,561 321,601,012
Net operating loss deduction 55,018,652 666,855 2,998,480 2,016,098 16,782,359
Special deductions 20,749,759 104,759 198,849 92,693 11,067,487
Total income tax before credits... 223,454,063 761,468 2,525,249 2,952,116 95,467,114
Total income tax after creditS..........ccoceeeeveiieeeeciiiieeeeeciinenn ) 170,362,149 657,114 1,350,458 2,661,969 58,848,541

Transportation and| Wholesale and | Finance, insurance, . Nature of business
Item A ) Services
public utilities retail trade and real estate not allocable
(6) ) (8) 9 (10)

Number of returns 107,466 585,583 357,907 741,907 7,220
Total assets.......c.cceeerueenne. 2,018,102,409 1,680,702,407 13,130,924,726 926,944,013 823,258
Net income (loss) per books. 81,377,141 31,210,634 176,902,970 9,746,684 -36,106
Federal income tax.. 30,052,701 21,699,475 53,810,269 12,449,298 *1,994
Excess of capital losses over capital gains 1,108,287 649,646 2,052,667 682,960 --
Income subject to tax not recorded on books this

VAL ittt 37,029,639 21,470,675 78,683,197 20,361,951 *-6
Expenses recorded on books this year not deducted on

this return, total.... 116,138,496 44,185,843 102,092,591 41,151,738 9,119

Depreciation.. 44,475,040 6,834,815 5,928,684 4,499,674 *1,670

Travel and entertainment. 1,119,649 1,306,497 1,172,225 1,553,699 *1,093
Income recorded on books this year not included on

this return, total 50,979,051 15,277,162 117,427,920 15,607,070 --

Tax-exempt interest.... 243,662 400,612 17,069,305 884,875 --
Deductions on this return not charged against book

income this year, total .............ccooiiiiiiiii 133,379,306 47,720,920 107,468,732 46,479,168 *5,950

Depreciation 56,325,508 16,089,060 15,825,258 9,958,388 *1,267
Tax netincome *... 81,339,037 56,107,717 158,340,876 22,222,827 -30,949
Net operating loss deduction.... 6,807,860 6,791,753 11,963,468 6,991,779 -
Special deductions 792,707 675,929 6,907,628 909,669 *38
Total income tax before credits 28,369,917 22,634,306 58,211,373 12,531,227 1,294
Jotal income tax after credits 25957.061 20,672,299 50,091,474 10,121,939 1,294

1 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).

*Estimate should be used with caution because of the small number of sample returns on which it is based.
NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the Standard Industrial Classification system.
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Table 2.--Returns with Net Income, Other than Forms 1120S, 1120-REIT, and 1120-RIC:
Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1996

[All figures are estimates based on samples--money amounts are in thousands of dollars]

All industrial Agriculture, y _ .
Item . forestry, and Mining Construction Manufacturing
divisions A
fishing
(D] (2 3) 4 5)

NUMbBEr Of FEtUMNS.....c..eiiiiiiee e 1,284,278 46,966 9,705 137,905 104,379
Total assets 21,143,256,354 42,223,727 210,924,304 144,230,512 4,587,484,226
Net income (loss) per books.... 658,000,683 2,441,726 13,326,576 8,691,154 259,236,091
Federal income tax 203,014,906 670,223 2,014,281 2,611,736 77,493,896
Excess of capital losses over capital gains.... 5,700,809 10,184 156,048 26,755 3,277,153
Income subject to tax not recorded on books this

VBAI ittt ettt ettt ettt ettt nnee s 272,189,600 545,974 3,105,824 3,637,617 124,961,699
Expenses recorded on books this year not deducted on

this return, total.........coovviiiiiiecce 420,308,785 556,894 9,617,106 4,106,957 169,859,867

Depreciation 85,147,285 97,545 3,134,937 408,838 26,970,714

Travel and entertainment. 7,077,851 31,418 75,467 230,470 2,650,301
Income recorded on books this year not included on

this return, total ..o 272,121,002 378,247 2,795,845 3,568,627 99,605,889

TaX-XEMPL INTEIEST......ceveiieriieiieie et 19,430,423 18,422 25,476 57,838 1,683,412
Deductions on this return not charged against book

income this vear, total .............coooiiiiiiii 464,393,121 507,694 11,256,661 3,498,187 182,489,785

DEPreCIatioN. ...c..eeuiiiiiiiiiesiie sttt 130,760,747 160,654 2,567,368 799,640 43,796,730
Tax net income 791,880,921 3,343,487 14,165,619 12,001,115 352,562,453
Net operating loss deduction 55,015,028 666,855 2,998,480 2,016,098 16,782,359
Special deductions............ 19,914,957 95,406 189,768 83,349 10,698,644
Total income tax before credits .. 223,159,353 760,903 2,519,417 2,928,883 95,386,344
Total income tax after creditS............cccovvviviiiiciiiiiicn ) 170,076,043 656,549 1,344,625 2,638,736 58,767,775

Transportation and| Wholesale and | Finance, insurance, ) Nature of business
Item . L ; Services
public utilities retail trade and real estate not allocable
(6) (7) (8) (9) (10)

Number of returns.... 59,656 340,431 201,860 382,596 781
Total assets, 1,734,889,940 1,348,173,327 12,384,716,175 690,378,305 *235,838
Net income (loss) per books.... 88,773,383 55,028,136 195,874,507 34,623,349 *5,759
Federal income tax 30,668,663 22,563,622 53,912,411 13,078,065 *2,012
Excess of capital losses over capital gains...........c.cceeeeveeiennd 894,121 262,284 677,567 396,692 -
Income subject to tax not recorded on books this

LS LS 33,776,980 17,550,134 72,419,871 16,191,507 *-6
Expenses recorded on books this year not deducted on

this return, total.... 102,781,672 28,104,718 78,766,176 26,514,839 *554

Depreciation 42,046,310 4,177,404 5,064,829 3,246,709 --

Travel and entertainMment............ccoceeeeeeieieeeeccieeee e 913,520 1,027,428 1,032,016 1,117,233 -
Income recorded on books this year not included on

this return, total 42,391,457 11,239,998 101,231,210 10,909,731 -

Tax-exempt interest... 218,403 383,553 16,237,714 805,606 -
Deductions on this return not charged against book

income this year, total ...........ccooovviiiiiiiii 118,626,937 32,030,777 82,829,322 33,153,320 *438

Depreciation 51,692,576 10,225,576 14,750,131 6,767,737 *338
Tax netincome 95,857,752 80,098,614 187,143,499 46,700,500 *7,882
Net operating loss deduction 6,807,860 6,791,753 11,959,844 6,991,779 -
Special deductions 738,370 624,041 6,645,946 839,397 *38
Total income tax before credits 28,316,137 22,609,505 58,127,354 12,509,538 1,275
Total income tax after credits 25,903,281 20,647,731 50,014,316 10,101,755 1,275

1 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).

*Estimate should be used with caution because of the small number of sample returns on which it is based.

NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the Standard Industrial Classification system.




Reconciling Corporation Book and Tax Net Income, Tax Y ears 1996-1998

Table 3.--Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC:

Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1997
[All figures are estimates based on samples--money amounts are in thousands of dollars]

Allindustrial Agriculture, » . .
Item S forestry, and Mining Construction Manufacturing
divisions A
fishing
(1) (2) (3) (4 (5)
Number of returns 2,248,065 74,844 16,593 226,679 171,796
Total assets. . 26,398,629,274 57,639,510 306,864,668 193,517,905 5,738,645,394
Net income (loss) per books 599,869,698 1,013,390 8,365,391 4,757,526 273,454,092
Federal income tax 219,712,107 587,416 3,119,320 2,676,685 78,608,233
Excess of capital losses over capital gains............c.ccoeeevveeeeeennn ) 14,203,705 48,316 166,655 99,559 6,674,351
Income subject to tax not recorded on books this
VAN ..ttt 348,625,966 318,295 5,721,346 4,610,618 151,663,887
Expenses recorded on books this year not deducted on
this return, total 590,909,855 883,965 20,359,107 6,125,433 218,603,667
Depreciation........ 111,705,424 137,589 4,346,701 626,419 36,038,932
Travel and entertainment.............cccceeenee. 9,127,373 40,543 101,697 318,882 3,280,292
Income recorded on books this year not included on
this return, total ..... 384,591,785 387,707 6,138,940 5,140,119 143,469,101
Tax-exempt interest 20,123,154 25,727 30,462 62,309 1,998,519
Deductions on this return not charged against book
income this year, total .............coeviiiiiiiii 656,745,192 892,227 19,838,982 5,312,108 253,430,252
Depreciation. 177,231,906 253,833 4,338,473 1,222,259 60,156,452
Tax netincome L...... 693,626,552 1,578,731 11,754,697 7,819,330 331,972,558
Net operating loss deduction 60,288,965 663,263 3,054,039 2,126,566 18,535,340
Special deductions.................. 24,257,616 115,094 226,263 130,453 12,534,214
Total income tax before credits 239,133,922 657,208 3,139,331 2,935,292 101,789,673
Total income tax after credits 183,915,844 596,648 2,017,919 2,799,814 64,247,268
Transportation and] Wholesale and | Finance, insurance, . Nature of business
Item N ] Services
public utilities retail trade and real estate not allocable
(6) () (8) (©) (10)
NUMDBEr Of FEIUMNS.......eiiiiiiiic e 103,609 566,126 352,628 732,409 3,380
Total assets 2,160,360,080 1,576,826,351 15,289,500,938 | 1,074,980,085 294,342
Net income (loss) per books 69,258,271 33,449,158 204,310,942 5,268,878 -7,951
Federal income tax 30,755,050 24,007,594 64,796,653 15,160,680 *477
Excess of capital losses over capital gains.... 2,856,209 1,085,345 2,428,167 845,103 -
Income subject to tax not recorded on books this
VAT ettt ettt 48,987,709 25,231,582 85,813,355 26,279,174 -
Expenses recorded on books this year not deducted on
this return, total.........ooeereiieie e 125,331,215 51,813,017 117,391,390 50,401,941 *121
Depreciation 49,519,884 8,966,511 5,781,297 6,288,090 -
Travel and entertainment. 1,101,628 1,370,578 1,255,108 1,658,567 *78
Income recorded on books this year not |nc|uded on
this return, total .......ccooceiieiieecee e 56,167,057 18,424,127 136,309,909 18,554,825 -
TaxX-eXEMPL INTEIEST.....ccviiiiiiiiiie et 268,096 434,012 16,311,449 992,580 -
Deductions on this return not charged against book
income this year, total ..............oeviiiiiiii e 139,846,007 59,020,886 124,967,524 53,437,198 *8
DERIECIALION. ....cueiiiiiiiiciiietc e 58,348,926 19,785,086 20,567,776 12,559,101 -
Tax netincome 81,119,008 58,002,712 175,445,113 25,941,765 -7,362
Net operating loss deduction 7,989,146 7,316,025 13,069,140 7,530,074 *5,372
Special deductions 985,139 623,021 8,555,059 1,087,153 *1,220
Total income tax before credits 28,492,761 23,812,332 63,533,939 14,771,257 2,128
_Total income tax after credits...... 25,568,295 21.899.996 54,706,465 12 077,310 2,128

1 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).
*Estimate should be used with caution because of the small number of sample returns on which it is based.

NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the Standard Industrial Classification system.
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Table 4.--Returns with Net Income, Other than Forms 1120S, 1120-REIT, and 1120-RIC:

Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

All industrial Agriculture, -~ . _
Item S forestry, and Mining Construction Manufacturing
divisions s
fishing
1) 2 3) (4 (5
NUMDET Of FEIUMNS.....c.eiiiiiieeee s 1,239,047 44,035 9,108 130,064 98,366
Total assets 23,547,358,865 39,815,918 233,513,288 149,747,989 5,162,727,444
Net income (loss) per books 709,870,164 2,370,934 11,122,129 7,901,359 301,709,692
Federal income tax 222,707,340 617,568 2,914,723 2,701,913 81,705,692
Excess of capital losses over capital gains.... 10,176,054 38,096 148,889 64,120 4,917,336
Income subject to tax not recorded on books this
R LT USSR 314,767,607 243,989 5,020,285 3,851,670 144,384,304
Expenses recorded on books this year not deducted on
thiS retUMN, TOTAL.......oiiieiicice e 458,480,433 534,679 11,739,749 4,604,707 181,454,907
Depreciation 94,310,645 86,012 3,145,959 436,548 30,530,616
Travel and entertainment.... 7,286,355 30,552 79,754 238,828 2,774,755
Income recorded on books this year not included on
this return, total .........ccoiiiiiic e 333,587,277 220,268 3,448,461 3,639,732 133,921,808
TaX-eXEMPL INTEIEST.....ccvieiirieiieie et 19,050,145 20,614 24,909 52,372 1,870,945
Deductions on this return not charged against book
income this vear, total .............cooiiiiiriiiii e 510,575,262 568,961 12,068,668 3,777,543 214,636,684
DEPIECIALION. ...ttt 144,746,060 162,175 3,000,346 824,789 51,453,256
Tax netincome * 835,340,636 3,023,319 15,429,162 11,805,589 365,418,480
Net operating loss deduction 59,718,165 663,263 3,054,039 2,126,566 18,535,340
Special deductions 23,210,638 107,018 211,414 116,345 12,089,899
Total income tax before credits.. 238,608,509 655,470 3,103,629 2,909,903 101,721,681
Total income tax after credits........... 183,459,827 594,910 1,982,217 2,774,424 64,179,276
Transportation and] Wholesale and | Finance, insurance, . Nature of business
Item . . Services
public utilities retail trade and real estate not allocable
(6) (7) (8) (9) (10)
Number of returns 53,838 320,119 198,145 383,732 1,640
Total assets . 1,714,714,031 1,230,850,047 14,236,257,607 779,501,157 231,383
Net income (loss) per books... 82,432,509 57,643,573 211,637,115 35,040,319 12,534
Federal income tax 30,196,496 25,069,747 64,254,385 15,246,344 *472
Excess of capital losses over capital gains...........c.ccovveieeniennenn 2,608,241 310,758 1,610,232 478,382 --
Income subject to tax not recorded on books this
VAT .tttk 41,819,695 18,822,026 78,679,250 21,946,388 -
Expenses recorded on books this year not deducted on
this return, total 99,603,542 34,325,635 94,919,174 31,297,937 *103
Depreciation 43,894,652 7,315,534 4,876,711 4,024,613 -
Travel and entertainMment............ccoeeeeiiiiieeeecciieee e 879,791 1,054,559 1,080,816 1,147,236 *64
Income recorded on books this year not included on
this return, total 50,118,745 13,884,729 115,655,933 12,797,601 -
Tax-exempt interest. . 236,633 365,511 15,610,978 868,183 --
Deductions on this return not charged against book
income this year, total ............cccooiiiiiiiiii e 107,082,585 39,376,190 97,255,468 35,809,155 *8
Depreciation 50,940,337 13,255,904 16,785,892 8,323,361 --
Tax netincome * 99,405,018 82,809,271 202,055,329 55,381,367 13,101
Net operating loss deduction 7,989,146 7,316,025 12,498,340 7,530,074 *5,372
Special deductions 876,777 557,138 8,223,562 1,027,265 *1,220
Total income tax before credits 28,425,564 23,784,281 63,278,502 14,727,351 2,128
Total income tax after credits 25,501,099 21,875,133 54,517,234 12,033,407 2,128

1 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).
*Estimate should be used with caution because of the small number of sample returns on which it is based.
NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the Standard Industrial Classification system.




Reconciling Corporation Book and Tax Net Income, Tax Y ears 1996-1998

Table 5.--Returns of Active Corporations, Other than Forms 1120S, 1120-REIT, and 1120-RIC:
Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1998

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Distribution and

Item A”. |p§ustr|al Raw materials gnd Goods production| transportation of Information
divisions * energy production
goods
(1) (2 3 @ (5)

Number of returns . 2,249,970 87,618 409,699 550,373 44,895
Total assets 29,539,700,618 1,418,129,649 6,415,222,260 2,026,412,769 |1,622,675,576
Net income (loss) per books 600,318,898 20,681,462 253,205,283 55,224,426 93,653,128
Federal income tax . 216,419,319 11,209,625 69,131,140 33,444,175 26,072,381
Excess of capital losses over capital gains...........ccccceeevveeenne. 15,403,856 1,785,643 6,655,815 1,138,873 2,273,107
Income subject to tax not recorded on books this

Y= LSS 372,891,938 19,916,582 152,110,579 31,947,360 51,150,520
Expenses recorded on books this year not deducted on

this return, total 697,517,834 77,906,197 269,847,489 65,214,282 108,146,658

Depreciation 125,234,911 24,700,823 37,652,426 12,597,838 34,664,480

Travel and entertainMment............ccovveieeeiiee v 9,913,506 527,362 3,584,095 2,052,422 796,498
Income recorded on books this year not included on

this return, total 472,270,251 22,796,099 174,895,334 22,979,287 89,636,162

Tax-exempt interest 22,455,327 171,174 1,907,524 388,940 778,768
Deductions on this return not charged against book

income this year, total .............ccooiiiiieii e 743,898,879 73,736,077 265,249,110 84,380,354 130,360,686

Depreciation 205,270,043 23,802,336 68,612,853 36,467,779 38,625,422
Tax netincome 2.... 657,708,494 34,968,035 310,739,054 79,476,462 61,262,666
Net operating loss deduction 52,638,186 2,700,048 17,660,141 9,495,224 3,687,968
Special deductions 24,109,396 585,786 12,604,701 921,516 1,284,525
Total income tax before credits 230,912,537 15,571,805 88,915,005 30,464,992 20,476,054
Total income tax after credits 181,058,075 13,167,748 55,398,868 27,929,050 18,414,936

) Finance, . Education, health, Leisure,
insurance, real Professional and X . X
Item . . and social accommodation, | Other services
estate, and rental | business services ; ;
) assistance and food services
and leasing
(6) ()] (8 9 (10)

Number of returns . 326,195 350,074 188,845 136,327 149,877
Total assets 11,181,196,519 6,352,589,094 202,102,511 255,166,909 65,915,212
Net income (loss) per books, 125,837,730 53,160,196 -7,978,842 5,679,699 837,541
Federal income tax 41,661,607 28,861,502 1,910,206 3,375,866 752,279
Excess of capital losses over capital gains...........ccccecoeevveeeenns 2,181,930 781,667 227,430 313,976 45,415
Income subject to tax not recorded on books this

L= LSS PPN 65,113,746 44,625,218 2,659,985 4,725,031 642,917
Expenses recorded on books this year not deducted on

this return, total 92,666,892 59,297,206 11,066,738 9,750,555 3,621,159

Depreciation.... 6,846,038 5,348,625 992,905 2,214,489 217,059

Travel and entertainment... 1,097,051 1,285,492 278,784 198,605 93,197
Income recorded on books this year not included on

this return, total 112,939,690 38,782,751 1,686,079 6,724,392 1,830,457

Tax-exempt interest 14,077,628 4,997,039 88,238 27,170 18,847
Deductions on this return not charged against book

income this year, total .............ccoeiiiiiiii 100,150,062 70,646,827 6,889,048 10,261,166 2,225,539

Depreciation 16,337,739 16,552,560 1,231,610 3,335,869 303,875
Tax netincome 2.... 86,134,018 77,114,283 -695,467 6,845,361 1,844,621
Net operating loss deduction 9,586,964 5,128,587 1,667,389 2,245,804 454,259
Special deductions 5,817,899 2,760,444 36,029 50,620 47,876
Total income tax before credits..........ccoeecveviiiiiiiniiicicce, 42,838,998 26,675,153 1,937,123 3,198,561 821,713
Total income tax after creditS........coooiiiiiiiiiiii 38,367,888 22.602.857 1,888,112 2,492 732 782,844

1 Includes returns not allocable by industrial division.

2 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).
NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the North American Industry Classification System.
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Table 6.--Returns with Net Income, Other than Forms 1120S, 1120-REIT, and 1120-RIC:

Selected Schedule M-1 and Tax Return Items, by Industrial Division, Tax Year 1998
[All figures are estimates based on samples--money amounts are in thousands of dollars]

Distribution and

Item A”A m(?ustnal Raw materials gnd Goods production| transportation of Information
divisions * energy production
goods
(1) (2 3 @ @)

Number of returns . 1,239,493 46,364 241,761 315,779 20,410
Total assets 24,862,403,685 1,065,746,434 5,448,157,522 1,541,261,398 | 1,017,388,313
Net income (loss) per books, 721,440,481 31,365,027 293,522,465 77,686,910 87,338,092
Federal income tax 218,735,106 12,834,778 72,166,899 33,260,726 23,096,073
Excess of capital losses over capital gains............ccccovveenennene 7,322,157 340,136 4,510,201 840,351 752,060
Income subject to tax not recorded on books this

VAL .ttt 330,462,553 17,668,184 139,300,876 25,517,636 49,584,702
Expenses recorded on books this year not deducted on

this return, total 509,785,516 54,869,764 216,201,458 44,543,138 71,675,519

Depreciation 98,228,573 18,570,746 29,549,022 9,351,322 29,629,191

Travel and entertainMment............cccovvevvveeeieeevie e 7,722,139 471,477 2,898,413 1,585,080 542,498
Income recorded on books this year not included on

this return, total 361,581,496 17,621,984 151,112,066 15,915,930 48,995,482

Tax-exempt interest 20,428,192 149,595 1,790,433 349,634 737,435
Deductions on this return not charged against book

income this year, total .............coeiiiiiiii i 546,365,735 49,225,905 212,468,356 57,995,252 92,442,851

Depreciation 149,908,209 18,920,161 53,623,528 20,338,595 31,170,908
Tax netincome 2.... 848,194,555 50,230,491 362,078,862 107,828,506 90,972,082
Net operating loss deduction 52,635,887 2,700,048 17,660,141 9,495,224 3,687,968
Special deductions 22,143,556 506,741 11,544,633 800,733 1,133,419
Total income tax before credits 230,073,409 15,537,060 88,774,927 30,395,232 20,372,527
Total income tax after credits 180,277,343 13,133,004 55,258,802 27,861,337 18,311,409

. Finance, . Education, health, Leisure,
insurance, real Professional and X . X
Item . . and social accommodation, | Other services
estate, and rental | business services ; ;
) assistance and food services
and leasing
(6) (7) (8) 9 (10)

Number of returns 186,383 185,393 94,653 60,066 87,459
Total assets........cccceuenen. 9,616,481,727 5,824,317,391 120,689,243 182,170,175 46,014,767
Net income (loss) per books.. 142,015,397 73,333,331 3,721,350 9,961,152 2,469,336
Federal inCOMe taX........ccccoovrvrerereennnn. 42,552,874 28,955,543 1,653,687 3,289,858 924,149
Excess of capital losses over capital gains... 329,314 370,008 27,902 110,752 41,433
Income subject to tax not recorded on books this

VAL .ttt e e 53,459,219 38,796,084 1,739,437 3,894,218 502,197
Expenses recorded on books this year not deducted on

this return, total 64,786,155 45,914,670 4,175,529 5,632,909 1,986,264

Depreciation.... 5,096,558 3,876,441 564,572 1,468,087 122,634

Travel and entertainment... 878,391 963,385 164,413 148,999 69,483
Income recorded on books this year not included on

this return, total 88,430,048 32,591,509 1,077,898 4,385,619 1,450,960

Tax-exempt interest 12,503,230 4,784,950 78,438 23,068 11,411
Deductions on this return not charged against book

income this year, total .............cooiiiiiiiii i 67,666,652 56,605,097 2,664,085 6,085,048 1,212,489

Depreciation 11,075,046 11,616,870 734,064 2,227,433 201,604
Tax netincome 2.... 115,766,065 98,053,210 7,575,339 12,401,130 3,260,820
Net operating loss deduction 9,584,665 5,128,587 1,667,389 2,245,804 454,259
Special deductions 5,366,103 2,678,179 26,807 46,190 40,751
Total income tax before credits 42,494,047 26,555,599 1,935,783 3,175,260 819,840
Total income tax after credits 38,076,328 22,486,248 1,886,773 2,469,430 780,971

1 Includes returns not allocable by industrial division.

2 Schedule M-1 tax net income (after additions and subtractions to pre-tax book income).
NOTES: Detail may not add to totals because of rounding. The industrial divisions shown in this table are based on the North American Industry Classification System.




