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S
ince 1921, the United States has utilized the tax
laws to encourage employment-producing compa-
nies to locate in U.S. possessions [1]. This has been

accomplished primarily through the possessions tax
credit. Under section 936 of the Internal Revenue Code, a
domestic corporation may elect to be treated as a U.S.
possessions corporation to claim a tax benefit. In general,
the term "possessions corporation" refers to all active
corporations which have filed the election (Form 5712,
Election to be Treated as a Possessions Corporation
Under Section 936). Once the election has been made, the
possessions corporation may take a tax credit equal to that
portion of its U.S. tax attributable to activity in the U.S.
possessions. To qualify for this benefit, a corporation
must receive 80 percent or more of its gross income from
sources within a possession and 75 percent from the
active conduct of a trade or business within the U.S.
possession. If these requirements are met, the corporation
may credit the portion of its U.S. tax attributable to the
active conduct of a trade or business within a U.S.
possession and to "qualified possessions source invest-
ment income" (QPSII) received [2].

Usage of the possessions tax credit provisions for 1989
was similar to that for 1987, the most recent year for
which detailed statistics were compiled. The amount of
the credit increased roughly 1 percent from 1987, while
the number of corporations claiming the possessions tax
credit declined slightly. The trend throughout the 1980's
was toward a larger credit utilized by fewer corporations.
For 1989, approximately $2.8 billion was claimed as
possessions tax credit on U.S. corporation income tax
returns. This amount represented nearly 99 percent of the
income taxes before credits of the possessions corpora-
tions. After a larger decrease from 1985 to 1987, the total
number ofpossessions corporations remained relatively
stable, falling from 516 to 513, The continued decline in
the number of possessions corporations may be a result of
recent proposals to scale back the benefits provided under
section 936, or to replace them with a wage-based tax
credit.

The vast majority of possessions corporations con-
ducted business in Puerto Rico, which has offered incen-
tives of its own to companies which locate there. Other
eligible possessions include the U.S. Virgin Islands,
American Samoa and Guam. For 1989, nearly 95 percent
of all U.S. possessions corporations operated in Puerto
Rico and virtually all of the total possessions tax credit
was claimed by these companies.

77tis data release was written by John Bradford, an economist
with the Foreign Returns Analysis Section, under the direction of
Chris Carsor4 Chief

The estimated reduction in the U.S. tax liability due to
the possessions tax credit was almost $2.5 billion [3]. This
amount was less than the total possessions tax credit
because possessions corporations could not claim certain
other benefits that would have otherwise been available to
them in the absence of section 936. For example, taxes
paid to possessions governments would have been eligible
for credit under the foreign tax credit provisions.

Table 1 includes balance sheet and income statement
information for all active possessions corporations.
Approximately 85 percent of these corporations claimed a
possessions tax credit. As with past years, manufacturing
companies claimed the bulk of the credit. These corpora-
tions represented 403 of the 513 possessions corporations
and claimed nearly 97 percent of the total credit. Corpora-
tions primarily engaged in chemical and allied products
manufacturing claimed the largest share of the credit,
more than 54 percent, while representing fewer am 17
percent of all possessions corporations. These companies
were primarily drug manufacturers. Electrical and elec-
tronic equipment manufacturers remained the second
largest industrial classification, with 17 percent of the
companies. These corporations claimed approximately 17
percent of the total possessions credit.

Table 2 presents tax benefit, employment, and compen-
sation information classified by industrial group for
manufacturing corporations located in Puerto Rico for
which Federal unemployment tax data (Form 940) were
available [4]. For the first time, the tax benefits which
companies received as a result of the possessions tax
credit were higher than the compensation the companies
paid their employees. On a per worker basis, companies
received $22,375 in tax benefits, while paying $20,W in
compensation. Chemical manufacturers claimed the
largest amount of benefits per worker, receiving more
than $64,000 in tax benefits for each of their employees
and paying less than $30,000 in compensation per em-
ployee-

Notes mW References
1] For more information on the background of the

possessions tax credit, see Bradford, John J., "U.S.
Possessions Corporation Returns, 1987," Statistics
ofIncome Bulletin, Summer 1991, Volume 11,
Number 1.

[2] QPSH amounts include income attributable to the
investment of funds derived from the active conduct
of business in the same possession.

[3] The estimated reduction in U.S. tax liability was
calculated by obtaining the "qualified taxable

97
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income" of each possessions corporation. This
amount was found on the Form 5735, Computation of
Possessions Corporation Tax Credit Allowed under
Section 936. If the corporation did not file a Form
5735 then "taxable income" from the Form 1120,
U.S. Corporation Income Tax Return, was used as a
proxy. These figures were then multiplied by the
applicable tax rate. Credits for taxes paid to posses-
sions governments (such as Puerto Rican income

taxes and the "tollgate- tax on dividends paid to
foreign shareholders) were estimated and subtracted
from the tax liability.

[4] Form 940, Employer's Annual Federal Unemploy-
ment (FUTA) Tax Return, contains information on the
total payments for services of employees, a figure
used as an estimate of compensation of employees.
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Table 2.-Returns of Active Manufacturing U.S. Possessions Corporations Conducting Business
in Puerto Rico: Tax Benefits, Employment and Compensation of Employees, by Selected
Industrial Group
[Money amounts we In twusands of dollars, except as noted]

Selected manufacturing industries

Number

Of
returns

Gross

nun*er of
workers

Gross
compensation

Compensation

per worker
(whole dollars)

Benefits

per worker
(whM. &".rs)

Ratio of
beneft

Par Worker to
compensation

per worker

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

All nuumlacturing Industries ........ ........................ ..... Sao 105'sil 2,167,244 20,540 22,375 10IL9

Food and kindred products............................................................ 24 1 1.828 22Z883 18,843 2Z673 120.3

Textile rrdO products .............................................................. 6 329 3,689 1 i'm 1,659 14.8

Apparel and otiner textile products ................................................. 54 19,611 223.420 11,393 1,995 17.5
Men's and boys! clDtft ............................................................ 12 5,653 68,103 IZO47 Z731 22.7

WomWa and dWdr&Ws clothing...................................... ......... 22 6.722 7Z795 10,829 1,773 16A

Hate, caps and~ accessories.............................................. to 3,814 44,621 11,698 1,825 16.6

AD c*w textile products............................................................. 10 3,421 37,901 11,078 1,406 12.7

Paper and allied products. ........................... ....................... 6 185 3,761 2D,364 7,528 37.0

Chemicals and allied products.................................................... .. 84 20.699 610,151 29,620 64,349 217.2

Industrial dwmicals, plastics materials and synftdm ............. 11 1.151 30,774 25,732 86,679 324,2

Druge......................................................................................... 55 18,011 548,381 30,447 66,081 217.0

Soap, owners and tDOW goods................................................ 10 Bel 18,674 21,197 25,978 127.3

AD Other chemical and allied products....................................... 8 566 IZ322 2Zi55 21,242 96.9

Petroleum (Including Integrated) and coal products....................... 5 039 37,921 40,369 35,336 87.5

Rubber and miscellaneous plastics products ................................. 17 6,475 2D9,M9 3Z321 Z725 8.4

Lea0w and feather products......................................................... 14 4,466 51,463 11,522 Z868 24,9

Footwear, except rubber............................................................ 11 3,829 43,591 11,384 Z269 19.9

Ali ollw leadier products........................................................... 3 637 7,872 IZ353 6,466 62.3

Fabricated! metal products............................................................. 22 Z333 40,511 17,364 7,517 43.3

Mad*wery, except elactrical........................................................... 7 3,303 85,695 25,943 31,260 120.5

Electrical and electronic equipment.............................................. 64 21,256 389,000 18,301 15,018 82.1
Radio, television and communication equipment ....................... 12 3,821 69,007 18,059 15.296 84.7
Electronic components.............................................................. 27 5,575 106,015 19,017 8,623 45.3
All other ekKtrical and electronic equipment ............................. 25 1 1'860 213,977 18,042 17,934 99.4

Transportanon equipment ............................................................. 4 989 16,716 16,900 4,998 29.6

Instruments and related products .................................................. 42 8,483 175,823 20,727 20,200 97.5
Scientific equipment.................................................................. 11 1,338 33,671 25,087 51,711 2D8. I
All other Instruments and related products................................ 31 7,145 14Z252 19,910 14,298 71.8

Miscellaneous manufacturing and manufacturing
not allocable ..................................................... ......................... 21 3,263 64,657 16,717 8,434 1 50.5

I Gross compensation of employees is computed by multiplying toted wages (from Form 940) by 1.235. The additional 23.5 percent represents employer-paid non-payroll costs such as
socieJ security payments.

103


	page 1
	page 2
	page 3
	page 4
	page 5
	page 6
	page 7
	page 8
	page 9
	page 10
	page 11
	page 12
	page 13
	page 14
	page 15
	page 16
	page 17
	page 18
	page 19
	page 20
	page 21
	page 22
	page 23
	page 24
	page 25
	page 26
	page 27
	page 28
	page 29
	page 30
	page 31
	page 32
	page 33
	page 34
	page 35
	page 36
	page 37
	page 38
	page 39
	page 40
	page 41
	page 42
	page 43
	page 44
	page 45
	page 46
	page 47
	page 48
	page 49
	page 50
	page 51
	page 52
	page 53
	page 54
	page 55
	page 56
	page 57
	page 58
	page 59
	page 60
	page 61
	page 62
	page 63
	page 64
	page 65
	page 66
	page 67
	page 68
	page 69
	page 70
	page 71
	page 72
	page 73
	page 74
	page 75
	page 76
	page 77
	page 78
	page 79
	page 80
	page 81
	page 82
	page 83
	page 84
	page 85
	page 86
	page 87
	page 88
	page 89
	page 90
	page 91
	page 92
	page 93
	page 94
	page 95
	page 96
	page 97
	page 98
	page 99
	page 100
	page 101
	page 102
	page 103
	page 104
	page 105
	page 106
	page 107
	page 108
	page 109
	page 110
	page 111
	page 112
	page 113
	page 114
	page 115
	page 116
	page 117
	page 118
	page 119
	page 120
	page 121
	page 122
	page 123
	page 124
	page 125
	page 126
	page 127
	page 128
	page 129
	page 130
	page 131
	page 132
	page 133
	page 134
	page 135
	page 136
	page 137
	page 138
	page 139
	page 140
	page 141
	page 142
	page 143
	page 144
	page 145
	page 146
	page 147
	page 148
	page 149
	page 150
	page 151
	page 152
	page 153
	page 154
	page 155
	page 156
	page 157
	page 158
	page 159
	page 160
	page 161
	page 162
	page 163
	page 164
	page 165
	page 166
	page 167
	page 168
	page 169
	page 170
	page 171
	page 172
	page 173
	page 174
	page 175
	page 176
	page 177
	page 178
	page 179
	page 180
	page 181
	page 182
	page 183
	page 184



