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’ 88 follows: 

INTRODUCTORY 

These regulations deal with the tax imposed on income by the 
Revenue Act of 1934. 

Since these regulations deal only with the tax on income, certain 
parta of the Act, which are general in their nature, or which do not 
relate directly to the imposing and collecting of the tax, have not 
been printed in the body of these regulations, hut  have been hmerted 
in the Appendix, where they are grouped and claseified under proper 
headings. Thus, for example, certain of the sections from 601 to 
620, inclusive, constituting Title I11 of the Act, have been placed 
in the Appendix. For this reason the maih body of these reyla- 
tions deals only with Titles I, IA, and VI of the Act. Treasurg 
Decieion 4469, approved September. 6, 1934, relating to the excess- 
profita tax imposed under Title V of the Act, has been printed in ita 
entirety in the Appendix. 

The numbering of the respective articles in the body of the regu- 
lations is new. The plan hea been adopted of using the numbers 
of the swtions of the Act aa key numbers, followed by a daah (-), 
with the number of the article placed after the dash. By this means 
anyone who desires to learn how a given section or subsection of 
the Act has been interpreted by the Bureau can readily and quickly 
find that interpretation by using the key number. Thus, if one 
desires to learn what interpretation has been placed on section 26 
of the Act, he should turn to article 26-1 of the regulations. In 
some ceaes several articles are necesaaxy in the interpretation of 
Merent  pheaea of one section or subsection or paragraph of the 
Act. For example, section 23(m), dealing witb “Depletion,” 
requires many articles. Each of them, bowever, ie designated by 
the key 23(m); for example, article 23(m)-l, article 23(m)-2. It ie 
believed that by thua.keying the numbere of the articlea to the 
sections, subsections, and paragraphs of the Act, the material in 
the regulations ie made more readily available. The index haa been 
enlarged and supplied with abundant croes-referencee that will be 
of assistance to anyone consulting the regulations. 

The 
material to be found in each respective chapter is shown in the 
“Contents.” The classification of the material by chapters follows 
the arrangement of the corresponding sections of the Act. 

The regulations proper have been divided into chapters. 

m 



1 S' IN TIWDUC'TOHY 

Certain inivortant provisions of prior Revenue Acte from 1924 to 
htc,  togetliur with important sections of the Revised Statutea re- 
ltttiiig to iicome tax, will be found in the Appendix, claasified and 
groupcd under the proper headings. The material in the Appendix 
litis also h e n  made readily available by means of the General Index. 
This indexing of the inaterial in the Appendix along with the ma- 
tcrinl in tho body of the regulations obviates the necessity bf con- 
sulting two indeaes. 
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CHAPTEB I 

SCOPE OF REGULATIONS 

Be it enoated bar the S a t e  and House ot Rep-esentatcoeS 01 :he 
Unite& States of Amwiea In Uongreus arrmbled, That this Act, 
dlqided into titles and eectlons according to the following Table of 
Cantenta, may be cited as the '' Revenue Act of l W  '' : 

Title I-Income Tax, Subtitle A-Introductory Provlslons 

SEC. 1. APPLICATION OF TITLE. 
The provlslons of thls title shall apply only to taxable yeam begin- 

nlng after December 81, 1993. Income, war-profits. and excpss-profits 
tares for taxable gears beginning prior to January 1, 1934, shall not 
be affected by the provlslons of thls title, but shall remuin subject to 
the applicable provisions of prior revenue Acb, except a8 such prcwl- 
sions are  modlfled by Tltle I11 of this Act or by leglslation enacted 
subsequent to this Act. 

ARTICLEI 1-1. Soope of regulations.-These regulntions deal with the 
tax upon net income imposed by Title I of the Revenue Act of 1984, 
the tax imposed by section 102 of Title I of that Act upon the ad- 
justed net income of certain corporations, and the tax imposed by 
Title IA of that Act upon the undistributed adjusted net income of 
personal holding companies (see section 851). 

The articles of these regulations have been given key numbers cor- 
responding to the numbers of the sections, subsections, or paragraphs 
of the Act. For example, articles 23 (a)-1 to 28 (a)+ relating to 
deduction for expenses, bear the key number %(a), whicb corre- 
sponds to subsection 23(a) of the Act. The articles bearing a given 
key number are the regulations promulgated with respect to the 
corresponding section, subsection, or paragraph of the Act; and the 
section, subsection, or paragraph of the Act shall be considered as a 
part of the respective articles to which it corresponds. 

SEC. 2. CROSS REFERENCES. 
The cross references in this tltle to other portlons of the tltle, where 

the word ''see" 18 used, are made only for convenience, and shall 
be glven no legal effect. 

SEC. 3. CLASSIFICATION OF PROVISIONS. 
The provlsions of this tltle are hereln clamifled and de8lgnat.A am- 

Subtitle A-Introductory provislone, 
Subtltle B-General provisions, dlvided into Parts and eections, 
Subtitle CSupplemental prpvielons, dlvlded lnto Bnpplemenb 

and S e C t i o ~ .  
(1) - 



2 

ART. 3-1. Division of regulations.-These regulations hare  bren 
divided into 35 chapters. Chapter I relates to Introductory Provi- 
sions, Subtitle A of Title I. Chapters 11 to IX relate to General 
Provisions, Subtitle B of Title I. Chapters X to XXII relate to 
Supplements A to D of Supplenle~ltsl l’rovisions, Subtitle C of 
Title I. Chapters XXIII to X X I X  relate to Supplelnentr E to Ji: 
of Supplemental Provisions, Sirbtitle C of Title I. Chapters XXX 
to XXXIII relate to Supplenielits L to 0 of Supplemental Provi- 
sions, Subtitle C of Title I. Chapter XXXIV relates to Title IA, 
Surtax on Personal Holding Companies. (’hapter XXXV relates to 
Title VI, General Provisions of the Act. 

SEC. 4. SPECIAL CLASSES O F  TAXPAYERS. 
The appllratlon of the Oenerel  Provlnlt,n.r nnd of Supplements 

A l o  I), Inclustve, to euch tif the f~~llowlitp cr]i~wIul clnanelr of tlls- 
payers, shnll be subject to the exceptitins und iitldlttonul provl.rlon8 
found lu llie Supplement i~ppllcal~le to aucli C~UHH. as f d k i W W :  

(a )  Estates e n d  truxts und I lie I)eiieticliirles thrreof,-YuliplenleIit 1. 
(b)  Members of partneralil~r~.--R~~p~ilcmeii t F. 
(c)  Insurance compiiiiiearHuliplcliierit 0. 
( t l )  Nonreeltlent ulleii Iiitllvitluul.r.-XupI,lelrieiit H. 
( e )  Forelgn ~~rpiirntions,-Sul,I,lemeliiet I. 
( f )  Indtvldual clttzeiis of airy ~ i c w t ~ n u l o n  of the IJnlted RtnteH who 

a m  not otherwlne citlzenn of the IJltitetI Stater und w l i t i  are lint 

reeldents of the United Wtnlca,--Hulq~lc.iiic~tit J. 
(9) Indlvtdual cltlmns of the IJiiltc~tl Sttitrs or tltiinestlc roriMirutltms, 

satlfylng the rwndltlons of eertlon %I by rc’iinoit of tlerlvlng t i  Iiirge 
portion of their grass Income from Bourcw ~ l t l i l n  a I N ~ ~ H ~ S ~ I I I ~  of the 
United Stntes.-8upplement J. 

(11) China Trade Act corporatlone,-Aupple~nent K. 
ART. 4-1. Application of regulations to  special clarrer of taxpayers.- 

With respect to certain classes of taxpayers, the application of the 
provisions of Chapters I1 to X X l I  is subject to certain excwptions 
and additional provisions, which are discussed in Chapters XXIII 
to XXIX,  as follows : 

Chapter XXIII-Estates and trusts. 
Chapter XXIV-Part nerships. 
Chapter XXV-Insurance coml)anies. 
Chapter XXVI-Nonresident alien individuals. 
Chapter XXVII-Foreign corporations. 
Chapter XXVIII-Income from sources in possessions of the 

Chapter XXTX-China Trade Act corporations. 
For provisions interpretative of section 351, surtax on personnl 

holding Companies, see articles 351-1 to 351-9, inclusive. For pro- 
visions relative to surtax on corporations improperly accumulating 
surplus, see articles 102-1 to 102-6. 

United Statcs. 

CHAPTER 11 

RATES OF TAX 
Subtltle H e n e r a 1  Provfsions, Part I-Ratee of Tax 

SEC. 11. NORMAL TAX ON INDIVIDUALS. 
There shall be levled, collected, and pald for each taxable year 

upon the net income of every Indlvldual a normal tax of 4 per centum 
of the amount of the net Income in excess of the credlte agalnst net 
lacome provided In section 25. 

ART. 11-1. Inoome tax on individuah-Title I of the Act, which ap- 
plies only to taxable years beginning after December 81, 1933 (see 
section l), imposes an income tux on individuals, including a nornral 
tax (section 11) and a surtax (section 12). The tax is upon net 
income which is determined by subtracting the allowable deductions 
from the gross income. (See generally sections 21-24.) I n  certain 
cases credits are allowed against the net income before computing 
the tax (section 25) and in other cases against the amount of the 
tax (sections 31, 32, and 131). I n  general the tax is payable upon 
the basis of returns rendered by persons liable thereto (sections 51, 
53, 142, and 216), except that in some instances i t  is to be paid at  
the source of the income (section 143). Exceptions and additional 
provisions applicable to certain special classes of taxpayers are listed 
in section 4. See section 102 as to shareholders of corporations 
formed or availed of to prevent imposition of surtax. See section 
351 as to shareholders of personal holding companies. See section 
117 as to treatment of capital gains and ci.pita1 losses. 

ART. 11-2. Citizen8 or reridentr of the United Stater liable to tax.-In 
general, citizens of the United States, wherever resident, are liable 
to the tax, and i t  nialres no difference that they may own no assets 
within the United States and may receive no income from sources 
within the United States. Every resident alien individual is liable 
to the tax, even though his income is wholly from sources outside 
the United States. As to nonresident alien individuals, see sections 

ART. 113. Who ir a aitisen.-Every person Lorn or naturalized in 
the United States, and subject to its jurisdiction, is a citizen.. When 
any naturalized citizen has left the United States and resided for two 
years in the foreign country from which he came, or for five years 

(3) 

211-217. 
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in any other foreign country, it is presumed that he has ceased to be 
an American citizen. This presumption does not apply, however, to 
residence abroad whilo the United States was a t  war, nor does it 
apply in the case of individuals born in the United States subject 
to its jurisdiction. However, even though an individual born in the 
United States, subject to its jurisdiction, of either citizen or alien 
parents, resided in a foreign coiintry for a number of years, he would 
still be a citizen of the United States, unless he had become natural- 
ized in, or taken an oath of allegiance to, the foreign country of resi- 
dence or some other foreign state. A foreigner who has filed his 
declaration of intention of becoming a citizen of the United States 
but who has not yet received his final citizenship papers is an alien. 
Sea articles 211-1 to 211-4 for distinctioll between a resident alien 
individual and a nonresident alien individual. 

SEC. 12. SURTAX ON INDIVIDUAL& 
(a) Dednltlon of '' surtax net inoome ".-As ulled In this eeetlon the 

terni "sur t i~x [let income" means the amount of the net income in 
excess of the credits agalnst net liicome provided In w t l o n  25 (b). 

(a) Bate8 of 8urtPx.-There shall be levied, collected, and paid for 
each taxahle year upon tlie surtax net incmne of every lndlvidual a 
surtax as follows: 

Upon a surtax net income of $4,000 there &all be no surtax; 
upon surtax net Incomes in excess of $4,000 and not in excess of 
$6,000, 4 per centum of such excess. 

$80 upon surtax net lncwmes of $6,000; and upon surtax net 
Incomes In excess of $6,000 and not,In excefm of $8,000, 6 per 
centum in addition of such excess. 
$180 upon surtax net inmmes'of $8.000; uncl upon surtax net 

Incurnee In excese of $8,000 and not In excess of $10,000, 6 per 
centurn In addition of mcli excess. 

$300 upon surtax net lncon~es of $10,000; and. upon surtax net 
Inconlee in excess of $10,000 and not In excess of $12,000, 7 per 
centum in addition of such exce88. 
$440 upon surtax net Inconies of $12.000; and upon surtax net 

incomes In excess of $12,000 and not In e x c w  of $14,000, 8 per 
centuni In addition of such excess. 
$600 upon surtux net incomes of $14,000; ant1 upon surtax net 

Inconies In excess of $14,000 and not in  exceas of $16,000, Q per 
centum in additlon of such excc?ss. 
$780 upon burtax net incomes of $10,000; and upon surtax net 

incomes In excess of $16,000 and not in excvss of $18,000, 11 per 
centum In addition of spch excess. 
$l,OOO upon surtax net incomes of $18,000; and upon surtax net 

incomes in excess of $18,000 and not in excess of $20,000, 13 per 
centum in addition of such excess. 
$1,260 upon surtax net Incomes of $20,000; and upon surtax net 

incomes In excess of (20,oOO and not in excese of $%000, 16 per 
centum In addition of such ex-. 
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$1,660 upon surtax net incomes of $22,000; and upon mrta net 
Incomes in excem of $22,000 and not In excesa of $20,000, 17 per 
centum In addition of such ex-. 
$%?a Upon Surtax net incomes of $26,OOO; and upon surtax net 

Incomes In excees of $26,W and sot in excess of $32,000, 19 per 
centum in addition of such excess. 
$3,380 upon surtax net incomes of $32,000; and upon surtax net 

incomes In excess of $32,OOO and not in excees of $38,000, 21 per 
centum In addltlon of such excess. 
$4,640 upon surtax net incomes of $38,OOO; and upon surtax net 

Incomes in excess of $38,OOO and not ln  excess of $44,000, 24 per 
centum In addition of such excess. 

W,OeO upon surtax net Incomes of $44,000; and upon surtax 
net incomes in excess of $44,000 and not in excese of $60,000, 27 
per centum In addition of such excess. 

$7,700 upon surtax net incomes of $50,0o0; and up011 surtax 
net Incomes in excess of $60,000 and not I n  excess of $56,000, w) 
per centurn in additlon of such excesa. 

$Qa,5W upon surtax net incomes of $56.OOO; and upon surtnx 
net incoinea in excess of $56,000 and'not in excess of $f32,000. 33 
per centuni in addltion of such excess. 
$11,480 upon surtax net Incomes of $6!&,OOO; and upon surtax 

net Incomes in excess of $62,000 and not in excess of $Se,000, 36 
per centum in addition of such excws. 
$13,640 upon Surtax net incomes of $68,ooO; and upon surtax 

net incomes in excess of $68,OOO uud not in excem of $74,000. 39 
per centum In addition of such excess. 
$15,980 upon surtax net inComee of $74,000; and upon surtax 

net incomes in excess of $74,000 and uot In excess of $t?0,000, 
per centum In addltlon of such excess, 
$18,600 upon surtax net Incomes of $80,000; and upon surtax 

net incomes in  excess of $8O,OOO tind not in excws of $aO,ooO, 46 
per centum in addition of such excess. 
$23,000 upon surtax net income8 of $aO,000; and upon surtax 

net incomes in excess of $@O,OOO and not in e x w s  of $100,000, 60 
per centum in addition of such excess. 
$28,000 upon surtax net Incomes of $100,000; and upon surtax 

net Incomes In excem of Sl00,OOO and not In excess of $lsO,ooO, 62 
per centum in addition of such excess. 

$54,OOO upon surtax net incomes of $160,000; and upon surtax 
net incoinea In excess of $laO,OOO and not in excew of $!200,000, 59 
per centum In addltlon of eucli excess. 

$8O,soO upon surtax net incomes of $200,000; and upon surtax 
net incomes In excess of $00,000 and not in excem of ~ , o o O ,  M 
per centum In addltion of such excess. 
$134,600 upon surtax net incomea of $300,000; and upon surtax 

net Incomes in exceae of $300,000 and not in excecrs of $400,000, 66 
per centum in additlon of such excess. 
$189,600 upon surtax net incomes of $4OO,OOO; and upon surtax 

net Incomes In excess of $4OO,OOO and not in excess of $500,000, &) 
per centum In addltlon of such excea. 



$245,600 upon surtax net incomes of $wO,ooO; and upon surtax 
net incomes in excess of $5OO,OOO and not in excess of $7W,W, 57 
per centum in addition of such excess. 

$388,OOO upon surtax net incomes of $760,000; and upon surtax 
net incomes in excess of $760,000 and not in excess of $l,ooO,OOO, 58 
per centum in addition of such excess. 
$533,000 upon surtax net incomes of $l,ooO,OOO; and upon surtax 

net incomes in excess of $l,OOO,OOO, 69 per centunl in addition of 
such excess. 

( 0 )  Tax on personal holding oompanie8.-For surtax on personal 
holding cwmpanies, see section 351. 

(d) Avoidanoe of rurtaxes by incorporation.-For surtax on corpo- 
rations wlilch accumulate surplus to avoid wrtax on stockholders, 
see section 102. 

ART. 12-1. Surtax.-In addition to the normal tax imposed by sec- 
tion 11 a surtax is imposed a t  the rates specified in section 12 upon 
the surtrix net income of every individual, resident or nonresident. 
Tho surtax net income is the amount of the net income in excess of 
tho personal exemption and credit for dependents. (See generally 
wticies 25-1 to 25-7.) For surt8.x on corporations improperly accu- 
mulating surplus, see section 102. As to  surtax on personal holding 
companies, see section 351. 

ART. 12-2. Computation of surtax.-The following table shows the 
surtax due for taxnble years beginning after December 31, 1933, 
upon certain specified amounts of surtax net income. I n  each in- 
stance the first figure of the surtax net i n m o  in tho surtax net- 
income column is to be excluded and the second figure included. The 
percentage given opposite applies to the oxces~ of income over the 
first figure in the surtax net-income colulnn. The last column gives 
the total surtax on a surtax net income equal to the second figure in 
the surtax net-income column. 

Per cent I- Surtax net income 

___-----.  
4 
5 
0 
7 
8 
9 

11 
13 
16 
17 
19 
21 
24 
27 
30 

-- 
Total 
surtax 

_- - - -  - - - -  
$80 
180 
300 
440 
600 
7 80 :: z 

1, 560 
2,240 
3,380 
4,040 
0,080 
7, 700 
9, 500 
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Surtax net income 

$11,480 
13, G40 
15,980 
18, 500 
23,000 
28,000 
54,000 
80, 500 

134,500 
189,500 
245,500 
388,000 
533,000 

- - _ _ _ _ _ _ _ _  

The surtax for any amount of surtax net income not shown in 
the table is computed by adding to  the surtax for the largest amount 
shown which is less than the surtax net income, the surtax upon 
the excess over that amount a t  the rate indicated in the table. Ac- 
cordingly, the surtax upon a surtax net income of $63,128 would 
be $11,886.08, computed as follows: 
Surtax on $02,000 from table .................................... $11,480.00 
Surtax on $1,128 at 36 per cent --______-_________________________ 408.08 

Total----------------------------------------_------------ 11,888.08 

SEC. 13. TAX O N  CORPORATIONS. 

(a) Bate of tax.-There shall be levied, collected, and paid for each 
taxable rear upon the net income of every corporation, a tax of 13% 
per centum of the amount of the net inconie in excess of the credit 
against net income provided in sectlon 26. 

(a) Exempt corporations.--E'or corporations exempt from tax, see 
sectlon 101. 

( 0 )  Tax on personal holding oompanier.-For surtax on personal 
lioidlng companles, see section 351. 

(d) Improper aooumulation of surplus.-For surtax. on corporations 
whlch sccuniulate surplun to avoid surtax on Irtockiiolders, see twtlon 
102. 

ART. 13-1. Income tax on corporations.-In general, the Act imposes 
an income tax on all corporations not expressly exempt (aee secticn 
101) at  the rate of 13% per cent of the net income subject to tax. 
For rate of tax on railroad corporations making-mnsolidated re- 
toms, see section 141 (c). Every corporation not exempt under 
section 101 is liable to the tax,. and it makes no difference that a 
domestic corporation may receive no income f roni sources within 
the United States. The tax is upon net income, that is, gross iricome 
as defined -by the Act, less allowable deductions. (See sections 
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21-24.) Certain credits are allowed against net income and against 
the amount of the tax. The tax 
is payable upon the basis of returns rendered by the corporations 
liable thereto, except that in some cases, it is to be paid at the source 
of the income. For 
the income tax on life insurance companies, see sections 201-203 ; on 
insurance companies other than life or mutuhl, section 204. Mutual 
insurance companies other than life are taxed under section 13. (See 
section 207.) As to foreign corporations, see sections 53 and 231- 
238; as to domestic corporations deriving income from sources within 
possessions of the United States, see section 251 ; as to China Trade 
Act corporations, see sections 261-264. For surtax on corporations 
improperly accumulating surplus, see section 102. As to surtax on 
personal holding companies, see section 351. For what the term 
“ corporation ” includes and for the difference between domestic 
and foreign corporations, see section 801 (a) (2). 

(See sections 26, 131, and 205.) 

(See also sections 47, 52, 53, 144, and 235.) CHAFI’ER 111 

GROSS INCOME-NET INCOME 
Part II-ComputatIon of net income 

SEC. 21. NET INCOME. 

less the deductions allowed by section 23. 
“Net Income” means the gross lncome computed under section 22, 

ART. 21-1. Meaning of net inoome.-The tax imposed by Title I is 
upon income. Neither income exempted by statute or fundamental 
law, nor expenses incurred in connection therewith, other than in- 
terest, enter into the computation of net income as  defined by section 
21. (See section 24 (a) (5)  .) I n  the computation of the tax various 
classes of income must be considered: 

(a) Income (in the broad sense), meaning all wealth which flows 
in to the taxpayer other than as a mere return of capital. It includes 
the forms of income specifically described as gains and profits, in- 
cluding gains derived from the sale or other disposition of capital 
assets. Cash receipts alone do  not always accurately reflect income, 
for the Act recognizes as income-determining factors other items, 
among which are inventories, accounte receivable, property exhaus- 
tion, and accounts payable for expenses incurred. (See sections 22, 
23, and 117.) 

( 6 )  Gross income, meaning income (in the broad sense) less 
income which is by statutory provision or otherwise exempt froni 
the tax imposed by the Act. 

( c )  Net income, meaning gross income less statutory deductions. 
The statutory deductions are in general, though not exclusively, 
expenditures, other than capital expenditures, connected with the 
production of income. 

(See section 22.) 

(See sections 23 and 24.) 
(d) Net income less credits. 
The normal tax and surtax imposed by sections 11 and 12, re- 

spectively, on individuals and the tax imposed by section 13 on cor- 
porations are imposed upon net income less certain credits. Although 
taxable net income is a statutory conception, it follows, subject to 
certain modifications as to exemptions and as to deductions for par- 
tial losses in some cases, the lines of commercial usage. Subject to 
these modifications statutory net income is commercial net income. 
This appears from the fact that ordinarily it is to be computed in 

( 9 )  

(See sections 25 and 26.) 
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accordance with the method of accounting regularly employed in 
keeping the books of the taxpayer. 

The net income of corporations is determined in general in the 
same manner as the net income of individuals, but the deductions 
allowed corporations are not precisely the same aa those allowed 
individuals. (See sections 23, 24, 102, 118, 203, 204, 207, 232, and 
851.) 

(See section 41.) 

SEC. 22. GROSS INCOME. 
(a) General definition.--" Gross Income " Includes gains, proflts, and 

income derlved from salaries, wages, or conipensatlon for personal 
service, of whatever kInd and 111 whatever form paid, or from p r e  
fesslons. vocations, trudes, businesses, commerce, or sales, or deallngs 
in property, whether reul or Iwmanal, i m w i n g  out of the ownership 
or use of or interwt in such property; also from interest, reut, divl- 
dends, securities, or the trantjaction of any business carried on for 
gain or proflt, or galne or proflts nnd Income derived from any source 
whatever. In the ciise of Presidents of the UnIted States and judges 
of courts of the United Stutee taking omce after June 6, 1852, the com- 
pensation received a s  such shall be Included In gross Income; and all 
Acts flxing the compensatlon of such Presidents and judges are hereby 
amended accordingly. 

ART. 22(a)-1. What included in gross inoome.'Iroes income in- 
cludes in general compensation for personal and professional serv- 
ices, business income, profits from sales of and dealings in property, 
interest, rent, dividends, and gains, profits, and income derived from 
any source whatever, unless exempt from tax by law. (See sections 
22 (b) and 116.) I n  general, income is the gain derived from cap- 
ital, from labor, or from both combined, provided it be understood 
to include profit gained through a sale or conversion of capital asseta. 
'Profits of citizens, residents, or domestic corporations derived from 
sales in foreign commerce must be included in their gross income; 
but special provisions are made for nonresident aliens by sections 
211-214 and, in certain cases, by section 251, for citizens and domestic 
corporatiom deriving income from sources within possessions of the 
United States. Income may be in the form of cash or of property. 
As to dividends, whether in cash or in property, see section 115. 

I f  property is transferred by a corporation to a shareholder, or by 
an employer to an employee, for an amocnt substantially less than 
its fair market value, such shareholder of the corporation or such 
employee shall include in gross income the difference between the 
amount paid for the property and the amount of its fair market 
value. I n  computing the gain or loss from the subsequent sale of 
such property its cost shall be deemed to be its fair market value at 
the date of acquisition by the shareholder or the employee. This 
paragraph does not apply, however, to the issuance by a corporation 
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to its shareholders of the right to subscribe to its stock, as to  which 
see article 22(a)-8. 

I n  the case of stock sold between dividend dates, the entire amount 
of the dividend is income to the vendee and must be reported in his 
gross income when the dividend becomes due and payable. The 
amount advanced by the vendee to the vendor in contemplation of 
the next dividend payment is an investment of capital and may not 
be claimed as a deduction from gross income. As to the amount of 
income tax paid for a bondholder by the obligor pursuant to a so- 
called tax-free covenant, see section 143 (a) (3). As to the determi- 
nation of gain or loss from the sale or other disposition of property, 
see sections 111-113. 

As to iiisurance companies and foreign corporations, see sections 
202, 204, 200, 207, and 231. 

ART. 22 (a) -2. Compensation for  personal services.-Commissions paid 
salesmen, compensation for services on the basis of a percentage of 
profits, commissions on insurance premiums, tips, pay 6f persons 
in the military or naval forces of the United States, retired pay of 
Federal and other officers, and pensions or retiring allowauces paid 
by private persons or by the United States are income to the recipi- 
ents; as are also marriage fees, baptismal offerings, sums paid for 
saying masses for the dead, and other contributions received by a 
clergyman, evangelist, or religious worker for services rendered. 
However, so-called pensions awarded by one to whom no services 
have been rendered nre mere gifts or gratuities and are not taxable. 
The salaries of Federal officers and employees are subject to tax, 
See article 116-2 as to compensation of State officers and employees. 

AIIT. 22(a)3. Compensation paid other than in oarh.-If services are 
paid for with something other than money, the fair market value 
of the thing taken in payment is the amount to be included as 
income. I f  the services were rendered a t  a stipulated price, in the 
absence of evidence to the contrary such price will be presumed to 
be the fair value of the compensation received. I f  a corporation 
transfers to its employees its own stock as compensation for services 
rendered by the employee, the amount of such compensation to be 
included in the gross income of the employee is the fair market value 
of the stock at the time of the transfer. If living quarters such rn 
canips are furnished to employees for the convenience of the 
employer, the ratable value need not be added to the cash compensa- 
tion of the employees, but if a person receives as compensation for 
services rendurcd u salary and in addition thereto living quarters, 
the value to such person of the quarters furnished constitutes income 
subject to tax. The value of quarters furnished Army and Navy 
officers, meiiibers of the Coast Guard, Coast and Geodetic Survey, 
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and Public qeal th  Service, or amounts received as commutation of 
quarters by such officers or members, do not constitute taxable 
income. (See also section 22 (b) (7).) Premiums paid by an 
employer on policies of group life insurance covering the lives 
of his employees, the beneficiaries of which are designated by the 
employees, are not income to the employees. 
ART. 22 (a)-4. Compenaation paid in notes.-Notss or other evidences 

of indebtedness received in paynient for services constitute income 
to the amount of their fair market value. A taxpayer receiving as 
compensation a note regarded as good for its face value a t  maturity, 
but not bearing interest, shall treat as income as of the time of 
receipt the fair discounted value of the note a t  such time. Thus, if 
it appears that such a note is or could be discounted on a 6 per cent 
basis, the recipient shall include such nots in his gross income to the 
amount of its face value less discount computed a t  the prevailing 
rate for such transactions. I f  the payments due on a note so 
amounted for are met as they become due, there should be included 
as income in respect of each such payment so much thereof as rep- 
resents recovery for the discount originally deducted. 

ART. 22(a)-5. Qmss income from business.-In the case of II. manu- 
facturing, merchandising, or mining business “gross income ’) means 
the total sales, less the cost of goods sold, plus any income from in- 
vestments and from incidental or outside operations or sources. I n  
determining the gross income subtractions should not be mude for 
depreciation, depletion, selling expenses, or losses, or for items not 
ordinarily used in computing the cost of goods sold. But see article 
28 (m)-1. 
ART. 22(a)-6. State contractr.-The profit; from a contract with a 

State or political subdivision thereof must be included in gross 
income. I f  warrants are issued by a city, town, or other political 
subdivision of a State, and are accepted by the contractor in pay- 
ment for public work done, the fair market value of such warrants 
should be returned as income. If for any reason the contractor 
upon conversion of the warrants into cash does not receive and can 
not recover the full value of the warrants so returned, he may deduct 
from gross income for the year in which the warrants are converbd 
into cash any loss sustained, and if he realizes more than the value 
of the warrants so returned he should include such amount in his 
gross income of the year in which realized. 

ART. 22(a)-7. Qroes inoome of farmera.-A farmer reporting on the 
basis of receipts and disbursements (in which no inventory to deter- 
mine profits is used) shall include in his gross income for the taxable 
year (1) the amount of cash or the value of merchandise or other 
property received during the taxable year from the sale of live stock 

(See article 294.) 

’ 
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and produce which were raised during the taxable year or prior 
years, (2) the profits from the sale of any live stock or other items 
which were purchased, and (3) gross income frolzl all other sources. 
The profit from the sale of live stock or other items which were 
purchased after February 28,1913, is to be ascertained by deducting 
the cost from the sales price in the year in which the sale occurs, 
except that in the case of the sale of animals purchased as draft or 
work animals or solely for breeding or dairy purposes and not for 
resale, the profit shall be the amount of any excess of the sales price 
over the amount representing the difference between the cost and the 
depreciation theretofore allowed (but not less than the amount 
allowable) in respect of such property aa a deduction in computing 
net income. 

I n  the cam of a farmer reporting on the accrual basis (in which 
an inventory is used to determine profits), his gross profits are ascer- 
tained by adding to the inventory value of live stock and products 
on hand a t  the end of the year the amount received from the sale 
of live stock and products, and miscellaneous receipts for hire of 
teams, machinery, and the like, during the year, and deducting from 
this sum the inventory value of live stock and products on hand a t  
the beginning of the year and the cost of live stock and products 
purchased during the year. I n  such cases all live stock raised or 
purchased for sale shall be included in the inventory at their proper 
valuation determined in accordance with the method authorized and 
adopted for the purpose. Also live stock acquired, for draft, breed- 
ing, or dairy purposes and not for sale, may be included in the inven- 
tory, instead of being treated as capital assets subject to depreciation, 
provided such practice is followed consistently by the taxpayer. I n  
case of the sale of any live stock included in an inventory their 
cost must not be taken as an additional deduction in the return of 
income, as such deduction will Iw reflected in the inventory. (See 
article 22(c)-6.) 

I n  every case of the sale of machinery, farm equipment, or other 
capital assets purchased after February 28, 1913 (which are not to 
be included in an inventory if one is used to determine profits), any 
excess over the cost thereof less the amount of depreciation thereto- 
fore allowed (but not less than the amount allowable) in respect 
of such property as a deduction in computing net income, shall be 
included as gross income. If farm produce is exchanged for mer- 
chandise, groceries, or the like, the market value of the article 
received in exchange is to be included in gross income. Rents re- 
ceived in crop shares shall be returned aa of the year in which the 
crop shares are reduced to money or the equivalent of money. Pro- 
ceeds of insurance, such as hail and fire insurance on growing crops, 
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should be inguded in gross income to the amount received in cash 
or its m a l e n t  for the crop injured or destroyed. I f  n farmer is 
ongaged in producing crops which take more than a year from the 
time of planting to the time of gathering and disposing, the income 
therefrom may, with the consent of the Commissioner (see article 
41-2), be computed upon the crop basis; but in any such c a m  the 
entire cost of producing the crop must be taken as a deduction for 
the year in which the groas income from the crop is realized. 
As herein used the term " farm " embraces the farm in the ordi- 

narily accepted sense, and includes stock, dairy, poultry, fruit, and 
truck farms; also plantations, ranches, and all land used for farm- 
ing operations. All individuals, partnerships, or corporations that 
cultivate, operate, or manage farms for gain or profit, either as 
owners or tenants, are designated as farmers. A pereon cultivating 
or operating a farm for recreation or pleasure, the result of which is 
a continual loss from year to year, is not regarded as a farmer. 

Form 1040F should be filled in and attached to his income tax 
return by every farmer who either keeps no records or only recbrds 
of cash receipts and disbursements: its use is optional with other 
farmers. (See further articles 23(a)-11, 23(e)-5, and 23(1)-10.) 
Am. 22(a)-8. Bfile,of rtook and rightr.-If shares of stock in a cor- 

poration are sold from lots purchased at  different dates or a t  dif- 
ferent prices and the identity of the lots can not be determined, the 
stock sold shall bg charged against the earliest purchases of such 
stock. I n  the determination of the earliest purchases of stock the 
rules prescribed in paragraphs (l), (2), (3), and (4) of section 
117 (c) (relating to the period for which property has been held) 
shall be applied. The excess of the amount realized on the sale over 
the cost or other basis of the stock will constitute gain. I n  the case 
of stock in respect of which any stock dividend was paid, the basis 
for determining gain or loss from a sale of a share of such stock shall 
be asL.ertained in accordance with the principles laid down in article 
118 (a) (12)-1. If common stock is received as a bonus with the pur- 
chase of preferred stock or bonds, the total purchase price shall be 
fairly apportioned between such common stock and the securities 
purchased for the purpose of determining the portion of the cost at- 
tributable to each class of stock or securities, but if that should be 
impracticable in any case, no profit on any subsequent sale of any 
part of the stock or securities will be realized until out of the pro- 
ceeds of sales shall have been recovered the total cost. 

I f  a corporation issues to its shareholders rights to  subscribe 
fo its stock, the value of the rights does not constitub taxable income 
to the shareholder, although gain may be derived or loss sustained 
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by the shareholder from the sale of such rights. I n  this connection 
the following rules may be stated : 

(1) If the shareholder does not exercise, but sells, his rights to 
subscribe, the cost or other basis of the stock in respect of which 
the rights are issued shall be apportioned between the rights and the 
stock i n  proportion to the respective values thereof a t  the time the 
rights are issued, and the basis for detarmining gain or loss from 
the sale of a right on one hand or a share of stock on the other will 
be the quotient of the cost or other basis assigned to the rights or 
the stock, divided, as the case may be, by the number of rights issued 
or by the number of shares held. 

Emample: A taxpayer in 1931 purchased 500 shares of stock at  
$125 a share, and in 1934, by reason of the ownership of such stock, 
received 500 rights entitling him to subscribe to 100 additional shares 
a t  $100 a share. Upon the issuance of the rights 'each of the shares 
of stock in respect of which the rights were issued had a fair market 
value of $120, and the rights had a fair market value of $3 
each. Instaad of subscribing to the additional shares, A sold the 
rights a t  $4 each. The profit i s  computed as follows : 

500 (shares) X$l95=$62,500, cost of old stock (stock in respect 
of which the rights were issued) 

500 (shares) X$120=$60,000, market value of old stock 
500 (rights) X$3 =$1,500, market value of rights 
6oOOo A of $62,500 
61,500 

=$60,975.61, cost of old stock apportioned to 
such stock after issuance of rierhta I 

L 15OQ of $62,500 
61,500 rights 

=$1,524.39, cost of old stock apportioned to 

$2,000 (proceeds of sale of-rights) less $1,52939 (cost of old stock 
apportioned to rights) =$475.61, profit. 

For the purpose of determining the gain or loss from the subse- 
quent sale of the stock in respect of which the rights were issued, 
the adjusted cost of each share is $121.95-that is, $60,975.61 + 500. 

(2) If the shareholder exercises his rights to subscribe, the basis 
for determining gain or loss from a subsequent sale of a share of 
the stock in respect of which the rights were issued shall be deter- 
mined as in paragraph (1). The basis for determining gain or loss 
from a subsequent sale of a share of the stock obtained through exer- 
cising the rights shall be-determined by dividing the part of the cost 
or other basis of the old shares assigned to the rights, plus the 
subscription price of the new shares, by the number of new shares 
obtained. , 
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Eaumple: A taxpayer in 1931 purchased 500 shares of stock a t  
$125 a share, and in 1934, by reason of the ownership of such stock, 
received 500 rights entitling him to subscribe to 100 additional shares 
at $100 a s11u1.e. Upon the issuance of the rights each of the shares 
of stock in  respect of which the rights were issued had a fair mar- 
ket value of $120, and the righta had a fair market value of $3 
each. The taxpayer exercised his rights to  subscribe to the addi- 
tional shares and later sold one of such shares for $140. The profit 
is computed as follows: 

$1,524.39 (cost of old stock apportioned to rights pursuant to the 
computation in the example under paragraph (1) ) +$lO,OOO (sub- 
scription price of additional shares) =$11,524.89, basis for deter- 
mining gain or loss from sale of additional &ares. 

$11,524.39+ 100=$116.24, basis for determining gain or lose from 
sale of each share of additional stock. 

$140 (proceeds of sale of share of additional stock) less $115.24= 
$24.76, profit. 

The basis for determining the gain or loss from subsequent sale 
of the stock in respect of which the rights were issued is $60,976.61 + 
600, or $121.95 a share. 

I f  the stock in respect of which the rights are issued was purchased 
a t  different times or a t  different p r i m  and the identity of the lots 
can not be determined, or if the stock in respect of which the rights 
nre issued was purchased at  different times or a t  different prices and 
the stock rights issued in respect of such stock can not be identified 
as having been issued in respect of any particular lot of such stock, 
the basis for determining the gain or loss from the sale of the old 
shares, or the rights in cases where the rights are sold, or from the 
sale of the old or new shares in cases where the rights are exerciwd, 
shall be ascertained in accordance with the principles laid down in 
article 118 (a) (12)-1. 

The taxpayer may at  his option include the entire proceeds from 
the sale of stock rights in gross income, in which case the basis for 
determining gain or loss from the subsequent sale of the stock in 
respect of which the rights were issued shall be the same as though 
the rights had not been issued. 

I n  general, rights issued to shareholders to subscribe to bonds 
which are convertible into stock of the same corporation should be 
treated in the same manner as stock rights. 

As to deductions for losses from sales or exchanges of stocks or 
bonds, including losses from sales or exchanges of rights to subscribe 
to stock, see article 23(e)-1. 

AMT. 22(a)-9. Sale of patents and oopyrightr.-A taxpayer disposing 
of patents or copyrights by sale should deterniine the gain 0r loss 

arising therefrom by computing the difference between the selling 
price and the cost or other basis, with proper adjustment for de- 
preciation, as provided in articles 111-1,118 (a) (14)-1,113 (b)-1, and 

ART. 22(a)-10. Bale of good will.‘lain ur lose fnrm a sale of good 
will results only when the business, or a part of it, to which the good 
will attaches is sold, in which case the gain or loss will be determined 
by comparing the sale price with the cost or other basis of the assets, 
including good will. (See articles 111-1, 113(a) (14)-1, 113(b)-1, 
and ll3(b)-2.) If specific payment was not made for good will 
there can be no deductible loss with respect thereto, but gain may be 
realized from the sale of good will built up through expenditures 
which have been currently deducted. It is immaterial that good 
will may never have been carried on the books as an asset, but the 
burden of proof is on the taxpayer to establish the cost or other 
basis of the good will sold. 

ART. 22(a)-ll. Sale of real property in 1otr.-If a tract of land is 
purchased with a view to dividing i t  into lots or parcels of ground 
to be sold as such, the cost or other basis shall be equitably appor- 
tioned to the several lots or parcels and made a matter of record on the 
books of the taxpayer, to the end that any gain derived from the sale 
of any such Iota or parcels which constitutes taxable income may be 
returned as income for the year in which the sale is made. This 
rule contemplaha that there will be gain or loss on every lot or 
parcel sold, and not that the capital in the entire tract may be 
recovered before any taxable income shall be returned. The sale of 
each lot or parcel will be treated as a separate transaction, and gain 
or losa computed accordingly. 

ART. 22 (a) -12. Annuities and inraranac p0lioier.-Annuities paid by 
religious, charitable, and educational corporations under an annuity 
contract are, in general, subject to tax to the same extent as annuitiea 
from other sources paid under similar contracts. (See section 22 (b) 
(2) and article B ( b )  (2)-2.) An annuity charged upon deviaed land 
is taxable to a donee-annuitant if payable only out of the rents or 
other income of the land. I n  such case the devisee is not required 
to return as gross income the amount of rent or other income paid 
to the annuitant, and he is not entitled to deduct from his gross in- 
come any sums paid to the annuitant. Amounts received as a return 
of premiums paid under life insurance, endowment, or annuity con- 
tracts, and the so-called “dividend” of a mutual insurance com- 
pans which may be credited against the current premium, are not 
subject to tax. 

Am. 22(a)-l3. Improvementm by 1ermes.-If buildings are erected 
or imprmementa made by a legsee and such buildings or improve- 

113(b)-2. 
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ments immediately b e m e  the property of the lessor, as, for instance, 
if they are not subject to removal by the lessee, the lessor may at  his 
option report the income therefrom upon any one of the following 
bases : 

(a) The lessor may report as inconic for the taxable year in which 
such buildings or improvements are wnipleted their fair market 
value a t  the time of their completion. 

( 6 )  The lessor may report as income at  the time when such build- 
ings or improvements are completed the fair market value of such 
buildings or improvements subject to the lease. 

(c) .The lesior niay spread over the life of the lease the estimated 
depreciated value of such buildings or improvements at the expira- 
tion of the lease and report as income for each year of the lease an 
aIiquot part thereof. 

Except in cases where the lessor has reported income upon basis 
(a), if the lease is terininatetl so that tlie lessor conies into possession 
or control of the property prior to the time originally fixed for the 
expiration of the lease, the lessor shall report income for the year in 
which the lease is so terminated to the extent that the value of suoh 
buildings or improvements when he becomes entitled to such posses- 
sion exceeds the amount already reported as income on account of 
the erection of such buildings or improvements. No appreciation in 
value due to causes other than the termination of the lease shall be 
included. 

If the buildiiigs or improvements are destroyed prior to the ex- 
piration of the lease, the lessor is entitled to deduct as a loss for the 
year when such destruction takes place the amount previously re- 
ported as income lwcause of the ewction of such buildings or improve- 
ments, less proper adjustment for depreciation in cam option (a) was 
exercised, arid IPSS any salvage value subject to the lease to the extent 
that such loss is not compensated for by insurance or otherwise. (See 
sections23 (e) urid ( f )  and 113 (a) (14).) 
ART. 22 (a)-14. Cancellation of indebtedness.-The cancellation of 

indebtedness, in whole or in part, may result in the realization of 
income. I f ,  for example, an individual performs eervices for a 
creditor, who in consideration thereof cancels the debt, income in the 
amount of the debt is realized by the debtor as compensation for his 
services. A taxpayer realizes income by the payment or purchase of 
his obligations a t  less tlian their face value. (See article B(a)-18.) 
If a shareholder in  a corporation which is indebted to him gratui- 
tously forgives the debt, the transwtion amounta to a contribution to 
tliu capital of the corporution. IIicoiiie is not realized by a taxpayer 
by virtue of the discharge of his indebtedness as the result of an 
adjudication in bankruptcy, or by virtue of a compoeition agee- 
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ment among his creditors if immediately thereafter the taxpayer's 
liabilities exceed the value of his assets. 

ART. 22(a)-16. Creation of sinking fund by oorporation.-If a cor- 
poration, in order solely to secure the payment of its bonds or other 
indebtedness, places property in trust or sets aside certain amounts 
in a sinking fund under the control of a trustee who may be author- 
ized to invest and reinvest such sums from time to time, the property 
or fund thus set aside by the corporation and held by the trustee is an 
asset of the corporation, and any gain arising therefrom is income of 
the corporation and shall be included as such in its grow income. 
ART. 22(a)-16. Acquinition or dinposition by a oorporation of ita own 

capital stook-Whether the acquisition or disposition by a corporation 
of shares of its own capital stock gives rise to taxable gain or deduc- 
tible loss depends upon the real nature of the transaction, which is 
to be aseertained from all its facts and circumstances. The receipt 
by a corporation of the subscription price of sharea of its capital 
stock upon their origind issuance gives rise to neither taxable gain 
nor deductible loss, whether the subscription or issue price be in 
excess of, or less than, the par or s tabd  value of such stock. 

But if a corporation deals in its own shares as it might in 
the shares of another corporation, the resulting gain or loss is to 
be computed in the same manner as though the corporation were 
dealing in the shares of another. So also if the corporation recaives 
its own stock as consideration upon the sale of property by it, or in 
satisfaction of indebtedness to it, the gain or loss resulting is to be 
computed in the same manner aa though the payment had been made 
in any other property. Any gain derived from such transactions 
is subject to tax, and any loss sustained is allowable as a deduction 
where permitbd by the provisions of the Act. 

ART. 22(a)-17. Contributionn to corporation by shareholden.-If a 
corporation requires additional funds for conducting its business and 
obtains such needed money through voluntary pro rata payments by 
its shareholders, the amounts so received being credited to its mr- 
plus account or to ti  special capital account, such amounts will not 
be considered income, although there is no increase in the outstand- 
ing shares of stock of the corporation. The payments under such 
circumstances are in the nature of voluntary assasemente upon, and 
rapresent an additional price paid for, the s h a m  of stock held by 
the individual shareholders, and will be treated as an addition to  
and as a part of the operating capital of the company. (See articles 
B(a)-14 and 24-2.) 

ART. 22(a)-18. Sale and purchase by corporation of ita aOn&.-(l) 
(a) I f  bonds are issued by a corporation at  their face value, the 
corporation realizes no gain or loss. (b) If the corporation pur- 
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chases any of such bonds at a price in exceas of the issuing price or 
face value, the excess of the purchase price over the issuing price 
or face value is a deductible expense for the taxable year. ( c )  If, 
however, the corporation purchases any of such bonds a t  a price less 
than the issuing price or face value, the excess of the issuing price 
or face value over the purchase prim is gain or income for  the taxable 
Year- 

(2) (a) If, subsequent to February 28, 1913, bonds are issued by 
a corporation a t  a premium, the net amount of such premium is gain 
or income which should be prorated or amortized over the life of the 
bonds. (6)  I f  the corporation purchases any of such bonds at a 
price in excess of the issuing price minus any amount of premium 
already returned as income, the excess of the purchase price over the 
issuing price minus any amount of premium already returned as 
income (or over the face value plus any amount of premium not yet 
returned as incame) is a deductible expense for the taxable year, 
( 0 )  I f ,  hwever, the corporation purchases any of such bonds at  a 
prim less than the issuing price minus any amount of premium 
already returned as income, the excess of the issuing price, mims 
any amount of premium already returned as income (or of the face 
value plus any amount of premium not yet returned as income), over 
the purchase price is gain or income for the taxable pear. 

(8) (u)  I f  bonds are issued by a corporation at a diacount, the net 
amount of such discount is deductible and should be prorated or 
amortized over the life of the bonds. (6) I f  the corporation pur- 
chases any of such bonds at a price in excess of the issuing price 
plus any amount of discount already deducted, the exmss of the per- 
chase price over the issuing price plus any amount of discount al- 
ready deducted (or over the face value minus any amount of discount 
not yet deducted) is a deductible expense for the taxable year. (0) 

I f ,  however, the corporation purchases any of such bonds at  a price 
less than the issuing price plus any amount of discount already 
deducted, the exwsa of the issuing price, plus any amount of discount 
already deducted (or of the face value minus any amount of discount 
not yet deducted), over the purehase price is gain or income for the 
taxable year. 

(4) (a) I f  bonds were issued by a corporation prior to  March 1, 
1913, a t  a premium, the net amount of such premium was gain or 
income for the year in which the bonds were issued and should not 
be prorated or amortized over the life of the bonds. ( 6 )  If the cor- 
poration purchases any of such bonds a t  a price in excess of the face 
value of the bonds, the excem of the purchase price over the face 
value is a deductible expense for the taxable year. (0 )  I f ,  however, 
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the corporation purchases any of such bonds a t  a price lsse than the 
face value, the excess of the face value over the purchase price is gain 
or income for the taxable year. 

ART. 22(a)-19. Sale of capital meets by corporation.-If property is 
acquired and later sold for an amount in excess of the cost or other 
basis, the gain on the sale is income. I f ,  then, a corporation sells 
its capital assets in whole or in part, it shall include in its gross 
income for the year in which the sale was made the gain from such 
sale, computed as provided in sections 111-113, to  the extant pro- 
vided in section 117. If the purchaser takes over all the assets and 
assumes the liabilities, the amount so assumed is part of the selling 
price. 

ART. 22(a)-20. Income to lennor corporation from leaned property.- 
I f  a corporation has leased its property in consideration that the lessee 
shall pay in lieu of other rental an amount equivalent to a certain 
rate of dividend on the leasor’s capital stock or the interest on the 
lessor’s outstanding indebtedness, together with taxes, insurance, or 
other fixed charges, such payments shall be considered rental pay- 
ments and shall be returned by the lessor corporation as income, not- 
withstanding the fact that the dividends and interest are paid by 
the lessee directly to  the shareholders and bondholders of the lessor. 
The fact that a corporation has conveyed or let its property and has 
parted with its management and control, or has ceased to engage in 
the business for which it waa originally organized, will not relieve it 
from liability to the tax. While the payments made by the lessee 
directly to the bondholders or Bhareholders of the lessor are rentals as 
to both the lessee and lessor (rentals paid in one case and rentals 
received in the other), to the bondholders and the shareholders such 
amounts are interest and dividend payments received as from the 
lessor and as such shall be accounted for in their returns. 

ART. 22(a)-21. Grom income of corporation in liquidation.-When a 
corporation is dissolved, its affairs are usually wound up by a receiver 
or  trustees in diesolution. The corporate existence is continued for 
the purpose of liquidating the assets and paying the debts, and such 
receiver or trustees stand in the stead of the corporation for such 
purposes. Any sales of p rop~r ty  by 
them are to be treated as if made by the corporation for the purpose 
of ascertaining the gain or loss. No gain or loss is realized by a 
corporation from the mere distribution of its assets in kind in partial 
or complete liquidation, however they may have appreciated or depre- 
ciated in value since their acquisition.- But see section 44 (d) and 
article 44-6. 

(See sections 274 and 298.) 

(See further article 6%2.) 
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[SEC. 22. GROSS INCOME.] 
(b) Exc~arionr from porr  income.-The following items shall not 

be included in gross income and sllall be exempt from taxation under 
this tltle : 

ART. 22 (b) -1. Exemptions-Exolusione from groan home.-Certain 
items of income specific$ in section 22(b) are exempt from tax and 
may be excluded from gross inconie. These itenis, however, are 
exempt only to the extent and in the amount specified. No other 
items are exempt from grosv income except (1) those items of income 
which are, under the Constitution, not taxable by the Federal Gov- 
ernment; (2) those items of income which are exempt from tax on 
income under the provisions of any Act of Congress not inconsistent 
with or repealed by the Act; (3) the income exempted under the 
provisions of section 116. Since the tax is imposed on net income, 
the exemption referred to above is not to be confused with the 
deductions allowed by section 28 and other provisions of the Act to  
be made from gross income in computing net income. As to other 
items not to be included in gross income, see sections 112 and 119 and 
Supplements G, H, I, and J. 

[SEC. 22. GROSS INCOME.] 
[ (b) Excludonr from gross inaomt.-The following items shall not 

be Included In gross income and dial1 be exempt from taxatlon under 
thls tltle:] 

(1) Lxpa InsuMNcar-Amount8 received under a life insurance 
contract paid by reason of the death of the insured, whether in a 
single sum or otherwlee (but if such amounts are held by the 
Insurer under an agreement to pay interest thereon, the Interest 
payments shall be included in gross Income) ; 

ART. 22(b) (1)-1. Life insuranoe-Amounts paid by reaeon of the 
death of the insured.-The proceeds of life insurance policies, paid by 
reason of the death of an insured to his estate or to any beneficiary 
(individual, partnership, or corporation, but not a transferee for 
valuable consideration), directly or in trust, are excluded from the 
gross income of the beneficiary. While i t  is immaterial whether the 
proceeds of a life insurance policy payable upon the death of the 
insured are paid to the beneficiary in a single sum or in installments, 
only the amount paid solely by reason of the death of the insured 
is egempted. The amount exempted is the amount payable had the 
insured or the beneficiary not elected to exercise an option to receive 
the proceeds of the policy or any part thereof a t  a later date or dates. 
I f  the policy provides no option for payment upon the death of the 
insured, or provides only for payments in installments, there is 
exempted only the amount which the insurance company would have 
paid immediately after the death of the insured had the policy not 
provided for payment at a later date or dates. Any increment 
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thereto is taxable, I n  any mode of settlement the portion of eaeh 
distribution which iq to be so included in gross income shall be 
dotermined as follows : 

the 
insurer under an agreement (whether with the insured or with a 
beneficiary) to distribute either the increment to such proceeds cur- 
rently, or the proceeds and increment in equal installments until 
both are exhausted, there shall be included in gross income, the in- 
crement so paid to the beneficiary, or so crediteci to the fund in each 
year by the insurer. 

( b )  Proceeds payable in inetdbmrbt8 for a firaed nmnber O/ 

yeam-ov fw a #bed lzlumber of yeam and for continued tkpe,--If 
the proceeds are puyable in installnients for a fixed number of years, 
or for a fixed number of years andlfor continued life, the amount 
that would have been payable by the insurance company immediately 
upon the death of the insured (if payulent a t  a later date had not 
been provided for) is to be divided Ly the total number of install- 
ments payable over the fixed number of years for which payment is 
to be made, und the quotient represents the portion of each install- 
ment to  ba excluded from gross income. The amount of each install- 
ment in excess of such excluded portion is to be included in gross 
income. For example, if, a t  the insured's death, $1,000 would have 
heen payable in a single installment, but 10 equal unnual payments 
are made in lieu thereof, the portion of the installment received 
during any taxable year to be excluded from gross income is $100 
($1,000 divided by 10). Any amount. received as an installment in 
excess of $100 is to be included in gross income. 

( c )  Proceed8 payable in inetaZZment8 during the tife of the bene- 
j;&ry.-If the proceeds ,are payable in installments during the life 
of the beneficiary the amount of each installment that is to be in- 
cluded in gross income will be determined as in paragraph ( b ) ,  
above, except that the number of years to be used in the specified 
computation will be determined by the life expectancy of the bene- 
ficiary, as calculated by the table of mortality used by the particular 
insurance company in determining the amount of the annuity. 

I f  a mode of settlement has been in effect prior to the first tax- 
able year which begins after December 31, 1933, the entire amount 
received and excluded from gross income in such prior years shall 
be deduoted from the proceeds payable upon the death of the in- 
sured ; the remainder shall be divided by the number of installments 
unpaid a t  the beginning of such taxable year (whether over the 
remaining portion of the fixed period or over the life expectancy 
as of that date, depending on the mode of settlement adopted); 
and that quotient shall be the excludible portion of each installment. 

( a )  f'roceed8 he2d by' tlre inrrulrer.-If the proceeds are held 
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As soon as the aggregate of the amounts received and excluded from 
gross income under the methods of computation provided for in 
this article equals the amount of the proceeds payable upon the death 
of the insured, the entire amount received thereafter in each taxable 
year must be included in gross income. 

[SEC. 22. GROSS INCOME.]  
[ (b) Exaludonr from groas inoome.-Tlre following items shall not 

be included in grow Income and dial1 be exempt from taxatlon under 
this tltle: J 

(2) ANNIJITIE~, mu-Amounts received (other than amounts 
pald by reason of the death of the Insured und Interest payments 
on such amounts and other than nmomts recvlved a8 nnnultles) 
under a life insuranci or endowment contract, but If such amounts 
(when added to amounts received before the taxable year under 
auch contract) exceed the aggregate premlums or conslderatlon 
pa@ (whether or not paid during the taxable year) then the excess 
shall be included In gross income. Amounts received a s  a n  annulty 
under a n  anriulty or endowment contract shall be Included In gross 
Income; except t ha t  there shall be excluded from grms Income the 
excess of the amount received In the taxable year over a n  amount 
equal to 3 per centum of the aggregate premiums o r  consideration 
pald for sucli annuity (whether or not pnld durlng such year), 
until the  aggregate amount excluded from gross Income under thls 
title or prlor income tnx laws In respect of such auriuity equals the 
aggregate premlume or conslderatlon pald Por such annuity. In 
the case of a transfer for a vnluable conslderatlon, by assignment 
or otherwlae, of u HIB lnsurnuce, endowment, or unnuiiy coiltract, 
or any Interest therein, only the actual value of such conslderatlon 
and the amount of the premlum8 alld other sums subsequently paid 
by the transferee shall be exempt from ta’ration under paragraph 
(1) or thls paragraph; 

ART. 22 (b) (2)-1. Life insurance-Endowment contracts-Amounts 
paid other than by reason of the death of the insured.-Amounts re- 
ceived under a life insurance or endowment policy (other than 
amounts paid by reason of the death of the insured, interest pay- 
ments on such amounts, and  amounts received as annuities) are not 
taxable until the aggregate of the amounts so received (when added 
to the amounts received before the taxable year under sucli policy) 
exceeds the aggregate premiums or consideration paid, whether or 
not paid during the taxable year. 

ART. 22(b) (2)-2. Annuities.-Amounts received as an annuity un- 
der an annuity or endownient contract include amounts received in 
periodical installments, whether annually, semiannually, quarterly, 
monthly, or otherwise, and whether for a fixed period, such as a term 
of years, ,or for an indefinita period, such as for life, or for life and 
B guaranteed fixed period, and which installments are payable or may 
be payable over a period longer than one year. I f  an annuity is pay- 
able in annual installments, there shall be included in gross income @;I. 

I - 

li) 

only such portion of the amounts received in any taxable year as is 
equal to 8 per cent of the aggregate premiums or consideration paid 
for such annuity, whether or not paid during such year. I f  an m u -  
ity is payable in two or more installments over each 12-month period, 
such portion of each installment shall be taxable aa is equd to 8 per 
cent of the aggregate premiums or consideration paid for such annu- 
ity, whether or not paid during the taxable year, divided by the 
number of installments payable during such year. A ~ J  Boon as the 
aggregate of the amounts received and excluded from gross income 
equals the aggregate premiums or consideration paid for such annu- 
ity, the entire amount received thereafter in each taxable year must 
be included in gross income. The provisions of this article may be 
illustrated by the following examples : 

Eaample (1): A bought in 1933, for $50,000 consideration, a life 
annuity, payable in annual installments of $5,000. For the calendar 
year 1934 he would be required to include in gross income $l,SOO of 
the $5,000 received during that year (3 per cent of $50,000), !$3,500 
being exempt. I f  A should live long enough to  receive BS exempt 
$50,000, then all amounts he receives thereafter under the annuity 
contract would be included in gross income. 

Eaample ( l e ) :  A bought an annuity on November 1, 1934, paying 
$96,000 as consideration therefor. The annuity amounts to $12,000 
II year, payable in monthly installments of $l,oOO, and on December 1, 
1934, A received the first installment. A shall include in his gross 
income for the calendar year 1934 the sum of $240, being 8 per cent 
of $96,000 (the consideration paid), divided by 12 (the number of 
installments payable over a period of 12 months). 

[SEC. 22. GROSS INCOME.]  
[(b) Exoladonr from p o r r  inoome.-The following I t e m 4  shall not 

be included In grosa income and shall be exempt from tnxatlon under 
this title : 1 

(8) BBOUEBTB, AND mse8.-The value Of property ac- 
qulred by glft, bequest, devise, or Inheritance (but the Income 
from such property ghail be Included In grow income) ; 

ART. 22(b) (3)-1. Gifts and beqnerk-Property received as a gift, 
or received under a will or under statutes of descent and distribution, 
is exempt from the income tax, although the income therefrom de- 
rived from investment, sale, or otherwise ie not. An amount of 
principal paid under a marriage settlement is a gift. Neither ali- 
mony nor an allowance based on a separation agreement is taxable 
income. (See article 24-1.) 

[SEC. 22. GROSS INCOME.]  
[(a) Excladonr from grorr inoome.-The followlng ltems ahall not 
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(4)  TAX-- Immm.--Interest upon ( A )  the obligations of 
a State, Territory, or ally plliticai subdivision thereof, or the 
District of Columbia; or (B)  obligutiotis of a corporation organ- 
ized under Act of Congress, if such corporation is an intrumen- 
tallty of the United States; or (C) the obligntions of the United 
States or its pcmessioiis. Elvery person owning any of the obli- 
gations enumerated in clau8e ( A ) ,  (B), or (C) shall, ln the 
return required by this title, submit a statement sbowing the 
number and amount of suc4i obligations owned by him and the 
income received therefrom, in such form and with sucli information 
as the Conimissioner inay require. In the case of obligations of 
the IJnited Stntes isliued after September 1, 1917 (other than 
postal suvinns certificates of depnsit) and iu the case of obligations 
of u corporation organiztxi under Act of Congress, the iiiterest 
sliall be exemi)t oiils i f  and to the cxteiit provided in the respective 
Acts ciuthorizlng the insue tlicreof ns amended and supplemented, 
and shall he excluded from gross iucome only if aud to the extent 
it i8 wholly exempt from the taxes imrwsed by this title; 

ART. 22 (b) (4)-1. Interest upon State obligations.-Interest upon 
the obligations of a State, Territory, or any political subdivision 
thereof, or the District of Columbia is exempt from the income tax, 
Obligations issued by or on behalf of the State or Territory or a duly 
organized political subdivision acting by constituted authorities em- 
powered to issue such obligations, are the obligations of a State or 
Territory or a political subdivision thereof. Special tax bills issued 
for special benefits to property, if such tax bills are legally collecti- 
ble only from owners of the property benefited, are not the obliga- 
tions of a State, Territory, or political subdivision. The term ‘‘ polit- 
ical subdivision,” within the meaning of the exemption, denotes any 
division of the State or Territory which is a municipal corporation, 
or to which has been delegated the right to exercise part of the 
sovereign power of the State or Territory. As thus defined, a politi- 
cal subdivision of a State or Territory may, for the purpose of 
exemption, include special assessment districts so created, such as 
road, water, sewer, gas, light, reclamation, drainage, irrigation, levee, 
scliool, harbor, port improvement, und similar districts and divisions 
of a State or Territory. 

ART, 22 (b) (4)-2. Dividends and intereat from Federal land banka, 
Federal intermediate credit banks, national farm-loan associations, banks 
for cooperatives, and production credit corporations and aasociationr.- 
Section 26 of the Federal Farm Loan Act of July 17, 1916 (39 Stat., 
360), as amended by an Act approved March 4,1923 (42 Stat., 1454), 
provides that Federal land banks, Federal intermediate credit banks, 
.and national farm-loan associations, including the capital and re- 
serve or surplus therein and the income derived therefrom, shall be 
exempt from taxation, except taxes upon real estate, and that first 
mortgages evecuted to Federal land banks, Federal intermediate 

, 
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credit hanks, or to joint stock land banks, and farm-loan bonds, and 
d e h t u r e s  issued by intermediate credit bunks, with the income 
therefrom, shall be exempt from taxation. Accordingly, the incoine 
derived from dividends on stock of Federal land banks, Federal inter- 
mediate credit banks, and national farm-loan associations and frorii 
interest on promissory notes secured by such first mortgages, or fronl 
such farm-loan b o d s  or debentures, is not subject to  the income tax. 
However, dividends on the stock of the central bank for cooperatives, 
the production credit corporations, production credit associatioiih. 
and bunks for cooperati vcs, organized under the provisions of t l i v  
I4’1~111 Credit Act of 1938, constitute tnxuble income to the recipient*. 
~ n t l  as long as these organizations are exempt from Federal inconic* 
tux on the ground that nonw of their dock is owned by the Uiiitvtl 
States, or in the case of protliiction credit amociations by the prod tic- 

tion credit corporations, the dividends are subject to both norniitl 
tax and surtax. 

ART. 22 (b) (a)-& Dividends from Federal rererve banlrr.--Section 7 
of the Feclerril Reserve Act of I h w n i h r  23, 1918, provides that Fed- 
eral reserve banks, including the cnliital stock and surplus therein 
and the income derived therefrom, sliull bc excinpt from taxation. 
except taxes upon ‘real estate. This esemption attaches to and fol- 
lows the income derived from divitlmtls 011 stock of Federal reserve 
banks in the hands of the shareholders, so tliat the dividends received 
on the stock of Federal reserve bunks ure not subject to the income 
tux. Dividends paid by member banks, however, are treated like 
dividends of ordinary corporations. 

ART. 22(b) (4)-4. Interest upon United Stater obligation8.-Although 
interest upon the obligations of the ITiiited States und its posst~s- 
sions and upon obligations of a corpoixtion organized under Act 
of Congress, if such corporation is an iiidriliuentslity of the United 
States, is generally exempt from tux, i n  the case of obligations 
issued by the United States after September 1, 1917, which include 
Treasury certificates of indebtedness, Trwsury bonds, the Liberty 
bond issues (except the first Liberty loan 31h per cent bonds), 
and Treasury notes, and in the case of obligations of a corporation 
organized under Act of Congress, the interest is exempt from tax 
only if and to the extent provided in the Acts authorizing the issue 
thereof, as amended and supplemented. 

Every person owning, any of the obligations enumerated in clause 
(A), (B), or (C) of paragraph (4) of subsection B ( b )  shall submit 
in his income tax return a statement showing the number and amount 
of such obligations owned and the income received therefrom. For 
the purpose of such statement, in the case of Treasury bills issued 
after June 17,1930, (1) the “ amount of such obligations ” is their par 
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(maturity) value and (2) the “ income received therefrom ” is the 
net excess of the amount realized during the taxable year from the 
sale or other disposition of the bills over the cost or other basis 
thereof, a separate computation of discount being unnecessary. 

The interest on the first Liberty loan 8% per cent bonds and Treae- 
ury certificatee of indebtedness is entirely exempt from Federal in- 
come taxes, but this absolute exemption does not extend to the bonds 
of the first Liberty loan converted (Liberty 4 per cent and 4% p r  
cent bonds). Interest upon Treasury notes is exempt only to the 
extent provided in the terms of the issue. Interest (discount a t  which 
issued) on Treasury bills and any gain from the sale or other d i spe  
sition of such bills are also entirely exempt from Federal income 
taxes. With respect ta the nondeductibility of losaw from the sale 
or other disposition of such bills, see article 23(e)-1. 

The intareat on Liberty 4 per cent and 4% per cent bonds and 
Treasury bonds is exempt from Federal income taxes except surtaxes 
imposed upon the income or profits of individuals, partnerships, 
associations, or corporations. 

Liberty 4 per cent and 4% per cent bonds and Treasury bonds are 
entitled to a limited exemption from surtaxes imposed by the United 
States. Interest on an aggregate of not exceeding $5,000 principal 
amount of these obligations is exempt from the surtax imposed by 
section 12. Interest in excess of the interest on an aggregate of not 
exceeding $5,000 principal amount of such obligation8 is vubject to 
surtax and must be included in gross income. 

Interest credited to postal savings accounts upon moneys deposited 
in postal savings banks is wholly exempt from income tax. 

ART. 22(b) (4)-5. Liberty loan bond exemption in the caae of trusta 
or partnerships.-((a) When the income of a trust is taxable to bene- 
ficiaries, as in the case of a trust the income of which is to be dis- 
tributed to the beneficiaries currently, each beneficiary is entitled to 
sxemption as if he owned directly a proportionate part of the Liberty 
loan bonds held in trust. When, on the other hand, income is taxable 
to the trustee, as in the case of a trust the income of which is accumu- 
lated for the benefit of unborn or unascertained persons, the trust, as 
the owner of the bonds held in trust, is entitled to the exemption on 
iwount of such ownership. 
(6) As the income of a partnership is taxable to the individual 

partners, each partner is entitled to exemption as if he owned di- 
.ectly a proportionate part of the bonds held by the partnership. 

ART. 22(b) (4)-6. Interest upon United States obligations in the case 
,f nonresident alienr and certain foreign organizations.-By virtue of 
lection 4 of the Victory Liberty Loan Act of March 3,1919, amending 

section 3 of the Fourth Liberty Bond Act of July 9,1918, the interest 
received on and after March 8, 1919, on bonds, notes, and certificates 
of indebtedness of the United States while benefically owned by L 

nonresident alien individual, or a foreign corporation. pn rtncrship, 
or association, not engaged in business in the United States, is exempt 
from income taxes. 

[SEC. 22. GROSS INCOME.] 
[(a) Exoladoni from gross Income.-The followlng Items shall not 

be Included in gross income and shall be exempt from taxation under 
this title:] 

(6) COYWSATION mu IRJUHIES 0s sroKnlas.-Amounts re- 
ceived, through accident or health Insurance or under workmen’s 
compensatlon acts, as compensation for personal Injurles or sick- 
n w .  plus the amount of any damages received whether by suit 
or agreement on account of such Injurlea or slckneee: 

( 0 )  M ~ ~ ~ a m . - T l i e  rental value of a dwelling house and a p  
purtennnm thereof furnlshed to a mlnlster of the goepel as  pnrt 
of hls compensatlon; 

(7) MISOKLLANEOUS ITmrs.-The following Items. to the extent 
provlded In section 116: 

Earned Income from [Iources wlthout the Unlted States: 
Salaries of certain Territorial employee6 : 
The Income of foreign governments ; 
[ncome of States, munlclpalltles, and other polltical snb- 

Hecelpts of shlpowriers’ mulual protectlon and Indemnlty 

Dlvldends from Chlnn Trade Act corpurntlons. 

dl$slone : 

assodatlone : 

[SEC. 22. GROSS INCOME.] 
( 0 )  Inrentorier.-WheneveS In the opinion of the Commlssbner the 

use of Inventories Is necessary In order clearly to determlne the Income 
of any taxpayer, Inventories shnll be taken by such taxpayer upon 
such basis as  the Commlssloner, with the approval of the Secretary, 
may prescribe a s  conformlng a s  nearly as may be to the beet a-untlng 
practice in the trade or business and ns moet clearly refleetlng the 
Income. 

ART. 22(c)-1. Need of inventorier.-In order to reflect the net in- 
come corfwtly, inventories a t  the beginning and end of each tax- 
able year are necessary in every case in which the production, pur- 
chase, or sale of merchandise is an income-producing factor. The in- 
ventory should include all finished or partly finished goods and, in 
the case of raw materials and supplies, only those which have been 
acquired for sale or which will physically become a part of merchan- 
dise intended for sale. Merchandise should be included in the inven- 
tory only if title thereto is vested in the taxpayer. Accordingly, the 
seller should include in hie inventory goods under wntract fur  uale 
but not yet segregated and applied to the contract and goods out upon 

- 
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consignment, but should exclude from inventory goods sold, title to 
which has p a d  to the purchaser. A purchaser should include in in- 
ventory merchandise purchased, title to which has passed to him, 
although such merchandise is in transit or for other reasons has not 
been reduoed to physical possession, but should not include goods 
ordered for future delivery, transfer of title to which has not yet 
been effected. 

ART. 22(c)-2. Valuation of inventorie8.-Section 22 (c) provides 
two tests to which each inventory must conform: 

(1) It must conform as nearly as may be to the best accounting 
practice in the trade or business, and 

(2) It must clearly reflect the income. 
It follows, therefore, that inventory rules can not be uniform but 

must give effect to trade customs which come within the scope of the 
best accounting practice in the particular trade or business. In  order 
clearly to reflect income, the inventory practice of a taxpayer should 
be consistent from year to year, and greater weight is to be given to 
consistency than to any particular method of inventorying or basis of 
valuation so long as the method or basis used is substantially in ac- 
cord with these regulations. An inventory that can be used under 
the best accounting practice in a balance sheet showing the financial 
position of the taxpayer can, as a generul rule, be regarded as clearly 
reflecting his income. 

The bases of valuation most commonly used by business concerns 
and which meet the requirements of section 22 (c) are (a) cost and 
( 6 )  cost or market, whichever is lower. (For inventories by dealers 
in securities, see article 22(c)4.) Any goods in an inventory which 
are unsalable a t  normal prices or unusable in the normal way because 
of damage, imperfections, shop wear, changes of style, odd or 
broken lots, or other similar causes, including second-hand goods 
taken in exchange, should be valued at  bona fide selling prices less 
direct cost of disposition, whether basis (a) or ( b )  is used, or if such 
goods consist of raw materials or partly finished goods held for use or 
consumption, they shall be valued upon a reasonable basis, taking 
into consideration the usability and the condition of the goods, but 
in no case shall such value be less than the scrap value. Bona fide 
selling price means actual offering of goods during a period ending 
not later than 30 days after inventory date. The burden of proof 
will rest upon the taxpayer to show that such exceptional goods as 
are valued upon such selling basis come within the classiiications 
indicated above, and he shall maintain such records of the disposi- 
tion of the gbods as will enable a verification of the inventory to be 
made. 
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I n  respect of normal goods, whichever basis is adopted must be 
applied with reasonable consistency to the entire inventory. Tax- 
payers were given an option to adopt the basis of either ( a )  cost or 
(6) cost or market, whichever is lower, for their 1920 inventories. 
The basis properly adopted for that year or any subeequent year 
is controlling, and a change can now be made only after permission 
is secured from the Commissioner. Application for permission to 
change the basis of valuing inventories shall be made in writing 
and filed with the Commissioner as provided in article 41-2. Goodti 
taken in the inventory which have been so intermingled that they 
can not be identified with specific invoices will be deemed to be the 
goods most recently purchased or produced, and the cost thereof 
will be the actual cost of the goods purchased or p r o d u d  during the 
period in which the quantity of goods in the inventory has been 
acquired. Where the taxpayer maintains book inventories in accord- 
ance with a sound accounting system in which the respective inven- 
tory accounts are charged with the actual coit of the goods purchased 
or produced and credited with the value of goods used, transferred, 
or sold, calculated upon the basis of the actual cost of the goods 
acquired during the taxable year (including the inventory a t  the 
beginning of the year), the net value as shown by such inventory 
accounts will be deemed to be the cost of the goods on hand. The 
balances shown by such book inventoriee should be verified by 
physical inventoriea a t  reasonable intervals and adjusted to conform 
therewith. 

Inventoriea should be recorded in a legible manner, properly com- 
puted and summarized, and should be preserved as a part of the 
accounting records of the taxpayer. The inventoriee of taxpayers 
on whatever basis taken will be subject to investigation by the Com- 
missioner, and the taxpayer must satisfy the Commieeioner of the 
correctness of the prices adopted. 

The following methods, among others, are sometimes used in tak- 
ing or valuing inventories, but are not in accord with them regula- 
tions, viz: 

(1) Deducting from the inventory a reserve for price changes, 
or an estimated depreciation in the value thereof. 

(2) Taking work in prmss,  or other parts of the inventory, a t  
a nominal price of B t  less than its proper value. 

(8) Omitting portions of the stock on hand. 
(4) Using a constant price or nominal value for so-called normal 

(6) Including stock in transit, either shipped to or from the tax- 
quantity of materials or goods in stock. 

payer, the title to which is not vested in the taxpayer. 
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and necessary for the production o€ the particular article, including 
in such indirect expenses a reasonable proportion of management 
oxpenses, but not including any cost of selling or return on capital, 
whether by way of interest or profit. 

(4) I n  any industry in which the usual rules for computation of 
cost of production are inapplicable, costs may be approximated upon 
such basis as may be reasonuble and in con€orniity with twtlrblislled 
trade practice in the particular industry. Among such cases are 
(a )  farmers and raisers of live stock (see article 22(c)-6), ( b )  
miners and manufacturers who by a single process or uniform series 

the unit cost of which is substantially alike (see article 2 2 ( c ) 4 ) ,  
and ( c )  retail merchants who uso what is known as the “retail 
method ” in ascertaining approxirnate cost (see article 22 (c)-8). 

ART. 22(c)4. Inventories at coat or market, whichever ir lower,- 
Under ordinary circuinstarlces and for normal p o d s  in an inventory, 
“ market ” means the current bid price prevailing at  tlie date of the 
inventory for the particular nierchandiso in the volume in which 
usually purchased by the taxpayer, and is npplicable in the cases- 

(a )  Of goods purchased ant1 oh hand, and 
(6) Of basic elements of cost (materials, labor, and burden) in 

goods in process of manufacture and in finished goods on hand; 
exclusive, however, of goods on hand or in process of manufacture 
for delivery upon firm sales contracts (i. e., those not legally sub- 

of processes derive a product of two or more kinds, sizes, or grades, 

ventory as may be available, such rn specific purchases or sales by 
the taxpayer or others in reasonable volume and made in good faith, 
or compensation paid for cancellation of contracts for purchase com- 
mitments. Where the taxpayer in the regular course of businem 
has offered for sale such merchandise a t  pricea lower than the cur- 
rent price as above defined, the inventory may be valued ab such 
pricee less direct cost of disposition, and the correctneae of such 
prices will be determined by reference to the actual sales of the tax- 
payer for a reasonable period before and after the date of the in- 
ventory. Prices which vary materially from the octual prices so 
ascertained will not be accapted aa reflecting the market. 

Where the inventory is valued upon the basis of ccet or market, 
whichever is lower, the market value of each article on hand at the 
inventory date shall be cornpaxed with the cost of the article, and 
the lower of such values shall be taken as ths inventory value of the 
article. 

ART. !22(c)d. Inventoriea by dealera in ieouritia.-A dealer in 
securities who in h e  books of account regularly inventories unsold 
securitiee on hand either- 

(a) A t  cost; 
(6) A t  cost or market, whichever is lower; or 
( c )  A t  market value, 

may make his return upon the basis upon which his aocounts are 
kept; provided that a description of the method employed shall 
be included in or attached to the return, that all the securities must 
be inventoried by the same method, and that such method must be 
adhered to in subsequent years, unless another method be authorized 
by the Commissioner pursuant to a written application therefor 
filed with the Commisaioner as provided in article 41-2. A dealer in 
securities in whose books of account separate computations of the 
gain or lobs from the sale of the various lob  of securities sold are 
made on the basis of the cost of each lot shall be regarded, for the 
purposes of this article, as regularly inventorying his securities a t  
cost. For the purpose of this rule a dealer in securities is a mer- 
chant of securities, whether an individual, partnership, or corpora- 
tion, with an established place of business, regularly engaged in  the 
purchase of securities and their resale to customers; that is, one who 
as a merchant buys securities and sells them to customers with a 
view to the gains and profits that may be derived therefrom. I f  such 
business is simply a branch of the activities carried on by such 
person, the securities inventoried as here provided may include only 
those held for purposes of m l e  and not for investment. Tax- 
payers who buy and sell or hold securities for investment or specu- 
lation, irrespective of whether such buying or selling constitutes the 



34 

carrying on of a trade or business, and officers of corporations and 
members of partnerships who in their individual capacities buy and 
sell securities, are not dealers in securities within the meaning of 
this rule. 

Am. 22(c)-6. Inventories of live stock raisers and other farmem- 
Farmers may change the basis of their returns from that of receipts 
and disbursements to that of an inventory basis provided adjust- 
ments are made in accordance with one of the two methods outlined 
in (1) and (2) below. It is optional with the taxpayer which method 
is used, but, having elected one method, the option so exercised will 
be binding upon the taxpayer, and he will be precluded from filing 
amended returns upon the basis of the other method. 

(1) Opening and closing inventories shall be used for the year in 
which the change is made. There should be included in the opening 
inventory all farm products (including live stock) purchased or 
raised which were on hand a t  the date of the inventory, and there 
must be submitted with the return for the current taxable yaar 
an adjustment sheet for the preceding taxable year based on the 
inventory method, upon the amount of which adjustment the tax 
shall be assessed and paid (if any be due) a t  the rate of tax in effect 
for that year. Ordinarily an adjustment sheet for the preceding 
year will be sufficient, but if, in the opinion of the Commissioner, 
such adjustment is not sufficient clearly to reflect income, adjust- 
ments for earlier years may be accepted or required. I f  it is 
impossible to render complete inventories for the preceding year or 
years, the Commissioner will accept estimates which, in his opinion, 
siibstantially reflect the income on the inventory basis for such 
preceding year or years ; but inventories must not include real estate, 
buildings, permanent improvements, or any other assets subject t o  
depreciation. 

(2) Ro adjustment &eta will be required, but the net income 
for the taxable year in which the change is made must be com- 
puted without deducting from the sum of the closing inventory and 
the sales and other receipts, the inventory of live stock, crops, and 
products at the beginning of the year ; provided, howeve- 

(a) That if any live stock, grain, or other property on hand a t  the 
beginning of the taxable year has been purchased and the cost 
thereof not charged to expense, only the difference between the cost 
and the se!ling price should be reported aa income for the year in 
which sold; 

(b) But if the cost of such property has been charged to expense 
for a previous year, the eqtire amount received must be: reported 
as income for t h y e a r  in which sold. 

I 
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Because of the difficulty of ascertaining actual cost of live stock 
nnd other farm products, farmers who render their returns upon an 
inventory basis may value their inventories according to the " farm- 
price method," which provides for the valuation of inventories at 
market price less direct cost of disposition. I f  the use of the " farm- 
pricd method " of valuing inventories for any taxable year involves 
a change in method of valuing inventgries from that employed in 
prior. years, permission for such change shall first be secured from the 
Commissioner as provided in ,article 41-2. I n  such case the opening 
inventory for tne taxable year in which the change is made should be 
brought in a t  the same value as the closing inventory for the preced- 
ing taxable year; I f  such valuation of the opening inventory for the 
taxable year in which the change is made results in an abnormally 
large income for that year, there may be submitted with the return 
for such taxable year an adjustment statement for the preceding year. 
This statement shall be based on the " farm-price method " of valuing 
inventories, upon the amount of which adjhstments the tax, if any 
be due, shall be assessed and paid at the rate of tax in effect for such 
preceding year. I f  an adjustment for the preceding year is not, in 
the opinion of the Commissioner, sufficient clearly to  reflect income, 
adjustment sheets for prior years may be accepted or required. 

I f  returns have been made in which the taxable net income has 
been computed upon incomplete inventorias, the abnormality should 
be corrected by submitting with the return for the current taxahe 
year a statement for the preceding yew. I n  this statement such 
adjustments shall be made as are necessary to bring the closing 
inventory for the preceding year into agreement with the opening 
complete inventory for the current taxable year. I f  necessary clearly 
to reflect income, similar adjustments may be made as at the begin- 
ning of the preceding year or years, and the tax, if any be due, shall 
be assessed and paid at the rate of tax in effect for such year or years. 
h. 22 (c) -7. Inventories of miners and manafacturem-A taxpayer 

engaged in mining or manufacturing who by a single process or 
uniform series of processes derives a product of two or more kinds, 
sizes, or grades, the unit cost of which is substantially alike, and who 
in conformity to a recognized trade practice allocates an amount of 
cost, to each kind, size, or grade of product, which in the aggregate 
will absorb the to td  cost of production, may, with the consent of the 
Commissioner, use such nllocated cost as a basis for pricing inven- 
tories, provided such allocation bears a reasonable relation to the 
respective selling values of the different kinds of product. 

Am. 22 (c)-8. Inventories of retail merchants.-Retail merchants 
who employ what is known as the " retail method " of pricing inven- 
tories may make their returns upon that basis, provided (1) that the 
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11se of such metliod is designated upon the return, (2) that  accurate 
a2counts are kept, and (3) that  such method is consistently adhered 
to unless a change is authorized by the Commissioner as provided in 
article 41-2. Under this method the totul of the retail selling prices 
of the goods on hand a t  the end of the year in each department or of 
each class of goods is reduced to approximate cost by deducting there- 
from an amount whicli bears the slime ratio to such total as- 

( a )  the total of the retail selling prices of the goods included 
in the opening inventory plus the retail selling prices of the 
goods purcliascd during the year, with proper adjustment to 
such selling prices for ull aiarlr-ups and mark-downs, 

less 
( b )  tho cost of tlie goods included in the opening inventory 

plus the cost of the goods purchased during the year, 
beurs to (a ) .  

This amount should represent us accurately as rriay be the amounts 
ndcled to the cost price of the goods to cover selling and other ex- 
penses of doing business and for the margin of profit. 

A taxpnyor maintaining niore than (me department in his store or 
dealing in clusvcs of goods currying different percentages of gross 
profit should not uw a percentage of profit based upon an average 
of his entiro business, but should conipute and use in valuing his in- 
ventory the proper percentages for tho respective departments or 
classes of goods. 

[SEC. 22. GROSS INCOME.] 
(d) Dtrtribationr by aorporationr.-Distrlbutlons by corporatlona 

sliull bc taxable to the sliareholtlers as provided in section 116. 
(e) Determination of gain or losr.-In the case of a sale or other 

dlsposltlon UP property, (Ire guln or loss shull be coruputed us provldd 
111 NCCtlo11 111. 

( f )  Orom inaome from rouraer wlthin and without United Stater.- 
l o r  couwutatlon of grow Income from uoiirccs wltlih and wlthuut the 
United States. MCX nectlorl 119. 

. CHAPFEE IV 

DEDUCTIONS FROM GROSS INCOME 
SEC. 23. DEDUCTIONS FROM GROSS INCOME. 

In computlng net income there shall be allowed as deductions: 
(a) Expenws.-All the ordlnary and necessary expenses pald or in- 

curred during the taxable year 111 carrying on any trade or busineee, 
including a reusonable allowance for salaries or other compensatlon 
for personal serviccv actually rendered ; travellng expenses (including 
the entire amount expended for meals and lodglng) while away from 
home In the pursuit of a trade or buslness; and rentals or other pay- 
ments requlred to be made as a condltfon to the contlnued uee or 
posseseion, for purposes of the trade or bueingss, of property to whlch 
the taxpayer hus not taken or Is not taklng title or In whlch he has 
no efplty. 

.h~. 23 (n)-l. Bnrinerr expenaer.-Business expenses deductible 
from gross income include the ordinary and necessary expenditures 
directly connected with or pertaining to the taxpayer's trade or busi- 
ness, except the classes of items which are deductible under the 
provisions of articles 23(b)-1 to 23(q)-1. Double deductions are not 
permitted. Amounts deducted under one provision of the Act can 
not again be deducted under nny other provision of the Act. The 
cost of goods purchased for resale, with proper adjustment for open- 
ing and closing inventories, is deducted from gross sales in comput- 
ing gross income. (See article 22 (a)-5.) Among the items included 
in business expenses are management expenses, commissions, labor, 
supplies, incidental repairs, operating expenses of automobiles used 
in the trade or business, traveling expenses while away from home 
solely in the pursuit of a trade or business (see article 23(a)-2), 
advertising and other selling expenses, together with insurance. pre- 
miums against fire, storm, theft, akcident, or other similar losses in 
the case of a business, and rental for tlie uso of business property. 
Penalty payments with respect to Federal taxes, whether on account 
of negligence, delinquency, or fraud, are not deductible frow gross 
income. The full amount of the allowable deduction for ordinary 
and necessary expenses in carrying on a business is nevertheless 
deductible, even though such expenses exceed the gross income derived 
during the taxable year from such business. As to items not deduct- 
iblo under any provision of section 23, see section 24. 

(37) 
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ART. 23 (a)-% Raveling expenses.-Traveling expenses, as o r d i  
narily understood, include railroad fares and meals and lodging. If 
the trip is undertaken for other than business purposes, the railroad 
fares are personal expenses and the meals and lodging are living 
cxpenses. I f  the trip is solely on business, the reasonable and neces- 
sary traveling expenses, including railroad fares, meals, and lodging, 
are business expenses. 

(a) If, then, an individual, whose business requires him to travel, 
receives a salary as full compensation for his services, without reim- 
bursement for traveling expenses, or is employed on a commission 
basis with no expense allowance, his traveling expenses, including the 
entire amount expended for meals and lodging, are deductible from 
gross income. 

(b)  If an individual receives a salary and is also repaid his actual 
traveling expenses, he shall include in gross income the amount eo 
repaid and may deduct such expenses. 

( c )  If an individual receives a salary and also an allowance for 
meals and lodging, as, for example, a per diem allowance in lieu of 
subsistence, the amount of the allowance should be included in gross 
income and the cost of such meals and lodging may be deducted 
therefrom. 

A payment for the use of a sample room at  a hotel for the display 
of goods is a business expense. Only such expehses as are reason- 
able and necessary in the conduct of the business and directly attrib- 
utable to i t  may be deducted. A taxpayer claiming the benefit of the 
deductions referred to herein must attach to hi6 return a statement 
showing (1) the nature of the business in which engaged; (2) the 
number of days away from home during the taxable year on account 
of business; (3) t h e  total amount of expenses incident to meals and 
lodging while absent from home on business during the taxable year; 
(4) the total amount of other expenses incident to travel and claimed 
as a deduction. 

Cldm for the deductions, referred to herein must be substantiated, 
when required by the Commissioner, by evidence showing in detail 
the amount and nature of the expenses incurred. 

Commuters' fares are not considered as business expenses and are 
not deductible. 

ART. 23 ( a ) 3 .  Cost of materialre-Taxpayers carrying materials and 
supplies on hand should include in expenses the charges for mate- 
rials and supplies only to the amount that they are actually consumed 
and used in operation during the year for which the return is made, 
provided that the cost of such materials and supplies has not been 
deducted in determining the net income for any previous year. If 
a taxpayer carries incidental materials or supplies on hand for which 
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110 remrd of consumption is kept or of which physical inventories 
at the beginning and end of the year are not taken, it will be per- 
missible for the taxpayer to include in his expenses and deduct froit, 
gross income the total cost of such supplies and materials as were 
purchased during the year for which the return is made, provided 
the net income is clearly reflected by this method. 
Am. 23( aJ-4. Repairs.-The cost of incidental repairs which 

neither materially add to the value of the property nor appreciably 
prolong its life, but keep it in an ordinarily efficient operating condi- 
tion, may be deducted as expense, provided the plant or property 
account is not increased by the amount of such expenditures. Repairs 
in  the nature of replacements, to the extent that they arrest deteriora- 
tion and appreciably prolong the life of the property, should be 
charged against the depreciation reserve if such account is kept. 
(See articles 23 (1)-1 to 23 (1)-10.) 

ART. 23 (a)-!% Professional expenses.-A professional man may 
claim as deductions the cost of supplies used by him in the practice of 
his profession, expenses paid in the operation and repair of an auto- 
mobile used in making professional calls, dues to  professional socie- 
ties and subscriptions to professional journals, the rent paid for 
ofice rooms, the cost of the fuel, light, water, telephone, etc., used 
in  such offices, and the hire of office assistants. Amounts currently 
expended for books, furniture, and professional instruments and 
equipment, the useful life of which is short, may be deducted. As to 
items not deductible, see section 24. 

Am. 23 (a)-& Compensation for personal 8ervicer.-Among the ordi- 
nary and necessary expenses paid or incurred in carryingon any trade 
or business may be included a reasonable allowance for salaries or other 
Compensation for personal services actually rendered. The test of 
deductibility in the case of compensation payments is whether they 
are reasonable end are in fact payments purely for services. This test 
and its practical application may be further stated and illustrated 
as follows: 

(1) Any amount paid in the form of compensation, but not in fact 
as the purchase price of services, is not deductible. ( a )  An ostensible 
salary paid by a corporation may be a distribution of a dividend on 
stock. This is likely to occur in the case of a corporation having few 
shareholders, practically all of whom draw salaries. If in such a case 
the salaries are in excess of those ordinarily paid for similar services, 
and the excessive payments correspond or bear a close relationship to 
the stock holdings of the officers Qr employees, i t  would seem likely 
that the salaries are not paid whdly for services rendered, but that 
the excessive payments are a distributl,,n of earnings upon the stock. 
( 6 )  An ostensible salary may be in part payment for property. This 
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may occur, for example, where a partnership sells out to  a corpora- 
tion, the former partners agreeing to continue in the service of the 
corporation. I n  such a case it may be found that the salaries of 
the former partners are not merely for services, but in pnrt constitute 
payment for  the transfer of their business. 

(2) The form or method of fixing compensation is not decisive as 
to deductibility. While any form of contingent compensation invites 
scrutiny as a possible distribution of earnings of the enterprise, it 
does not follow that payments on a contingent basis are to be treated 
fundamentally on any basis different from that applying to compen- 
sation at a flat rate. Generally speaking, if contingent compensation 
is paid pursuant to a free bargain between the employer and the indi- 
vidual made before the services are rendered, not intluenced by any 
consideration on the part of the employer other than that of securing 
on fair end advantageous terms the services of the individual, i t  
should be allowed as a deduction even though in the actual working 
out of the contract i t  may prove to be greater than the amount which 
would ordinarily be paid. 

(3) I n  any event the allowance for the compensation paid may not 
exceed vha t  is reasonable under all the circumstances. It is in general 
just to assume that rensonable and true compensation is only such 
amount as would ordinarily be paid for like services by like enter- 
prises under like circumstances. The circumstances to  be taken into 
consideration are those existing a t  the data when the contract for 
services was made. not those existing at  the daG when the contract 
is questioned. 
ART. 23 (a)-7. fieatment of exoessive compensation.-The income 

tax liability of the recipient in respect of an amount ostensibly paid 
to him as compensation, but not allowed to be deducted as such by the 
payor, will depend upon the circumstances of each case. Thus, in 
the case of excessive payments by corporntions, if such payments 
correspond or bear a close relationship to stock holdings, and are 
found tc be a distribution of earnings or profits, the excessive pay- 
ments . rill be treated as a dividend, and will thus be exempt from the 
normal tax in the hands of the recipient. I f  such payments consti- 
tute p a p e n t  for property, they should be treated by the payor as a 
capital expenditure and by the recipient as part of the purchase 
price. In  the absence of evidence to justify other treatment, exces- 
sive payments for salaries or other compensation for personal serv- 
ices will be included in gross income of the recipient and subjected to 
both normal tax andtrsurtax. 

ART. 23 (a)-8. Bonuses to employees.-Bonuses to employees will 
constitute allowable deductions from gross income when such pay- 
ments are made in good faith and as additional compensation for the 
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services wtunlly rendered by the employees, provided such pny~iitmts, 
when added to the stipulated salaries, do not exceed a reasonable 
rompensntion for the services rendered. It is immaterial whethw 
hiich bonriscs are pnid in cash or in kind or partly in cash and partly 
in kind. 1)onations made to employees and others, which do not 
liave in theiii tho element of compensntion or are in excess of reasou- 
able compelisation for services, are not deductible from gross income. 

ART. 23 (a)-% Pensions-Compensation for injuries.-Amounts paill 
by a taxpayer for pcnsions to retircd einployees or to their families o r  
others dependent upon them, or on account of injuries received by 
employees, and lunip-sum amounts pnid or accrued as compensatiori 
for injuries, are proper deductions as ordinary and necessary ex- 
penses. Such deductions are limited to the amount not compensated 
for by insurance or otherwise. When the amount of the salary of an 
officer or employee is paid for a limited period after his death to  
his widow or heirs, in recognition of the services rendered by the 
individual, such payments may be deducted. A s  to deductions for 

ART. 23(a)-10. Rentals.-If a leasehold is acquired for business 
purposes for a specified sum, the purchaser may take as a deductiori 
in his return nn aliquot part of such sum each year, based on the num- 
ber of years the lease has to  run. Taxes paid by a tenant to or for 
a landlord for business property are atltlitioiial rent and constituto 
a deductiblo iteni to ths  tennnt arid tnsnble income to the lnntllord, 
the amount of the tax being deductible by the latter. Tlie cost borne 
by a lessee in erecting buildings or making permanent improveinents 
on ground of which he is lessee is held to be a. cnpital investment and 
not deductible as a business expense. I n  order to return to  such tax- 
payer his invcstinent of capital, an annuul deduction may be nindu 
from gross income of an amount eqiial to the total cost of such 
improvements divided by the number of years remaining of the term 
of lense, arid such deduction shall be in lieu of a deduction for de- 
preciation. If the roniainder of the term of lense is greater th'in the 
probable life of the buildings erected, or of the iniprovements made, 
this deduction shall take the form of an allownnce for depreciation. 
(See article 22(a)-13.) 

ART. 23(n)-11. Expenses of farmen.-A farmer who operates a 
fnrrn for profit is entitled to deduct froiii gross inconie ns necessury 
expeiibcs rill amoiirits actucilly expended in the carrying on of tho Lusi- 
iiess of ftiriiiing. Tlie cost of ortliriury tools of short life or siiinll cost, 
such 11s l i i i i i t l  tools. including tdiovcls, rultes, ek. ,  niay bc deducted. 
T h o  cost of  € d i n g  and raisiiig live stock niny be treated as an ex- 
l)e~i:jc tlediwtion, in so f n r  as such cost represents actuul outluy, but 
not including the value of farm 1)rodnce grown upon tlie farm or 

' payments to eniployees' pension trusts, see section 23 (9). 



the lubor of the taxpayer. Where a farmer is engaged in produc- 
ing crops which take more than a year from the time of planting to 
the process of gathering and disposal, expenses deducted may, with 
the consent of the Commissioner (see article 41-2), be determined 
upon the crop basis, and such deductions must be taken in the year 
in which the gross income from the crop has been realieed. The cost 
of farm machinery, equipment, and farm buildings representa a 
capital investment and is not an allowable deduction as an itam-of 
expense. Amounts expended in the development of farms, orchards, 
and ranches prior t o  the time when the productive state is reached 
may be regarded as investments of capitul. Arnountv expended in 
purchasing work, breeding, or dairy animals are regarded as in- 
vestments of capital, and may be depreciated unless such animals are 
included in an inventory in accordance with article 22(a)-7. The 
purchase price df an automobile, even when wholly used in carrying 
on farming operations, is not deductible, but is regarded as an invest- 
ment of capital. The cost of gasoline, repairs, and upkeep of an 
automobile if used wholly in the business of farming is deductible aa 
an expense; if used partly for business purposes and partly for the 
pleasure or convenience of the taxpayer or his family, such cost may 
be apportioned according to the extent of the use for purposes of 
business and pleasure or convenience, and only the proportion of 
such cost justly attributable to business purposes is deductible as a 
necessary expense. I f  a farm is operated for recreation or pleasure 
and not on a commercial basis, and if the expenses incurred in con- 
nection with the farm are in excess of the receipts therefrom, the 
entire receipts from the sale of products may be ignored in rendering 
a return of income, and the expenses incurred, being regarded as per- 
sonal expenses, will not constitute allowable deductions. (See also 
articles 22(a)-7,23(e)-5, and 23(1)-10.) 

ART. 23 (a)-12. Depositon’ guaranty fund.-Banking corporations 
which pursuant to the laws of the States in which they dre doing 
business are required to set apart, keep, and maintain in their banks 
the amount levied and assessed against them by the State authorities 
M a ‘‘ Depositors’ guaranty fund,” may deduct from their gross in- 
come the amount so set apart each year to this fund, provided that 
such fund, when set aside and carried to the credit of the Stab 
banking board or duly authorized State officer, ceases to  be an asset 
of the bank and may be withdrawn in whole or in part upon de- 
mand by such board or State officer to meet the needs of these officers 
in reimbursing depositors in insolvent banks, and provided further 
that no portian of the amount thus set aside and credited is return- 
ablemder the laws of the State to the assets of the banking corpo- 
ration. If,  however, such amount is sinlply set up on the books of 
the bank 88 a reserve to meet a contingent liability and remains an 

asset of the bank, i t  will not be deductible except as it is actually 
paid out as required by law and upon demand of the proper State 
officers. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computlng net Income there shall be allowed as deductions:] 
(b) Inter&.-All interest pald or accrued wlthln the tnxable year 

on indebtedness, except on lndebtednese Incurred or cnntlnued 
to purchase or carry obllgatlons (other than obllgatlone of the 
UnIted States Issued after September 24, 1917. and orlglnally eub- 
ecribed for by the taxpayer) the interest upon whlch l a  wholly exempt 
from the taxes Imposed by thfe tltle. 

ART. 23(b)-1. Interest.-Interest paid or accrued within the year 
on indebtedness may be deducted from gross income, except that 
interest on indebtedness incurred or continued to purchase or carry 
obligations, such as municipal bonds, first Liberty loan 8% per cent 
bonds, or (in case of a taxpayer not an original s u k r i b e r )  obli- 
gations of the United States issued after September 24, lQl7, the 
interest upon which is wholly exempt from tax, is not deductible. 
Interest paid or accrued within the year on indebtedness incurred or 
continued to purchase or carry (a) obligations of the United States 
iaued after September 24, 1017, the interest upon which is not 
wholly exempt from the taxes imposed by Title I of the Act, or ( 6 )  
(in the case of an originnl subscriber) obligations of the United 
States issued after September 24, 1917, the interest upon which is 
wholly exempt from the taxes imposed by Title I of the Act, is 
deductible in accordance with tiie general rule. 

Interest paid by the taxpayer on a mortgnge upon real estate of 
which he is tho legal or equitable owner, even though the tuxpayer 
is not directly liable upon the bond or note secured by such mortgage, 
may be deducted as interest on his indebtednese. Payments made 
for Maryland or Pennsylvania ground rents are not deductible as 
interest but may, if n proper business expense, be deducted as rent. 

Interest calculated for cost-keeping or other purposes on nccount 
of capital or surplus invested in the business which does not repre- 
Rent n chargo arising under an interest-baring obligation, iy not n u  
allowable deduction from gross income. Interest paid by a corpora- 
tion on scrip dividends is an allowable deduction. So-callccl iritercst 
on preferred stock, which is in reality a dividend thereon, can 
not be deducted in computing net income. (Sce article 22(u)-18 u s  
to deduction of bond discount.) In the caw of banks and lonn or 
trust companies, interest paid within the year on deposits such 11s 

interest paid on moneys received for investment and secured by inter- 
est-bearing certificates of indebtedness issued by such bauk or louii or 
trust company may be deducted from gross income. 
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[SEC. 23. DEDUCTIOhS FROM GROSS INCOME.] 

[In computing net Income there shall be allowed a8 deductionr,:] 
( 0 )  Taxer generally.-Taxes paid or accrued wlthln the taxable year, 

(1) Federal income, war-proflte, and excess-proflte taxes; 
(2) Income, war-yroflts, and excess-profit8 tuxes imposed by the 

authority of any foreign country or possession of the United 
States; but this deduction shall be allowed in the cam of a tax- 
payer who does not slgnlfy In hls return hls deslre to have to 
any extent the beneflta of section 131 (relating to credit for 
taxes of foreign countrles und possessions of the Unlted States) ; 
(3) estate, inheritance, legacy, succession, and gift taxes; and 
(4) taxes assessed against local beneflts of u klud tencllng 

to Increase the value of the property aseessed : but this paragruph 
shall not exclude the allowance as a deductlon of so much of such , ' 
taxes as Is properly allwable to maintenance or aterest charges. 

Am. 23(c)-1. Taxes.-Subject to the exceptions stated in thia 
article and articles 23(c)-2 and 23(c)-3, taxes imposed by the United 
States, any State or Territory, or political subdivision of either, pos- 
sessions of the United States, or foreign countries, are deductible from 
gross income for the year in which paid or accrued (see section 48). 
Estate, inheritance, legacy, succession, and gift taxes and Federal 
income, war-profits, and excess-profits taxes are not deductible from 
gross income. Income, war-profits, and excess-profits taxes imposed 
by the authority of any foreign country or possession of the United 
States are deductible from gross income in cases where the taxpayer 
does not signify in his return his desire to have to any extent the 
benefits of section 131 (relating to credit for taxes of foreign countriee 
or possessions of the United States). See generally articles 131-1' to 
181-8 as to tax credits. Postage is not n tax. Amounts paid to States 
or Territories under secured debts laws in order to render securities 
tax exempt are deductible. Automobile license fees are ordinarily 
taxes. I n  general taxes are deductible only by the person upon whom 
they are imposed. As to tax paid a t  the source on interest from tax- 
free covenant bonds, see section 143 (a) (3). 

ART. 23 (c) -2. Federal duties and excise taxer.-Import or tariff 
duties paid to the proper customs officers, and business, license, privi- 
lege, excise, and stamp taxes paid to  internal revenue collectors, are 
deductible as taxes imposed by the authority of the United States, 
provided they are not added to and made a part of the expenses of 
the business or the cost of articles of merchandise with respect to 
which they are paid, in which case they can not be wparately 
deducted. (Sea article 23(a)-1.) 

ART. 83(c)-8. Taxes for loaal bene5ts.-So-called taxes, more prop- 
erly assessments, pai:! for looal benefits, such as street, sidewalk, and 
othc r like improvements, imposed because of and measured by some 
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benefit inuring directly to the property against which the assessment 
is levied, do not constitute an allowable deduction from gross income. 
A tax is considered assessed against local benefits when the property 
subject to the tax is limited to  property benefited. Special assess- 
ments are not deductible, even though an incidental benefit may inure 
to the public welfare. The real property taxes deductible are those 
levied for the general public welfare by the proper taxing authorities 
a t  a like rate against all property in the territory over which such 
authorities have jurisdiction. Assessments under the statutes of 
California relating to irrigation and of Iowa relating to  drainage, 
and under certain statutes of Tennessee relating to levet,, are lim- 
ited to property benefited, and if the assessments are so limited, 
the amounts paid thereunder are not deductible as taxes. The above 
statements are subject to  the exception that in so far  as assessments 
against local benefits are made for the purpose of maintenance or 
repair or for the purpose of meeting interest charges with respect to 
such benefits, they are deductible. In such cases the burden is on the 
taxpayer to show the allocation of the amounts assessed to the differ- 
ent purposes. I f  the allocation can not be made, none of the aeiounts 
so paid is deductible. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computlng net Income there rhnll br nllowcd an deductions:] 
(d) Taxer of ahareholder paid by corporation.-The deduction for 

tuxes ullowed by ~ubeecllon ( c )  ul~ull  lie allowecl to u corporutlon 
in the case of tnxea Irnposed upon u rhnreholiler u l  the corlioratlon 
upon his interest us shureholdcr ~ h l c h  iirc puid by the corpcirution 
wltliout reiiriburscmeiit from the sliureliolder, but in siic.li L'UICS no 
tleductloii eliull be allowed tlic nhureholtlrr for the alnorint o f  RIIC~I 

tuxes. 

ART. 23(d). Tax on bank or other stock.-Banks or other corpora- 
tions paying taxes assessed against their shareholders on account of 
their ownership of the shares of stock issued by such corporations 
without reimbursement froni such shnreliolt1ei.s may deduct tlic 
amount of taxes so paid. The Act slJecificdly provides, however, that 
in such cases the shareholders may not deduct the amount of the 
taxes. The aiiiount so paid should uot bc included in the income of 
the shareholder. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computing net income there shull he ullovved as deductlons:] 
(e) Loiser by individuals.-In the cu8e of nn lndivlduul, losses BUS- 

taliiecl during the tuxnble yew uad not coulpensuted for by insurance 
or otlierwlse- 

(1) If Incurred In trude or businetm; or 
( 2 )  If Incurred 111 any truneuction eutered liilo for  yroflt, tliough 

not connected with the trude or business; or 
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(8 )  qf property not connected with the trade or badness, if the 
lorn arise9 from Ires, storms, shipwreck, or other casualty, or from 
theit. No loss shall be allowed as a deduction under this para- 
graph if at the tlme of the flllng of the return such loss has been 
claimed as a deduction for estate tax purposes in the estate tax 
return. 

Am. 23(e)-1. Losses by individaalr.-Losses sustained by indi- 
vidual Citizens or residents of the United States and not compensated 
for by insurance or otherwise are fully deductible if (a )  incurred in 
the taxpayer’s trade or business, or ( 6 )  incurred in any transaction 
entered into for profit, or (c) arising from fires, storms, shipwreck, 
or other casualty, or theft, and a deduction therefor has not prior to 
the filing of the return been claimed for estate tax purposes in the 
estate tax return, or ( d )  if not prohibited or limited by any of the fol- 
lowing sections of the Act: Section 23 (g) , relating to wagering losses ; 
section 24(a) (6), relating to losses from sales or exchanges of prop- 
erty between members of a family or between a corporation and its 
shareholders; section 112, relating to recognition of gain or loss 
upon sales or exchanges of property; section 117, relating to limita- 
tion on losses recognized by section 112 upon the sale or exchange of 
capital’asset?; section 118, relating to losses on wash sales of stock 
or securities; section 251, rolating to income from sources within 
possessions of United States; and section 262, relatiiig to citizens of 
possessions of United States. See section 212 as to limitation upon 
losses sustained by nonresident aliens. 

I n  general losses for which an amount may be deducted from gross 
income must be evidenced by closed and completed transactions, fixed 
by identifiable events, bosa fide and actually sustained during the 
taxable period for which allowed. Substance and not mere form will 
govern in determining deductible losses. Full consideration must be 
given to any salvage value and to any insurance or other compm- 
sation received in determining the amount of losses juhmlly sus- 
tained. See section 113 (b). 

A loss occasioned by damage to an automobile maintained for 
pleasure, where such damage results from the faulty driving of the 
taxpayer or other person operating the automobile, but is not due 
to the willful act or willful negligence of the taxpayer, is a deductible 
loss in the computation of net income. I f  damage to a taxpayer’s 
automobile results from the faulty driving of the operator of an 
automobile with which the automobile of the taxpayer collides, the 
loss occasioned to the taxpayer by such damage is likewise deductible. 
No loss is realized by the transfer of property by gift or. by death. 
But see section 44 (d). 

A lms on the sale sf residential property purchased or constructed 
by the taxpayer for use as his personal residence and so used by him 
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up to the time of the sale is not deductible. I f ,  however, property 
so purchased or constructed is prior to its sale rented or otherwise 
appropriated to income-producing purposes and is used for such 
purposes up to  the time of its sale, a loss from the sale of the prop- 
erty, computed as provided in section 111, is, subject to the limita- 
tions provided in section 117, an allowable deduction in an amount 
not to exceed the excess of the value of the property at  the time i t  
was appropriated to income-producing purposes (with proper adjust- 
ment for depreciation) over the amount realized from the sale. 

Earample: Residential property was purchased by a taxpayer in 
1924 for use as his personal residence at a cost of $25,000, of which 
$15,000 was allocable to the building. The property was so used 
by the taxpayer until January 1, 1981. From that date to January 
1, 1984, when the property was sold, i t  was rented by the taxpayer. 
The fair market value of the property at  the time i t  was rented on 
January 1, 1931, was $22,000, of which $12,000 was allocnble to the 
building. The building had an estimated life of 20 ycars on January 
1,1981, The property was sold on January 1; 1984, for $16,000. The 
loss from the sale allowable as a deduction except as limited by section 
117 is $4,200, computed as follows: 
C a t  of property in 1924 ............................................ $26, OOO 
Less depreciation allowed (not 1-8 than amount allowable) In respect 

of the building (depreciation for 3 years at 6 per cent based on 
$l!2,OOO, value ofballding when converted to budrress use) _ _ _ _ _ _ _ _ _ _ _  1,800 

2% 200 
SellIng prlce of property-___--------------_-------------------- 16,OOO 

Portion of $7,200 loss whlcli is deductlble except as lhited by eectlon 
117_------_-_-----_-------_------_-------_--_----_---------_---__ 4.200 

Losses from the sale or other disposition of Treasury bills issued 
after June 17, 1930, are not deductible. 

Am. 28(e)-2. Voluntary removal of bdildingb-Loss due to the 
vduntary removal or demolition of old buildings, the scrapping of 
old machinery, equipment, etc., incident to renewals and replace- 
ments is deductible from gross income. When a taxpayer buys real 
estate upon which is located a building, which he proceeds to ram 
with a view to erecting thereon another building, it will be con- 
sidered that the taxpayer has sustained no deductible loss by reason 
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of the demolition of the old building, and no deductible expense on 
account of the cost of such removal, the value of the real estate, 
exclusive of old improvements, being presumably equal to  the pur- 
chase price of the land and building phis the cost of removing the 
useless building. 

ART. 23(e)-3. Loss of useful value.-When, through some change in 
business conditions, the usefulncss in the business of some or all of 
the capitul assets is suddenly terminated, so that the taxpayer dis- 
contiiiues tho business or discards such assets permanently from use 
in such business, he iiiuy claim as u loss for the year in which he 
takes such action the diffcrenco brtweeii the basis (adjusted as pro- 
vided in section 113 (b) and article 113(a)(14)-1, 113(b)-l’, and 
113(1))-2) and the sulvugu vulue of the property. This exception to 
the rulc requiring u stile or other disposition of property in order to 
establish u loss requires proof of sollie utrforesrcn cuuse by reuson of 
which the property has been preinuturely discartled, as, for example, 
where an increase in the cost or chunge in the manufacture of any 
product makes it necessary to abandon such manufucture, to which 
spetial machinery is exclusively devoted, or where new legislation 
directly or indirectly makes the continued profitable use of the prop- 
erty inipossible. This exception does not extend to a case where the 
useful life of property terminates solely as a result of those gradual 
processes for which depreciation allowances are authorized. It does 
not apply to inventories or to other than cupittll assets. The excep- 
tion app1ic.s to buildings only when they are permanently abandoned 
or perinancntly devoted to a radically different use, and to machinery 
oiily when its use as such is permaiiently abandoned. Any loss to be 
deductible uiitler this exception must be fully explained in the return 
of income. ‘I’hc liinitutions provided in section 117 with respect to 
the sale or exrliange of capitul assets have no application to lossee 
due to the discurcling of capital assets. 

I f  an accwunt reflects the cost or other basis of more than one 
item of property it will be presumed that the rate of depreciation 
used is based upon the average lives of such assets. Losses claimed 
on the normal retirement of assets in such a group are not allowable, 
inasmuch as the use of an average rate contemplates the normal 
retirement of assets both before and after the average life has been 
reached and there is, therefore, no possibility of ascertaining any 
actual loss under such circumstances until all assets contained in 
the account have been retired. I n  order to account properly for 
such retirements the entire cost of assets retired, adjusted for salvage, 
will be charged to the depreciation reserve account, which will enable 
the full cost or other basis of the property to be recovered. I f  
the taxpayer by clear and convincing evidence shows that assets are 

’ 
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disposed of before the expiration of the nomal  expected life thereof, 
as for example, because of casualty, obsolescend other than normal, 
or sale, losses on the retirement of such assets may be allowed, but 
only where it is clearly evident that such disposition was not con- 
templated in the rate of depreciation. I n  single item accounts or 
in classified accounts where i t  is the consistent practice of the tax- 
payer to base the rate of depreciation on the expected life of the 
longest lived asset contained in the account, the loss upon the retire- 
ment of an asset is allowable. (See articles 23(l)-l’to 23(1)-10+ 

ART. 23(e)-4. Shrinkage in value of stooks.-A person possessing 
stock of a corporation can not deduct from gross income any amount 
claimed as a loss meroly on account of shrinkage in value of such 
stock through fluctuation of the market or otherwise. The loss 
allowable in such cases is that actually suffered when tI!e stock is 
disposed of. If stock of a corporation becomes worthless, its cost or 
other basis as determined and adjusted under section 113 is dcduct- 
ible by the owner for the taxable year in which the stock became 
worthless, provided a satisfuctory showing is made of its worthless- 
ness. Federal or State authorities i d d e n t  to the regulation of banks 
and certain other corporations may require that stock be charged off 
as worthless or written down to a nominal value. I f ,  in any such 
case, the basis of the requirement is the worthlessness of the stock, 
such charging off or writing down will, for income tax purposes, be 
considered prima facie evidence of worthlessness ; but if the charging 
off m writing down is due to market fluctuations, or if no reasonable 
attempt has been made to determine worthlessness, no deduction for 
income tux purposes of the amount so charged off or written down 
can be allowed. For dealers in securities, see article 22(c)-5. For 
limitations on deductions for losses from sales or exchanges of capital 
assets generally, including stocks and bonds, see section 117. I. 

ART. 23(e)-5. Losses of farmen.-Iosses incurred in the operation 
of farms as business enterprises are deductible from gross income. I f  
farm products are held for favorable markets, no deduction on ac- 
count of shrinkage in weight or physical value or by reason of 
deterioration in storage shall be allowed, except as such shrinkage 
may be reflected in an inventory if used to determine profits. The 
total loss by frost, storm, flood, or fire of a. prospective crop is not a 
deductible loss in computing net income. A farmer engaged in rais- 
ing and selling stock, such as cattle, sheep, horses, etc., is not entitled 
to claim as a loss the value of animals that perish from among those 
animals that were raised on the farm, except as such loss is reflected 
in an inventory if used. I f  live stock has been purchased after Feb- 
ruary 28, 1918, for any purpose, and afterwards dies from disease, 
exposure, or injury, or is killed by order of the authorities of a 
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Stah or the United States, the actual purchase price of such live stock, 
less any depreciation allowable aa a deduction in respect of such 
perished live stock, may be deducted as a 1- if the loss is not com- 
pensated for by insurance or otherwise. The actual cost of other 
property (with proper adjustment for depreciation) which is de- 
stroyed by order of the authorities of a State or of the United 
States, may in like manner be claimed as a loss. If reimbursement ie 
made by a State or the United States in whole or in part on account 
of stock killed or other property destroyed in respect of which a lose 
was claimed for a prior year, the amount received shall be reported 
as income for the year in which reimbupement is made. The cost 
of any feed, pasturage, or care which has been deducted as an expense 
of operation shall not be included as part o# the cost of the stock 
for the purpose of ascertaining the amount of a deductible loss. I f  
gross income is ascertained by inventories, no deduction can be made 
for live stock or products lost during the year, whether purchased for 
resale or produced on the farm, as such losses will be reflected in 
the inventory by reducing the amount of live stock or products on 
hand a t  the close of the year. I f  an individual owns and operates 
a farm, in addition to being engaged in another trade, business, or 
calling, and sustains a loss from such operation of the farm, then 
the amount of loss sustained may be deducted from gross income 
received from all sources, provided the farm is not operated for 
recreation or pleasure. As to losses claimed 'as deductions for 
estate tax purposes, see article B(e)-1. See also articles B(a)-T7, 
23(a)-11, and %(I)-10. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In comgutlng net lnconie there shall be allowed as deductlons:] 
(f) Lames by oorparationr.-In the case of a corporatlon, losses BUS- 

talned during the taxable year and not compensated for by lnsurance 
or otlicrwlse. 

ART. 23( f)-1. Lasses by corporations.-losses sustained by domestic 
corporations during the taxable year and not compensated for by 
insurance or otherwise are deductible except in so far  as not pro- 
hibited or limited by sections 23 (g), 24 (a)  (6), 112, 117, 118, and 
251. The provisions of articles 23(e)-1, B(e)-2, B(e)-8, 23(e)-4, 
23(e)-5, and 23(h)-1 are in general applicable to  corporations as 
well as individuals. See section 232 as to deductions by foreign 
corporations. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In cornimtlng net Income there shall be allowed as deduc.tlons:] 
(9) Wagering loaaer.-hases frdm wagerlng transactlone shall be 

allowed only to the extent of the guins from such trunsactlons. 
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(h) Barir far determining loin.-The basls for deteminlng the 
amount of deductlon for losses sustained, to be allowed under sub- 
section (e)  or ( f ) ,  shall be the adjusted' basls provided In section 
113 (b) for determlning the loss from the sale or other dlsposltion of 
pro.opertY. 

ART. 23(h)-1. Basis for determining loss.-The basis for determin- 
ing the amount of the deduction for losses is the same as is provided 
in section 113 for determining the loss from the sale or other disposi- 
tion of property. Proper adjustment must be made in each case for 
any expenditure, receipt, loss, or other item properly chargeable to 
capital account, and for depreciation, obsolescence, amortization, or 
depletion. (See section 113 (b).) 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computing net Income there shall be allowed aa deductlons:] 
(1) Losi on warh nales of stoak or reoarlt1sr.-For dlsallowance of 

loss deductlon in the case of sales of stock or securltlea where wlthln 
thirty days before or after the date of the sale the taxpayer has 
acqulred substnntlally ldentlcal property, see sectlon 118. 

(j) Oapital lorrea.--losses from salea or exchange% of capltal assets 
shall be allowed only to the extent provlded In sectlon 117 (a).  
(k) Bad debts.-Debts ascertalned to be worthless and charged off 

wlthln the taxable year (or, in the dlecretlon of the Commlssloner, 
a reasonable uddltlon to a reserve for bad debts) ; and when eatlsfled 
that a debt 1s recoverable only in part, the Cornmlssloner may allow 
such debt, in an amDunt not In excess of the part charged oft wlthln 
the taxable yeur, as a deductlon. 

ART. 23(k)-1. Bad debts.-Bad debts may be treated in either of 
two ways- 

(1) By a deduction from income in respect of debts ascertaineci 
to be worthless in whole or in part, or  

(2) By a deduction from income of an addition to a reserve for 
bad debts. 

Taxpayers were given an option for 1921 to select either of the 
methods mentioned for treating such debts. (See article 151, Regu- 
lations 62.) The method used in the return for 1921 must be used 
in returns for subsequent years and in returns under the Revenue 
Act of 1934 unless permission is granted by the Commissioner t o  
change to the other method. A taxpayer filing a first return of 
income may select either of the two methods subject to approval 
by the Commissioner upon examination of the return. I f  the method 
selected is approved, it must be followed in returns for subsequent 
years, except as permission may be granted by the Commissioner to 
change to another method. Application for permission to change 
the method of treating bad debts shall be made at  least 30 days prior 
to the close of the taxable year for which the change is to be effective. 
(See also article 23(k)-5.) 

- 
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I f  all the surrounding and attending circumstances indicate that 
a debt is worthless, either wholly or in part, the nmount which 
is worthless and charged off or written down to a nominal amount 
on the books of the taxpayer shall be allowed as  a deduction in 
computing net income. There should accompany the return a state- 
ment showing the propriety of any deduction claimed fdr bad debts. 
No deduction shall be allowed for the part of a debt ascertained 
to be worthless and charged off prior to January 1, 1921, unless and 
until the debt is ascertained to Lw totally worthless and is Anally 
charged off or is written down to a nominal amount, or the loss is 
determined in some other manner by a closed and completed transac- 
tion. Before a taxpayer may charge off und deduct a debt in part, 
he must ascertain and be able to demonstrate, with a reasonable de- 
gree of certainty, the amount thereof which is uncollectible. Any 
amount subsequently received on account of a bad debt or on account 
of a part of such debt previously cliargect off and allowed as a 
deduction for income tax purposes, must be included in gross income 
for the taxable year in which received. In determining whether a 
debt is worthless in whole or in purt the Commissioner will consider 
all pertinent evidence, including the value of the collateral, if any, 
securing the debt and the financial condition of the debtor. Partial 
deductions will LH) allowed with respect to specific debts only. 

Where the surrounding circumstances indicate that a debt is 
worthless and uncollectible and that legal action to enforce payment 
would in all probability not result in tho satisfaction of execution 011 

a judgment, a showing of these facts will be sufficient evidence of the 
worthlessness of the debt for the purpose of deduction. narlkrliptcy 
is generally an indication of the worthlessness of a t  least a part of an 
unsecured and unpreferred debt. Actual determination of worthless- 
ness in banlcruptcy cams is sometimes possible before and u t  other 
tirnrs only whoii a settlement in bankruptcy shall havo been had. 
Where a taxpayer ascertained a debt to be worthless ar~tl charged it 
off in one year, the mere fact that bankruptcy proceeclings institritetl 
against the debtor are terminated in a later year, corlfirnling tho 
conclusion that the debt is worthless, will not authorize shifting the 
deduction to such later year. If a taxpayor computes his incoine 
upon the basis of'valuing his notes or accourits receivable a t  tlleir fair 
market value when received, which may be less than their fiice valne, 
the amount deductible for bad debts in any case is limited to such 
original valuation. 

Fuderal or State authorities incident to the regulution of ba& 
and certain other corporations may require that debts be cliarged off 
in whole or in part. If, in any such case, the basis of the rcq(1ir.c- 
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ment is the worthlessness or partial recoverability of the debt, as the 
case may be, such charging off will, for income tax purposes, be 
considered prima facie evidence of worthlessness ; but if the charging 
off is due to market fluctuations, or if no reasonable attempt has bem 
made to determine to what extent recovery may be made, no deduc- 
tion for income tax purposes of the amount so charged off can be 
allowed. 
ART. 23(k)-2. Example8 of bad debts.-Worthless debts arising 

from unpaid wages, salaries, rents, and similar items of taxable in- 
come will not be allowed as a deduction unless the income such items 
represent has been included in the return of income for the year for 
which the deduction as a bad debt is sought to be made or for a pre- 
vious year. Only the difference between the nmount received in dis- 
tribution of the assets of a bankrupt and tho amount of the claim may 
be deducted as a bad debt. The difference between the amount re- 
ceived by a creditor of u decedent in distribution of the assets of the 
decedent's estate and the amount of his claim may be considered a 
worthless debt. A purchaser of accounts receivable which can not 
be collected and are consequently charged off the books as bad debts 
is entitled to deduct them, the amount of deduction to be based 
upon the price he paid for them and not upon their face value. 

ART. 23(k)-3. Uncollectible deflcienoy upon a l e  of mortgaged or 
pledged property.-If mortgaged or pledged property is lawfully sold 
(whether to the creditor or another purchaser) for less than the 
amount of the debt, and the mortgagee or pledgee ascertains that the 
portion of the indebtedness remaining unsatisfied after such sale is 
wholly or partially uncollectible, and charges it off, he may deduct 
such amount (to the extent that it constitutes capital or represents 
an item the income from which has been returned by him) as  a bad 
debt for the taxable year in which i t  is ascertained to be wholly or 
partially worthless and charged off. In  addition, if the creditor 
buys in the mortgaged or pledged property, loss or gain is realized 
measured by the difference between the amount of those obligations 
of the debtor which are applied to the purchase or bid price of the 
property (to the extent that such obligations constitute capital or 
represent an item the income from which has been returned by him) 
and the fair market value of the property. The fair market value of 
the property shall be presumed to  be the amount for which i t  is bid 
in by the taxpayer in the absence of clear and convincing proof to 
the contrary. I f  the creditor subsequently sells the property so 
acquired, the basis for determining gain or loss is the fair market 
value of the property a t  the date of acquisition. 
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Accrued interest may bo included as part of tha deduction only if 
it has previously h e n  returned ns income. 

ART. 23 (k)-4. Worthless bonds and similar ob1igationa.-Bonds, if 
ascertained to  be worthless, may be treated as bad debts to the amount 
actually paid for them. Bonds of an insolvent corporation secured 
only by a mortgage from which on foreclosure nothing is realized 
for the bondholders are regarded ns ascertained to be worthless not 
later than the year of ‘the foreclosurc sale, and no deduction for a 
bad debt is allowable in coniputing a bondholder’s income for a 
subsequent year. 

A taxpayer (other than a dealer in securities) possessing debts 
evidenced by bonds or other similar obligations can not deduct from 
gross income any amount merely on account. of market fluctuation. 
I f  a taxpayer ascertains, however, that due, for instance, to  the 
financial condition of the debtor, or conditions other than market 
fluctuation, he will recover upon maturity none or only a part of 
the debt evidenced by the bonds or other similar obligations and 
so demonstrates to the satisfaction of the Commissioner, he may 
deduct in computing net income the uncollectible part of the debt 
evidenced by the bonds or other similar obligations. 

ART. 23 (k)-5. Bererve for bad debts.-Taxpayers who have estab- 
lished the reserve method of treating bad debts and maintained proper 
reserve accounts for bad debts, or who, in accordance with article 
28(k)-1 adopt the reservo method of treating bad debts, may deduct 
from gross income’a reasonable addition to a reserve for bad debts 
in lieu of a deduction for specific bad debt items. 

What constitutea a reasonable. addition 6 a reserve for bad debts 
must be determined in the light of the facts, and will vary as be- 
tween classes of business and with conditions of businesa prosperity. 
A taxpayer using the reserve method should make a statement in 
his return showing the volume of his charge salea (or other business 
transactions) for the year and the percentage of the reserve to such 
amount, the total amount of notes and accounts receivable at the 
beginning and close of tlie taxable yenr, and the amount of the 
debts which have been nscertainetl to be wholly or partially warth- 
less and charged against tEc reserve nccouat during the taxable year. 

[In computlng net lnrome there slrnll be allowed as deductions :] 
( I )  Depredation.-A reasonable allowance for the erhnustlon, wear 

and tear of property used in the trade or business, including a.yen- 
sonable allowance for obsolescence. In tho case of property held by 
one pereon for llfe wlth remainder to another person, the deduction 
shall be computed as  if the life tenant were the absolute owner of the 
property and shall be allowed to the life tenant, In the cam of 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
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property held in trust the nllowable deduction shall be apportioned 
between the income beneflciarles nnd the trustee in accordance wlth 
the  pertinent provisions of the instrunlent creutbg tlle trust, or, in 
the absence of euch proviaions, on the bash of the trust income nllo- 
cable to each. 

ART. 23 (1)-1. Depreciation.-A reasonable allowance for the ex- 
haustion, wear and tear, and obsolescence of property used in the trade 
or business may be deducted from gross income. For convenience 
such an allowance will usually be referred to as depreciation, exclud- 
ing from the term any idea of a mere reduction in market value not 
resulting from exhaustion, wear and tear, or obsolescence. The 
proper allowance for such depreciation of any property used in tlie 
trade or business is that amount which should be set aside for the 
taxable year in accordance with a reasonably consistent plan (not 
necessarily a t  a uniform rate), whereby the aggregate of the amounts 
so set aside, plus the salvage value, will, a t  the end of the useful life 
of the property in  the business, equal the cost or other basis of 
the property determined in accordance with section 118. Due 
regard must also be given to expenditures for current upkeep. I n  
the case of property held by one person for life with remainder to 
another person, the deduction for depreciation shall be computed as 
if the life tenant were the absolute owner of the property so that he 
will be entitled to the deduction during his life, and thereafter the 
doduction, if any, will be allowed to the remainderman. I n  the case 
of property held in trust, the allowable deduction is to be apportioned 
between the income beneficiariag and the trustea in accordance with 
the pertinent provisions of the will, deed, or other instrument crest- 
ing the trust, or, in the absence of such provisions, on the basis bf the 
trust income which is allocable to the tNSte0 and the beneficiaries, 
respectively. For example, if the trust instrument provides that the 
income of the trust computed without regard to depreciation shall 
be distributed to a named beneficiary, such beneficiary will be en- 
titled to the depreciation allowance to  the exclusion of the trustee, 
while if the instrument provides that the trustee in determining the 
distributable income shall first make due allowance for keeping the 
trust corpus intact by retaining a reasonable amount of the current 
income for that purpose, the allowable deduction will be gbnted in 
full to the trustee. 

ART. 23(1)-2. Depreciable propertp.-The necessity for a deprecia- 
tion allowance arises from the fact:,that certain property used in the 
business gradually approaches a point where its usefulnese is ex- 
hausted. The allowance should be confined to property of this nature. 
I n  the caw of tangible property, it applies to that which is subjed to 
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wear and tear, to decay or decline from natural causes, to exhaustion, 
and to obsolescence due to the normal progress of the art, as where 
machinery or other property must be replaced by a new invention, or 
due to the inadequacy of the property to the growing needs of the 
business. It does not apply to inventories or to stock in trade, 
or to land apnrt from the improvements or physical development 
added to it. It does not apply to bodies of minerals which through 
the process of removal suffer depletion, bther provisions for this 
being made in the Act. (See sections 23 (ni) and 114.) Property 
kept in repair may, nevertheless, be the subject of a depwciation 
allowance. (See article 23(a)4.) The deduction of an allowunce 
for depreciation is limited to property used in the taxpayer's trade 
or business. No suck allowance may be made in respect of automo- 
biles or othcr vehicles used solely for pleasure, a building used by 
the taxpayer solely as his residence, or in respect of furniture or 
furnishings therein, personal effects, or clothing; but properties and 
costumes used exclusively in a business, such as a theatrical business, 
may be the subject of a depreciation allowance. 

ART. 23 (1)-3. Depreciation of intangible property.-Intangibles, the 
use of which in the trade or business is definitely limited in duration, 
may be the subject of a depreciation allowance. Examples are pat- 
ents and copyrights, licenses, and franchises. Intungibles, the use 
of which in the business or trade is not so liniited, will not usually 
be a proper subject of mch an nllowance. If, however, an intangible 
asset acquimd through capital outlay is known from experience to 
be of value in the business for oiily a limited period, the length of 
which can be estimated from experience with reasonable certainty, 
such intangible asset may be the subject of a depreciation allowance, 
provided the fncts are fully shown in the return or prior thereto to 
the satisfaction of the Commissioner. No deduction for deprecia- 
tion, including obsolescence, is allowalde in respect of good will. 

ART. 23 ( 1 ) 4  Capital sum recoverable through depreciation allow- 
ances.-The capital sum to be rcplaced by depreciation allowances is 
the cost or other basis of the property in respect of which the allow- 
ance is made. (See sections 113 (a) and 114.) To this amount - .  *' 
should be added from time to t im the cost of improvorhents, addi- 
tions, and betterments, and from i t  should be deducted from time 
to time the amount of uny definite loss or dnmage sustained by the 
property through casualty, as distinguished froin the gradual ex- 
haustion of its utility which is the busis of the depreciation ullow- 
ance. In the cuse of tho acquisition on or 
after March 1, 1013, of a combination of deprcciablo and non- 
depreciable property for a lump price, us, for cxumple, buildings 

. 

(See section 113 (b).) 
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and land, the capital sum to be replaced is limited to an amount 
which bears the same proportion to  th8 lump price as the value of 
the depreciable property a t  the time of acquisition bears to the value 
of the entire property a t  that time. I f  the lessee of real property 
erects buildings, or makes permanent improvements which become 
part of the realty and income has been returned by the lessor as a 
result thereof, as provided in paragraphs (6) and ( 0 )  of article 
22(a)-13, the capital sum to be replaced by depreciation allowances 
is held to be the same as though no such buildings had been erected 
or such improvements made. I n  the case of property which has been 
the subject of deductions for amortization under sections 214 (a) (9) 
and 234 (a) (8) of the Revenue Acts of 1918 and 1921; depreciation 
deductions will be computed after the close of the amortization period 
upon the cost or other basis of such property after the amortization 
allowance has been deducted. No depreciation deduction will be 
nllowed in the case of property which has been amortized to its scrap 
value and is no longer in use. 

ART. 23 (1)-5. Method of computing depreoiation al1owanoe.-The 
capital sum to be recovered shall be charged off over the useful life of 
the property, either in equal annual installments or in accordance 
with any other recognized trade practice, such as an apportionment of 
the capital sum over units of production. Whatever plan or method 
of apportionment is adopted must be reasonable and must have due 
regard to operating conditions duririg tho taxable period. The rea- 
sonableness of any claim for depreciation sholl be determined upon 
the conditions known to exist a t  the end of the period for which 
the return is made. I f  the cost or other basis of the property has 
been recovered through depreciation or other allowances no fur- 
ther deduction for depreciation shall be allowed. The deduction for 
depreciution in respect of any depreciable property for any taxable 
year shall be limited to  such ratable amount as may reasonably be 
considered necessary to  recover during the remaining useful life of 
the property the unrecovered cost or other basis. The burden of 
proof will rest upon the taxpayer to sustain the deduction claimed. 
Therefore, taxpayers must furnish full and complete information 
with respect to  the cost or other basis of the &sets in respect of 
which depreciation is claimed, their age, condition and remaining 
useful lifo, the portion of their cost or other basis which hae been 
recovered through depreciation allowances for prior taxable years, 
and such other information as the Commissioner may require in 
substantiation of the ,deduction claimed. 

A taxpayer is not permitted under the law to take advantage in 
later years of his prior failure to take any depreciation allowance ~ 

or of his action in taking an allowance plainly inadequate under the 

, 
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known facts in prior years. This paragraph may be illustrated by 
the following example : 

Eaampte: An asset was purchased January 1, 1929, at a cost of 
$lO,OOO. The useful life of the asset is 10 years. It has no salvage 
value. Depreciation was deducted and allowed for 1929 to 1933 as 
follows : 

1929 ---------------_--- --- -------_------ 1 ----------- $1,OOO.00 
1930 .................................... 1--------- --_______ 
1031 ------------- ------------- ____--_--- .( -_--_-__---- ~o00.00 

2, OOO. 00 loss--- ---------- --------- ------_------- ~ --_--_----- ------___ 
1032---,--------,,---------_-- ---_ ------.I ____--____ 

Total amount ullowed ____-__-_-_-_ - _____-__-___ 6, OOO. 00 
The correct amended reserve as of December 31,1088, is computed 

as follows: 
Decembor 31- 

1020----_---_-_-,--,,,,,,,,,,,,,,,___,_-_-------- $l,Qo.oo 
1880 -------_--_----__-__--__----------_______c__ 1,O00.00 
1881-----,,,,-,,,,-----~_~---~--__----~_-----_--- 2,000.00 
leaz -----------------------------------------_--- 2,000.00 
1m -----_---------------------------------_----- 888.67 

Depreciation for 1934 and subsequent taxable years is $666.67 
Reserve December 31, 1033 -_---_--__-____---__ 0,666.67 

computed as follows: 

$10, OOO. 00 Cost .................... -- --------- - ------_-------_- 
4 666.67 

Unrecovered cost _---____---__---______________ 3,893.33 

880.07 

Reserve an of December 31, legS .................... 
Depredatloa ullowable for 1934 and each subsequent 

taxable year (8% per cent of $10,000) -------_-__-__ 
Am. 28( 1)4 .  0broleroenoe.-With respect to physical property the 

whole or silly portion of which is clearly shown by the taxpayer as 
being affected by economic conditions that will result in ita being 
abandoned at  a future date prior to the end of its normal useful life, 
so that depreciation deductions alone am insufficient to return the 
cost or other basis at  the end of its economic: term of usefulness, a 
reasonable deduction for obsolescence, in addition to depreciation, 
may be allowed in accordance with tho facts obtaining with respect 
to each item of property concerning which a claim for obsolescence 
is made. No deduction for obsolescence will be permitted merely 
because, in the opinion of a taxpayer, the property may become 
obsolete at  some later dnta. This allownnce will be confined to such 
portion of the property on which obsolescence is definitely shown to 
be sustained and can not be held applicable to an entire property 
unless all portions thereof nre affected by the conditions to which 
obsolescence is found to be due. 
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Am. 23(1)-7. Depreciation of patent or aopyright.-In computing a 
depreciation allowance in the case of a patent or copyright, the capital 
sum to be replaced is the cast or other basis of the patent or copy- 
right. The allowance should be computed by an apportionment of 
the cost or other basis of the patent or copyright over the life of the 
patent or copyright since its grant, or since its acquisition by the 
taxpayer, or since March 1, 1913, as the case may be. If the patent 
or copyright was acquired from the Government, ita oost consists 
of the various Government fees, coet of drawings, experimental 
models, attorneys' fees, development or experimental expenses, etc., 
actually paid. Depreciation of a patent can be taken on the basis 
of the fair market value as of March 1, 19151, only when affirmative 
and satiefactory evidence of such value is offered. Such evidence 
should whenever practicable be submitted with the return. I f  the 
patent becomes obsolete prior to ita expiration, such proportion of 
the amount on which ite depreciation may be based as the number 
of yerug of its remaining life beam to the whole number of years 
intervening between the basic date and the date when it legally 
empires may be deducted, if permission 80 to do is specifically secured 
from the Commissioner. Owing to the difficulty of allocating to a 
particular year the obsolesoence of a patent, such permission will be 
granted only if a h a t i v e  and satisfactory evidence that the patent 
became obsolete in the year for which the return is made is submitted 
to the Commissioner. The fact that depreciation has not been taken 
in prior years doee not entitl0 the taxpayer to deduct in any taxable 
year a greater amount for depreciation than would otherwise be 
allowable. 

ABT. W(1)-8. Depnoiation of drawings and mode1r.-If a taxpayer 
has incurred expenditures in his business for designs, drawings, pat- 
terns, models, or work of an experimental nature calculated to result 
in improvement of his facilities or his product, and if the period of 
usefulness of any such mt may be estimated from experience with 
reasonable accuracy, it may be the subject of depreciation allowances 
spread over such eatimated period of uaefulnem. "he facts must 
be fully shown in the return or prior thereto to the eatisfaction of 
the Commhsioner. Except for such depreciation allowances no 
deduction shall be made by the taxpayer against any mum 80 set up aa 
an asset except on the sale or other disposition of such asmt at a loss 
or on proof of a total loss thereof. 

ABT. 28 (l)-Q. Beaordr of depmiable pmp*.-h order that the 
verification of depreci.ation allowancea claimed by the taxpayer may 
be facilitated, depreciation shall be recorded on the taxpayer's books, 
the amount measuring a reasonable allowance for depreciation either 
being deducted directly from the book value of the aseets or prefer- 
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ably being credited to a depreciation reserve account, which should 
be reflected in the annual balance sheet. For the same reason the 
allowances shall be computed and recorded with express reference 
to specific items, units, or groups of property, each item or unit being 
considered separately or specifically included in a group with others 
to which the same factors apply. Also, tlie taxpayer’s books shall 
show. the basis of the depreciable property and any adjustments 
thereto, and, in cases wliere the basis of the property is other than 
cost, or vulue on March 1, 1913, or value a t  date of acquisition (as, 
for examplo, if the property was acquired by gift or transfer in trust 
u fh r  December 31, 1920, or through a reorganization or a tax-free 
exchange (see particularly section 113 (a) ) , the books shall show the 
data used in ascertaining such basis und the adjustments thereto. I f  
a taxpayer does not desire to have his regular books of account show 
all of the factors entering into the computation of depreciation 
allowances, such factors shall be, recorded in permanent auxiliary 
records which shall be kept with and reconciled with the regular 

‘Looks of account. 
ART. 23(1)-10. Depreciation in the case of farmere.-A reasonable 

allowance for depreciation may be claimed on farm buildings (other 
than a dwelling occupied by the owner), farm machinery, and other 
physical property. A reasonable allowance for depreciation may also 
be claimed on live stock acquired for work, breeding, or dairy pur- 
poses, unless they are included in an inventory used to determine 
profits in accordance with article 22(a)-7. Such deprociution should 
be based on the cost or other basis and the estimated life of the live 
stock. I f  such live stock be included in an inventory no depreciation 
thereof will be allowed, as the corresponding reduction in their valuo 
will be reflected in the inventory. (See also articlos 23(a)-11 and 
23 (e)-5.) 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computing net income tiierc shall be allowed as deductlons:] 
(m) Depletion.-In the case of mines, oil and gas wells, other natural 

deposits, nud timber. a reasonable allowruice for depletion and for 
depreciation of improvements. accardlng to the peculiar conditions 
in each case; such reasonable allowance In a11 cases to be made untler 
rules and regulatlons to be prescribed by the Commissioner, wlth the 
approval of the Secretary. In any case In wlilcll it is ascertain4 
as a result of operations or of development work that tlie recoverable 
units are greater or less than the prlor estimnte (hereof, then such 
prior estimate (but not the bnsls for tlepletion) shall be revloed and 
the allowance under tiils submtlon for xubs~l i ie~ i t  tumble years shall 
he bused upon such revlsed estimate. In tiie caw of leascs the de- 
ductiona shall bo equltebly apportioned between the lessor and leswe. 
In the case of property held by one person for life with remnlnder 
to another person, the deduction shall be comiiuted RM if the life ten- 
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mt were the absolute owner of the property and shall be allowed 
to the life tenuiit. 111 the caue of property hclcl In trust the allowable 
deduc-tion sliail bc upportloned betweeii the inconit! beneficiaries ant1 
the trustee In accwtlrince with tiie pertinent provisions of the Instru- 
ment creating tlie trust, or, in the nhsence of such provlslons, on the 
basla of tlw triist lricoine ulloculile to each. (For percentage deple- 
tlon rillouiilile uiidrr this xirlwectloii, nee ru?ction 114 ( b ) ,  (3) and (4).) 

(n) Baals for depreciation and depletion.-The bash upon which 
clepi(~titm, exliiiiistloir, 11 twr r i i id  teiir, rind obsolescence .ire to be al- 
lowctl l n  rwpect of ririy prqicrty shrill be as  provided 11 section 114. 

ART. 23(11i)--L Depletion of minea, oil and gas wells, other natural 
deposits, and timber ; depreciation of improvements.-eection 23 (m) 
provides that there s l i d  be allowrcl ns R deduction in computing net 
income in the case of mines, oil und gas wells, othor natural deposits, 
and timber, a reasonable allowance for depletion and for depreciation 
of improvements. Section 114 prescribes the bases upon which depre- 
ciation and depletion are to be allowctl. 

Under these provisions of the Act tlio owner of an interest in min- 
eral deposits, mineral properties, or timber, whether freehold or 
leasehold, is allowed annual depletion and depreciation deductions 
which, in the aggregate, will return to him the cost or other basis of 
such property as provided in section 113, plus, in either case, sub- 
sequent allowable capital additions (see articles 28(m)-16 and 
23 (m)-16) with the following exceptions and qualifications: 

(1) I n  the case of coal mines, metal mines, sulphur mines or de- 
posits, and oil and gas wells the aggregate annual allowable deduc- 
tions may, because of percentage depletion, ultimately exceed the 
cost or other basis ; 

(2) I n  the case of coal mines, metal mines, and sulphur mines or 
doposits the aggregate annual .allowable deductions may never be 
as great as the cost or other basis, if an election of the percentage 
depletion method is made in his first return under Title I of the Act; 
and 

(3) I n  the case of mines other than metal, coal, or sulphur mines 
the aggregate annual allowable deductions may exceed the cost or 
other basis. because of the discovery provision. 

Operating owners, lessors, and lessees, whether corporations or 
individuals, are entitled to deduct an allowance for depletion and 
depreciation, but a shareholder in a mining or oil or g a s  corporation 
is not allowctl such deductions with respect to the property of the 
corporation. But see article 115-6. 

The principles governing the apportionment of depreciation in 
the case of property held by one person for life with remainder to 
another person and in the case of property held in trust are also 
applicable to depletion. (See article 28 (1)-1.) 
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When used in these articles (23(m)-1 to 23(m)-28) covering 
depletion .and depreciation- 

(a )  The “ fair market value ” of a property is that amount which 
would induce a willing seller to sell and a willing buyer to purchase. 

( 6 )  A “ mineral property )’ is the mineral deposit, the development 
and plant necessary for its extraction, and so much of the surface cf 
the land only as is necessary for purposes of mineral extraction. The 
value of a mineral property is the combined value of its component 
parts. 

(c) A “mineral deposit” refers to minerals only, such as the ores 
only in the case of a mine, to  the oil only in the case of an oil well, 
a n d  to the gas only in the case of n gas well, and to the oil and gas 
in  the case of a well producing both oil and gas. The cost of a 
mineral deposit is that proportion of the total cost of the mineral 
property which the value of the deposit bears to the value of the 
property a t  the time of its purchase. 

(d) “Minerals” include ores of the metals, coal, oil, gas, and such 
nonmetallic substances as abrasives, asbestos, asphaltum, barytes, 
borax, building stone, cement rock, clny, crushed stone, feldspar, 
fluorspar, fuller’s earth, graphite, gravel, gypsum, limestone, mag- 
nesite, marl, mica, mineral pigments, peat, potash, preclous stones, 
refractories, rock phosphate, salt, sand, silica, slate, soapstone, soda, 
sulphur, and talc. 

( 6 )  “Operating profit” is the net amount received from the sale 
of minerals before depletion .and depreciation are deducted. It is 
distinct from net income, as defined in section 41, and from. the net 
income from the property as defined in paragraph (h) of this 
article. 

( f )  The term “mine” does not include oil and gas wells, 
(9) ‘‘ Gross income from the property ” as used in  section 114 (b) 

(8) and (4) and articles 23(m)-1 to 23(m)-28, inclusive, means the 
amount for which tbe tazpayer sells (a) the crude mineral product of. 
the property or (b) the product derived therefrom, not to exceed in 
the case of (a )  the representative rnrirltet or field price (as of the date 
of sale) of crude mineral product of lilw kirltl arid grade before trans- 
portation from the immediate vicinity of the mine or well, or in the 
case of (6) the representative mnrket or field price (as of the date of 
sale) of a product of the kind and grndo from which the product 
sold was derived, before the application of nny processes (to which 
the crude mineral produpt may have been subjectod after emerging 
from the mine or well) with tho exception of those listed below, and 
before transportation from the place wliere the last of the processes 
listed below was applied. I f  there is no such representative mar.- 
ket or field price (as of the data of sale), then there shall be used in 
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lieu thereof the representative market or field price of the first mar- 
ketable product resulting from MY process or processes minus the 
costs (including transportation costs) of the processas not listed 
below. 

(1) In  the case of coal-cleaning, breaking, mzing, and load- 
ing a t  the mine for shipment; 

(2) I n  the case of sulphur-pumping to vats, cooling, break- 
ing, and loading a t  the mine for shipment; 

(3) In the cam of iron ore and ores which am customarily 
eold in the form of the crude mineral product--aorting or con- 
centrating to briog to shipping grade, and loading a t  the mine 
for shipment; and 

(4) I n  the case of lead, zinc, copper, gold, or silver ores and 
ores which are not customarily eold in the form of the crude 
miaeral product-crushing, concentrating (by gravity or flota- 
tion), and other processes to the extent to which they do not 
beneficiate the product in greater de&xw (in relation to the 
crude mineral product on the one hand and the refined product 
on the other) than crushing and concentrating (by gravity or 
flotation). 

I n  all cases there shall be excluded in determining the “gmm in- 
come from the property ” an amount equal to any rents or royalties 
which were paid or incurred by the taxpayer in- respect of the prop- 
erty and a m  not otherwise excluded from the “grow income from 
the property.” I f  royalties in the form of bonus payments or ad- 
vanced royalties (see article 2B(m)-lO) have been paid in raspect of 
the property in the taxable year or in prior years, the amount ex- 
cluded from (( gross income from the property ” for the taxable year 
on account of such p p e n t s  shall be an m o u n t  equal to that part 
of such payments which is allocable to the products sold during the 
taxable year. 

(h) “Net  income of the taxpayer (computed without allowance 
for depletion) from the property,” as used in section 114 (b) (2), 
(a), and (4) and articles W(m)-l’to !B(m)-B, inclusive, meahs the 
(‘ gross income from the property ” as defined in paragraph ( g )  lese 
the allowable deductions attributable to  the minerd property upon 
which the depletion is claimed and the allowable deductions attributr 
able to the processes listed in paragraph (9) in so fa r  as they relate to 
the product of such property, including overhead and operating ex- 
penses, development costa properly charged to  expense, depreciation, 
taxes, losees sustained, etc., but excluding any allowance for depletion. 
Deductions not directly attributable to particular properties or proc- 
e s s ~  shall be fairly allocated. To illustrate : I n  c a m  where the tax- 
payer engagm in activities in addition to mineral extraction and to 

The processes excepted are as follows: 
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or sold prior to the taxable year, and excludea units aold huh 
paid for in the taxable year. The phrase does not include,wita 
with respect to which depletion deductions were allowed or aUowrble 
prior to the taxable year. 

“The number of units of mineral remaining 88 of the tupble 
year ” is the number of units of mineral remaining at  the end of the 
year to  be recovgred from the property (including units r e c o v d  
but not sold) plus the ‘‘number of unite sold within t4~ @able 
year ” as defined in this article. 

In determining the amount of the basis as adjusted applicable 
to the mineral deposit there shall be excluded (u)  amounts repre- 
senting the cast or value of the land for purposes other than mineral 
production, (b) the amount recoverable through’ depreciation and 
through deductions other than depletion, and (c) the residual value 
of other property at the end of operations, but there shall be in- 
cluded, in the case of oil and gas wells, those amounts of capitalized 
drilIing and development costs which, as provided in article 23(m)-16, 
are recoverable through depletion. 

In  the cam of a natural gas well where the annual production is 
not metered and is not capable of being estimated with reasonable 
accuracy, the taxpayer may compute the depletion allowance (with- 
out reference to percentage depletion) in respect of such property for 
the‘taxable year by multiplying the adjusted basis of the property by 
a fraction, the numerator of which is equal to the decline in closed 
or rock pressure during the taxable yeor and the denominator of 
which is equal to the expected total decline in closed or rock prassure 
from the taxable year to the economic limit of production. Tax- 
payers computing depletion by this method must keep accurate 
records of periodical pressure determinations. 
ART. %(m)4 .  Computation of depletion of miner (other than metal, 

coal, or mulphnr mines) on the bask of dircovery value.-The basis upon 
which depletion is to be computed in the cam of minea (other than 
metal, coal, or sulphur mines) discovered by the taxpayer after 
February 28, 1913, is the fair market value of the property at  the 
date of discovery or within 30 days thereafter, if such minw were 
not acquired as the result of purchase of a proven tract or lease, 
and if the fair market value of the property is materially dispropor- 
tionate to cost. The value must be equitably apportioned between 
the lessor and the lessee. For the method of determining whether a 
discovery has been made, see mticle 23(m)-l’P. For the method of 
determining the fair market value, sea article % (m)-7. 

With respect to any property for which discovery value is the 
taxpayer’s basis for depletion, the depletion for any taxable year 
shall be computed by ( lk  adding to the discovery value of the minerd 
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deposit in the property any subsequent allowable capital additions 
made by the taxpayer, (2) subtracting the aggregate of depletion 
deductions with respect to the property which would previously have 
been allowable to the taxpayer without the application of any net 
income limitation, (3) dividing the remainder by the number of 
units of mineral remaining as of the taxable year, and (4) multi- 
plying the depletion unit, thus determined, by the &number of units 
of mineral sold within the taxable year. 

The depletion allowance based on discovery value under this 
article shall not exceed 50 per cent of the net income of the tax- 
payer (computed without allowance for depletion) from the prop- 
erty upon which the discovery was made, except that in no case shall 
the depletion be less than it would be if computed without reference 
to discovery value. For definition of (‘ net income of the taxpayer 
(computed without allowance for depletion) from the property,” sea 
article 23(m)-1 (A). 

This article does not apply to  metal mioes, coal mines, sulphur 
mines or deposits, or to oil or gas wells. 

As used in this article the phrase, “ number of units sold within 
the taxable year,” in the case of a taxpayer reporting income on the 
cash receipts and disbursements basis, includes units for which pay- 
ments were received within the tuxable year although produced 
and sold prior to  the taxable year, and excludes units sold but 
not paid for in the taxable year. The phrase does not include units 
with respect to which depletion deductions were allowed or allowable 
prior to tho taxable year. 

“The number of unite of mineral remaining as of the taxable 
year ” is the number of units of mineral remaining at the end of the 
year to be recovered from the property (including units recovered 
but not sold) plus the “number of units sold within the taxable 
year ” as defined in this article. 

ART. 23(m)-4. Colnpfitation of depletion based on a peroentage of 
inoome in the oase of oil and gas wells.-Under section 114 (b) (a),  in  
the case of oil and gas wells, a taxpayer may deduct for depletion an 
nmount equel to 27% per cent of the gross income from the property 
during the taxable year, but.such deduction shall not exceed 50 per 
cent of the net income of the taxpayer (computed without allowance 1 

for deplotion) from the property. (For definitions of “gross in- 
com0 from the property” and “net  income of the taxpayer (com- 
puted without allommae for depletion) from the property,” see 
article 23(m)-1 (9) and (h),)  I n  no case shall the deduction com- 
puted under this paragraph be less @an i t  would be if computed upon 
the cost or other basis of the property provided in section 113. * 
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ART. 28(m)-S. Computation of depletion baed on a peroentage of in- 
oome in the  oam of ooal mines, metal mines, and snlphnr mines or 
deposits.-Under section 114 (b) (4) a taxpayer may deduct for deple- 
tion an amount equal to 5 per cent of the gross income from the prop- 
erty during the taxable year in the case of coal mines, an amount 
equal to 15 per cent of the gross income from the property during the 
taxable year in the case of metal mines, and an amount equal to 
23 per cent of the gross income from the property during the taxable 
year in the case of sulphur mines or deposits, but such deduction 
shall not in any case exceed 50 per cent of the net income of the 
taxpayer (computed without allowance for depletion) from the prop- 
erty. (For definitions of “gross income from the property” and 

net income of the taxpayer (computed without allowance for deple- 
tion) from the property,” see article 23(m)-1 (9) and (h).) 
In his first return made under Title I of the Act (for a taxable . 

year begihning after December 31, 1933) the taxpayer must state 
as to each property with respect to which th’e taxpayer has any item 
of income or deduction whether he elects to have the depletion allow- 
ance for each such property for the taxable year computed with or 
without reference to peroentage depletion. An election once exer- 
cised under section 114 (b) (4) and this article can not thereafter be 
changed by the taxpayer, and the depletion allowance in respect of 
each such property will for all succeding taxable years be computed 
in accordance with the election so made. I f  the taxpayer fails to 
make such statement in the return in which the election should be so 
indicated, the depletion allowance for the year for which an election 
must be first exercised and for all succeeding taxable years will be 
computed without reference to percentage depletion. The method, 
determined under section 114 (b) (4) and this article, of computing 
the depletion allowance shall be applied in the case of the property 
for all taxable years in which it is in the hands of such taxpayer, or 
of any obe r  person if the basis of the property (for determining 
gain) in his hands is, under section 113, determined by reference to 
the basis in the hands of such taxpayer, either directly or through 
one or more substituted bases, as defined in that section. 
Am. 23(m)-6. Determination of oost of deposits.-In any case in 

i 
I 
i 

which a depletion or depreciation deduction is computed on-the basis 
of the cost or price at which any mine, mineral deposit, mineral right, 
or leasehold was acquired, the owner or lessee will be required to show 
that the cost or price at which the property was bought waa fixed 
for the purpose of a bona 6de purchase and sale, by which tne 
property passed in fact as well as in form to an owner other than 

‘ the vendor. No fictitious or inflated cost or price will be permitted 
to form the basis of any calculation of a depletion or depreciation 

04760*--3&--7 
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deduction, and in determining whether the price or cost at which 
any purchase or sale was made represented the actual market value 
of the property sold, due weight will be given to the relationship or 
connection existing between the person selling the property and the 
buyer thereof. 

Am. 23(m)-7. Determination of fair market value of mined prop 
ertier, indading oil and g~ propertier.-(a) If the fair market value of 
the property at a specified data is to be determined for the purpose 
of ascertaining the basis for depletion and depreciation deductions, 
such value must be determined, subject to approval or revision by 

,the Commissioner, by the owner of the property in the light of the 
conditions and circumstances known at that date, regardlese of later 
discoveries or developments in the' property or subsequent improve- 
ments in methods of extraction and treatment of the mineral prod- 
uct. The value sought shouldb that established sssuming a trnnsfer 
between a willing seller and a willing buyer as of that particular 
dote. The Commissioner will give due weight and consideration 
to any and all factors and evidence having a bearing on the niarket 
value, such as cost, actual sales and trunlrfem of similar properties, 
market value of stock or shares, royalties and rentals, value fixed 
by the owner for purpose of the capital stock tax, valuation for 
local or State taxccticn, partnership accountings, records of litiga- 
tion in which the value of the property was in question, the amount 
at  which the property may have bean inventoried in probate coud, 
and, in the absence of better evidence, disinterested appraisals by 
approved methods. Valuations by analytic appraisal methods, such 
RS the present value method, are not entitled to great weight, (1) 
if the value of a mineral deposit can be determined upon the basis 
of cost or replacement value, (2) if the knowledge of the presence 
of the m i n e d  has not greatly enhunced the value of the miiieral 
property, (8) if the removal of the mineral d m  not materially 
reduce the value of tho property from wlricli it is tukon, or (4) if 
the profits arising from the exploitation of the mineral deposit are 
wholly or in greot part due to the niunufl~cturing or marketing 
ability of the taxpayer or to extrinsic causea other than the posses- 
sion of the miner41 itself. I f  the fair market value must be 
ascertained aa of a certain date, analytic appraisal methods will not 
be used if the fair market value can reasonably be determined by 
any other method. 

(6) To determine the fair market value of a mineral property 
by the present value method, the essential factors must be determined 
for each deposit included in the property. The factom essential in 
the case of all mineral deposits are (1) the total operating profit, 
(2) the rate at which this profit will be obtained, and (8) the rate 
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of interest commensurate with the risk for the particular deposit. 
In case of oil and gas properties the additional factors are (A) the 
total quantity of oil and gaa in terms of the principal or custo- 
mary unit (or units) paid for in the product marketed, (B) the 
quantity of oil and gas expected to be recovered during each 
operating period, (C)  the average quality or grade of the oil and 
gas reaervea, (D) the expected percentage of recovery in each process 
or operation necessary for the preparation of the oil and gas for 
market, (E) the probable operating life of the deposit in years, 
(F) the unit development cost, that is, umt of development exclusive 
of depreciation and depletion, and (a) the unit operating cost, that 
is, cost of production exclusive of depreciation and depletion. In  
ordar to eatim4te the total operating profit for mine  it is necessary 
to determine the quantity, quality, and recoverable mineral content 
of the developed, probable, and prospective ore reserves in all cases. 
For mines with a prior operating m r d  the spread of profit " per 
unit of recoverable mineral, or the perdentage of net profit to 
gross proceeds from mineral production is the other factor required 
in eatimates of the total expected profit. For minea with no prior1 
operating record the future d e s  price and future production cost 
per unit of mineral muat be estimated in order to determine the 
LL spread of profit " per unit of recoverable mineral. 

(a )  If the deposit has been sufficiently developed the valu- 
ation factors specified in paragraph ( 6 )  may be determined from 
past operating experience. I n  the application of factors derived 
from past experience full allowance should be made for probable 
future variations in the rate of exhaustion, quality or grade of 
the mineral, percentage of recovery, cuat of development, production, 
interest rate, and selling price of the product marketed during the 
expected operating life of the mineral deposit. Mineral deposits 
for which these factom may not be determined with reasonable 
accuracy from past operating experience may also, with the approval 
of the Commiwioner, be valued by the present value method ; but the 
factors must be deduced from concurrent evidence, such as the gen- 
eral type of the deposit, the characteristics of the district in which it 
occurs, the habit of the mineral deposits in the property itself, 
the intensity of mineralization, the oil-gas ratio, the rate at which 
additional mineral haa been disclosed by exploitation, the stage of 
the operating life of the property, and any other evidence tending to 
establish a reasonable estimate of the required factors. 

(d) Mineral deposits of different grades, locations, and probable 
datea of extraction in a mineral property should be valued separately. 
The mineral content of a deposit shall be determined in accordance 
with article 28(m)-9. In  estimating the average grade of the de- 



veloped and prospective mineral, account should be taken of probable 
increases or decreases as indicated by the operating history. The rate 
of exhaustion of a mineral deposit should be determined with due 
regard to the limitations imposed by plant capacity, by the character 
of the deposit, by the ability to market the mineral product, by labor 
conditions, and by the operating progrum in force or reasonably to be 
expected for future operations. The operating life of a mineral 
deposit is that number of years necessary for .the exhaustion of both 
the developed and prospective mineral content a t  the rate determined 
as above. The operating life of oil and gas wells is influenced by the 
natural decline in pressure and flow, and also by voluntary or en- 
forced curtnilment of production. The operating cost includes all 
current expense of producing, preparing, and marketing the mineral 
product sold (due consideration being given to taxes) exclusive of 
ullowrble capital additions as defined in articles 23(m)-€6 and 
23 ( i i i ) - l O  and deductions for depreciation arid depletion, but includ- 
ing cost of raptiirs. For definitions of ‘‘ development expenses ” and 
‘‘ oprrating expenses ” in the case of oil and gas wells, see article 
23(1n)-lO. This cost of rcpairs is not to bo confused with the de- 
preciation deduction by which the cost or value of plant and equip- 
nirnt is returned to the taxpayer free from tax. I n  general, no eati- 
mates of these factors will be approved by the Commissioner which 
aro not supported by the operating experience of the property or 
which are derived from different arid arbitrarily selected periods. 

(e) The number of units of mineral recoverable in marketable 
form multiplied by the estimated operating profit per unit gives the 
total expected operating profit. The value of each mineral deposit 
is, then, the total expected operating profit from that deposit reduced 
to a present value as of the date as of which the valuation is made a t  
the rata of interest commensurate with the risk for the operating life, 
ant1 further reduced by the value at that date of the depreciable 
ussets and of the rapital additions, if any, necessary to realize the 
protits. The degree of risk is generully lowest in cases where the 
factors of valuation are fully supported by the operating record of 
the mineral property prior to the date as of which the valuation is 

basis. 
( j ’ )  For the purpose of the equitable apportionment of depletion 

betwoen lessor and lessee provided by section 23 (m), when the value 
of any leased mineral property must be ascertained as of any specific 
date for the determination of the basis for depletion, the values of 
the equities of lessor and lessee may be determined separately, but, 
when determined as of the same date, shall together never exceed the 
value at  that date of the mineral property in fee eimple. 

made; relatively higher risks attach to appraisals upon any other 1 
: 
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ART. 23(m)-8. Bevalnation 02 mineral depoaite not allowed.-No re- 
valuation of a property whose value as of any specific date has been 
determined and approved will be made or allowed during the con- 
tinuance of the ownership under which the value was so determined 
and approved, except in the case of a subsequent discovery of non- 
metallic minerals, other than coal, sulphur, oil, or gas, as defined in 
article 28(m)-14, or of misrepresentation or fraud or gross error as 
to any facts known on the date as of which the valuation was made. 
Revaluation on account of misrepresentation or fraud or such gross 
error will be made only with the written approval of the Commis- 
sioner. The value should, however, be corrected when a virtual 
change of ownership of part of the property results as the outcome 
of litigation. The’Lalue should be redistributed- 

(a) I f  a revisipn-of the number of remaining recoverable units 
of mineral in the property has been made in accordance with section 
23 (m) and article 23(m)-9, and 

( 6 )  I n  case of the sale of a part of the property, between the 
part sold and the part retained. 

ART. 23(m)-9. Determination of mineral contents of miner and of oil 
or gm we1lr.-If it is necassary to estimate or determine with respect 
to any property as of any specific date the total recoverable units 
(tons, pounds, ounces, barrels, thousands of cubic feet, or other 
measure) of mineral products reasonably known, or on good evidence 
believed, to have existed in the ground as of that date, the estiint~te 
or determination must be made according to the method current in 
the industry and in the light of the most accurate and reliable infor- 
mation obtainable. I n  the selection of a unit of estimate, preference 
shall be given to  the principal unit (or units) paid for in the product 
marketed. The eetimate of the recoverable units of the mineral 
products in the property for the pu rpwe  of valuation and depletiori 
shall include as to both quantity and grade- 

(a) The ores ‘and minerals “ in sight,” ‘‘ blocked out,” ‘‘ devel- 
oped,” or “ assured," in the usual or coiiventional meaning of these 
terms with respect to the type of the deposit, and 
(6) ‘‘ Probable ’’ or “ prospective ” ore and ininerals (in the cor- 

responding sense), that is, ores and minerals that are believed to 
exist on the basis of good evidence although not actually known to 
occur on the basis of existing development; but “ probable ” or 
“ prospective” ores and minerals may be estimated (1) RS to 
quantity, only in case they are extensions of known deposits or are 
new bodies or musses whose existence is indicated by geological or 
other evidence to a high degree of  probubility, and (2) as to grade, 
only as accords with the best iiidicutioiis available as to richness. 

= 
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I f  the number of recoverable units of mineral in the property have 
been previouslyestimated for the prior year or years, and if there 
has been no known change in the facts upon which the prior estimate 
was based, the number of recoverable units of mineral in the prop- 
erty as of the end of the taxable year will be the number remaining 
from the prior estimate, but when it is ascertained either by the tax- 
payer or the Commissioner as the result of operations or develop- 
ment work that the recoverable mineral units are materially greater 
or lass than the prior estimute thereof, then such prior estimate shall 
be revised and the annual depletion allowance with respect t o  the 
property for subsequent taxable years will be based upon the revised 
estimate. Such revised estimate will not, however, affect the basis 
for depletion. 

ART. 23 (m)-lo. .Depletion-Adjustments of accounta bawd on bonus 
or advanced royalty-(a) If a lessor receives a bonus in addition to 
royalties, there shall be allowed as a depletion deduction in respect 
of the bonus an amount equal to  that proportion of the basis for 
depletion as provided in section 114 (b) (1) or (2) which the 
nmount of the bonus beans to the sum of the bonus and the royalties 
expected to be received. Such allowance shall be deducted from 
the lessor’s basis for depletion, and the remainder is recoverable 
through depletion deductions on the basis of royalties thereaf tar 
received. 
(6) I f  the owner has leased a mineral property for a term of years 

with a requirement in the lease that the lessee shall extract and pay 
for, annually, a specified number of tons, or other agreed units of 
measurement, of such mineral, or shall pay, annually, a specified 
sum of money which shall be applied in payment of the purchase 
price o r  royalty per unit of such mineral whenever the same shall 
thereafter be extracted and removed from the leased premises, an 
amount equal to that part of the basis for depletion allocable to the 
number of units so paid for in advance of extraction will constitute 
an allowable deduction from the gross income of the year in which 
siicli payment or payments shall be made; but no deduction for 
depletion by the lessor shall be claimed or allowed in any subsequent 
year on account of the extraction or removal in such year of any 
mineral so paid for jn advance and for which deduction has once 
been made. 

( c )  I f  for any reason any such mineral lease expires or terminates 
or is abandoned before the mineral which has been paid for in ad- 
vance has been extracted and removed, the lossor shall adju8t his 
capital account by restoring thereto the depletion deductions made 
in prior years on account of royalties on mineral paid for but not 

, 

~~ 
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removed, and a corresponding amount must be returned as income 
for the year in which the lease expires, terminates, or is abandoned. 

(d) I n  lieu of the treatment provided for in the above paragraphs 
the lessor of oil and gas wells may take as a depletion deduction in 
respect of any bonus or advanced royalty from the property for the 
taxable year 27% per cent of the amount thereof; and the lessors of 
sulphur mines, metal mines, and coal mines may take as 4 depletion 
deduction in respect of any bonus or advanced royalty from the 
property for the taxable year beginning after December 31, 1933, 
for which he first makes return in respect of the property (and 
for subsequent taxable years in case an election to have depletion 
computed on a percentage basis has been exercised in the proper 
return) 23 per cent, 15 per cent, and 5 per cent, respectively, of the 
amount thereof; but the deduction shall not in any case exceed 50 
per cent of the net income of the taxpayer (computed without 
allowance for depletion) from the property. 

Am. 23 (m)-11. Depletion and depreciation accounta on book8.- 
Every taxpayer claiming and making a deduction for depletion and 
depreciation of mineral property shall keep accurate accounts in 
which shall be recorded the cost or other basis provided by section 
113 (a), as the w e  may be, of the mineral deposit and of the plant 
and equipment, together with subsequent allowable capital additions 
to  each account and all of the other adjustmenta required by section 
113 (b). 

I f  the plan or method of depletion and depreciation accounting 
adopted by the taxpayer has once bean approved by the Commis- 
sioner, it can not be changed by the taxpayer without the consent of 
the Commissioner. These accounts shall thereafter be credited an- 
nually with the amounts of the depletion and depreciation computed 
in accordance with articlas 23(m)-2,23(m)-3,23(m)-4, or 2 3 ( m ) d ;  
or the amounts of the depletion and depreciation so computed shall 
be credited to  depletion and depreciation reserve accounts, to the end 
that when the sum of the credits for depletion and depreciation equals 
the cost or other basis of the property, plus subsequent allowable capi- 
tal additions, no further deductions for depletion and depreciation 
with respect to  the property shall be allowed, except such depletion 
deductions as may thereafter be allowable under section 114 (b) (2), 
(a), or (4) and articles 23(m)4,28(m)-4, or 23(m)-5. 

Every taxpayer to whom section 114 (b) (2) and article 23(m)-3 
are applicable shall keep similar accounts with respect to discovery 
value. 

ART. 23(m)-12. Statement to be attaohed to return when valuation, 
depletion, o r  depreciation of mineral property is claimed.-( a)  Except 
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as provided in article 23(m)-l3, there shall be attached to the return 
of every taxpayer asserting a value for any mineral property as of a 
specific data or claiming a deduction for depletion or depreciation a 
statement setting forth with respect to each mineral property 
(including oil and gas propsrty) : 

(1) The name, description, location, and identifying number, if 
any, of the property; 

(2) Whether taxpayer is a fee owner, lessor, or lessee; 
(8) The date of acquisition and, if under lease, the exact terms 

and data of expiration of the lease; 
(4) The cost of the property, stating th0 amount paid to each 

vendor, with his name and address; 
( 5 )  The date as of which the property is valued, if a valuation 

is necessary to establish the basis as provided by section 118 (a) ; 
(6) The value of the property on that date with a statement of 

the precise method by which it was determined; 
(7) An allocation of the cost or value as between the mineral 

deposit and other asseta such as plant, equipment, or the surface of 
the land for purposes other than mineral production; 

(8) The estimated number of units of each kind of mineral at 
the end of the taxable year, and also at  the date of acquisition, if 
acquired during the taxable year or a t  the date as of which any 
valuation is made, together with an explanation of the method used 
in the estimation, the name and address of the person making the 
est.imate, and an average analysis which will indicate the quality 
of the mineral valued. including the grade or gravity in the case 
of oil; 

(9) The number of units sold and the number of units for which 
payment was received during the year for which the return is made 
(in the case of newly developed oil arid gas properties it is desirable 
that this information be furnished by months) ; 

(10) The gross'amount received from the sale of mineral; 
(11) The amount of depreciation for the taxable year and the 

umount of depletion for the taqnble year computed without reference 
to percentage depletion or discovery value; 

(12) The amounts of depletion and depreciation, stated separately, 
which for each and every prior year (A)  were allowed, (B) were 
allowable, and (0) would have been allowable without reference to 
percentage depletion or discovery value ; and 

(13) Any other data which will be helpful in determining the 
reasonableness of the valuation asserted or of the deduction claimed. 

(b)  To the return of every taxpayer claiming a deduction for 
depletion in respect of (1) property in which he owns a fractional 
interest only, or (2) a leasehold, or (3) property subject to lease, 
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there shall also be attached a statement setting forth the fraction 
of the gross production to which the taxpayer is entitled, the name 
and address and the precise nature of the holding of each person 
interested in the property, and, in the case of a lessor, whether 
the lease involved was still in effect a t  the close of the taxable year, 
and, if not, when it waa terminated and for what reason, and 
whether the lessor repossessed the property. Any taxpayer who is 
the assignor of a lease with respect to any property, or the holder 
of an  interest purporting to be an overriding royalty interest, or 
of any intarest other than that of a lessor or an operating lessee, 
and who claims depletion with respect to such property or interest, 
shall state the exact nature of the interest held and shall furnish 
a certified copy of the instrument or instruments by which it was 
acquired. 

( 0 )  I n  the case of oil and gas properties the statement attached 
to the return shall contain, in addition to the foregoing, the following 
information with respect to each property : 

(1) The number of acres of producing oil or gns land and, if 
additional acreage is claimed to be proven, the amount of such 
acreage and the reasons for believing it to be proven; 

(2) The number of wells producing at  the beginning and end of 
the taxable yew; 

(8) The date of completion of wells finished during the taxable 
Year;  

(4) The date of abandonment of all wells abandoned during the 
taxable year ; 

(5) A property map showing the location of the property and 
of the producing and abandoned wells, dry holes, and proven oil 
and gas lands (the map should show depth, initial production, nnd 
date of completion of each well, to the extant that such data are 
available) ; 

(6) The number of pay sands and average thickness of each pay 
sand or zone on the property; 

(7) The average depth to the top of each of the different pay 
sands ; 

(8) Annual production of the tract or of the individual wells, 
if the latter information is available, from the beginning of its 
productivity to the end of the taxable year, the average number of 
wells producing during each year, and the initial daily production 
of each well (the extent to which oil or gas is used for fuel on the 
property should be stated with reasonable accuracy) ; 

(9) All available data regarding change in operating conditions, 
such as unit .operation, proration, flooding, use of sir-gas lift, vac- 
uum, sliooting, etc., which have a direct effect on the production pf 
the property; and 
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(10) Avaibble geological information having a probable bearing 
on the oil and gas content; information with respect to edge-water, 
water drive, bottom hole pressures, oil-gas ratio, porosity of reser- 
voir rock, percentage of recovery, expected date of ceesrrtion of 
natural flow, decline in estimated potential, and characteristics sim- 
ilar to characteristics of other known fields. 

(d) All of the foregoing information mud be furnished under 
oath, should be eummarid,  and may be included in’ a single 
&davit. 

(e) Any of the information required by this article which has 
been previously filed by the taxpayer need not be filed again but 
the statement attached to the return must indicate clearly when and 
in what form the information was previously filed. When a tax- 
payer has filed adequate maps with the Commissioner he may be 
relieved of filing further maps of the same properties, provided all 
additional information necessary for keeping the maps up to date 
is filed each year. This includes records of dry holes, as well as 
producing wells, together with logs, depth and thickness of sands, 
location of new wells, etc. 
Am. 2alm)-18. fltetement to be attaahed to retarn when depletion 

in olaimed on percentage bruir.-(a) There ahall be attsched to the 
return of every taxpayer who claims depletion of oil and gaa wells 
under section 11’4 (b) (8) and article B ( m ) 4 ,  or depretion of coal 
minea, metal mines, or sulphur mines or deposits under section 114 
(b) (4) and article 28(m)4, a statement containing the following 
information with respect to every property for which percentage 
depletion is allowable: 

(1) All data necessary for the determination of the ‘( gross income 
from the property ” as defined in paragraph (9) of article !B(m)-l, 
including the amounts paid to lessors aa rents or royalties, the 
aniounts paid to holders of other interests in the m i n e d  property, 
and the price per unit at which royalties were paid; 

(2) All additional data necessary for the determination of the 
“net income of the taxpayer (computed without allowance for 
depletion) from the property” as defined in paragraph (h) of 
article %(m)-l; and 

(8) The information required by paragraphs (a) ( l ) ,  (u)  (2), 
(a) (a), and ( 6 )  of article 2a(m)-12. The other information re- 
quired by article 28(m)-12 shall also be furniahed if neceesary in 
deteimining the gain or loss from the sale or other disposition of the 
property during the taxable year or if a valuation of the property is 
necessary for any purpose. The taxpayer may find it desirable to 
furnish such other information in all cases. 

( 6 )  811 of the foregoing information shall be furnished under 
oath, should be mmmarimd, and may be included in a a5davit. 
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Am. 23(m)-14. Discovery of mines other than ooal, metal, or sulphur 
mines.-(a) To entitle a taxpayer to a valuation of his property, for 
the purpose of depletion allowances, by reason of the discovery of a 
mine (other than a coal, metal, or sulphur mine) or minerals (other 
than oil or gas, coal, sulphur, metal, or metallic ores), it must 
appear that the mine or minerals were not acquired as the result of 
the purchase of a proven tract or lease; also, the discovery must be 
made by the taxpayer after February 28, 1913, and must result in 
the fair market value of the property becoming disproportionate to 
the cost. The fair market value of the property will be deemed to 
have become disproportionate to the cost when the newly discov- 
ered minerals are of such quantity and of such quality as to afford a 
reasonable expectation of return to the taxpayer of an amount ma- 
terially in excess of the capital expended in making such discovery 
plus the cost of future development, equipment, and exploitation. 

(a) A mine or minerals bf  a kind not excepted by this article 
may be said to be discovered when (1) there is found a natural 
deposit of mineral, or (2) there is disclosed by drilling or explora- 
tion, conducted above or below ground, a mineral deposit not previ- 
ously known to exist and the existence of which was 80 improbable 
that such deposit had not and could not have been included in any 
previous valuation for the purpose of depletion, and which in either 
case exists in quantity and grades sufficient to justify commercial 
exploitation. 

( c )  I n  determining whether a discovery entitling the taxpayer 
to a valuation has been made, the Commissioner will take into 
account the peculiar conditions of each case; but no discovery, for 
the purposes of depletion, can be allowed aa to minerals which con- 
stitute merely uninterrupted extensions of continuing commercial 
veins or deposits already known to exist, which have been or should 
have been included in “ probable ” or “ prospective ” mineral, or 
which were in any other way comprehended in a prior valuation, 
nor can a discovery, for purposes of depletion, be allowed as of a 
date subsequent to that when, in fact, discovery waa evident, when 
delay by the taxpayer in making claim therefor has resulted or will 
result in excessive allowances for depletion. 

(a) Discoveries include minerals in commercial quantities con- 
tained within a vein or deposit discovered in an existing mine or 
mining tract by the taxpayer after February 28, 1913, but such 
vein or deposit must not be merely the uninterrupted extension of 
a continuing commercial vein or deposit already known to exist, 
and the newly discovered minerals must be of sufficient value and 
quantity that they could be separately mined and marketed a t  a 
profit. 
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(e) The value of property claimed as the result of a discovery 
must be the fair market value, as defined in article %(m)-7, based 
on what is evident within 30 days after the commercially valuable 
character and extent of the discovered deposita of mineral have 
with reasonable certainty been established, determined, or proved. 

ART. 23(m)-15. Allowtble aapital additions in aase of mines.-(a) 
All expenditures in excesr of net receipts from minarals sold shall be 
churged to capital accoui i t  recoverable through depletion while the 
mine is in the development stage. The mine will be conaidered to 
have passed from a. development to a producing status when the 
major portion of the mineral production is obtained from workings 
other than those opened for the purpose of development, or when 
the principal activity of the mine becomes the production of devel- 
oped ore rather than the development of additional ores for mining. 

(b) Expenditures for plant and equipment and for replacements, 
not including expenditures for maintenance and for ordinary and 
necessary repairs, shall ordinarily be charged to capital account re- 
coverable through depreciation. Expenditures for equipment (in- 
cluding its installation and housing) and for replacements thereof, 
which are necessary to maintain the normal output solely because 
of the recession af the working faces of the mine, and which (1) do 
not increase the value of the mine, or (2) do not decrease the cost of 
production of mineral units, or (8) do not represent an amount 
expended in restoring property or in making good the exhaustion 
thereof for which an allowance is or has been made, shall be deducted 
as ordinary and necessary business expenses. 

ART. 23(m)-16. Charges to  oapital and to expense in the oase of oil 
and gas wch.-((a) Items chargeable to capital or to expense a t  tax- 
payer's option : 

(1) Option with respect to intangible drilling and development 
costs in general : All expenditures for wages, fuel, repairs, haul- 
ing, supplies, etc., incident to and necessary for the drilling of wells 
nnd the preparation of wells for the production of oil or gas, may, 
at the aption of the taxpayer, be cIediic.ted from gross income as an 
expense or charged to capital account. Such expenditures have for 
convenience h e n  termcd intangible drilling and development costs. 
Examples of items to which this option applies are, all amounts 
paid for labor, fuel, repairs, hauling, and supplies, or m y  of them, 
which are used (A) in the drilling, slitmting, and cleuning of wells; 
(B) in such clearing of ground, draining, road malting, surveying, 
iind geological work as are neccqsary in pq)utrution for the drilling 
of wells; and (C) in the construction of such derricks, tanks, pipe 
lines, and other physical structures as arc necessary for the drilling 
of wells and the preparation of wolls €or. the production of oil or gas. 

79 

In  general, this option applies only to expenditures for those drilling 
and developing items which in themselves do. not have a salvage 
value. For the purpose of this option labor, fuel, repairs, hauling, 
supplies, etc., are not considered as having a salvage value, even 
though used in connection with the installation of physical property 
which has a salv%e value. Drilling and development costa shall not 
be excepted from the option merely because they are incurred under 
a contract ,providing for the drilling of a well to an agreed depth, 
or depths, a t  an agreed price per foot or other unit of measurement. 

(2) Option with respect to cost of nonproductive wells: I n  addi- 
tion to the foregoing option the oost of drilling nonproductive wells 
a t  the option of the taxpayer may be deducted from gross income for 
the year in which the taxpayer completes such a well or be charged 
to capital account returnable through depletion and depreciation as 
in the case of productive wells. 

(3) If deductions for depreciation or- depletion have either on 
the books of the taxpayer or in his returns of net income been 
included in the past in expense or other accounts, rather than specif- 
ically as depreciation or depletion, or where capital expenditures 
have been charged to expense in lieu o€ depreciation or depletion, a 
statement indicating the extent to which this practice has been carried 
should accompany the return. 

( 6 )  Recovery of optional items, if capitalized : 
(1) Items returnable through depletion : If in exercising these 

options, or either of them, the taxpayer charges such expenditures 
as fall within the options to capital account, the amounts so capital- 
ized in so far  as they are not represented by physical property, are 
returnable through depletion. For the purposes of this article 
the expenditures for clearing ground, draining, road making, sur- 
veying, geological work, excavation, grading, and the drilling, 
shooting and cleaning of wells, are considered not to bo represented 
by physical property, and when charged to capital account are 
returnable through depletion. 

(2) Items returnable through depreciation : I f  in exercising these 
options, the taxpayer charges such expenditures as fall within the 
options to capital account, the amounts so capitalized, in so far as 
they are represented by physical property, are returnable through 
depreciation. Such expenditurea are amounts paid for wages, fuel, 
repairs, hauling, supplies, etc., used in the installation of casing and 
equipment and in the construction on the property of derricks and 
other physioal structures. 

(8) In  the case of capitalized intangible drilling and development 
costs incurred under a contract, such costs shall be alloeat'ed between 
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the foregoing classea of items for the purposes of determining the 
depletion and depreciation allowances. 

( c )  Nonoptional items distinguished : 
(1) Capital items: The option with respect to intangible drilling 

and development costs in general does not apply to expenditures 
by which the taxpayer acquires tangible property ordinarily con- 
sidered as having a salvage value. Examples of such items are the 
costs of the &uaZ -mat& in those structures which are con- 
structed in the wells and on the property, and the cost of drilling 
tools, pipe, casing, tubing, tanks, engines, boilers, machines, etc. 
The options do not apply to any expenditure for wages, fuel, 
repairs, hauling, supplies, etc., in connection with equipment, facili- 
ties, or structures, not incident to or necessaryrlor the drilling of 
wells, such as structures for storing or treating oil or gas. These 
are capital items and are returnable through depreciation. 

(2) Expense items: Expenditures which must be charged off as 
expense, regardleas of the options provided by this article, are those 
for labor, fuel, repairs, hauling, supplies, etc., in connection with 
the operation of the wells and of other facilities on the property 
for the production of oil or gas. General overhead expense, taxes, 
and depreciation of drilling equipment, are not considered as capital 
items, even when incurred during the development of the property. 

(d) This article does not grant a new option or election. Any 
taxpayer who made an election or electiod under article 243 of 
Regulations 74 or under article 223 of Regulations 69 or under 
article 236 of Regulations 77 is, by such election or elections, bound 
with resped to all optiond expenditures whethar made before 
January 1, 1934, or after December 31, 1933, in connection with oil 
and gas wells. Any taxpayer who has never made expenditures for 
drilling oil or gas wells prior to the first taxable year beginning after 
December 31, 1933, must make an election as to intangible drilling 
and development costa in general in the return for the first taxable 
year in which the taxpayer makes such expenditures, and a taxpayer 
who has never made expenditures for a nonproductive well prior to 
the first taxable year beginning after December 31, 1933, must make 
an election aa to the coat of such wells in the return for the first 
taxable year in which the taxpayer completes such a well. Any 
election so made is binding for all subsequent years. A taxpayer 
is considered to have made an election in accordance with the man- 
ner in which the respective types of optional items are treated (1) 
in his return for the first taxable year ending after December 31, 
1924, in which optional expenditures of the respective types are or 
were made, or (2) in an amended return filed between June 18, 1927, 
and December 18, 1927, in accordance with Treasury Decision 4025. 
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Any taxpayer who has made expenditures for optional drilling and 
development costa must attach to his return for the first taxable year 
beginning after December 81,1988, and for each year thereafter a clear 
statement of his eimtion under each of the options, together with 
a statement of the time at which, and the manner in which, such 
election was made. 

Am. 28(m)-17. Depreoiation in the owe of mines.-(a) The Act 
provides that deductions for depreciation of improvements accord- 
ing to the peculiar conditions in each caae ” may be taken by a tax- 
payer owning or leasing mining property. This is deemed t.a include 
exhaustion and wear and tear of the property used in mining of 
deposite, including a reasonable allowance for obsolescence. (See 
articles 23(1)-1 to 23(1)-10 as to deductions for depreciation and 
obsolescence generally. See particularly article 23(1)4 with regard 
to information which must be furnished in substantiation of deduc- 
tions claimed for depreciation and obsolescence.) 
(6) It shall be optional with the taxpayer, subject to the approval 

of the Commissioner, whether the cost or other basis of the plant and 
equipment plus allowable capital additions but minus estimated sal- 
vage value shall be recovered (1) at  a rate established by current 
exhaustion of mineral, or (2) by reasonable charges for depreciation 
(see article !8(1)-1) at a rate determined by the physical life or the 
economic life of such plant and equipment, or, (3) according to the 
peculiar conditions of the case, by a method satisfactory to the 
Cornmiss’ loner. 

( 0 )  The estimated physical life of a plant or unit thereof (in- 
cluding buildings, machinery, apparatus, roads, railroads, and other 
equipment and improvements whose principal use is in connection 
with the mining or treatment or other neoeesary handling of mineral 
products) may be defined as the estimated time such plant, or unit, 
when given proper a r e  and repair, can be continued in use despite 
physical deterioration, decay, wear, and tear. 

(d) The estimated economic life of a plant or unit thereof is 
the estimated time during which the plant or unit may be utilized 
effectively and economically for its intended purpoeea and may be 
limited by the life of the property or of that portion of the mineral 
deposite which it serves but can never exceed the physical lib. 

(e) Any difference between the salvage value of plant and equip- 
ment, and the basis provided in section 113 (a), adjusted as provided 
in &ion 113 (b) , remaining at the termination of mining operations 
shall be returned as profit or loes in the year in which it is realized. 

( f )  Nothing in these regulations ‘shall be interpreted as meaning 
(1) that the cost or other basis of a mining plant and equipmat 
may be r e d u d  by depreciation deductions to a sum below the value 
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of the salvage when the property shall have become obsolete or shdl  
have been abandoned for the purpose of mining, or (2) that proper 
deductions for depreciation on account of obsolescance and decay 
shall not be made during periods when the mine is'idle or is pro- 
ducing at  a rate below its normal capacity. I n  estimating the 
salvage value of the equipment at the end of ite estimated economic 
life due consideration may be given to its specialized character and 
the cost of dismounting and dismantling and transporting it to  
market. 

( 9 )  Nothing in these regulations shall be interpreted to permit 
expenditures charged to expense in any taxable year or any part of 
the value of land for purposes other than mining to be recovered 
through depletion or depreciation. 

ART. 2a(m)-l8. Depreciation of improvementr in the oa8e of oil and 
gas welh.-Both owners and lessees operating oil or gas properties 
will, in addition to and apart from the deduction allowable for de- 
pletion as hereinbefore provided, be permitted to deduct a reasonable 
allowance for depreciation of physical property, such as machinery, 
tools, equipment, pipes, etc., so far  as not in conflict with the optith 
exercised by the taxpayer under article 23(m)-16. The amount 
deductible on this account shall be such an amount based upon its 
cost or other basis equitably distributed over its useful life as will 
bring such property to its true salvage value when no longer useful 
for the purpose for which such property was acquired. Accord- 
ingly, where i t  can be shown to the satisfaction of the Commissioner 
that the reasonable expectation of the economic life of the oil or gas 
deposit with which the property is connected is shorter than the 
normal useful life of the physical property, the amount annually 
deductible for depreciation on such property may be based upon 
the length of life of the deposit. (See articles 23(1)-1 to 23(1)-10 
as to deductions for depreciation and obsolescence generally. Sea 
particularly article 23 (I)-5 with regard to information which must 
be furnished in substantiation of deductions claimed for depreciation 
and obsolescence.) 
ART. 23(m)-19. Depletion end depreoiation of oil and gar well8 in 

yearn before lfilB.-If upon examination i t  is found that in respect of 
the entire drilling cost of wells, including physical property and inci- 
dental expenses, between March 1, 1913, and December 81, 1915, a 
taxpayer has been allowed a reasonable deduction sufficient to provide 
for the elements of exhaustion, wear and tear, and doplotion, i t  will 
not be necessary to  reopen the returns for years prior to 1916 in order 
to show separately in' these years the portions of such deduction 
representing depletion and depreciation, respectively. ' Such sepura- 
tion will be required to be made of the reserves for depreciation at  

January 1, 1916, and proper allocation between depreciation and 
depletion must be maintained after that date. 

Am. % (m)-u>. Capital reooverable through depletion allowmoe in 
the owe of timber,-In general, the capital remaining in any year 
recoverable through depletion allowances is the basis provided by 
fiection 113 (a) adjusted as provided by section 118 (b). For cap- 
italization of carrying charges, we article 113(b)-l'. I n  the cam 
of leases the apportionment of deductions between the lessor and 
le- will be made as specified in article 23(m)-7. The cost of 
timber properties shall be determined in accordance with the prin- 
ciplee indicated in article 23(m)-8. For method of determining 
fair market value and quantity of timber, see articles B(m)-25 to 
23(m)-27. For depletion purposes the cost of the timber shall not 
include any part of the cost of the land. 

ART. 23(m)-21. Computation of allowanoe for depletion of timber for 
@ven year.-The allowance for depletion of timber in any taxable 
year shall be based upon the number of units of timber felled during 
the year and the depletion unit of tbe timber in the timber account or 
accounts pertaining to the timber cut. The depletion unit of the 
timber for a given timber account in a given year shall be the 
quotient obtained by dividing (a) the basis, provided by section 
113 (a) and adjusted as provided by section 118 (b), of the timber on 
hand a t  the beginning of the year plus the cost'of the number of 
units acquired during the year plus proper additions to capital, by 
( 6 )  the total number of units of timber on hand in the given account 
a t  the beginning of the year plus the number of units acquired 
during the year plus (or minus) the number of units required to be 
added (or deducted) by way of correcting the estimate of the num- 
ber of units remaining available in the account. The amount of the 
deduction for depletion in any taxable year with respect to a given 
timber account shall be the product of the number of units of timber 
cut from the given account during the year multiplied by the deple- 
tion unit of the timber for the given account for the year. Those 
taxpayers who keep their accounts on a monthly basis may, a t  their 
option, keep their depletion accounts on a monthly basis, in which 
case the amount deductible on account of depletion for a given month 
will be determined in the manner outlined above for a given year. 
The total amount of the deduction for depletion in any taxable year 
shall be the sum of the amounts deductible for the several timber 
accounts. For description of timber accounts, sea articles 23(m)-27 
and 23 (m)-%. 

The depletion of timber t a k a  place a t  the time the timber is felled. 
Since, however, it is not ordinarily practicable to determine the 
quantity of timber immediately after felling, depletion for purposes 

I 
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of accounting will be treated aa taking place at the time when, in 
the process of exploitation, the quantity of timber felled is first 
definitely determined. 
ART. 28(m)-22. Revaluation of timber not allowed.-No revaluation 

of a timber property whose value as of any specific date has been 
determined and approved will be made or allowed during the Con- 
tinuance of the ownership under which the value was so determined 
and approved, except in the case of misrepresentation or fraud or 
gross error as t o  any facts known on the date as of which the valuac 
tion weti made. Revaluation on account of misrepresentation or 
fraud or such grogs error will be made only with the written approval 
of the Commissioner. The depletion unit should be changed when a 
revision of the remaining number of units of recoverable timber in 
the property has been made in accordance with article 23(m)-26. 

ART. 23(m)-23. Depreciation of improvements in the o8ae of timber,- 
The cost or other basis of development not represented by physical 
property having an inventory value shall be recoverable through 
depreciation. It shall be optional with the taxpayer, subject to the 
approval of the Commissioner- 

(a) Whether the cost or other basis of the property subject to 
depreciation shall be recovered a t  a rate established by current 
exhaustion of stumpage, or 

(6) Whether the cost or other basis shall be recovered by appro- 
priate charges for depreciation calculated by the usual rules for 
depreciation or according to the peculiar conditions of the taxpayer’s 
cam by a method satisfactory to the Commissioner. 

I n  no case may charges for depreciation be based on a rate which 
will extinguish the cost or other basis of the property prior to the 
termination of its useful life. Nothing in these regulations shall 
be interpreted to mean that the value of a timber plant and equip- 
ment may be reduced by depreciation deductions to a sum below 
the value of the salvage when the plant and equipment shall have 
become obsolete or worn out or shall have been abandoned, or that 
any part of the value of cut-over land may be recoverable through 
depreciacion. (See articles 23(1)-1 to 23(1)-10 as to  deductions for 
depreciation and obsolescence generally. See particularly article 
23(1)-5 with regard to information which must be furnished in sub- 
stantiation of deductions claimed for depreciation and obuolescence.) 

ART. 23(m)-24. Information to be furnished by taxpayer olaiming 
depletion of timber.-To the income tax return of the taxpaxer claim- 
ing a deduction for depletion or depreciation or both there shall be 
attached a map and statement (Form T-Timber) for the taxable 
year covered by the income tax return. Form T-Timber requires 
the following : 

. 
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(a) Map showing timber and land acquired, timber Nt, and tim- 

(b)  Description of, cost of, and terms of purchase or lease of, 

( 0 )  Proof of profit or loss from sale of capital assets; 
(6) Description of timber with respect to which claim for loss, 

(e) Record of timber cut; 
( f )  Changes in each timber account as the result of purchase, 

sale, cutting, reestimate, or loss; 
(9 )  Changes in physical property accounts as the m u l t  of addi- 

tions to  or deductions from capital and depreciation; 
(h) Operation data with respect to raw and finished material 

handled and inventoried ; 
(i) Unit production costs; and 
( j )  Any other data which will be helpful in determining the rea- 

sonableness of the depletion or depreciation deductions claimed in 
the return. 

Similar information is required for certain years prior to the 1919 
taxable year from those taxpayers who have not already furnished it. 
The specific nature of the information required for the earlier years 
is given in detail in Form T 4 e n e r a l  forest industries questionnaire 
for  the years prior to 1919. 

ART. 23(m)-25. Determination of fair market value of timber.-If 
the fair market value of the property a t  a specified d h  is the basis 
for depletion and depreciation deductions, such value shall be. deter- 
mined, subject to approval or revision by the Commitdoner upon 
audit, by the owner of the property in the light of the most reliable 
and accurate information available with reference to the condition 
of the property aa it existed a t  that data, regardless of all ,mbeequent 
changes, such as changes in surrounding circumstances, in methods of 
exploitation, in degree of utilization, etc. The value sought will be 
the selling price, assuming a transfer between a willing eeller and a 
willing buyer, as of the particular date. Such factore as the 
following will be given due consideration : 

(a) Character and quality of the timber as determined by species, 
age, size, condition, etc.; 

( 6 )  The quantity of timber per acre, the total quantity under 
consideration, and the location of the timber in question with refer- 
ence to other timber; 

(c) Accessibility of the timber (location with reference to distance 
from a common carrier, the topography and other features of the 
ground upon which the timber stands and over which it must be 
transported in process of exploitation, the probable cost of exploita- 

ber and land sold; 

timber and land acquired; 

if any, is made; 
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tion, and the climate and the state of industrial development of the 
locality) ; and 
. (a?) The freight ratea by common carrier to  important markete. 

The timber in each particular case will be valued on its own merits 
and not on the basis of general averages for regions; however, the 
value placed upon it, taking into consideration such factors as those 
mentioned above, will be consistent with that of the other timber in 
the region. The Commissioner will give due weight and considera- 
tion to any and all facts and evidence having a bearing on the market 
value, such as cost, actual sales and transfers of similar properties, 
the margin between the cost of production and the price realized 
for timber producta, market value of stock or shares, royalties and 
rentals, value fixed by the owner for the puruose of the capital stock 
tax, valuation for local or State taxation, partnership accountings, 
records of litigation in which the value of the property has been in- 
volved, the amount a t  which the property may have been inventoried 
or appraised in probate or similar proceedings, disinterested ap- 
praisals by approved methods, and other factors. For depletion pur- 
poses the fair market value a t  a specified date shall not include any 
part of the value of the land. 

For the purpose of the equitable apportionment of depletion 
between lessor and lessee provided by section 28 (m), when the value 
of any leased property must be ascertained as of any specific date for 
the determination of the basis for depletion, the values of the equities 
of lessor and lessee may be determined separately, but, when deter- 
mined as of the same date, shall together never exceed the value at 
that date of the property in fee simple. 

ART. 23 (m)-26. Determination of quantity of timber.-Each tax- 
payer claiming or expecting to claim a deduction for depletion is 
required to  estimate with respect to each separate timber account the 
total units (feet board measure, log scale, cords, or other units) of 
timber reasonably known, or on good evidence believed, to have 
existed on the ground on March 1,1913, or on the date of acquisition 
of the property, as the case may be. This estimate shall state as 
nearly as possible the number of units which would have been found 
present by a careful estimate made on the specified date with the 
object of determining 100 per cent of the quantity of timber which 
the area would have produced on that date if all of the merchantable 
timber had beon cut and utilized in uccordunco with the standartlu of! 
utilization prevuiling in thut region at  that time. If subsequently 
during the ownership of the tuxpikycr making the return, as the 
result of tho growth of the timber, of changes in standards of utili- 
zation, of losses not otherwise ucrowitc!d for, of i~bundoiiment of 
timber, or of operutions or developiiiciit work, it is ascertuiiicd either 

87 

by the taxpayer or the Commissioner that there remain on the 
ground, available for utilization, more or less unite of timber than 
remain in the timber account or accounts on the basis of the original 
estimate, then the original estimate (but not the basis for depletion) 
shall be revised and the annual depletion allowance with respect 
to  the property for subsequent taxable years shall be based upon the 
revised estimate. 

ART. 23(m)-27. Aggregating timber and land for purposes of valua- 
tion and mconnting.-With a view to logical and reasonable valuation 
of timber, the taxpayer shall include his timber in one or more 
accounts. I n  general, each such account shall include all of the 
taxpayer’s timber which is located in one “ block,” a block being an 
operation unit which includes all of the taxpayer’s timber which 
would logically go to  a single given point of manufacture. I n  those 
cases in which the pintpf manufacture is at a considerable distance, 
or in which the logs or o&er produds will probably be sold in a log 
or other market, the block may be a logging unit which includes all 
of the taxpayer’s timber which would logically be removed by a single 
logging development. I n  exceptional cases, provided there are good 
and substantial reasons, and subject to approval or revision by the 
Commissioner on audit, the taxpayer may divide the timber in a 
given block into two or more accounts, e. g., timber owned on Feb- 
ruary 28,1913, and that purchased subsequently may be kept in sepa- 
rate accounts, or timber owned on February 28,1913, and the timber 
purchased since that date in several distinct transactions may be 
kept in several distinct accounts, or individual tree species or groups 
of tree specias may be carried in distinct accounts, or special timber 
producte may be carried in distinct accounts, or blocks may be di- 

,vided into two  or more accounts based on the character of the timber 
or its accessibility, or  scattered tracts may be included in separate 
accounts. I f  such a division is made, a proper portion of the total 
value or cost, aa the case may be, shall be allocated to each account. 

The timber accounts mentioned in the preceding paragraph shall. 
not include any part of the value or cost, as the case may be, of the 
land. I n  a manner similar to that prescribed in the foregoing part 
of this article the land in a given “ block ” nii~y be carried in R single 
land account or may ,be divided into two or more accounts on the 
basis of its character or accessibility. When such a division is made, 
a proper pbrtion of the total yalue or cost, as the case may be, shall 
be a!located to each account. 

The total value or total cost, as the case may be, of land and timber 
shall be equitably allocated to the timber and )ad accounts, respec- 
tively. 
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Each of the several land and timber accounts carried on the books 
of the taxpayer shall be +&hely described as to their location on 
the ground either by maps or by legal descriptions. 

For good and substar$ial reasons satisfactory to the Commis- 
sioner, or as required by the Commissioner, the timber or the land 
accounts may be readjusted by dividing individual accounts, by com- 
bining two or more accounts, or by dividing and recombining 
accounts. 

Am. 23(m)-28. Timber depletion and depreciation accounts on 
bookre-Every taxpayer claiming or expecting to claim a deduction 
for depletion or depreciation of timber property (including plants, 
improvements, and equipment used in connection therewith) shall 
keep accurate ledger accounts in which shall be recorded the cost or 
other basis provided by section 113 (a), as the case may be, of the 
property, and the plants, improvements, and equipment, together 
with subsequent allowable capital additions to each account and all 
of the other adjustments provided by section 113 (b) and articles 113 
(a) (14)-1, 113(b)-l, and 113(b)-2. 

I n  such accounts there shall be set up separately the quantity of 
timber, the quantity of land, and the quantity of other resources, if 
any, and a proper part of the total cost or value shall be allocated 
to each. (See article 2a(m)-27.) Theae accounts shall be credited 
with the amount of the depreciation and depletion deductions com- 
puted in accordance with article 2a(m)-20 each year, or the amount 
of the depreciation and depletion shall be credited to depreciation 
and depletion reserve accounts, to  the end that when the sum of the 
credits for depreciation and depletion equals the cost or other basis 
of the property, plus subsequent allowable capital additions, no 
further deduction for depreciation and depletion will be allowed. 

[SIC€. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computing net Income there shall be allowed a s  deductions:] 

( 0 )  Oharitnble and other oontribut1onr.-In the cam of an lndlvldual, 
contrlbutione or glib made wlthln the taxable year to or for the 
ue0 of: 

(1) the Unlted Stat-, any State, Territory, or any political sub- 
divlslon thereof, or the Dlstrlct of Columbla, for exclusively public 
PUrpoSM ; 

(2) a corporation, or trust, or comrnunlty chest. fund, or founda- 
tion, organired and operated exclualvely for rellglouu, charitable, 
sclentlflc, literary, or educational purposes, or for the prevention 
of cruelty to chlldren or anlmals. no part of the net earnlngs of 
whlch ,Inures to the beneflt of any prlvate Rhareholder o r  Indl- 
vldual, and no aubstautlal part of the actloitlee of whlch Is carry- 
ing on propaganda, or otherwlse attempting, to influence legis 
lation : 
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(8) the special fund for vocatlonal rehabllltatlon aathorl.ed by 
section 12 of the World War Veterans' Act, 1924; 

(4) yoeta or organisatione of war veterans, or anrlllary d t e  
or e d e t l e s  of any 8uch posts or organhatlone, If each posts, 
orgitnizations, units, or societies are organized in the Unlted State8 
O r  any of I t s  poaseeslone, and if no part of thelr net earnlngs 
inures to the beneflt of any prlvate shareholder or Indlvldnal; or 

( 6 )  a fraternal eoelety, order, or assoclatlon, operating under 
the lodge system, but only if such contrlbutione or glft.8 are to 
be used exclueively for rellglous. charltable, sclentlflc, Ilterary, or 
educational purposes, or for the prevention of cruelty to ch l ldm 
or animals; 

to a n  amount which in all the above caeea comblned does not exceed 
16 per centum of the taxpayer's net Income as computed without the 
bcueflt of this eubsectloa Such coutributions or gifts shall be allow- 
able a8 deductlone only If verlfled under rulea and regulations we- 
scribed by the Commldoner, with the approval of the Secretary. (For 
unllmlted deduction If contrlbutlons und glfts exceed 00 per centurn of 
the net Income, me section 120.) 

. 1 
ART. 23(0)-1. Contributions or gifts by individualr.-In connection 

with claims for deductions under tjection 28 (o), there shall be stated 
on returns of income the nnnie and address of each organization to 
which a contribution or gift was made and the approximate data 
and the amount of the contribution or gift in  each case. Claims 
for deductions under section 23 (o) must be substantiated, when re- 
quired by the Commissioner, by a statement from the organization 
to which the contribution or gift was made showing the name and 
address of the contributor or donor, the amount of the contribution 
or gift and the date i t  was made, and by such other information as 
the Commissioner may deem necessary. If the contribution or gift 
is other than money, the basis for calculation of the amount thereof 
shall be the fair market value of the property at  the time of the 
coritribution or gift. No part of the contributions or gifts made by 
a partnemhip may be claimed as a deduction in the personal return 
of a partner. As to deduction of contributions or gifts by partner- 
ships, see section 183. I n  the caso of a nonreclident alien individual 
or a citizen of the United States erititled to the benefits of section 
281, m sections 213 (c) and 251. This article does not apply to 
gifts by estates and tNSfs (see section 162), nor does i t  apply to 
corporations. 

Whether a husband and wife make a joint return or separate re- 
turns, the 15 per cent limitation on the deduction for contributions 
or gifts is based on the separate net income (computed without re- 
gard to such contributions or gifts) of the spouse VHking the contri- 
butions or gifts. (See article 61-1.) 

' 
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ART. 28 (0)-2. Donation8 by oorporationr.-Corporations are not en- 

titled to deduct from gross income contributions or gi& which indi- 
viduals may deduct under section 23 (0). Donations by a corpora- 
tion for purposes connected with the operation of ita business, 
however, when they are made to charitable institutions, hospitals, or 
educational institutions and result in a direct benefit. to the employees 
of the corporation or their dependents arp a proper deduction ag or- 
dinary and necessary expcnses. Donations which bear a relationship 
to the corporation’s busines and are made with a reasonable expecta- 
tion of a financial return commensurate with the amount of the do- 
nation are allowable deductions from gross income. For example, a 
street railway corporation may donate a sum of money to an organi- 
zation intending to hold a convention in the city in which it operates, 
with the reasonable expectation that the holding of such convention 
will augment its income through a greater number of people using the 
cars. Sums of money expended for lobbying purposes, the promotion 
or defeat of legislation, the exploitation of propaganda, including 
ndvertising other than trade advertising, and contributiong for cam- 
paign expenses, are not deductible from gross income. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computlng net income there shall be allowed a6 deductions:] 
(p) Dlvidendu reoelred by oorporation#.-In the case of a corporation, 

the amount received as dlvldends from a domestic corporation which 
is subject to taxation under thla title. The deduction allowed by thls 
subsection shall not be allowed in reepect of dlvldends received from 
a corporatlon organized under the Ohlna Trade Act, 1922, or from a 
corporation which under sectlon 251 b taxable only on its grose Income 
from sources wlthln the Unlted Statee by reason of its receiving a large 
Percentage of I t s  gross income from Llourcee wltllin a poeeession of the 
Unlted States. 

(9 )  Penrion trPmta-An employer entabllshlng or malntalning a pen- 
sion trust to provide for the payment of reasonable pandms to hie 
employees (If such trust is exempt from tar under sectlon lm, relab 
lng to trusts created for the exclusive beneflt of employees) shall be 
allowed as a deductlon (In addlUon to the contributions to such trust 

a reaeonable amount transferred or paid Into such trust during the 
taxable year In excess of such contributions, but only if such amount 
(1) has not theretofore been allowable as a deduction, and (2) is a p  
portioned ln equal parta over a perlod of ten consecutive yeare begin- 
nlng wlth the year in which the transfer or payment le made. Any 
deducqon .allowable under section 23 (9) of the Revenue Act of 1928 
or the Revepue Act of 1882 which under such sectim was appor- 
tioned tb dny taxable year beglnnlng after December 31, 1933, &all k 
allowed as a deduction In the years to which so apportioned to the 
extent allowable under such section if It had remalnd in force wlth 
mpect  to such year. 

ear to cover the penslon Hablllty accrnlng durlng 
a deduction under subsection ( a )  of thls section) 

ART. 23(q)-1. Paymenb to employeer’ pemion tmstr.-An employer 
who adopt8 or has adopted a reasonable pension plan, actuarially 
sound, and who establishes, or has established, and maintains a pen- 
sion trust for the payment of reasonable pensions to some or all of his 
employees (if the trust is exempt from tax under section 165, relating 
to trusts created for the exclusive benefit of employees) shall be 
allowed to deduct from gross income reasonable amounts paid to 
such trust, in accordance with the pension plan (including any rea- 
sonnble amendment thereof), aa follows : 

(a) I f  the plan contemplates the payment to the trust, in ad- 
vance of the time when pensions are granted, of amounts to provide 
for future pension payments, then (1) amounts paid to the trust dur- 
ing the taxable year representing the pension liability applicable to 
such year. determined in accordance with the plan, shall be allowed 
as a deduction for such year as an ordinary and necessary busin& 
expense, and in addition (2) one-tenth of a reasonable amount trans- 
ferred or paid to the trust during the taxable year to cover in whole 
or in part the pension liability applicable to the years prior to the 
taxiible year, or so transferred or paid to place the trust on a sound 
financial basis, shall be allowed as a deduction for the taxable year 
and for each of the nine succeeding taxable years; 
(6) I f  the plan does not contemplate the payment to the trust, 

in advance of the time when pensions are granted, of amounts to pro- 
vide for future pension payments, then (1) amounts paid to the trust 
during the taxable year representing the present value of the ex- 
pected future payments in respect of pensions granted ko employees 
retired during the taxable year shall be allowed as a deduction for 
such year as an ordinary and necessary business expense, and in 
addition (2) one-tenth of a reasonable amount transferred or paid 
to the trust during the taxable year to cover in whole or in part the 
present value of the expected future payments in respect of pensions 
granted to employeas retired prior to the taxable year, or 80 trans- 
ferred or paid to p l a a  the trust on a sound financial baais, shall 
be allowed as a deduction for the taxable year and for each of the 
nine succeeding taxable yeam 

Reasonable payments made by an employer during the taxable 
year directly to pensioners on account of pensions in respect of 
which no p a p e n t  has been made to a pension trust shall be allowed 
aa a deduction from gross income for such year as an ordinary and 
necessary businem expense. 

I n  no case will any amount be allowed as a deduction under this 
article which was allowable as a deduction from groas income for 
any prior year. If a deduction from gross income is claimed on 
account of paymentti to an employeee’ pension trust, a copy of the 
pension plan (including all amendments ... thereto, if my)  and of tho 
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actuarial computation upon which the deduction is based, together 
with a detailed statement of the receipts and disbursements of the 
trust, should be filed with the return. 

The right to a deduction under section 28 (q) will be recognized 
in cases where the pension trust may not be perpetual, provided the 
trust is of such a character as to evidence good faith on the part, of 
the employer actually to pay the amounts placed in trust for em- 
ployees' pension purposes. , However, ahould any portion of the funds 
of a pension trust revert to the possewion, ownership, or control of 
the employer by reason of the termination of the trust or otherwise, 
such amount (except to the extent that it represents a payment to 
the pension trust made by the employer in accordance with the 
pension plan and pursuant to paragraph ((I) or (b)  of this article, 
and not theretofore allowed aa a deduction to the employer) shall 
be returned as income by the employer for the taxable year in which 
it so reverts, unless prior to the close of such year it shall again be 
placed in trust for the bent& of employees under provisions satis- 
factory to the Commissioner. 

A pension trust maintained by affiliated corporations for the exclu- 
sive benefit of their employees is within the scope of sections 23 (q) 
and 165. 

EmampZe-Acorumle in a d u m e  of p e m h  granted: I n  1934 the 
M Company adopted a reasonable pension plan and established a 
pension trust which waa exempt from tax under section 165. During 
the year and upon the basis of an actuarial computation the com- 
pany paid $8,950,000 to the trust. At the time of the payment and 
in accordance with the pension plan of the company, the pension 
liability applicable to the years prior to 1934, in respect of employees 
then on the retired roll, for pensions to be paid in the future, waa 
$2,000,000; the pension liability applicable to the years prior to 
1934, in respect of employees on the active roll, for pensions to be 
paid in the future, was $6,500,000; the payment required to cover. 
the pension liability applicrtble to the taxable year 1934 for pensions 
to be paid in the future, was $450,000. The amount paid to retired 
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employees of the M Company by the pension trust as pensions during 
1934 was $3sO,OOO. 

The deduction for 1934 is computed as follows: 
( a )  Entire amount p l d  to penslon trust representing the penslon 

llablllty applicable to 1934 for pensions to be paid in the 

(a) One-tenth of $S,aoO,ooO, amount transferred to) yencriorl trust to 
cover the penslon llabllity appllcnble to the yeara prior to 1934, 
in respect of employees on either the retired roll or the active 
roll, for penslons to be paid in the future __--c---_-__________ 

iuture-------_--__----_-_---------------------------------~ 8460, OOO 

860, OOO 

Total deduct ion----__-----__,_________________--------  1,800,OOo 

- 
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The amount of $360,000 paid to pensioners is not allowable as a 
deduction for income tax purposes sinoe it was paid by the pension 
trust and not by the M Company. 

E x a m p ~ - - A c ~ 8  on b& of p@n&m-9 panted: I n  1934 the N 
Company adopted a reasonable pension plan and eetablished a pen- 
sion trust which was exempt from tax under section 165. During 
the year and upon the basis of an actuarial computation the com- 
pany paid $2,300,000 to the trust. At the time of the payment the 
present value of the expected future payments in respect of pensions 
granted to employees retired prior to 1934 was $2,000,000; the pres- 
ent value of the expected future payments in respect of pensions 
granted to employees retired during 1934 was $3OO,ooO. The amount 
paid to retired employees of the N Company by the pension trust 
as pensions during 1934 was $3sO,OOO. 

(a) Elntlre amount paid to the pension trust repreeentlng the present 
value of the expected future payments in respect of pwslone 
granted to employees retired durlng 1934 __-_-__-______----__ ) 8 0 0 , ~  

(b )  One-tenth of $2,OOO,ooO, the amount transferred to the peasion 
trust to cover the present value of the expected future pay- 
ments in resgect of penslow granted to  employee^ retired 
prior to 1934 ............................................. -__ 

The deduction for 1934 is computed aa follows: 

2oo.ooO 

Total deductlon-_-------_----------------------_-------- m, ow 
The amount of $36O,OOO paid to pensioners is not allowable as a 

deduction for income tax purposes, since it was paid by the pension 
trust and not by the N Company. 

SEC. 24. ITEMS H O T  DEDUCTIBLE. 

any case be allowed in respect of- 
(a) General rule.-In amput- net income no deduction shall in 

(1) Personal, living, or family expenses; 
(2) Any amount pald out for new bulldhgs or for permanent 

lmprovemenb or betterments made to Increase the value of any 
property or eetate; 

(8) Any amount expended in reetoring property or in m u  
good the erhaustion thereof for whlch an allowance la or has 
been made; 

(4) Premiums pald on any llfe lnwrance poUcy coverlng the 
Ufe of any omcar or employee, or of any permn fhnanctPUy Inter- 
ested In any trade or buslneee carrled on by ttm tarpayer, when 
the taxpayer Is directly or indk&ly 8 bepepdpq under such 
pollcy : 

( 6 )  Any amount otheMse allowphle u a deductlon whlch 
fs allocable to me or more classes of inwe atam than Interest 
(whether or not any amount of income of tht  J... or clamen 
Is received O r  accrued) whom arempt from tbs tax- Lmpoeed 
by thla titlet 6r 

( 8 )  Load from aalee or e x c h a m  of property, dlrectly or 
lndlrectly, (A) between membera d a W l y ,  or (B) except in 
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the cam of dlstrlbutlons In liquldatton, between an lndlvldual and 
a corporation ln whlch such lndlvldual owns, dlrectly or Indirectly, 
more than 50 per centum In value of the outstandlug stock. For 
the purpose of this paragraph-(0) an lndlvldual shall be con- 
sidered as  owning the stock owned, dlrectly or Indirectly, by his 
family; and (D)  the famlly of an individual shall Include only 
hls brothers and slsters (whether by the whole or half blood), 
spouse, ancestors, and h e a l  descendants. 

(a) Holders of life or terminable interert.-Amounts paid under the 
laws of any State, Territory, Dlstrlct of Oolumbla, possession of the 
United States, or foreign country as Income to the holder of a Hie or 
terminable Interest acqulred by gift, bequest, or inheritance shall not 
be reduced or dlmlnlshed by any deductlon for shrlnkage (by whatever 
name called) in the value of such interest due to the lapse of time, uor 
by any deduction allowed by this Act (except the deductions provlded 
for in subsectlone (1) and (m) of section 13) for the purpose of corn- 
puting the net Income of an estate or trust but not allowed under the 
laws of such State, Territory, Distrlct of Columbla, possesslon of the 
United States, or forelgn country for the purpose of computing the 
lncome to which such holder is entltled. 

( 0 )  Tax withheld on tax-free oovenant bond#.-For nondeductlblllty 
of tax withheld on tax-free covenant bonds, aee section 143 (a)  (8).  

ART. 24-1. Personal and family expenses.-Insuranoe paid on a dwell- 
ing owned and occupied by a taxpayer is a personal expense and not 
deductible. Premiums paid for life insurance by the insured are not 
deductible. I n  the case of a professional man who rents a property 
for residential purposes, but incidentally receives clients, patients, 
or callers there in connection with his professional work (his place 
of busiress being elsewhere), no part of the rent is deductible as a 
business expense. I f ,  however, he uses part of the house for his 
office, such portion of the rent as is properly attributable to such 
office is deductible. If the father is entitled to the serviws of his 
minor children, any allowances which he gives them, whether said 
to be in consideration of services or otherwise, are not allowable 
deductions in his return of income. Amounts paid as damages for 
breach of promise to marry, attorneys' fees and other costs of suit 
to recover such damages, attorneys' fees paid in a suit for separation, 
alimony, and an allowance paid under a separation agreement are 
not deductible from gross income. (See article 22( b) (3)-1.) The cost 
of equipment of an Army officer to the extent only that it is especially 
required by his profession and does not merely take the place of 
articles requimed in civilian life is deductible. Accordingly, the cost 
of a sword is an allowable deduction, but the cost of a uniform is not. 

ART. 24-2. Capital expenditnres.-Amounb paid for increasing the 
capital value or for making good the depreciation (for which a deduc- 
tion has been made) of property are not deductible from gross in- 
come. (See section 23 (l).) Amounts expended for securing a 
wpyright and plates, which remain the property. of the permn 

95 

making the payments, are investments of capital. The cost of 
defending or perfecting title to property constitutes a part of the 
cost of the property and is not a deductible e x p m .  The amount 
ernpended for architects' services is part of the cost of the building. 
Cbmmissions paid in purchasing securities are a part of the cost price 
of such securities. Commissions paid in selling securities, when such 
commissions are not an ordinary and necessary business expense, are 
an offset against the selling price. Expenses of the administration 
of an estate, such as court costs, attorneys' fees, and executors' com- 
missions, are chargeable against the corpus of the estate and are not 
allowable deductions. Amounts to be assessed and paid under an 
agreement between bondholders or shareholders of a corporation, to  
be used in a reorganization of the corporation, are investments of 
capital and not deductible for any purpose in returns of income. 
(See artiqle 22(a)-17.) An assemment paid by a shareholder of a 
national bank on account of his statutory liability is ordinarily not 
deductibla but, subject to the provisions of'the Act, may in certain 
cases represent a loss. Expenses of the organization of a corporation, 
such as incorporation: fees, attorneys' and accountants' charges, are 
capital expenditures and not deductible from gross income. A hold- 
ing company which guaranteea dividends at  a specified rate on the 
stock of a subsidiary corporation for the purpose of securing new 
capital for the subsidiary and increasing the value of its stock hold- 
ings in the subsidiary may not deduct amoupts paid in carrying out 
this guaranty in computing its net income, but such payments may 
be added to the cost of its stock in the subsidiary. 

ART. 24-3. Premiums on business insurance.-Premiums paid by a 
taxpayer on an insurance policy on the life of an officer, employee, or 
other individual financially interested in the taxpayer's business, for 
the purpose of protecting the taxpayer from loss in the event of the 
death of the officer or employee insured are not deductible from the 
taxpayer's gross income. I f ,  however, the taxpayer is not a benefi- 
ciary under such a policy, the premiums so paid will not be disallowed 
as deductions merely because the taxpayer may derive a benefit from 
the increased efficiency of the officer or employee insured. (See arti- 
cles 22(a)-3 and 23(a)-6 to 23(a)-9.) I n  either case the proceeds 
of such policies paid by reason of the death of the insured may be 
excluded from gross income whether the beneficiary is an individual 
or a corporation, provided the beneficiary is not a transferee of the 
policy for a valuable consideration. (See section 22 (b) (1) and (2) 
and article 22 (b) (1)-I.) 
ART. 244. Amounts allocable to  exempt inoome, other than interest.- 

(a) C h e  of emmpt income.-h used in this article, the term '' class 
of exempt income " mean5 any class of income? other than interest 
(whether or not any moun t  of income of that class or c l a m  is 
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received or accrued), wholly exempt from the taxes imposed by Title 
I ef &e A& kduded ara aqitem occlaanf income, other than 
interest, constitutionally exempt from the taxes imposed by Title I; 
any item or class, other than interest, excluded from gross income 
under any provision of section 22 or section 116 of the Act; and any 
item or class of income, other than interest, exempt under the pro- 
visions of any other law from the taxes imposed by Title I. Thus 
the income derived from the operation of a lease of State lands, 
constituting such an instrumentality of the State as to render the 
income constitutionally exempt from the tax, is a class of exempt 
incoma. The expenses or other items referable to the operation of 
such a lease are allocable to a class of exempt income, even though 
no income was received or accrued from such operations during the 
year. 

The object of section 24 (a) ( 5 )  is to segregate the exempt income 
from the taxable income, in order that a double exemption may not 
be obtained through the reduction of taxable income by expenses and 
other items incurred in the production of i t e m  of income wholly 
exempt from tax. Accordingly, just as exempt items of income are 
excluded from the computation of gross income under section 22, so 
this provision of the Act excludes from the computation of deduc- 
tions under section 23 all items referable to the production of exempt 
income. Only one exception is made, namely, in the case of exempt 
interat. (See section 23 (b).) 

( 6 )  Dstemniwtbn of cnnwmt8 dooabh tb a c h  of tmem@ 
irwcnm.-No deduction may be allowed for the amount of any item or 
part thereof allocable to a class or classes of exempt income. Items, 
or parts of such items, directly attributable to  any class or classes 
of exempt income, shall be allocated thereto; and items, o r  parts of 
such items directly attributable to any class or classes of taxable 
income, shall be allocated thereto. 

If an item is indirectly attributable both to taxable income and 
exempt income, a reasonable proportion thereof, determined in the 
light of all the facts and circumstances in each case, shall be allocated 
to each. Apportionments must in all cases be reasonable. 

For example, if the compensation of an officer or employee of a 
State is immune from the Federal taxing power, such compensation 
is disregarded in computing the gross income of the officer or 
employee, and no deductions from gross income may be made €or his 
expenses in performing the service for which the compensation is 
paid, or for State income taxes imposed on the compensation, or for 
losses or depreciation attributable to the property used in performing 
such service, or for any portion of overhead expenses SO attributable. 

(0) &ate& of ite71Le of eaenzpt income-Recod?.-A taxpayer 
receiving any class of exempt income or holding any property or 
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engaging in any activity the income from which is exempt shall 
submit with his return as a part thereof an itsmized stetement, in 
detail, showing (1)- the bmamrt- tfaw of axemyt-mcmqand. 
(2) the amount of items, or parts of items, allocated to each such 
class (the amount allocated by apportionment being shown sepa- 
rately) as required by paragraph (a). I f  an item is apportioned 
between a class of exempt income and a class of taxable income, the 
statement shall show the basis of the apportionment. Such state- 
msnt shall also recite that each deduction claimed in the return is 
not in any way referable to exempt income. The taxpayer shall 
keep such records as will enable him to make the allocations required 
by this article (see section 54). 
ART. 244.  Losses from sales between memben of family and between 

individuals and aorporations.-The provisions of section 24 (a) (6) 
may be illustrated generally by the following example : 

Eample: During the calendar year 1934, A had losses from sales 
of shares of stock as follows: 

Cost or 
other bash 
of shares 

sold 

Selling 
price 

83,900 
3, 800 
3, 700 

3% 
a, 400 

Lose 

$100 
200 
300 
400 
Mw) 

600 

Person to whom eold 

Grandfather of A. 
Half-brother of A. 
8 use of A. 
Znddaughter of A. 
The M corporation, 65 per cent in value of 

the outstanding stock of which was owned 
by A. 

The 0 corporation, 100 per cent in value of 
the outstandin stock of which was 
owned by the Fkcorporation, 61 
in value of the outstanding s h ~ ~ f % ~  
P corforation being owned by the grand- 
mno A. 

Under section 24 (a) (6) none of the above-described losses of A 
are deductible from his gross income. 
ART. 24-6. Life or terminable intcrests.-Amounts paid to the holder 

of a life or terminable interest acquired by gift, bequest, or inherit- 
ance shall not be subject to any deduction for shrinkage (whether 
called depreciation or m y  other name) in the value of such interest 
due to the lapse of time. In  other words, the holder of such an 
interest so acquired may not set up the value of the expected future 
payments as corpus or principal and claim deductions for shrinkage 
or exhaustion thereof due to the passage of time. (See section 
118 (4 (a)*) 
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No deduction shall be allowed in  the case af-a life or terminable 
interest acquired by gift, bequest, or inheritance, if the estate or 
trust is entitled to a deduction iuider the Act but there is no 
reduction of the income of the life or terininrble interest. For 
exaniple, an estate or a trust in a certain State sells securities a t  a 
loss; if, under the Jaws of that Stittct, the beneficiary suffers no actual 
loss, then even though the estate or trust is lwrniitted to deduct such 
loss in niaking its return, the bmrficiary whose inconic lias not been 
cliniinisTied thereby is not entitled to a deduction on account of such 
loss, but must include in his return the full iunount distributed or 
distributable. (See section 1G'L.) However, in the case of property 
llgld by one person for life with remainder to another person and in 
tlie case of property herd in trust, see section 28 (1) as to depreciation 
and section 23 (m) as to depletion. 
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CHAPTER V 

CREDITS AGAINST NET INCOME 
SEC. 25. CREDITS OF INDIVIDUAL AGAINST NET INCOME. 

(a) Credit8 for normal tax only.-There shall be allowed for the 
purpose of the normal tax, but not for the surtax, the followiug 
credits against the net Income: 

(1) DIVIDENDe.-The amount recelved a s  dlvldends from a 
domestic corporatlon whlch I s  subject to taxatlon under thls title. 
The credit allowed by thls pllragraph shall not be allowed in 
respect of divldends received from a corporation organized under 
the Chlna Trade Act, lSn, or from a corporatlon whlch under 
section 251 I s  taxable only on its gross lnconie from sources 
wlthlii the United States by reason of ltp recelvlng a large per- 
centage of Its gross income from w u r m  withln a possession of the 
Unlted States. 

ceived a s  interest upon obllgatlons of the Unlted States whlch is 
Included In gross lncome under section 22 

Unmn, STATELl.-The amount recelved as interest on obllgatlons 
of a corporation organized under Act of Congress, if  ( A )  mich 
corporation la a n  lnatrumentallty of the Unlted States; and (B) 
such Interest Is Included In gross Income under sectlon 22; and 
(C) under the Act authorlzlng the Issue thereof, am amended and 
supplemented, such Interest 1s exempt from normal tar. 

(4 )  EAENQ, INODME CEmIT.-10 per centum of the amount of the 
earned net income, but not in excess of 10 per centum of the 
amount of the net lncome. 

aectlon- 

(2) INTCB&LIT ON U N I W  BTATlcs oimoAnoNs.-The amount re- 

(a) 1N-T ON ORLIOATIONS OW I N S T B U M ~ T b I J W  OF THB 

(5) EABNED INCOME DEWINITIONS.-FOr the purposes Of this 

(A) " Earned lncome " means wages, salaries, profeeelonal 
fees, and other aniounts recelved as compensatlon for personal 
servlces actually rendered, but does not include any amount not 
included In gross income, nor that par t  of the compensatlon 
derlved by the tclxpayer for personal services rendered by hlm 
t o  a corporation whlch represent8 a distrlbutlon of earnings o r  
profits rather than a reasonable allowance as compensatlon for 
the personal services actually rendered. I n  the case of a tar- 
payer engaged In a trade or buslness In whlch both personal 
aervlces and capltal are material Income produclng factors, a 
reasonable allovance a s  compensatlon for the personal servlcea 
actually rendered hy the taxpayer. not in excess of 20 Der 
centum of his share of the net profib of such trade or buslnese, 
shall be considered as earned income. 

(B)  " Earned Income deductlons " means such dedoctlons as 
are allowed by sectlon 23 for the purpose of computing net 

9 4 7 6 9 * - 3 L - - 9  (W 
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these credits, except the credit for personal exemption and credit for 
dependents. 
ART. 2&2. Earned income credit.-Under section 25 (a) (4) the 

earned income credit allowable for the purpose of computing the 
normal tax is 10 per cent of the amount of the earned net income, 
but not in excess of 10 per cent of the amount of the entire net 
income. 

The entire amount received as  professional fees may be treated 
as earned income if the taxpayer is engaged in a professional occu- 
pation, such as a doctor or a lawyer, even though he employs assist- 
ants to perform part or all of the services, provided the clients or 
pstients are those of the taxpayer and look to the taxpayer as the 
person responsible for the services performed. I n  the case of a 
husband and wife domiciled in a so-called community property 
State and rendering separate income tax returns on the community 
income basis, one-half of the income derived from personal services 
rendered by one spouse may be treated atj earned income in the 
separate return of the other spouse. 

I n  the case of a taxpayer engaged in a trade or business in which 
both personal services and capital are material income-producing 
factors, B reasonable allowance as compensation for the personal 
services actually rendered by the taxpayer shall be considered earned 
income, but the total amount which shall be treated as the earned 
incdme of the taxpayer from such a trade or business shall, in no case, 
exceed 20 per cent of his share of the net profits of such trade or 
business. No general rule can be prescribed defining the trades or 
businesses in which personal services and capital are material income- 
producing factors, but this question must be determined with respect 
to the facts of the individual cases. 

The provisions of sections 25 (a) (4) and 25 (a) (5) may be 
illustrated generally by the following examples : 

Emample 1: An individual received income from interest on bonds 
during the calendar year 1934 amounting to $6,000. His allowable 
deductions under section 23 for that year amounted to $2,000. He is 
entitled to an earned income credit of $300, computed as follows: 

4, OOO Gross income____---------_,______,__________,,_-----_-_-------_-_-_ 
Allowable deductions _-__________-___-_ - __-__________________________ 2, OOO 

4, OOO Wltire net income _ _ _ _ _ _ _ _ _ _  - --_____-_______-_--________________ 
3, OOo Earned net income allowable under section 26 ( a )  (5) (C) ____________  

Earned income credit allowable (10 per cent of $3,OOO) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  300 
EmmpZe $: Ap individual received a salary of $20,000 as a travel- 

ing salesman for the calendar year 1934. His allowable deductions 
under section 2i) for that year amounted to $12,000, of which $2,000 
was for traveling expenses in the course of his business and $lO,O00 

inconir, and are properly ~il locribl~ to or c.hnrgenlile ugninst 
earned inc*tnie. 

( C )  " Idnrnrd net Income " means the excvss of the amount 
of tlie enriicd incoriie over the sirin of the earned income cletliic- 
tions. If the taxpuyer's net income is iiot niore tliuri $:3,W, 
his entire net income shall be considered to be eurned net 
income, and if 111s net income is more than m,ooO, tiis earned 
net income shall not tie coiisitlered to lie less than $3,W. In  
no case shall the eurncvi net Income lie considered to be more 
than $14,000. 

(b) Credits for both normal tax and surtax.-There sliull be allowed 
for the p u ~ p s e s  of tlie normal tax rind the surtux the folluwlng 
credits uguliist net inrome : 

(1) PEMS~NAL xc..mPTroN.-In the case of u single person, a 
personal exemption of $l.OOO; or in the case of the head of LI 

family or a married pereon living wltli husband or wife, u personal 
exemption of 92,600. A husband and wife living together shall 
receive but one personal exemption. "he amount of such personal 
exemption shall be @,FAX4 If such hushl id  and  wife muke 
separate returns, tlie personal exemptloii muy be taken by eltlier or 
divided between them. 

(2)  CBEDIT mu U E P E " ~ N T L I . - - $ ~ ~ ~  for each person (other tliun 
husband or wife) dependent upon mid receiviiig hls chief support 
from the taxpayer if such dependent person Is under eighteen gears 
of age or is incapable of self-support becuuse mentally or physi- 
cally defective. 
(3) CHANQ~D OF 8mTus.-If the status of the tuxpuger, insofar 

as It affects the personal exemption or credit for dependents, 
changes during the taxable year, the personal exemption and credit 
shall be apportioned, under rules and regulations prescribed by 
the Commissioner with the approval of the Secretary, in accordance 
with the number of months before and after such change. For the 
purIiose of such apportionment a fractionul part of a month shall 
be disregarded unless it amount8 to more thun half a mouth in 
which case i t  shull be considered a s  n niontli. 

ART. 25-1. Credits of individual against net income.-For the purpose 
of computing the normal tax the tuxpayer's net income as deter- 
mined pursuant to sections 21-24 is first reduced by the sum of 
the allowable credits. These include dividends (as defined in section 
115) received from a domestic corporation which is subject to taxa- 
tion under Title I of the Act (other than a corporation entitled to the 
benefits of section 251, or other than a corporation organized under 
the China Trade Act, 1922) ; interest exempt from normal t a r  only 
(and hence included in gross income) received upon (1) obligations 
of the United States and (2) obligations of corporations organized 
under Act of Congress which are instrumentalities of the United 
states; an earned income credit; a personal exemption; and a credit 
for dependents. (See section 22 (b) (4).) For the purpoae of com- 
puting the surtax the taxpayer's net income is entitled to none of 
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was for a loss of his home from fire. IIis net income is $20,cH)0 
niiiius $12,000, or $8,000. He is ent i t ld  to 1111 earned illcome credit of 
$800, computed as follows: 
Enrned Income _____________________---___---_--- ~ ---_-___-_-_ -- -_-_ $m, 000 
Earned income deduct lons____-- - -__- - -~_- - - - -__-_ . - - -~- -_-_-  _--_-- 2,(w@ 

Earned net Income before aplilylng Ilinltiitlon III  sectlon 
25 ( a )  (5) ( C )  _________________________________________--_ 18,Ofl(l 

flamed net Income as IImIted to maxinlulih oinourlt lbrcscrlbecl hy 
section 26 (a) (6)  ( C )  ______________________-_____-_---__------_ 14,CnW 

Earned incople credit before ap1)lyIng llmItation In sc%!tlorl 25 (u) (4 )  
(10 per cent of $14,000) ______________________--------_-----_----- 1,400 

Earned income crecllt allowable a s  l l ~ ~ ~ l l a l  by sectlon !26 (a )  (4) (10 
per cent of $8,OOO, net Income) ____________________________________ R)O 

&ample 9: During the calendar year 1934 an individual was 
engaged in a business in which both personal services and capital 
were income-producing factors. A reasonable allowance as compen- 
sation for the personal services actually rendered by the taxpayer in 
the conduct of the business for that year was $10,000. The net 
profits of the business were $35,000, which constituted his net income 
for the year. He is entitled to an earned income credit of $700. 
computed as follows: 
Earned income before applylng IImltatIoq I n  sectlor1 26 (a),  (5)  (A)*- $ l O , O o O  
Marned income as HmIted by sectlon 26 (a )  (5 )  ( A )  (20 per cent of 
36,~)-_,---_-_-_-__-___--_-____-__----_--__---___-__--_-______- 7,000 

Earned Income credlt allowable (10 per cent of $7,000) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  700 

ART. 25-3. Amount of personal exemption allowable,-A single person 
is entitled to a personal exemption of $1,000 and the head of a family 
or a married person living with husband or wife to $2,500, regardless 
of the amount of the net income. A husband and wife living to- 
gether have but one personal exemption, which is $2,500. If they 
make separate returns, each may claim one-half of the personal 
exemption, or such exemption may, in accordance with an agreement 
entered into by them, be taken by either or divided between them in 
any proportion. 

ART. 25-4. Personal exemption of head of family.-A head of a faniily 
is an individual who actually supports and maintains in one house- 
hold one or more individuals who are closely connected with him by 
blood relationship, relationship by marriage, or by adoption, ant1 
whose right to exercise family control and provide for these depend- 
ent individuals is based upon some mord or legal obligation. In  
the absence of continuous actual residence together, whether or not 
a person with dependent relatives is a head of a family within the 
meaning of the Act must depend on the character of the Beparation. 
If a father is absent on business, or a child or other dependent 
is away at  school or o i l  II visit, the coininon home being still main- 
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t a ind ,  the additional exemption applies. If, moreover, through 
force of circumstances a pnrent is obliged to maintain his dependent 
children with relatives or in a boarding house while he lives else- 
where, the additional exemption may still apply. I f ,  however; with- 
out necessity the dependent continuously makes his home elsewhere, 
his benefactor is not the head of a family, irrespective of the ques- 
tion of support. A resident alien with children abroad is not thereby 
entitled to  credit as the head of a family. As to the amount of the 
exemption, see article 25-3. 

ART. 25-5. Personal exemption of married person.-In the case of a 
married man or married woman the joint exemption replaces the 
individual exemption only if the man lives with his wife or the 
wornan lives with her husband. I n  the absence of continuous actual 
residence together, whether or not a man or woman has a wife or 
husband living with him or her within the meaning of the Act 
must depend on the character of the separation. I f  merely'occasion- 
ally and temporarily a wife is away on a visit or a husband is away 
on business, the joint home being maintained, the additional exemp- 
tion applies. The unavoidable absence of a wife or husband at  a 
sanatorium or asylum on account of illness does not preclude claim- 
ing the exemption. I f ,  however, the husband voluntarily and con- 
tinuously makes his home at one place and the wife hers a t  another, 
they are not living together within the meaning of the Act, irre- 
spective of their personal relations. A resident alien with a wife 
residing abroad is not entitled to the joint exemption. 

ART. 25-6. Credit for dependents.-A taxpayer, other than a non- 
resident alicn who is not a resitlent of Canatla or Mexico (see section 
213), receives a credit of $400 for each person (other than husband 
OT wife), whether related to him or not and whether living with hiin 
or not, dependent upon and receiving his chief support from the 
taxpayer, provided the dependent is either (a) under 18, or (b) 
incapable of sdf-support because defective. 

The credit is based upon actual financial dependency and not 
mere legal dependency. It may accrue to a taxpayer who is not the 
head of a family. But a father whose children receive half or  more 
of their support from a trust fund-or other separate source is not 
entitled to the credit. 

ART. 25-7. Personal exemption and oredit for dependenh where rtatas 
ohanges.-If the status of the taxpayer chunges dining the taxable 
year, the personal exemption allowed by section 25 (b) (1) to a single 
]>erson, a head of a family, or a married person living with husband 
or wife, and tlin credit for dependents allowed by iection '25 (b) (2) 
will be apportioned accortling to the number of alonths dnring which 
the taxpuyer occupied each btatus. A taxpayer not having tlle status , 
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of a head of a family or the statiis of a married person living with 
husband or wife shall tm considered as liaviiig the status of a single 
person. For the purpose of the tir)l)~)itioiiiiieiit of the personal ex- 
emption and credit for dependents a fractional part of a month 
shall be disregarded unless i t  amounts to more than half a month, 
in which case it shall be considered as a month. In  general the per- 
sonal exemption and credit for dependents allowable to any taxpayer 
will be the sum of the amounts apportioned to the several periods of 
the taxable year during which each status was occupied. 

Emmple ( 1 ) :  A, who had been single during the preceding 
months of 1934, married B on July 20 and lived with her during the 
remainder of the year. If a joint return is made by A and €9 on the 
calendar year basis for 1934, the personal exemption will be 
$2,!208.83; that is, of $1,000 for A while single, plus & of $1,OOO 
for B while single, plus ft of $2,500 for the p!riod during which 
they were married. If separate returns are 111ade by A end I3 on 
the calendar year basis for 1934, each m & j  claim a personnl exemption 
of $1,104.17; that is, Zrp of $1,000, plus 1/2 of 14 of $2,500. In the 
latter case, however, the joint exemption of ,S, of $2,500 may by 
agreement be taken either by A or B or divided between them in 
any proportion. 

Emmple ( 8 ) :  A and B, who were heads of families tliiring the 
first six months of 1084, were married on July 1, 1984, ant1 lived 
together during the remainder of the year. If a joint returii is 
made by A and 13 on the calendar year basis for 1934, the personal 
exemption will be $3,750; that is, 1/~ of $2,500 for A while the 
head of a family, plus of $2,500 for H while the head of a 
family, plus 14 of $2,500 for the period during which they were 
married and living together. If separate ruturns are made by A 
and B on the calendar year basis for 1934, each may claim a personal 
exemption of $1,875; that is, 1/2 of $4500, plus of ‘./z of $2,500. 
I n  the latter case, however, the joint exeniption of 1/11 of $2,500 may 
by agreement be taken either by A or B or divided between them in 
any proportion. 

Example ( 3 )  : A and B werr niarried and.living together until 
November 30, 1934, when I3, the wife, died. T h y  had no depend- 
ents. The executor or administrator in iouking a return for B. may 
claim a personal exemption of $1,229.16; that is, % of ++ of $’2,500, or 
$1,145.83, for the period from the heginiiirig of the taxable year to 
the date of tho dececlent’s death, plus tr of $1,000, or $8:1.:$8, for the 
period from the d a b  of the decedent’s death to the cluse of tbe 
taxable year. I f  A, the surviving spouse, makes a return for 1954 
on the calendar year basis, he may claim B personal exemption of 
$1,229.16; that is, of $l,OOO, 
or $83.33. IIowiver, the c w i i l ) i r i t v l  ~)ermiril exemption of A and 

of 44 of $2,500, or $1,148.83, plus 

105 

B for the period during which they were married and living to- 
gether, that is, +t of $2,500, or $2,291.67, may by agreement be taken 
either by A, or by B’s executor or administrator in behalf of B, or 
divided between them in any proportion. 

Example (4) : A furnished the chief support of a child under 18 
years of age until the death of the child on June 20, 1934. If A 
makes a return on the calendar year basis for 1934, he is entitled, in 
addition to the personal exemption allowed under section 25 (b) ( I ) ,  
to a credit for dependents in the amount of $200; that is, A of $400. 

Example ( 6 ) :  A and B were married and living together until 
June 30, 1934, when A, the husband, died. Prior to the data of 
death, A was the chief support of a child 10 years of age. B, the 
surviving.spouse, was the chief support of the child during the re- 
mainder of the year. If B makes a return for 1934 on the calendar 
year basis, she is entitled, in addition to a personal exemption, to 
a credit for dependents in the amount of $200; that is, & of $400. 
The executor or administrator in making a return for A is entitled, 
in addition to a personal exemption, to a credit for dependents in 
the amount of $200 ; that is, is, of $400. 

SEC. 26. CREDITS OF CORPORATION AGAINST N E T  INCOME. 
For the purpose only of the tax iinposecl by section 13 there shall 

be alldwed us a credit ag11ln8t net income the amount received as 
interest upon obllgutloncl of the United Btates or of corporations 
organized under Act of Cowreae which is allowed to an individual as 
a credit for purposes of normal tax by section 26 (a)  (2) or (3). 

ART. 2 6 1 .  Credit allowed corporatiom-A corporation is entitled to  
a credit against net income for the purpose of the tax imposed by 
section 13*of the amount received as interest upon obligations of the 
United States or of corporations organized under Act of Congress 
which is included in gross income under section 22 and which is 
allowed to an individual as a credit for pnrposes of the normal tax 
by section 25(a) (2) or (3) .  Accordingly, a corporation is not re- 
quired to pay on interest received upon such obligations, the tax 
imposed by section 13. 

As to $he allowance of credit against net income in the case of 
foreign corporations, see section 233. 

LI 



CHAPTER VI 

CREDITS AGAINST TAX 
Part III-Credlts Agaln8t Tax 

SEC. 31. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of income, war-profltn, and excess-profits tar- Imposed 
by foreign countries or Ix)siessIons of the United ltutee ablill be allowed 
as a credit agalnst the tax, to the extent provided In eectlon 181. 
SEC. 32. TAXES W I T H H E L D  A T  SOURCE. 

allowed as a credit ugalnst the tax. 
8EC. 33. C R E D I T  FOR OVERPAYMENTS. 

title for other taxable years, see section S B .  

OF U N I T E D  STATES. 

The amonnt of tax wlthheld ut the source under aectlon 143 sball be 

For credit agalnst the tax of overpayment8 of taxes lmpoeed by tbls 
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C H A ~  Vl 

ACCOUNTING PERIODS 
Part  IV-Accounting Perlode and 

J 

AND 
Methode 

METH 
or Accoun 

SEC. ?l. GENERAL RULE. 
The net income shall be computed upon the basls of the taxpayer‘s 

nn’nunl accounting perlocl ( A m 1  year or culentlar year, ns the cam mlty 
be) in nccnrilance with the nietliod nf ambuntlng rebvlarly emplowed In 
keeping the book# of such taxpayer : but If no #uch method of accountlllg 
hus Ben so employed, or I f  tlie method employed doee not clearly retlwt 
the inrwue, the eoiiiputatlon shall ba mude in accordance wlth such 
method an In the oplul~i~i id the Comiiilwloiier does clearly renect the 
income. If the taxpayer’s annunl accountlng pr lod  ie other tban n 
flscal yenr as deflnid In nectloii 48 or if the taxpayer has no aiiiiuul 
accounting prlod or does nut keep Iw)ok8, the net Income uha11 he CWIII- 

pnted on the busla of the rwlendur year. (For use of lnventorles, nee 
sectlon !Zd (c).) 

Am.41-1. Computation of net income.-Net income must be cam- 
puted with respect to a fixed period. Usually that period is 12 
months and is known as the taxable year. Items of income and of er- 
penditures which as gross income and deductions are elements in the 
computation o€ net income need not be in the form of cash. It is 
sufficient that such items, if otherwise properly included in the com- 
putation, can be valued in terms of money. The time as of which 
any item of gross income or any deduction is to be accounted for must 
ba determined in the light of the fundamental rule that the com- 
putation sliull be made in such a manner as clearly reflects the tax- 
payer’s income. I f  the method of accounting regularly employed by 
him in keeping his books clearly reflects his income, it is to be fol- 
lowed with respect to the time as of which items of gross income and 
deductions are to b accounted for. (See lrrticles 42-1 to 4M.)  If tlie 
taxpayer does not regularly employ a method of uccounting which 
clearly reflects his income, the coinputation shall he made in such 
manner as in the opinion of the Goainiissioner clmrly reflects it. 

ART. 41-2. Baws of computation and ohanger in at mnting metbod8.- 
Approved stanclard methods of accounting will ordinarily be re- 
garded as clearly reflecting inc.oaie. A metliwl of ar*coiinting will  
riot, however, be regurded as clearly reflectinK iacoiiie unlebs u11 
items of gross iiicoine and all deductions are trYafRd with rt~iisi~ii-  

able consistency. See section 48 for definitions of ” ~ ~ i i d  or w- 
crud ” a i d  “ paid or iiicurretl.” All items of gro>> iiicoiiie sliall 

(10;) 
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be included ,in the grosa incoma for the taxable year in which they 
are received by the taxpayer, and deductions taken accordingly, 
unless in ordei clearly to reflect income such amounts are to be 
properly accounted for as of a different period. n u t  see sections 
42 and 43. For instance, in any case in which 
it is necessary to usa an inventory, no accounting in regard to pur- 
chases and sales will correctly reflect income except an accrual 
method. A taxpayer is deemed to have received items of gross in- 
come which have been credited to or set apart for him without 
restriction. (See articles 42-2 and W.) On the other hand, ap- 
preciation in value of property is not even an accrual of income to a 
taxpayer prior to the realization of such appreciation through sale 
or conversion of the property. (But see article 22(c)d.) 

The true income, computed under the Act and, if the tax- 
payer keep  boob of account, in accordance with the method of 
accounting regularly employed in keeping such books (provided 
the method 80 used is properly applicable in determining the 
net income of the taxpayer for purposes of taxation), shall in all 
c a w  be entered in the return. I f  for any reason the basis of report- 
ing income subject to tax is changed, the taxpayer shall attach to his 
return a separate statement setting forth for the taxable year and 
for the preceding year the c l a w  of items differently treated under 
the t w o  systems, specifying in particular all amounts duplicated or 
entirely omitted as the result of such change. 

A taxpayer who changes the method of accounting employed in 
keeping his books shall, before computing his income upon such 
new method for purposes of taxation, =cure the consent of the 
Commissioner. For the purposes of this article, a change in the 
method of accounting employed in keeping books means any c h a w  
in the accounting treatment of items of income or deductions, such 
as a change from cash receipts and disbursements method to the 
accrual method, or vice versa; a change involving the basis of valua- 
tion employed in the computation of inventories (see articles 22(c)-1 
to 22(c)-8) ; a change from the cash or accrual method to the long- 
term contract method, or vice versa; a change in the long-term con- 
t'ract method from the percentage of completion basis to the com- 
pleted contract basis, or vice versa (see article 4!M) ; or a change 
involving the adoption of, or a change in the use of, any other 
Bpecialized basis of computing net income such as the crop basis 
(see articles 22(a)-7 and 23(a)-11). Application for permission 
to change the method of accounting employed and the basis upon 
which the return is made, shall be filed within 90 days after the 
beginning of the taxable year to be covered by the return, except 
that in respect of the first taxable year beginning after December 81, 
1933, in the case of a corporation which is not permitted by the 

Sea also section 48. 
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%venue Act of 1934 to be included in a consolidated return under 
section 141 of that Act, but which was properly included in a con- 
solidated return under section 141 of the Revenue Act of 1932, as 
amended by the National Industrial Recovery Act, for the last 
period for which it was required to make a return under the Revenue 
Act of 1932, as amended, such application shall be filed within 90 
days after the beginning of the taxable year to be covered by the 
return, or within 30 days after the date (January 14, 1935) of the 
weekly Internal Revenue Bulletin in which Treasury Decision 4508 
was published, whichever is later. The application shall be ur- 
companied by a statement specifying the classes of items differ- 
ently treated under the two methods and specifying all amounts 
wliicli would be duplicated or entirely omitted as a result of the pro- 
posed change. Permission to change the method of accounting will 
not be granted unless the taxpayer and the Cominissioller agree to 
the terms and conditions under which the change will be effected. 

Section 44 contains special provisions for reporting the profit 
derived from the sale of property on the installment plan. 

The foregoing requirements relative to a change of accounting 
method are not applicable if a taxpayer desires to adopt the in- 
stallment basis of returning income, as provided in article 44- 1, but 
are applicable if a taxpayer desires to  change from such busis 
to  a straight accrual basis. I n  cases where permission to make such 
change is granted, the taxpayer will be required to return as addi- 
tional income for the taxable year in which the change is made all 
the profit not theretofore returned as income pertaining to the pay- 
ments due on installment sales contracts as of the chse of the prececi- 
ing taxable year. 
ART. 413.  Methods of ecoonnting.-It is recognized that no uiiiforin 

method of accounting can be prescribed for all taxpayers, and the 
law contemplates that each taxpayer shall adopt such forms and 
systems of accounting as are in his judgment best suited to his pur- 
pose. Each taxpayer is required by law to  make a return of his true 
income. He  must, therefore, maintain such accounting records as 
will enable him to do so. Among 
the essentials are the following: 

(1) 'In all cases in which tho prodaction, purchase, or sale of mer- 
chandise of any kind is an incom-producing factor, inventories of 
the merchandise on hand (including finished goods, work in process, 
raw niateriuls, and supplies) should be fUkw n t  the beginning and 
cntl of tlie year ant1 used in miiiputing the net iilconie of the year 
(RW sectioii 22 (c) and articles 22.2(c)-1 to 22(c)-8) ; 

i 2 )  Rxi)cniliturc.s niade during the yew should bv prc;pwIy clussi- 
tied us bct\vc.en rupitnl and expcnsc ; that is to sui, cal,tmlitur(:s 

(See section 54 and article 54-1.) 



*A" 

for items of $plant, equipment, etc., which have a useful life extend- 
ing substantially beyond the year should be chnrwd to a capital 
account and not to an expense account; and 

(3) I n  any case in which the cost of capital assets is being recov- 
ered through deductions for wear and tear, depletion, or obsolescence, 
any expenditure (other than ordinary repairs) made to restore the 
property or prolong its useful life should be added to the property 
account or charged against the appropriate reserve and not to current 
expenses. 

A ~ ~ . 4 1 4 .  Accounting period.-The return of a taxpayer is made 
and his income computed for his taxable year, which in general means 
his fiscal year, or the calendar year if he lirs not established a fiscal 
year. (See section 48.) The term '' fiscal year " means nn accounting 
period of 12 months ending on the last dry of any month ather than 
December. No fiscal year will, however, be recognized unless before 
its close i t  was definitely established as an accounting period by the 
taxpayer and the books of such taxpayer were kept in accordance 
therewith. A person having no such fiscal year must make return 
on the basis of the calendar year. Except in the case of a first return 
for income tax a taxpayer shall make his return on the basis upon 
which he made his return for the taxable year immediately preceding 
unless, with the approval of the Commissioner, he hns changed his 
accounting period. 

SEC. 42. PERIOD IN WHICH ITEMS OF GROSS INCOME IN- 

The amount of all items of gross Income shall be Included in the 
gross i n m e  for the taxable year in which received by the taxpayer, 
unles8, under methods of amounting permitted under section 41, any 
such amounts are to be properly accounted for as of a different period. 
In the case of the death of a taxpayer there shall he included in com- 
puting net income for the taxable period in w1iic.h fall8 the date of 
his death, amount8 accrued up to the date of his death if not other- 
wlee properly includlble in renpect of such period or B prior period. 

CLUDED. 

ART. 42-1. When inolded in gross income.-Except as otherwise pro- 
vided in section 42 in the case of the death of a taxpayer, gains, 
profits, and income are to be included in the gross income for the 
taxable year in which they are received by the taxpayer, unless they 
are included as of a different period in accordance with the approved 
method of akounting followed by him. (See articles 41-1 to 41-3.) 
I f  a taxpayer has died there shall also be iricluded in computing net 
income for the taxable period in which he died amounts accrued 
up to the data of his death if not otherwise properly includible in 
respect of such period or a prior period, regardless of the fact that 
the dtoedent may have kept his books and made his returns on the 
basis of cash receipta and disbursements. I f  no determination of 

compensation is had until the completion of the services, the amount 
received i s  ordinarily income for the taxable year of its determina- 
tion, if the return is rendered on the accrual basis; or, for the taxable 
year in which received, if the return is rendered on the receipb and 
disbursements basis. I f  a person SUBB in one year on a pecuniary 
claim or for property, and money or property is recovered on a 
judgment therefor in a later year, income is realized in the later 
year, assuming that the money or property would have been income 
in the earlier year if then received. This is true of a recovery for 
patent infringement. Bad debts or accounts charged off subsequent 
to March 1, 1913, because of the fact that they were determined to 
be worthless, which are subsequently recovered, whether or not by 
suit, constitute income for the year in which recovered, regardless of 
the date when the amounts were charged off. (See article 23(k)-1.) 
Such items as claims for compensation under canceled Government 
contracts constitute income for the year in which they are allowed 
or their value is otherwise definitely determined, if the return is ren- 
dered on the accrual basis; or, for the year in which received, i f  the 
return is rendered on the basis of cash receipta and disbursements. 
ART. 42-2. Income not reduced t o  possession.-Income which is cred- 

ited to the account of or set apart for a taxpayer and which may be 
drawn upon by him at any time is subject to tax for the year during 
,which so credited or set apart, although not then actually reduced to 
possession. To constitute receipt in such a case the income must be 
credited or set apart to the taxpayer without any substantial limita- 
tion or restriction as to the time or manner of payment or condition 
upon which payment is to be made, and must be made available to 
him so that i t  may be drawn a t  any time, and its receipt brought 
within his own control and disposition. A book entry, if made, 
should indicate an absolute transfer from one account to another. 
I f  a corporation contingently credits its employees with bonus 
stock, but the stock is not available to  such employees until some 
future date, the mere crediting on the books of the corporation does 
not constitute receipt. 

ART. 42-3. Examples of constructive receipt.-If interest coupons 
have matured and are payable, but have not been cashed, such in- 
terest, though not collected when due and payable, shall be included 
in gross income for the year during which the coupons mature, unless 
i t  can be shown thnt there are no funds available for payment of the 
interest during such year. The interest shall be included in gross 
income even though the coupons are exchanged for other property in- 
stead of eventually being cashed. The amount of defaulted coupons 
is income for the gear in which paid. Dividends on corporate stock 
are subject to taxwhen unqualifiedly made subject to the demand of 

3 
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the shareholder. I f  a dividend is declared payable on December 31 
and the corporation intended to and did follow iki practice of paying 
tho dividends by checks mailed so that the shareholders would not 
receive thein until January of the following year, such dividends are 
not considered to have been unqualifiedly made subject to the demand 
of the shareholders prior to January, when tlie checks were actually 
received. As to  the distributive share of the profits of a partner 
in a partnership, see section 188. Interest credited on savings bank 
deposits, even though the bank nominally has a rule, seldom or 
never enforced, that i t  may require so many days’ notice before with- 
drawals are permitted, is income to the depositor when credited. An 
amount credited to shareholders of a building and loan association, 
when such credit passes without restriction ,to the shareholder, has 
a taxable status as income for the year of the credit. I f  the amount 
of such accumulations does not become available to the shareholder 
until the maturity of a share, the amount of any share in exceas of 
the aggregate amount paid in by the shareholder is income for the 
year of the maturity of the share. 

ART. 42-4. Long-term contracts.-Income from long-term contracts 
is taxable for the period in which the income is detarmined, such 
determination depending upon the nature and terms of the par- 
ticular contract. As used herein the term “ long-term contracts ” 
means building, installation, or construction contracts covering a 
period in excess of one year. Persons whose income is derived in 
whole or in part from such contracts may, as to such income, 
prepare their returns upon either of the following bases : 

(a) Gross income derived from such contracts may be reporbd 
upon the basis of percentage of completion. In  such case there 
should accompany the return certificates of architech or engineers 
showing the percentage of completioli (luring the taxable year of 
the entire work to be performed under the contract. There should be 
deducted froni such gross income all expenditures made during the 
taxable year on account of the contract, account being taken of the 
inaterial and supplies on hand at  the beginuing and elld of tlie 
taxable period for use in connection with the work untler the con- 
tract but not yet so applied. I f ,  upon conipletion of a contract, 
i t  is found that the taxable net income arising thereunder has not 
been clearly reflected for any year or years, the Conirnissiorler may 
perinit or require an aniendetl return. 

( 6 )  Gross inconie may be reported for thg taxable year in which 
the contract is finally completed and accepted if the taxpayer elects 
as a consistent practice so to treat such income, provided such inethad 
clcarly reflects tlie net income. If this method is adoptecl there 
sllould Le deducted from gross income all espenclituretl during the 
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life of the contract which are properly allocated thereto, taking into 
consideration any material and supplies charged to the work under 
the contract but remaining on hand at  the time of completion. 

A taxpayer may change his method of accounting to accord with 
paragraph (a) or ( 6 )  of this article, only after permission is secured 
from the Commissioner as provided in article 41-2. 

ART. 42-5. Subtraction for redemption of trading stampr.-If a tax- 
payer, for the purpose of promoting his business, issues with sales 
trading stamps or premium coupons redeemable in merchandise or 
cash, he should in computing the income from such sales subtract 
o d y  the amount which will be required for the redemption of such 
part of the total issue of trading stamps or premium coupons issued 
during the taxable year as will eventually be presented for redemp- 
tion. This amount will be determined in the light of the experience 
of the taxpayer in his particular business and of other users of trad- 
ing stamps or premium coupons engaged in similar businesses. The 
taxpayer shall file for each of the five preceding years, or such num- 
ber of these years as stamps or coupons have been issued by him, a 
statement showing- 

(a) The total issue of stamps during each year; 
(6) The total stamps redeemed in each year; and 
(c) The rate, in percentage, which the stamps redeemed in each 

year bear to the total stamps issued in such year, regardless of the 
year when such redeemed stamps were issued. 

A similar statement shall also be presented showing the experience 
of other users of stamps or coupons whose experience is relied upon 
by the taxpayer @ determine the amount to be subtracted from the 
proceeds of sales. The Commissioner will examine the basis used in 
each return, and in any c m  in which the amount subtracted in re- 
spect of such stamps or coupons is found to be excessive an amended 
return or amended returns will be required. 

SEC. 43. PERIOD FOR WHICH DEDUCTIONS AND CREDITS 

The deductions and credits provided for in thia title shall be taken 
for the taxable year in which “paid or accrued” or “paid or in- 
curred ”, dependent upon the method of accounting upon the basis of 
which the net Income is computed, unless in order to clearly reflect 
the income the deductions or credits should be taken as of a different 
period. In the case of the death of a taxpayer there shall be allowed 
as deductlone and credits for the taxable period in which falls the 
date of hia death, amounts accrued up to the date of his death if 
not othewiee properly allowable In respect of such period or a prior 

TAKEN. 

period. 

& . e l .  “Paid or incurred” and “paid or accrued.”-(a) The 
terms ‘6 paid or incurred ” and “ paid or accrued ” will be construed 
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according to the method of accounting upon the basis of which the 
net income is computed by the ta,xpayer. (See Fection 48 (c).) The 
detluctions and credits provided for in Title I must be taken for the 
ta.xable year in which “paid or accrued ” or “paid or incurred,” 
unless in order clearly to reflect the incoiiie su(4i deductions or credits 
should be taken as of a ditferent period. I f  a taxpayer desires to  
glaini a deduction or a crwlit as of a period othor than the period in 
which i t  was “ paid or accnied ” or “ paid or incurred,” he shall 
attach to his return a statement setting forth his request for con- 
sideration of the case by the Commissioner together with a complete 
statement of the facts upon which lie relies. However, in his income 
tax return he shall take the deduction or credit only for the taxable 
period in which i t  was actually ‘‘ paid or incurred,” or “ paid or 
accrued,” as the case may be. Upon the audit of the return, the 
Commissioner will decide whether the case is within the exception 
provided by the Act, and the taxpayer will be advised as to the 
period for which the deduction or credit is properly allowable. 

(b)  The provisions of parngraph (a) of this article in general are 
not applicable with respect to the taxable pericd during which the 
t.a.xpayer dies. I n  such case there shall also be allowed as deduc- 
tions and credits for such taxable period aniounts accrued up to the 
date of his death if not otherwise allowable with respect t o  such 
period or a prior period, regardless of the fact that the decedent was 
required to keep his books and make his returns on the basis of cash 
receipts and tlisbursements. 
ART. 43-2. When ohargen deductible.-Each year’s return, so fa r  as 

practicable, both as to gross income and deductions therefrom, 
should be complete in itself, end taxpayers are expected to make 
every reasonsble effort to ascertain the facts necwary to niuke a 
correct return. The expenses, liabilities, or deficit of one year can 
not be used to reduce the income of a subsequent year. A taxpayer 
has the right to  deduct all authorized allowances, and i t  follows that 
if he does not within any year deduct certain of his expenses, losses, 
interest, taxes, or other charges, he can not deduct them from the 
income of the next or any succeeding year. It is recognized, how- 
ever, that particularly in a going business of any magnitude there 
are certain overlapping itcins both of iuoome and (ledaction, ant1 so 
long as these overlapping itriris (lo not materially distort the i i ic -o i r io  

they niay be inclutlctl in  t,lie yeur in whicli the tnxpayer, pursount to 
IL consistent policy, takes tlieiii into Iris uc~*o~ints. .Jiiclgnrerits or 
other binding udjiiclicnt ioiis, such 11s decisions of roferm and boartls 
of review nnilw worlciiim’s c:oiilpeiisrlt,ion laws, on wcaunt of dam- 
r~gos. for pahnt  infringrment, prsonnl injuries, or othcer C H I I . ~ ,  art? 
deductible froni gross iiicoiiic wlieii the cluitn is so adjutlic-ated or 

I 
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paid, unless taken under other methods of accounting which clearly 
fiflect the correct deduction, less any amount of such damages as 
may have been conipensated for by insurance or otherwise. I f  sub- 
sequent to  its occurrence, however, a taxpayer first ascertains thr 
amount of a lo= sustained during a prior taxable yenr which has not 
been deducted from gross income, he may render an amended returii 
for such preceding taxable year including such amount of loss in 
the deductions from gross income and may file a claim for refiml 
of the excess tax paid by reason of the failure to deduct such loss in  
the original return. A loss from theft or enr- 
bezzlement occurring in one year and discovered in another is  ordi- 
narily deductible for the year in which sustained. 

(See section 32‘2.) 

SEC. 44. INSTALLMENT BASIS. 
(a) Dealers in personal property.-Under regulations prescrihd by 

the Commissioner with the  approval of the SecrebW, a pereon W h o  
regularly sells or utherwlse disposes of personal property on the 
lnstuilnient plan may return as lncome therefrom in any taxable yeur 
that proportion of the installment paymente actually recelved in that 
year which the gross profit realized or to be reulized when WYmeIit 1s 
completed, bears to the total contract pdce. 

(b) Sale8 of realty and oarual raler of perrona1ty.-In the caw (1) 
of a C U H U U ~  sale or other carnal disImltion of personal property (other 
tliuii property of u kind whicli would prowrly be included in the inven- 
tory of the taxpayer if on hand at the close of the taxubie year), for 
a price exceeding $l,ooO, or (2) of a sale or  other disPosltlen of real 
property, if In either case tlie lnltlal paymelrts do not exceed 80 per 
centuin of the selilng price (or, in case the sale or other diqmitlon 
wus in a taxable year beginning prior to January 1, 1934, the per- 
centage of the selling price prescribed in the law appllcaMe to such 
year), the income may. under regulatlons prescribed by the Commls- 
sloner with the approval of the Secretary, be returned on the baeis 
and In the manner above prescrlbed in thls section. As used in thls 
section the term ‘‘ lnitial payments” means the payments recelved In 
cash or property other than evidences of indebtedness of the plrchaeer 
during the taxable pedod In which the sale or other dlspsltlon 1s 
made. 

(a) Change from aoorual to lnitallment banls.-If a taxpayer entltied 
to the benefits of subsection (a )  elects for any taxable year to report 
his net income on the installment basis, then in computing hls income 
for the yeur of change or any subsequent year, amounts nctuiilly r e  
ceived during any such year on account of sales or other dispoeitlons 
of property made in any prim year shall not be excluded. 

(d) Oaln or loss upon dirpositlon of installment obllgatlon~.-If an 
installment obligation is satiefled a t  other thun Its face vuiue or dls- 
tributed, tratimitted, sold, or otherwise disposed of, galn or loss h u l l  
result to the extent of the difference between the basis of the obliga- 
tion and (1) In the case of satisfaction a t  other tbau face value or a 
sale or exchange-the amount realieecl, or (2) 111 case of a dlstrlbu- 
tlon, transmilulion, or dlspositlon otherwise than by sale or exchunge- 
the fair market value of the obllgation at the tline nf such dletrlbu- 
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tion, tnnwniisslon, or disposition. Any gnin or loss 80 remltlng shall 
be considerml its resulting from the arili~ or exchunge OP the property 
iu respect or which the iristalliitent obllgulloii wit& ri~cvlvetl. Tlre basis 
of the obllgatlon shall be tlic exc(:ss of the P i i w  vuluc of the obllgution 
over an amount equal to the I~icorrie wliicli would br returnable were 
the obligation sati&ed in full. This sUI)sey*t iOn aliull not upply to the 
tranmnisdon at death of in~tailiiient obligations if there is 5led with 
the Cornntissiouer, at such time us he ntay by regullition prescribe, a 
bond in such nntount tint1 with suclt sureties as  he may deem necessary, 
conditioned upon the return as  iiiconie, by t l i v  person recelving nny 
payment on such ObllgationN, of  the .wile proportion of Nuch payntent as 
would be returnable as income by the tlecedent i f  he hud lived and had 
recelvcd such payment. 

ART. 44-1. Sale of personal property on installment plan.-Dealers in 
personal property ordinarily sell either for cash or on the personal 
credit of the purchaser or on the installment plan. Dealers who 
sell on the installment plan usually adopt one of four ways of pro- 
tecting themselves in case of d e f a u l t  
(‘a) By an agreement that title is to remain in the vendor until 

the purchaser has completely performed his part  of the transaction; 
(6) By a form of contract in which title is conveyed to the pur- 

chaser immediately, but subject to a lien for the unpaid portion of 
the selling price ; 

( c )  By a present transfer of title to the purchaser, who at  the 
same time executes a reconveyance in tho form of a chattel mortgage 
to the vendor ; or 

( d )  By conveyance to a trustee pending performance of the con- 
tract and subject to its provisions. 

The general purpose and effect being the same in all of these cases, 
the same rule is uniformly applicable. The general rule prescribed 
is that a person who regularly sells or otherwise disposes of personal 
property on the installment plan, whether or not title remains in the 
vendor until the property is fully paid for, may return as income 
therefrom in any taxable year that proportion of the installment pay- 
ments actually received in  that year which the total or gross profit 
(that is, sales less cost of goods sold) realized or to be realized when 
the property is paid for, bears to the total contract price. Thus 
the income of a dealer in personal property on the installment plan 
may be ascertained by taking as income that proportion of the total 
payments received in the taxable year from installment sales (such 
puymentv b i n g  allocated to  the year against the sales of which they 
apply) which tire total or gross profit realiztd or to be realized on 
the total installment sales made during each year bears to the total 
contract price of all such sales made during that respective year. 
No payments received in the taxable year shall be excluded in colil- 
putiny the amouiit of iuconie to be returned on the ground that 
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they were received under a sale the total profit from which was 
returned as income during a taxtd.de year or years prior to the chnngo 
by the taxpayer ti tlie installnient basis of r c tu rn i~~g  income. 1W 
in the case of any taxpayer who, by an origirial return mado prior 
to February 26,1926, changed the method of re,porting his net income 
for the taxable year 1924 or any prior t.avahle yen’ to Ille imtall- 
merit basis, see section 705 of the Heveriue Act of 19’28. lkductiblc 
items are not to he nllocatcd to tl:e years in which fhe prcSts from 
the sales of a particular year are to ho returned as income, twt must 
be deducted for the t.axnblo year in which the item8 are paid or 
incurred Qr paid or tmruecl, as Torided by sectinn6 43 arid 48. A 
dealer who desires to cornpub hls income orl the in~tallmeitt hasis 
shall maintain books of account in such a manner ns  to enable ~ c i i  

accurate computation to l.m rnrtde on s~lch bnsiv in accordance with 
the provisions of this arhcie. 

The income from a casual sa!c or otmh9r casual diwosition of‘ 
personal property (other t,hnn p rop i ty  of tt kind whicb. H h d d  
properly be included in inventory) i~my bc rzpoiM on tho innbalhent 
basis only if (1) the sale price cxvedils $1,000 and (2) tho initial pay- 
ments do not exceed 30 pcr cent, of the d i n g  price. 

I f  for any reason the purchaser defaults in any of his peynients, 
and the vendor returning income on tho installment bade reposses.3es 
the property, the entire nmouat reccived in iiistallmont p~y;ymenL~ 
and retained by the vendor, less the sum of the profits previnudg 
returned as income and an arliount reprcsenting proper dlsw znce 
for damage and use, if any, will be income of the vendor. 5-w I A Y  yesr 
in which the property is rcpossesscd, and the propcrtj. rp,pessed 
niust be carried on tho books of the vendor n t  its origind coat, less 
proper allowance for damage and use, if any. 

If the vendor chooses as a matter of consistent primtick to return 
the income from installment sales on tho straight accrual or cash 
receipts and disbursements basis, such a courso is permissible. 

I f  an installment obligation is satisfied, or ot.herwise disposed of, 
gain or loss mayresult therefrom and must be determined in accord- 
ance with sect.ion 44 ((1). 

ART. 44-2. Sale of real property involving deferred psgments.-Under 
section 44 deferretl-l)ayliient sales of real prn1)wty include (a) agree- 
ments of pnrcllnsr snd salc which contcniplatc that a conveyance is 
not to be made a t  the outset, but only after $111 or a substantial 
portion of the selling price has been paid, and (7)) sales in which 
them is an immetliato transfer of t.itln, thc.. vendor being protected 
by u mortgage or other lien as to tlcfnrretl payments. Such sales, 
either under ( 0 )  or (a), fall into two cltlsscs when considered with 
respect to the terms uf SU!~,  as follows: 
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(1) Sales of property on the installment plan, that is, sales in 

which the payments received in cash or property other than evidences 
of indebtedness of the purchaser during the taxuble year in which 
the sale is made do not exceed 30 per cent of tlie selling price. 

(2) Deferred-payment sales not on the installment plan, that is, 
sales in which the payments received in cash or property other than 
evidences of indebtedness of the pirrc4iaser during the tuxuble year in 
which the sale is made exceed 30 per cent of tlie selling price. 

I n  the sale of mortgaged property the amount of the mortgage, 
whether the property is nierely tuken subjert. to the mortgage or 
whether the mortgage is asslimed by the purc*hasc?r, shall be included 
as a part of the “selling price,” but tlie ainount of the nrortgnge, to 
the extent it dws  not excretl the bwis to tlie vcndor of the prolwrty 
sold, shall not be considered as a part of the “ initial payments ” or 
of the “ total contract price,” as those terms are used in section 44, 
in articles 44-1 and 444, and in this article. The term ‘‘ initial pay- 
ments ” doea not include amounts received by the vendor in the year 
of sale from the disposition to a third person of notes given by the 
vendee as part of the purchase price which are due and payable h 
subsequent years. Commissions and other selling expenses paid or 
incurred by the vendor are not to be deducted or taken into account 
in determining the amount of the “initial payments,” the “total 
contract price,” or the “ selling price.” The term “ initial payments ” 
contemplates a t  least one other payment in addition to  the initial 
payment. I f  the entire purchase price is tr, be paid in a lump 
sum in a later year, there being no payment during tho first year, 
the income may not be returned on the installmerlt basis. Income 
may not be returned on the installment basis where no payment in 
cash or property, other than evidences of indebtedness of the pur- 
chaser, is received during the first year, the purchaser having 
promised to  make two or more payments in later years. 
h. 44-3. Sale of real property on installment plan.-In transactions 

included in class (1) in article 4 6 2  the vendor may return as income 
from such transactions in any taxable year that proportion of the 
installment payments actually received in that year which the total 
profit realized or to be realized when the property is paid for bears 
to the total contract price. 

I f  the vendor has retained title to the property and the purchaser 
defaults in any of his payments, and the vendor repossesses the 
property, the difference between (1) the entire amount of tho pay- 
ments actually received on the contract and retained by the vendor 
plus the fair markeb value at the time of repossession, of fixed im- 
provements placed on the property by the purchaser and (2) the 
sum of the profits previously returned as inconle in connection there- 
with and an amount representing what would have been 8 proper 

adjustment for exhaustion, wear and tear, obolescence, aniortiztl- 
tion, and depletion of the property for the period during which the 
property was in the hands of the purchaser had the sale not been 
made, will constitute gain or loss, as the case may be, to the vendor 
for the p a r  in which the property is repossessed, and the basis of 
the property in the harids of the vendor will be the original basis 
a t  the time of the sale plus the fair market value a t  the time of 
repossession, of fixed iinprovements placed on the property by the 
purchuser. If the vendor has previously transferred title to the 
purchaser, and the purchaser defaults in any of his payment8 and the 
vendor reacquires the property, such reacquisition shall be regarded 
as a trnnsfer by the vendor, in exchango for the property, of such 
of the purchaser’s obligations as are npplietl by tlic vendor to the 
purchase or bid price of  the property. Such an exchunge will be 
regarded ns having resulted in the realization by the vendor of gain 
or loss, as the case may be, for the year of reacquisition, measurecl by 
the difference between the fair market value of the property reac- 
quired, including the fair market value of fixed improvements placed 
on the property by the purchaser, and the basis in the hands of the 
vendor of the obligations of the purchaser which were applied by the 
vendor to the purchase or bid pricc of tlie property. The basis in 
the hands of the vendor of the obligations of the purchaser so applied 
will be the excess of the face value of the obligations over an amount 
equal to the income which would be returnable were the obligations 
satisfied in full. The fair market value of the property reacquired 
shall be presumed to be the amount for which it is bid in by bhe 
vendor in the absence of clear and convincing proof to the contrary. 
I f  tho property reacquired is subsequently sold, the basis for deter- 
mining gain or lorn is the fair market value of the property a t  the 
dote of reacquisition, including the fair iiiurket value of the fixed 
improvements placed on the property by the purchaser. 

If the vendor chooses as a niattw of consistent practice to return 
the income froin installment snles on the straight accrual or cash 
receipts and disbursenienta basis, such o course is permissible, and 
the sales will be treated as deferrt.tl-pirylrrellt sales not on the install- 
ment plan. 

ART. 44-4. Deferred-payment sale of real property not on installment 
plan.-In transactions included in class (2) in article 44-2, the obliga- 
tions of t1)e purchaser rewived by thc vendor are to be considered 
as the equivalent of cash to the anlolint. of tlieir ftiir market valire 
in ascertaining tlie profit or loss from the trniiswt i o i i .  

I f  the vendor litis i.c.tiiinec1 title to the property i i i i t l  1 IIV Iiiir(*liusc~r 
defaults in any of his payments, and the venclor I ’C~SS:CH.WS the 
property, the tlitfcrrnw between (1) the entire riinollnt of tlie pay- 
ments actunlly receivcvl on tlie contract and retained by the vendor 
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plus the fair market value at  the time of repossession, of fixed im- 
provements placed on the property by the purchaser and (2) the 
sum of the profits previously returned as incoele in connection there- 
with and an amount representing what would have been a proper 
adjustment for exhaustion, weur and tear, obsolescence, amortiza- 
tion, and depletion of the property during the period the property 
was in the hands of the purchaser had the sale not been made will 
constitute gain or loss, as the case may be, to the vendor for the year 
in which the property is repossessed, and the basis of the property 
in the hands of the vendor will besthe original basis at the time of 
the sale plus the fair market value a t  tlie time of repossession, of 
fixed improvements placed on tlie property by the purchaser. I f  the 
vendor has previously transferred title to the purchaser, and the 
purchaser defaults in any of his payiiients and the vendor reacquires 
the property, such reacquisition shall be regarded as a transfer by 
the vendor, in exchange for the property, of such of the purchaser’s 
obligations as are applied by the vendor to the purchase or bid price 
of the property. Such an exchange will be regarded as having 
resulted in the realization by the vendor of gain or loss, as the cam 
may be, for the year of reacquisition, measured by the difference 
between the fair market value of the property reacquired, including 
the fair market value of fixed improvements placed on the property 
by the purchaser and the basis in the hands of the vendor of the 
obligations of the purchaser (generally, the fair market value thereof 
which was previously recognized in computing income) which were 
applied by the vendor to the purchase or bid piice of the property. 
The fair market value of the property reacquired shall be presumed 
to be the amount for which i t  is bid in by the vendor in the absence 
of clear and convincing proof to the contrary. If the prolxrty reac- 
quired is subsequently sold, the basis for determining gain or loss is 
the fair market value of the property at the date of reacquisition 
including the fair market value of the fixed improve~nents placed on 
the property by the purchaser. 

I f  the obligations received by the vendor have no fair market 
value, the payments in cash or other property having a fair market 
value shall be applied against and reduce the basis of the property 
sold, and, if in excess of such basis, shall be taxable to the extent 
of the excess. Gain or loss is realized when the obligations am 
disposed of or satisfied, the amount being the difference between the 
reduced basis as provided above and the amount realized therefor. 
Only in rare and extraordinary cases does property have no fair 
market value. 

Am. 44-5; Gain or loss upon disposition of installment obligation&- 
The application of subsection (d) of section 44 may be illustrated by 
the fdlowing examples : 
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Exairt,pb (I) : I n  1932 the M Corporation sold a piece of unim- 
proved real estute to B for $20,000. The company acquired the 
property in  1914 a t  a cost of $10,0oo. During 1938 the conipaliy 
received $5,000 cadi uncl vendee’s notes for the remainder of the 
selling price, or $15,000, payable in subsequent years. In 1934, 
before tlie vendee r u d e  any further payments, the comparly sold the 
notes for $l&WO in cash. The corporation makes its returns on the 
calenclur yeur Lusis. The inconie to lm reported for 1984 is $5,500 
computed as follows : 
Proceeds of sale of noteN ____________________----------------------- $13, OOO 
Selling price of prqwty  .................................... $2O,OOO 
Cost of prolierty ____________________---------_------------- 10,OOO 

Total proAt------------------------------------------ 10,OOO 
Total contract price ____________________-_------------ 20, OOO 

Per cent of profit, or Iirolprtlon of mch payment returnnhle 

Fuce value of xioteu__------------------------_------------- ) l 6 , W  
Amount of iiicomc. returnnble were the notes satisfled In full, 

50 per cent of $lS,oOo__-_-------_-------------------_----- 7,600 

Excess of faw value of note over nmount of Income returnable 
mere the Iletes satisfled in ill11 ___________-________--------_------- 

Taxable income to be reported for 1934 _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _  

as income, $lO,ouO divltled by $20,000, GO per cent. 

1,500 

6,600 

Earwmple ( I )  : Suppose in the example given above the M Corpo- 
ration, instead of selling the notes, distributed them in 1934 to  its 
shareholders as a dividend, and at the time of such distribution the 
fair market value of the notes was $14,000. The income to be 
reported for 1934 is $6,500, computed as follows : 
Fair market value of notes ____________________-__-------------_----- $14, OOO 
Excess of face value of notee over amount of income returnable were 

the notes satlafled in full (computed as in example (1) )  _---___-_-_- 7,600 

Taxable income to be reported for 1934 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  4600 

I f  the taxpayer, referred to in the above examples (1) and (2) as 
Corporation M, had been an individual, LhL hxable income to be 
reported, shown above as $5,500 and $6,500, respectively, would have 
been limited to  30 per cent thereof by section 117(a), the real estate 
having been held for more than 10 years prior to its sale in 1932. 

I n  the case of decedents who die possessed of installment obliga- 
tions, no gain on account of the transmission a t  death of such obli- 
gations is required to be reported aa income in the return of the 
decedent for the year of his death, if the executor or administrator 
of the estate of the decedent or any of the next of kin or legatees 
file with the Commissioner a bond on Form 1132 in an amount not 
less than the amoimt by which the tax of the decedent for the yenr 
of his death would have been increased had no such bond been filed. 
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The bond shall be conditioned upon the returb as income, by any 
person receiving any payment in satisfaction of such obligations, of 
the same proportion of such payment as would be returnable as 
income by the decedent if he had lived and 'had received such pay- 
ment. The bond shall be execluted by a surety company holding 'a 
certificate of authority from the Secretary of the Treasury as an 
acceptable surety on Federal bonds, shall be subject to the approval 
of the Commissioner, and must be filed at  the time of filing the 
return of the decedent for the year of his death. See section 1126 
of the Revenue Act of 1926 (paragraph 31 of the Appendix to these 
regulations), providing that where a bond is required by law or 
regulations, in lieu of'surety or sureties there may be deposited bonds 
or notes of the United States. 

See section 117 as to the limitation on capital losses sustained by 
corporations and the limitation as to both capital gains and capital 
losses of individuals. 

3EC. 45. ALLOCATION OF INCOME AND DEDUCTIONS. 

In any case of two or more organIzntlons, trades, or busineseee 
(whether or not incorporated, whether or not organized in the United 
States, and whether or not a5liuted) owned or controlled directly 
or indlrectly by the same interests, the Cominissioner is authorized 
to distrlbute, apportion, or allocate gross income or deductiws be- 
tween or among such organlwtions, trades, or buslnesw, If he deter- 
mines that such distribution, apportionment, or allocation is necessav 
in orcier to prevent evnslon of taxes or c*learly to reflect the Income of 
any of such organizations, trades, or businesses. 

ART. 45-1. Determination of the taxable net income of a controlled tax- 
payer.-(a) Definitions.-When used in this article- 

(1) The teriri " orgurnkutkn " includes any organization of any 
kind, whether it be a sole proprietorship, a partnership, a trust, an 
estate, or a corporation (as each is defined or understood in the Act 
or these regulations), irrespective of the place where organized,, 
where operated, or where its trade or business is conducted, and re- 
gardless of whether domestic or foreign, whether exempt, whether 
affiliated, or whether a party to a consolidated return. 

(2) The terms " trade " or " b W h ~ ? 8 8  " include any trade or busi- 
ness activity of any kind, regardless of whether or where organized, 
whether owned individually or otherwise, and regardless of the place 
where carried on. 

(3) The term " codroUed " includes any kind of control, direct 
or indirect, whether legally enforceable, and however exercisable or 
exercised, It is the reality of the control which is decisive, not its 
form nor the mode of its exercise. A presumption of control arises 
if income or deductions have been arbitrarily shifted. 
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(4) The term '' controlled tmpuyev" means any one of two or 
more organizations, trades, or businesses owned or controlled directly 
or indirectly by the same interests. 

(5) "Group " or L6 group of codrollad tmpayers " means the or- 
ganizations, trades, or businesses owned or coritrolled by the same 
interests. 

(6)  The term '' t w  net irwon~e " means, in the case of a controlled 
tnspycr ,  tho net inconio (or, u s  the case may be, HIIY item or eleiiient 
affecting net income) which would have resulted to the controlled 
taspnyer, had it in the conduct of it.s affairs (or, as the case may be, 
in the particular contract, transaction, arrangement, or other act) 
dealt with tho other member or members of the group a t  arm's length. 
It does not mean the income, the deduction, or the item or 'element 
of either, resulting to the controlled taxpayer by reason of the par- 
ticular contract, transaction, or arrangement, the controlled taxpayer, 
or the interests controlling it, choose to make (even though such con- 
tract, transaction, or arrangement be legally binding upon the parties 
thereto). 

(b)  Scope and plurpose.-The purpose of section 45 is to place a 
controlled taxpayer on a tax parity with an uncontrolled taxpayer, 
by determining, according to the standard of an uncontrolled tux- 
payer, tho truc net income from the property and business of a con- 
trolled taxpayer. The interests controlling a group of controlled 
taxpayers are assunied to have complete power to cause each cun- 
trolled taxpayer so to conduct its affairs that its transactions and 
accounting records truly reflect the net income from the property and 
busincss of each of the controlled taxpayers. I f ,  however, this has 
not been done, and the taxable net incomes are thereby unchstated, 
the stututo contemplates that the Commissioner shall intervene, and, 
by making such distributions, apportionments, or allocations as he 
may deem necessary of gross income or deductions, or of any item 
or element affecting net income, between or among the cwtrolled 
taxpayers constituting the group, shall determine the true net income 
of each controlled taxpayer. The standard to  be applied in every 
case is that of an uncontrolled taxpayer dealing at  arm's length with 
another uncontrolled taxpayer. 

Section 45 and this article apply to  the case of any controlled 
taxpayer, whether such taxpayer makes a separats or a consolidated 
return. If a controlled taxpayer makes a separate return, the deter- 
mination is of its true separate net income. I f  a a)ntrolletl taxpayer 
is a party to a consolidated return, the true coiiso1itl:ikd net income 
of the affiliated group and the true separate net iiicoiuc of the con- 
trolled taxpayer are determined consistently with the yrinciplw of 
a consolidated return. 
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Section 45 grants no right to a controlled taxpayer to apply its 
provisions at  will, nor does i t  grant any right to compel the Com- 
missioner to apply such provisions. It is not intended (except in 
the case of the computation of conso!idated net income under a con- 
solidated return) to effect in any case such a distribution, apportion- 
ment or allocation of grow 41coiIie, deductions, or any item of either, 
as would produce a result equivalent to a computation of consolidated 
net income under section 141. 

( 0 )  Application.-Transactions between one controlled taxpayer 
and another will be subjected to special scrutiny to ascertain whether 
the common control is being used to reduce, avoid, or escape taxes. 
I n  determining the true net income of a controlled taxpayer, the 
Commissioner is not restricted to  the case of improper accounting, 
to the case of a fraudulent, colorable or sham transaction, or to the 
case of a device designed to reduce or avoid tax by shifting or dis- 
torting income or deductions. The authority to detarmine true net 
income extends to any case in which either by inadvertence or design 
the taxable net income, in whole or in part, of a controlled taxpayer, 
is other than it would have been had the taxpayer in the conduct of 
his affairs been an uncontrolled taxpayer dealing at  arm's length 
with another uncontrolled taxpayer. 

SEC. 46. CHANGE OF ACCOUNTING PERIOD. 
If a taxpayer changes hls accounting period from flacal year to 

calendar year, from calendar year to flscal year, or from one fiscal 
year to another, the net Income ahall, with the approval of the Com- 
missioner, be computed on the basis of such new accounting period, 
subject to  the provisions of section 47. 

ABT. 46-1. Change in amounting period.-If a taxpayer changes his 
accounting period he shall, prior to the expiration of 30 days from 
the close of the proposed period for which a return would be re- 
quired to effect the change, furnish to the collector, for transmission 
to the Commissioner, the information required on Form 1128. The. 
due date of the separate return for such period is the 15th day of 
the thifd month following the close of that period. If the change is 
approved by the Commissioner, the taxpayer shall thereafter make 
his returns and compute his net income upon the basis of the new 
accounting period. (See section 47.) 

SEC.'47. RETURNS F O R  A P E R I O D  OF LESS THAN T W E L V E  

(a) Beturnr for short penod reanlting from ohange of aooonnting 
period.-If a taxpayer, wlth the approval of the Commissioner, changes 
the bqsis of computing net income from flscal year to calendar year a 
separate return shall be made for the period between the close of the 
last flscal year for which return was made and the following De- 
cember 31. If the change Is from calendar year to fiscal year, a sep 

MONTHS. 
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arate return sliall be made for the period between the c l a e  of the 
Inst caleudur year for which return was made and the date tlesignated 
11s the close of tile flwal year, If the chullpe IN from one flacvl year 
to another fiscal year a separate return shall be made for tile period 
between the clew of the former fiscal year and the date designatccl as 
the close of the new tlwul year. 

(b) Inoome computed on borir of ihort period.-Where a eeparate 
return is made under subsection ( a )  on account of a change iu the 
accounting period. and in all other cases where a separate return Is 
requlretl or permilted, by regulations prescribed by the Coinmiarioner 
wlth the approval of the Secretary, to be made for a fractional pni-t 
of a year, then the income shall be computed on the b a s h  of the period 
for which separate return is made. 

( 0 )  Income plaoed on annual bask-Xi a separate return la niude 
under subsection ( a )  on account of a change in the nccounting period. 
the net Income, computed on the basis of the period for which separate 
return is mcide, shall be placed on an annual basis by multiplying the 
amount thereof by twelve and dlvidhg by the number of months in- 
cluded in the period for wlilcll the separate return is made. The tax 
shall be such part of the tax computed on such annual basis ULI the 
number of months in such perlod is of twelve months. 

(d) Earned income.-The Commissloner with the approval of the 
Secretary shall by regulations prescribe tile method of upplying the pro- 
visions of subsections (b) and (C) (relating to computing income on 
the basis of a short period, and placirig such income on an annual 
basis) to cases where the taxpayer makes a separate return under sub- 
section (a )  on account of a change in the accountlng period. arid i t  
appears that for the perfod for which the return is so made he has 
received earned income. 

(e) Beduotion of oredits against net income.-In the case of a 
return made for a fractional p r t  of a year, except a return made Under 
subsection (a ) ,  on account of a change in the accounting period, the 
personal exemption and credit for dependenta shall be reduced respec- 
tively to amounts which beat the same rotlo to the full credits pro- 
vided as the number of months in the period for which return la made 
bears to twelve months. 

(f) Closing of taxable year in opae of jeopardy.-For closing of tax- 
able year in case of jeopardy, see section 148. 

Am. 47-1. Returns for periods of less than 12 months.-No return 
can be made for a period of more than 12 months. A separate 
return for a fractional part of a year is therefore required wherever 
there is a change, with the approval of the Commissioner, in the basis 
of computing net income from one taxable year to another taxable 
year. The periods to be covered by such separate returns in the 
several cases are stated in the Act. The requirements with respect 
to the filing of a separate return and the payment of tax for a part 

, of a year are the same as for the filing of a return and the payment of 
tax for a full taxable year closing at the same time. (See sections 
Ba and 56.) If a return is made for a fractional part of a year, 
except where a return is made for a period of leas than 12 months 

L .  
. 
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by reason of a change in accounting period, tlie personal exemption 
and credit for dependents shall be reduced to that proportion of 
the full credit which the nunikr  of months in the period for which 
the return is made bears to 18 months. 

I n  case of a change in accounting period the net income computed 
on the return for the fractional part of a year shall be placed on an 
annual basis and the tax computed as provided in section 47 (c). 

Ezumple (I): A citizen of the United States intrde tr return for a 
10-month period by reason of a change in accounting period. His 
net inconie including his earned net income for such 10-month period 
was $10,000, and his earned net income for such period was $4,ooO. 
He was entitled to a personal exemption of $2,500 but not to a credit 
for dependents. His tax for the period is $525.67, computed as 
follows : 
Net inconie for lfhnonth periad __---___________ -_ ________  - _____-__ $10, OOO. 00 
Multiplied by 12----___-__-_____-_--____----_-______-______--_-__ 120,OOO.OO 

Net income on annual basis ($120,000+10) ________-_________ 12, OOO. 00 
Earned net income for 10-month period _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Multiplied by 12 _______________________________________ 48,000.00 

Barned net income on annual basis ($48,ooOtlO) _ _  4,800.00 

w, OOo. 00 

Subtractlng : 
Barned income credit (10 per cent of $4,800) _ _ _ _ _ _ _ _  480.00 
Personal exemption- -----________---_---___________ 2,600.00 

2980.00 

Net income eubject to normal tax __________________________ 0,020.00 
Normal tax ( 4  per cent of $Q,S,OZO) _____-__________________________ 880.60 

Surtax net income ($12,000 less personal exemption of $2,600) ---__- 9,600.00 
Surtax on $9,600- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -~~- - - - - -~~~~__~~~_ n0.W 

830.80 
Amount of tax for period ($630.80XlO/12) _____-__________________  525 67 4 

Emmpk? (le): The income tax of a domestic corporation making 
a return (other than a consolidated return) under Title I for a 6- 
month period by reason of a change in accounting period, and having 
a net income of $4,000 for such 6-month period, is $550, computed 
as follows: 
Net income for 6-month period . . . . . . . . . . . . . . . . . . . . .  I_________________ $4, 000 
Miiltlplied by 12 -_--_______--_---_________________ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  48,000 
Net inconie on annual basis ( $ 4 8 , W )  __-____ _-____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  8, OOO 
Tax on $8,ooO hit 13% per ceiit _______-________-____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  I ,  100 
Amount of tux for period ($l , l00X&) ________________________________  650 

The return of a decedent or of his estate for the year in which he 
died or the retuni of a corporation for the year in which it w a ~  

Total tax on annual basis ($3RO.W+$270) __-_______________ 
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incorporated, or the return of a corporation for the year in which it 
wm dissolved, is a return for 12 months and not for a fractional 
part of a year. 

SEC. 48. DEFINITIONS. 
Wheu usecl in this titl- 
(a) Taxable year,“ Taxable year ” means the calendar year, or the 

flscal year ending during sucb calendar year, upon the baas of which 
the net inrolne i~ computed under this Part. “ Taxahle year  ” includes, 
in the case of a return made for a fractional part of a year under the 
provisions of this title or under regulations preecribed by the Com- 
missioner with the approval of the Secretary, the period for which 
such return is made. 

(b) Fiscal year.-“Flscal year” means an accounting period of 
twelve months ending on the last day of any month other than 
December. 

(c) Paid, incurred, aacrued.-The terms “paid or incurred” and 
“paid or accrued” shall be construed according to the method of 
accounting upon the basis of which the net i n y m e  is computed under 
this Part. 

(d) Trade or budnes8.-The term “ t r ade  or buslnesll” includes the 
performance of the fnnctlona of a public OW. 
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RETURNS AND PAYlWNT OF TAX 
Part V-Returns and Payment of Tax 

SEC. 51. INDIVIDUAL RETURNS. 
(a) Bequirement.-The followlng Indlvlduals shall each make under 

oath a return statlng specifically the Items of hls grose liiconie and 
the deductlona and credits allowed under thle tltle- 

(1) Every Individual having a net Income for the taxable year 
of $l,Qoo or over, If single, or if I married and not living with 
husband or wife; 

(2) Elvery lndlvidual havlng a net Income for the taxable year 
of $2,600 or over, if married and Ilv11lg with huband or wife; 
and 

(3) Every Indlvldual havlng a gross Income for the taxable 
year of $6,000 or over, regardless of the amount of his net income. 

(b) Husband and wlfc.-If a hu~band and wife llvlng together have 
an aggregate net Income for the taxable year of $Z,aoO or-over, or an 
aggregate grow income for such year of $5,OOO or over- 

(1)  Euch shall make such a return, or 
(2)  The Income of each shall be included in a slngle joint 

return, in which ca8e the tax shall be computed on the aggregate 
Income. 

( 0 )  Peraonr under dimbility.-If the taxpayer Is unable to make his 
own return, the return shall be made by a duly uuthor ld  agent or 
by the guardian or other person charged with the care of the person 
or property of such taxpayer. 

(d) F1duoiariea.-For returns to be made by Aduclarles, see section 
142. 

Am. 51-1. Individual returns.-For each taxable year every single 
person and every married person not living with husband or wife 
for any part of the taxable year, whose gross income as defined in 
sections 22 and 116 is $s,OOO or over, or whose net income as defined 
in section 21 is $1,000 or over, must make a return of income. Every 
married person living with husband or wife for any part of the 
taxable year, but not a t  the close of 'the taxable year, must make a 
return if his gross income for the taxable year is $5,000 or more, 
or his net income is equal to, or in excess of, the credit allowed him 
by section 25(b) (1) and (8) (computed without regard to his status 
as the head of a family). A husband and wife 
living together for the entire year need make no returns unless their 
aggregate gross income for the taxable year is at least $5,000, or 

(128) 

(See article 2S7.) 
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their aggregate net income is a t  least $2,500. If their aggregate 
net income for the taxable year is $2,500 or more, or their aggregate 
gross income is $5,000 or more, either each must make e return, or 
the income of each must be included in a single joint return. A 
husband and wife living together a t  the close of the taxable year 
but not during the entire taxable year must make a return or returns 
if their aggregate gross income for the taxable year is $5,OOO or 
more, or their aggregate net income is equal to, or in excess of, the 
credit allowed them by section 25(b) (1) and (3) (computed without 
regard to the status of either of them as the head of e family). 
(See article 25-7.) I f  the income of each is included in a single 
joint return, the tax is computed on the aggregate income and all 
deductions and credits to which either is entitled shall be taken 
from such aggregate income. A joint return of husband and wife 
may be filed only if they were living together a t  the close of their 
taxable year. I f  one spouse dies prior to thf last day of the taxable 
year, the surviving spouse may not include the income of the deceased 
spouse in a joint return for such taxable year. 

The joint return of a husband and wife (if not made by an agent 
other than husband or wife, see article 51-2) must be signed by 
both spouses, except that one spouse may sign the return as the agent 
for the other, if the return is accompanied by a power of attorney 
on Form 930, authorizing such action. The spouse acting as agent 
shall, with the principal, assume the responsibility for making the 
return and incur liability for the penalties provided for erroneous, 
false, or fraudulent returns. 

The joint return of a husband and wife must be sworn to before 
an officer duly authorized to administer oaths (see article 5 1 4 )  by 
the spouse preparing the return. The spouse who 61ls in the return 
shall be considered to have prepared the return within the meaning 
of this paragraph. I f  the return is prepared by both spouses, or 
is prepared by neither ~pouse, then both spouses shall swear to the 
return, except where one spouse acts for the other spouse under a 
power of attorney submitted on Form 936, or the return is made by 
an agent by reason of illness or absence, 88 provided in article 61-2. 

Whether or not an individual is the head of a family or has 
dependents is immaterial in determining his liability to render 
e return. For returns by fiduciaries, see section 142; by partner- 
ships, 8ee section 189; and by nonresident alien individuals, 8ee 
section 217. See also section 53. 

ART. 51-2. Form of retnrn.-The return shall be on Form 1040, ex- 
cept that it may be on short Form 1040A if the net income does 
not exceed $5,000, and is derived chiefly from salaries and wagea 
The forms may be had from the mllectors of the several districts. 
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The return may be made by an agent if, by reason of illness, the 
person liable for the making of the return is unable to make it. 
The return may also be made by an agent if the taxpayer is unable 
to make the return by reason of continuous absence from the United 
States for a period of a t  least-60 days prior to the date prescribed 
by law for making the return. Whenever a return is made by an 
agent it must be accompanied by the prescribed power of attorney, 
Form 935. The taxpayer and his agent, if any, are responsible 
for the return as made and incur liability for the penalties provided 
for erroneous, false, or fraudulent returns. For returns of non- 
resident aliens, see article 21'6-1. 

Am. 51-3. Beturn of incomeeof minor.-An individual, although a 
minor, is required to render a return of income if he has a net income 
of his own of $1,0oO or over, or a gross income of $5,000 or over, 
for the taxable year. I f  he ismarried, see article 51-1. I f  under 
the laws of a State the earnings of a minor belong to  the minor, 
such earnings, regardless of amount, are not required to be included 
in the return of the parent. If the aggregate of the net income of 
a minor from any property bhich he possesses, and from any funde 
held in trust for him by a trustee or guardian, and from his earnings 
which belong to him, is at least $1,0oO, or his gross income is at least 
$5,000, a return, as in the case of any other individbal, must be made 
by him or for him by his guardian, or 0 t h  person charged with the 
care of his person or property. (See article 142-2.) I n  the absence 
of proof to the contrary, a, parent will be assumed to have the legal 
right to the earnings of the minor and must include them in his 
return. 

Am. 5 1 4 .  Veriilcation of returns.-All income tax returns must be 
verified under oath or affirmation. The oath or affirmation may be 
administered by any officer duly authorized to administer oaths 
for general purposes by the law of the United States or of any State, 
Territory, or possession of the United States, wherein such oath is 
administered, or by a consular officer of the United States. Persons 
in the naval or military service of the United States may verify 
their returns before any ollkial authorized to administer oaths for 
the purposes of those respective services. Income tax returns exe- 
cuted abroad may be attested free of charge before United States 
consular officers. I f  a foreign notary or other official having no seal 
shall act as attesting officer, the authority of such attesting officer 
should be certified to by mine judicial official or other proper officer 
having knowledge of the appointment and official character of the 
attesting officer. 

A k , 5 1 4 .  Uw of prescribed forma-Copies of the prescribed return 
form will 80 far q possible be furnished taxpayers by collectors. A 
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taxpayer will not be excused from making a return, however, by the 
fact that no return form has been furnished to  him. Taxpayers not 
supplied with the proper forms should make application therefor to 
the collector in ample time to have their returns prepared, verified, 
and filed with the collector on or before the due date. Each tax- 
payer should carefully prepare his return so as fully and clearly to 
set forth the data therein called for. Imporfdct or incorrect returns 
will not be accepted as meeting the requirements of the Act. I n  
lack of a prescribed form a statement made by a taxpayer disclosing 
his gross income and the deductions therefrom may be accepted as a 
tentative return, and if filed within the prescribed time the statement 
so made will relieve the taxpayer from liability to penalties, pro- 
vided that without unnecessary delay such a tentative return is sup- 
plemented by a return made on the proper form. (See further 
articles 53-2 to 53-4.) 

SEC. 52. CORPORATION RETURNS. 
Elvery corporation subject to taxation under thls tltle shall make 

a return, stating spedflcully the Items of Its gross income and the 
deductions and credits allowed by thls tltle. The return shall be 
sworn to by the president, vice president, or other principal ofecer 
and by the treasurer, assletant treasurer, or chief accountlng o5c%?r. 
In cases where recelvers, trustees in bankruptcy, or assignees are 
operatlng the property or buslness of corporations, such receivers, 
trustees, or assignees shall make returns for such corporatlons In 
the same manner and form as corporatlons are requlred to make 
returns. Any tax due on the basls of such return8 made by recelvers, 
trustees, or asslgiiees shall be collected in the same manlier as if 
collected from the corporntlone of whose buslness or property they 
have custody and control. 

ART. 52-1. Corporation returns.-Every corporation not expressly 
exempt from tax must make a return of income, regardless of the 
amount of its net income. I n  the case of ordinary corporations, the 
return shall be on Form 1120. For returns of insurance companies, 
see articles 201 (b)-1,204(a)-l, and 207-1 ; of foreign corporations, see 
section 235; and of affiliated corporations, ~ e 8  section 141 and article 
141-1. A corporation having an existence during any portion of 
a taxable year is required to make a return. A corporation which 
has received a charter, but has never perfected its nrganization, 
which has transacted no business and had no income from any 
source, may upon presentation of the facts to the collector be re- 
lieved from the necessity of making a return as long a8 it remains 
in an unorganized condition. I n  the absence of a proper showing 
to the collector such a corporation will be required to make a return. 
A corporation which was dissolved in 1934 prior to the enactment 
of the Revenue Act of 1934 is not reiieved from the necessity of 

9 4 7 6 9 ' 5 G 1 1  
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rendering returns thereunder for aiiy period or pc r ids  of its exi! 
elice for which the Act is effective. For inforination returns 1 
corporations relating to  profits of the taxable year declared 
dividends, see section 148(b). For verification of returns and u 
of prescribed forms, see articles 51-4 nnil 51-5. Upon liquidatit 
or dissolution of a corporntion there shall be attached to t 
final return a statement showing: ( 1 )  The date and manner 
dissolution, (2) tlie iianie nncl ailtli-ess of each shareholder 
dissolution and the number untl par vuluc of tlie shares of stol 
held by each of them, (3) u description and tlie vnlue of the liquidt 
ing assets received by eucli sliarelioltl~~r, (4) tlie name and nddn 
of each individual or corporation other tlian shareholders and crec 
tors, if any, thut received assets at dissoltition, ( 5 )  a description a1 
the value of the assets received by each such inclividual or corpox 
tion, and (6) the considerntion, if any, paid by each of them for t 
assets received. 

ART. 52-9. Returns by receivers.-Rcceivcls, trustees in dissolutic 
trustees in banltruptcy, anJ assignees, operating the property 
business of corporations, mrst make i.c4iiriis of income for such c( 
porations. If a recgiver has fill1 custody of and control over t 
business or property of a corporation, he shall be deemed to 
operating such business or property withill thc iiicunirig of secti 
52, whether he is engaged in carrying on tqe business for which t 
corporution was organized or only in marshaling, selling, and tl 
posing of its assets for purposes of liquidution. Notwithstandi 
that the powers and functions of a corporation nre suspended a 
that the property and business arc for tlie tinie being in the custo 
of the receiver, trustee, or assignee, subject to thc order of the cou 
such receiver, trustee, or assignec stands in the place of the corporr 
officers and is required to perform all the duties and ass11me all 1 
liabilities which would devolve upon the officers of tlie corporati 
were they in control. (See sections 274 and 298 and articles 274 
and 274-2.) A receiver in charge of only part of the property oj 
corporation, however, as, for example, a receiver in mortgage fo 
closure proceedings involving merely smnll portion of its proper 
need not make a return of income. 

SEC. 53. TIME AND PLACE FOR FILING RETURNS. 
(a) Time for fling.- 

(1) OeueziAL BvLar-Returns made on the bash of the calendar 
year shall be made on or before the 15th day of Mnrch following 
the dose of the calendar year. Returns made on the bash of a 
dscal year shall be madkon or before the 15th day of the third 
month following the close of the flscal year. 

(2) ~UXTENSION OF mum-The Commlssioner may grant n ren- 
eonable extension of time for flllng returns, under such rules and 
regulations as he shnll prescribe with the approval of the Secre- 
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tary. Except in the case of tnxpayers who are abroad, no such 
extension shall be for more than six months. 

(b) To whom return made,- 
(1) IlpDmDuaLe.-Retnrns (other than corporation returns) 

shall be made to the collector for the dlstrict in which is located 
the legal resldence or prlncipnl place of business of the person 
making the return, or, if he has no legal resldence or principal 
place of business in the United States, then to the collector at 
Baltimore, Maryland. 

(2) CoBwBanoNs.-Returns of corporations shall be made to 
the collector of the district in which is located the prlncipal place 
of huslness or principal office or agency of the corporation, or, if 
it has no prlncipnl place of business or prlncipal ofece or agency 
in the United States, then to the collector at Baltimore, Maryland. 

ART. 53-1. Time for Bling returns.-Returns of income (except in 
the case of nonresident alien individuals, as to which see section 216, 
and foreign corporations, as to which see section 235) must be made 
on or before the 15th day of the third month following the close 
of the taxable year. A corporation going into liquidation during 
any taxable year may, upon the completion of such liquidation, pre- 
pare a return for that year covering its income for the part of the 
year during which it was engaged in business and may immediately 
file such return with the collector. 

ART. 53-2. Extensions of time for flling returns.-It is important that 
the taspayer render on or before the due date a return as nearly com- 
plete and final as it is possible for him to prepare. However, the 
Commissioner is authorized to grant a reasonable extension of time 
for filing returns under such rules and regulations as he shall pre- 
scribe with the approval of the Secretary. Accordingly, authority 
for granting extensions of time for filing income tax returns is 
hereby delegated to the various collectors of internal revenue. Appli- 
cation for extensions of time for filing income tax returns should 
be addressed to the collector of internal revenue for the district in 
which the taxpayer files his returns and must contain a full recital 
of the causes for the delay. Except in the casc of taxpayers who 
are abroad, no extension for filing income tax returns may be 
granted for more than six months. For extensions of time for 
payment of tax, see sections 66 (c) and 272 (j)  and articles 53-3, 
5&2, and 272-3. 

ART. 53-3. Extensions of time in the case of foreign organizations, 
certain domestic corporatione, and citizens of United States residing or 
traveling abroad.-An extension of time for filing returns of income 
for taxable years begun after December 31, 1933 is hereby granted 
up to and including the 15th day of the sixth month following the 
close of the taxable year in the case of: 

(a)  Foreign partnerships regardless of whether they maintain an 
office or place of business within the United States; 
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(5) Foreign corporations which maintain an office or place of 
business within the United States; 

(c) Domestic corporations which transact their business and keep 
their records and books of account abroad ; 

(a) Domestic corporations whose principal income is from sources 
within the possessions of the United States; and 

(e) American citizens residing or traveling abroad, iqcluding per- 
sons in military or naval service on duty outside the United States. 

I n  all such cases an affidavit. must be attached to the return, stat- 
ing the cause of the delay in filing. 

, An extension of time for paying the tax for such years is also 
granted up to and including the 15th day of the sixth month follow- 
ing the close of the taxable year in the case of the taxpayers specified 
in (a), ( c ) ,  ( d ) ,  and (e) . The installments of tax which are actually 
due must be paid at  the time of filing the return and the other in- 
stallments shall be paid as they fall due. Taxpayers who takc advan- 
tage of this extension of time for paying the tax will be charged 
with‘ interest a t  the rate of 6 per cent per annum on the first install- 
ment of tax from the origidal due date until paid. 
ART. 534.  Due date of return.-The due date is the date on or before 

which a return is required to be filed in accordance with the pro- 
visions of the Act or the hst day of the period covered by an ex- 
tension of time granted by the Commissioner or a collector. When 
the due date falls oh Sunday or a legal holiday, the due date for 
filing returns will be the day following such Sunday or legal holiday. 
I f  placed in the mails, the returns should be posted in ample time to 
reach the collector’s office, under ordinary handling of the mails, on 
or before the date on which the return is required to be filed. I f  a 
return is made and placed in the mails in due course, properly ad- 
dressed and postage paid, in ample time to reach the office of the 
collector on or before the due date, no penalty will attach should the 
return not actually be received by such officer until subsequent to that 
date. I f  a question may be raised as to whether the return was 
posted in ample time to reach the collector’s office on or before the 
due date, the envelope in which the return was transmitted will be 
preserved by the collector and forwarded to the Commissioner with 
the return. As’ to additions to the tax in the case of failure to file 
return within the prescribed time, see eection 291. 

SEC. 54. RECORDS AND SPECrAL RETURNS. 
(a) By taxpayer.-Every perawn llable to any tax Imposed by thls 

tltle or for the collectlon tbreof,  shall keep such record& Fender 
under oath such statements, make such returns, and comply with 
such rules and regulatlons, a61 the Commlssloner, wlth the approval 
of the Secretary, may from tlme to tlme prescrlbe. 
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(a) To determine liability to tax.-Whenever In the judgment of the 
Commlssloner necessary he may requlre any person, by notlce served 
upon hlm, to make a return, render unmr oath such statements, or 
keep such recorde, as the Commissioner deems sumclent to show 
whether or not such person is llnble to tax under thls tltle. 

( 0 )  Information at the ioaroe.-For requlrement of statements and 
returns by one person to assist In determlnlng the tax linbillty of 
another person, see sectlons 147 to 150. 

ART. 561.  Aids to  collection of tax.-The Commissioner may require 
any person to keep specific records, render under oath such statements 
and returns, and comply with such rules and regulations as the Com- 
missioner, with the approval of the Secretary, may prescribe, in  order 
that he may determine whether such person is liable for the tax or 
for the collection thereof. I n  accordance with this provision, every 
person subject to tax carrying on the business of producing, manu- 
facturing, purchasing, or selling any commodities or merchandise, 
except the business of growing and selling products of the soil, shall 
for the purpose of determining the amount of income which may be 
subject to the tax keep such permanent books of account or records, 
including inventories, as are necessary to establish the amount of his 
gross income and the deductions, credits, and: other inforniation 
required to be shown in an inconie tax return. Forms relnting to 
Federal income taxes shall be prescribed by the Commissiciner and 
filled in according to the instructions contained thereon and the regu- 
lations applicablc thereto. 

I f  a subsidiary corporation is not permitted by section 141 of the 
Act to  be included in a consolidated return, but was included in a 
consolidated return under section 141 of the Revenue Act of 1932, 
as amended by the National Industrial Recovery Act, for the last 
period for which i t  was required to make a return under the Revenue 
Act of 1932, as amended, such a subsidiary corporation for .any 
taxable year beginning after December 31, 1933 (during which it 
and the common parent corporation arc members of the same affili- 
a b j  group), way, in any cpe,  make its return to tlic collector for 
the district in which tho retwn of such coninioii parent corpora- 
tion is maclu. Unless its return is so made, sucli sulsidiury c0rpoi.a- 
tion shall file for such year a true and correct copy of its return 
with the collector for the d,istrict in which tlic return of the coni- 
mon parent corporation is made. The copy s l i d  be certified to by 
tile mine officers as aru requii*utl to swear to tht !  return, antl shall bo 
filed on or before the tlutu presvribccl for filing the return. The 
terms “ subsidiary corporation,” “ coninion prreiit corporation,” antl 
‘‘ affiliated group ” have- in this parngruph the same nieanings as in 
section 141 of the Revenue Act of 1032, as amended, and the regu- 
lations prescribed tliereuuder. 
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SEC. 55. PUBLICITY OF RETURNS. 
( a )  Returns made under this title shall be open to lnspectbn in 

the same manner, to the same extent, and subject to the same pre  
visions of law, including penalties, as returns made under Title I1 
of the Revenue Act of 1926; and all returns made under this Act 
shall constitute public records and shall be open to public exam- 
ination and inspection to such extent as shall be authorized in rules 
and regulations promulgated by the President. 

(b)  Plvery person required to flle an income return shall flle with his 
return, upon a form prescribed by the Commissioner, a correct state- 
ment of the following items shown upon the return: (1) name and 
address, (2) total gross income, (3) total deductions, (4) net lncome. 
(6) total credits against net Income for purposes of normal tax, and 
( 6 )  tax payable. I n  case of any failure to flle wlth the return the state- 
ment required by' this cub-tion, the collector shall prepare It from the 
return, and $5 shall be added to the tax. The amount so added to the 
t ax  shall be collected a t  the same time and ld the same manner as 
amounta added under section 291. Such statements or copies thereof 
shall as soon as practicable be made available to  public examination 
and inspection in such manner as the Commisaioner, wlth the approval 
of the Secretary, may determine, in the ofece of the collector with which 
they ape flled, for a period of not less than three years from the date 
they are required to be flled. 

, 

ART. 55(b)-l. Definitions.-Any word or term used in this article 
and articles 55(b)-2 to 55(b)-5 which is defined in the Act shall be 
given the respective definition contained in the Act. 

ART. 55(b)-2. Form of statement.-Form 1094 is hereby prescribed 
as the form for the statement required by sectloq 55(b). 

Am. 55(b)4.  Persons required to flle Form 1094.IEach individual, 
trust, estate, partnership, or corporation which is requilled to make an 
income return under the provisions of sections 51,52,141,142,146 or 
187 of Title I, section 851 of Title IA,  or section 702 of Title V, shall 
execute Form 1094 in accordance with 'the instructions contained on 
that form, and file it with the return. 
Am. 55(b)4 .  Addition to tax in oase of failure to flle Form 1004,- 

I n  the case of failure to file with the income return the statement 
upon Form 1094, the collector shall prepare the statement on such 
form and shall increase by $5 the amount of tax shown to be due 
on the return. The amount so added shall be collected a t  the same 
time and in the same manner a3 the 25 per cent penalty for failure to 
file an income tax return within the timo prescribed by law is col- 
lectible. . 

Am. 55 (b)-5. Examination and inspection of the statement.-Within 
a reasonable time after the income return is filed, the statement on 
Form 1094, or a copy thereof, under such procedure as may be pre- 
scribed by the Commissioner, shall be available for public exanlina- 

137 

tion and inspection in the office of the collector for the district in 
which the return and statement were filed. 

SEC. 56. PAYMENT OF TAX. 
(a) Time of payment.-The total amount of tar imposed by thls 

title shall be paid on the flfteenth day of March following the close of 
the ca#ndnr )ear, or, if tlre return should be made on the basis of a 
flwal ye r, then on the flfteentli day of the third month following the 

(b) Init$llment payments.-%'he taxpayer inay elect to pay the tax in 
four equal *installments, in which case the flrst installment shall be 
paid on the date prescribed for the payment of the t a r  by the taspayer, 
the second instrillment shall be paid on the flfteenth day of the thlrd 
month, the third instullirient on the flfteenth day of the sixth nionth, 
and the fourth installment on the flfteentli day of tlre ninth month, 
after such date. If  any installment is not paid on or before the date 
flxed for Its payment, the whole amount of the tax unpaid shall be paid 
upon notice and demand from the collector. 

( 0 )  Extension of time for payment.-At the request of the taxpayer, 
the Commissioner may extend the time for payment of the aniouiit 
deterniincd as the t a x  by the taxpayer, or any installment thereof, for 
a period not to exceed six months from the date  prescribed for the 
payment of the tax or an Installment thereof. In such case the amount 
in respect of which the extension is gronted shall be paid on or before 
the date of the explratlon ~f the period of the extension. 

(d) Voluntary advance payment.-A tux Imposed by thls title, or any 
installment thereof, may be paid, at the election of the taxpayer, prior 
t o  the date prescribed for i ts  payment. 

(e) Advance payment in cane of jeopardy.-For advance payment In 
case of jeopardy, see section 146. 

(f) Tax withheld at soarce.--$or requlrement of withholding tax at 
the source In the case of nonresident aliens and forelgn corporations, 
and in the case of so-called " tax-free covenant bonds ", see sections 143 

(g) Fraotional parts of cent.-In the paynient of any tax under this 
title a fractionnl part of a cent shall be disregarded unless it amounts 
to one-half cent or more, In whlch c a w  it shall be Increased to 1 cent. 

(h) aeceiptr.-Every collector to whoin any payuient of uny income 
t a x  Is  made shall upon request glve to the person making such payment 
a full written or printed receipt therefor. 

close of f he Bscal year. 

' and 144. 

' ART. 56-1. Date on which tax shall be paid.-The tax, unless it is 
required to be withheld at  the source (see sections 143 and 144) or 
unless it is to be paid by a nonresident alien individual (see section 
217) or a foreign corporation not having any office or place of 
business in the IJnited States (see section 236), is to be paid on or 
before the 15th day of Murcli following the close of the cnlendar year, 
or, i f  the return is made on the basis of a fiscal year, on or before 
the 15th clay of the third nionth following the close of sac11 f iscul  
year. The tnx muy, a t  tlic optioa of tho (But see article 53-3.) 
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taxpayer, be paid in four equal installments instead of in a single 
payment, in which case the first installment is to be paid on or 
before the date prescribed for the payment of the tax as a single 
payment, the second installment on or before the 15th day of the 
third month, the third installment on or before the 15th day of the 
sixth month, and the fourth installment on or before the 15th day 
of the ninth month, after such date. If I he taxpayer elects to pay 
the tax in four installments, each O F  tho four installments must be 
equal in amount, but any installment may be paid, a t  the election 
of the taxpayer, prior to the date prescribed for its payment. I f  an 
installment is not paid in full on or before the date fixed for its pay- 
ment either by the Act or by the Commissioner in accordance with the 
terms of an extension, the vhole amount of the tax unpaid shall be 
paid upon notice and demand from the collector. 

Am.56-2. Extension of time for payment of the tax or installment 
thereof.-If it is shown to the satisfaction of the Commissioner that 
the payment of the amount determined as the tax by the taxpayer or 
any part or installment thereof upon the date or dates prescribed for 
the payment thereof will result in undue hardship to the taxpayer, 
the Commissioner, a t  the request of the taxpayer, may grant an exten- 
sion of time for the payment for a period not to exceed six months 
from the data prescribed for the payment of such amount, part or 
installment. "he extension will not be granted upon a general state- 
ment of hardship. The term " undue hardship " means more than an 
inconvenience to the taxpayer. It must appear that substantial 
financial loss, for example, due to the sale of property at  a sacrifice 
price, will result to the taxpayer from making payment of the amount 
a t  the due date. I f  a market exists, the sale of property a t  the current 
market price is not ordinarily considered as resulting in an undue 
hardship. 

An application for an extension of time for the payment of such tax 
should be made under oath on Form 1127 and must be accompanied or 
supported by evidence showing the undue hardship that would result 
to  the taxpayer if the extension were refused. A sworn statement of 
assets and liabilities of the taxpayer is required and should accompany 
the application. An itemized statement showing all receipts and 
disbursements for each of the three months preceding the due date of 
the tax shall also be submitted. The application with the evidence 
must be filed with the collector who will a t  once transmit it to the 
Commissioner with his recommendations as to the extension. When 
it is received by the Commissioner i t  will be examined immediately 
and, if possible, within 30 days will be rejected, approved or tenta- 
tively approved, subject to certain conditions of which the taxpayer 
will be immediately notified. The Commissioner will not consider an 

application for an extension of time for the payment of a tax unless 
such upplication is made in writing, and is made to the collector on 
or before the due date of tlie tax or installment thereof for which the 
extension is desired, or on or before the date or dates prescribed for 
payment in any prior extension granted. 

As a condition to the granting of such an extension, the Commis- 
sioner will usually require the taxpayer to  furnish a bond on F o ~ n  
1130 in an amount not exceeding double the amount of the tax or to  
furnish other security satisfactory to the Commissioner for the pay- 
ment of the tax, or installment thereof, on the date prescribed for 
payment in the extension, so that the risk of loss to the Government 
will not be greater a t  the end of the extension period than it was at  
the beginning of the period. If a bond is required it must be filed 
with the collector within 10 days after notification by the Com- 
missioner that such bond is required. It shall be conditioned upon 
the payment of the tax, interest, and additional aniounts assessed 
in connection therewith in accordance with the terms of the extension 
granted, and shall be executed by a surety company holding a certifi- 
cate of authority from the Secretary of the Treasury as an acceptable 
surety on Federal bonds, and shall be subject to the approval of the 
Cornmissioner. I n  lieu of such a bond, the taxpayer may file a bond 
secured by deposit of Liberty bonds or other bonds or notes of the 
United States equal in thcir total par value to an amount not exceed- 
ing double the amount of tho tax, or installment thereof. (% sec- 
tion 1126 of the Revenue Act of 1926.) A request by the taxpayer 
for an extension of time for the payment of one installment does not 
operate to procure an oxtension of time for payment of subsequent 
installments. Nor does an extension of time for filing a return oper- 
ate to extend the time for the payment of the tax or any part thereof, 
unless so specified in the extension. If an extension of time for pay- 
ment of the tax or any in s t ahon t  is granted, the amount, time for 
payment of which is 80 extended, shall be paid on or before thq expi- 
ration of tlie period of tho extension, together with interest at the 
rate of 6 per cent per annum on such ainoiirrt froin the date when tlie 
payment should have been inado if no extension had been granted 
until the expiration of the period of  the extension. (See section 295.) 

ART. 563. When fractional part of cent may be disregarded.-In the 
payment of taxes a fractional part of a cent shall be disregarded 
unless it amounts to one-half cent or more, in which case it shall be 
increased to 1 cent. Fractional parts of a cent should not be disre- 
garded in the computation of taxes. 

ART. 5 6 4 .  Beceipts for tax payments.-Upon request a collector will 
give D receipt for cacli tax payment. In the cam of payments made 
by check or inoricy order the cariceled check or tho money order 



receipt is usually a sufficient receipt. I n  the case of payments in 
cash, however, the taxpayer should in-every instance require and the 
collector should furnish B receipt. 

SEC. 57. EXAMINATION OF RETURN AND DETERMINATION OF 

As soon as  Practicable after the return is Bled the Commissioner 
shall examine I t  and shall determine the correct amount of the tax. 

TAX. 

ART. 57-1. Examination of return and determination of tax by the 
Commissioner.-As soon as practicable after returns are .filed, they will 
be examined and the correct amount of the tax determined under 
such procedure as may be prescribed from time to time by the Com- 
missioner. (See section 272.) 

SEC. 58. ADDITIONS TO TAX AND PENALTIES. 
(a )  For additions to the tax in case of negligence or fraud in tfie 

nonpayment of tax or failure to file return therefor, see Supple- 
ment M. 

(b) For criminal penalties for nonpayment of tax or fallnre to 
flle return therefor, see sectlon 146. 
SEC. p9. ADMINISTRATIVE PROCEEDINGS. 

overpayment of a tax Imposed by thls title, 8ee 88 follows: 

deflclencies. 

For, admlnlatrntlve proceedings in respect of the nonpayment or 

(a) Supplement L. relatlng to assessirlent and collection of 

(b) Supplement M, relatlng to interest and additions to tax. 
. (c) Supplement N, relating to claims agalnst tranefereea and 

fiduciaries. 
(d)  Supplement 0, relating to overpayments. 

CHAPTER IX 

MISCELLANEOUS PROVISIONS 
Part VI-Miscellaneous Provisions 

SEC. 61. LAWS MADE APPLICABLE. 
All adminlstrative, special, or stamp provisions of law, including 

the lnw relntlng to the assessment of taxes, 80 far as  applicable, are 
hereby extended to and made a part of this tltle. 

SEC. 62. RULES AND REGULATIONS. 
The Commlssloner, with the approval of the Secretary, shall pre- 

scribe and publlsh nil needful rules and regulations for the enforce 
ment of tills title. 
SEC. 63. TAXES IN LIEU OF TAXES UNDER 1932 ACT. 

ing tuxev imposed by tile Revenue Act of 1932. 
SEC. 64. SHORT TITLE. 

The taxes imposed by thls title shall be In lleu of the correspond- 

Tbls tltle may be clted as the '' Income Tax Act of 1934." 

( 141 1 



CHAITEE X 

CORPORATIONS EXEMPT FROM TAX 
Subtitle OSupplemental Provisions, Supplement A-Rates of Tux (Supple- 

mentary to Subtitle B, Part I) 

SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS. 
The followlng organleatima shall be exempt from taxntlon under thls 

title- 

Am. 101-1. Pmof of exemption.-A corporation is not exempt merely 
because it is not organized and operated for profit. I n  order to 
establish its exemption and thus be relieved of the duty of filing 
returns of income and paying the tax, i t  ia necessary that every 
organization claiming exemption file an affidavit with the collector 
of the district in which it is located, showing the character of the 
organization, the purpose for which it was organized, its astual 
activities, the sources of its income and its disposition, whether or 
not any of its income is credited to surplus or may inure to the 
benefit of any private shareholder or individual, and in general all 
facts relating to its operations which affect ita right to exemption. 
To such a5davit should be attached a copy of the charter or articles 
of incorporation, the by-laws of the organization, and the late& 
financial statement, showing the assets, liabilities, receipts, and dis- 
bursements of the organization. The words " private shareholder or 
individual" in section 101 refer to individuals having a personal 
and private interest in the activities of the corporation. 

In  the case of the particular classes of organizations listed below, 
the following additional information should be embodied in or at- 
tached to, and made a part of, the affidavit referred to above: 

(1) Fraternal beneficiary societies, orders, or associations : 
(a )  The number of subordinate lodges in active operation, (6) 
whether periodical metings are actually held ; 

(2) Building and loan associations and cooperative banks: 
These associations and banks shall submit the information re- 
quired by Questionnaire, Form 1027, copies of which muy be 
obtained from any collector; 
(3) Corporations, community chests, fund$, or foundations 

claiming exemption under section 101 (6) : To what extent the 
( 142 ) 
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activities of the organization involve carrying on propaganda, 
or otherwise attempting to influence legislation ; 

(4) Educational organizations : I n  addition to the informa- 
tion called for in (3) above, whether any of the shareholders 
are paid by the organization, and if so, the reason for each such 
payment and the Amount thereof; 

( 5 )  Hospitals: I n  addition to the information called for in 
(3) above, whether nonpap patients are accepted; 
(6) Business leagues: ( a )  A statement of the services per- 

formed for members, (b) a statement of the~ervices performed 
for nonmenibers ; 
(7) Clubs: The income received from the use of the facilities 

by the general public; 
(8) Benevolent life insurance associations : (a) The number 

of counties in which the association accepts risks, (b)  copies of 
the policies or certificates of membership ; 

(9) Mutual insurance companies: (a) Copies of the policies 
or certificates of membership; (b)  if any substantial amount of 
income is claimed to be held for the payment of losses or ex- 
penses, a statement based upon a reliable table of loss experience 
demonstrating that the amount so held for the payment of losses 
is reasonably necessary; or in the case of expenses, a statement 
based upon reliable statistics showing that tho expenses were 
incurred or that in all probability they will be incurred ; 

(10) Farmers' cooperative associations : These associations 
shall submit the information required by Questionnaire, Form 
1028, copies of which may be obtained from any collector; 

(11) Holding companies : ( a )  The name of the organization 
for which it holds title, ( 6 )  the information necessary to estab- 
lish the exemption, under section 101, of the organization for 
which title is held. 

The collector, upon receipt of the affidavit ond other papers, will 
forward them to the Commissioner for decision as to  whether the 

When an organization has established its right to exemption, i t  
need not thereafter nlake a return of income or any further showing 
with respect to its status under the law, unless it changes the charac- 
ter of its organization or operations or the purpose for which it was 
originally created. Collectors will keep a list of all exempt corpora- 
tions, to the end that they may txcasionully inquire into their status 
and ascertain whether or not they are observing tho  conditions upon 
which their exemption is predicated. 

' organization is exempt. 
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[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 

this title-] 
[The following organlacitions shall be exempt from taxation under 

(1) Lnbr, ngriculturrtl, or horticultunil orginlzatlons * 

ART. 101 (1)-1. Labor, agricultural, and horticultural organizations,-- 
The organizations contemplated by section 101 (1) as entitled to 
cseinption from income taxation are those which- 

(1) Have no net income inuring to tlie benefit of any member; 
(2) Are ediicntionnl or instriictive in character; and 
(3) Have as their objects the betterment of the conditions of those 

engaged iii such pursuits, the iiiiprovernent of the grade of their 
prodtick, and the developinent of n higher degree of efficiency in 
their respective owiipntioiis. 

Orgnniantions sii(*h as county fairs and’ like associations of a 
qnasi piiblic character, which are designed to encourage the develop- 
iiient of better ngriciiltural and horticultural products through a 
system of awards, and whose income from gate receipts, entry fees, 
and donations is used exclusively to meet the necessary expenses of 
upkeep and operntion, nro thus exempt. On the other hand, associa- 
tions which hnve for their purpose, for example, the holding of 
periodical race meets, the profits from which may inure to the benefit 
of their shareholders, are not exempt. Similarly, corporations en- 
g a p 1  in growing ngricultural or horticultural products for profit 
R M  not exeinpt froin tax. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The follov lng orpiintacitlons sliiill bc cwmpt from taxatlon under 

thin t i t l e ]  
(2 )  Muliinl rrriviiigs bmk8 not Iinvliig n cnpital stock reprcsented by 

shares ; 

ART. lOl(2) -1 .  Mutual savings banks.-In order that a corporation 
mny be entitled to exemption iis a inutiial navings bank, it must 
appear that it is an organization- 

(1) Which has no capital stock represented by shares, and 
(2) Whose enrnings, 1 ~ s  only the expenses of operation, are dis- 

tributable wliolly uiriong the depositors. 
I f  i t  appears that the orguiiizirtion has shareholders who par- 

ticipate in tho profits, the organization will not be exempt. 
A inutiiul savings bank need not be incorporated or be under 

public. siipervision, unless, in ritlior case a State statute so requires, 
nor nrctd i t  servo tlie public in general, in order to be exempt. It 
iiiay confine its biisinrss to a ilrsipated cluss of individuals, such 
ns cinployces o f  ti hi tiglc corporation, without losing its exempt 
status. 
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[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organlzntions shall be exempt from taxatlon under 

this tltlf3-] . 
(3) Fraternal benefldary societies, orders, or associations, (A)  oper- 

ating under the lodge system or for the exclusive beneflt of the mem- 
bers of a fraternity itself operating under the lodge system; and (B) 
providing for the payment of life, sick, accident, or other beneflts to the 
members of such society, order, or assoclatlon or their dependents; 

ART. 101 (3) -1. Fraternal beneficiary societies.-A f raternnl benefici- 
ary society is exempt from tax only if operated under the “lodge 
system,” or for the exclusive benefit of the members of a society so 
operating. ‘( Operating under the lodge system ” means carrying on 
its activities under a form of orgnnization that comprises local 
branches, chartered by a parent organization and largely self-gov- 
erning, called lodges, chapters, or the like. I n  order to be exempt 
it is also necessary that the society have an established system for 
the payment to its pembers or their dependents of life, sick, acci- 
dent, or other benefits. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organizations shall be exempt from taxatlon under 

this title-] 
(4)  Domestic building and loan associations substantially all the 

business of whlch is confined to making loans to members; and coopera- 
tive banks without capltul stock organlzed and operated for mutual 
purposes and wlthout proflt; 

ART. 101 (4)-1. Building and loan assooiations and cooperative banks.- 
A building and loan association organized pursuant to and operating 
in  accordance with the laws of the United State8 or a State or Terri- 
tory thereof, substantially all the business of which association is 
confined to making loans to members, is entitled to exemption. 

Cooperative banks without capital stock organized and operated 
for mutual purposes and without profit are eiempt. Credit unions 
such as those organized under the laws of Massnchusetts, being in 
substance and in fact the same as cooperative banks, are likewise 
exempt from tax. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organlzntlons shnll be exempt from taxatlon under 

this title-] 
(5) Cemetery companies owned and operated excluslvely for the 

beneflt of thelr members or which are not operated for proflt; and any 
corporation chartered solely for burial purposes as a cemetery corpora- 
tion and not permitted by its charter to engage In any buslnees not 
necessarily incldent to that purpose, no part of the net earnings of 
whlch inures to the beneflt of any private shareholder or individual; 

ART. 191 (5)-1. Cemetery companies.-A cemetery company may be 
entitled to  exemption- 
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(1) I f  it is owned by and operated exclusively for the benefit of 
its lot owners who hold such lots for bona fide burial purposes and 
not for purpose of resale, or 

(2) I f  it is not operated for profit. 
Any cemetery corporation chartered solely for burial purposes and 

not permitted by its charter to engage in any business not necessarily 
incident to that purpose, is exempt from income tax, provided that no 
part of its net earnings inures to the benefit of any private shareholder 
or individual. A cemetery company which fulfills the other require- 
ments of the Act may be exempt, even though it issues preferred stock 
entitling tlie holders to dividends a t  a fixed rate, not exceeding the 
legal rate of interest in the Stnte of incorporation, or 8 per cent per 
annum, whichever is greater, on the value of the consideration for 
which the stock was issued, provided that its irticles of incorporation 
require- 

(1) That the preferred stock shall be retired a t  par as soon as suf- 
ficient funds available therefor are realized from sales, and 

(2) That all funds not required for the payment of dividends upon 
or for the retirement of preferred stock shall be used by the company 
for the care and improvement of the cemetery property. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The followlng organizations shall be exempt from taxation under 

( 6 )  Corporations, and any community chest, fund, or foundation, 
organized and operated exclusively for religious, charitable, scientlflc, 
literary, or educational purposes, or for the prevention of cruelty to 
diildren or anlmuls, no part of the net ear~ lngs  of which Inures to the 
beneflt of ally privute shurehdder or iridlviduul, and no substantial 
part of the actlvities of which is carrying on propaganda, or otherwise 
attempting, to influence bgislatioti ; 

this t i t l e ]  

ART. 101 (6)-1. Religions, charitable, scientifla, literary, and educa- 
tional organizations and oommanity chests.-In order to be exempt under 
section 101 (6), the organization must meet three tests: 

(1) It must be organized and operated exclusively for one or 
more of the specified purposes; 

(2) Its net income must not inure in whole or in p a d  to the bene- 
fit of private shareholders or individuals; and 

(3) It must not by any substantial part of its activities atteinpt 
to  influence legislation by propaganda or otherwise. 

Corporations organized and operated exclusively for charitable 
purposes comprise, in general, organizations for tho relief of the 
poor. The fact that a corporation established for the relief of 
indigent persons may receive voluntary contributions from the per- 
sons intended to be relieved will not necesarily deprive it of 
exemption. 
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An educational organization within the meaning of the Act is one 
designed primarily for the improvement or development of the capa- 
bilities of the individual, but, under exceptional circumstances, may 
include an association whose sole purpose is the instruction of the 
public, or an association whose primary purpose is to give lectures on 
subjects useful to the individual and beneficial to the community, 
even though an association of either class has incidental amusement 
features. An organization formed, or availed of, to disseminate con- 
troversial or partisan propaganda is not an educational organization 
within the meaning of the Act. 

Since a carporation to be exempt under section 101 (6) must be 
organized and operated exclusively for one or more of the specified 
purposes, an organization which has certain religious purposes and 
which also manufactures and sells articles to the public for profit, 
is not exempt even though its property is held in common and its 
prqfits do not inure to the benefit of individual members of the 
organization. 

A corporation otherwise exempt under section 101 (6) does not 
lose its status as an exempt corporation by receiving income such as 
rent, dividends and interest from investments, provided such in- 
come is devoted exclusively to one or more of the purposes specified 
in tha t  section. 

Money contributed by members of an organization to  a common 
fund to be applied to the relief of the particular members of the 
organization or their families when in sickness, unemployed, in want, 
or under other disability, is not a charitable fund. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organizations shall be exempt from taxation under 

this title-] 
( 7 )  Rusinesw lengues, chamhers of commerce, real-estate boards, or 

boards of trade, not organized for proflt and no part of the net earn- 
ings of whlch inures to the beneflt of any private shareholder or in& 
vidual ; 

ART. 101 (7)-1. Business leagum, chambers of oommerce, real estate 
boards, and boards of trade.-A business league is an association of per- 
sons having some cominon business interest, the purpose of which is 
to promote such common interest and not to engage in a regular busi- 
ness of a kind ordinarily carried on for profit. It is an organization 
of tlic same general class as a chamber of commerce or board of 
trade. Thus its activities should be directed to the improvement of 
business conditions of one or more lines of business as distinguished 
from the pelformance of particular services for individual persons. 
An organization whose purpose is to engage in a regular business of 
a kind ordinarily carried on for profit, even though the business is 

94750*-35-12 
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conducted on a cooperative basis or produces only sufficient income 
to be self-sustaining, is not a business lcaguo. An association en- 
gaged in furnishing information to prospectivc investors, to enable 
them to make sound investments, is not a business lcuguc, since its 
activities do not further any common business intcrcst, even though 
all of its income is devoted to the purpose stated. A stock exchange 
is not a business league, a chamber of comiiierco, or a board of trade 
within the meaning of the law antl is not excnipt from tax. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 

this t!tle-I 
[The following organizntions shall be exempt from taxatlon under 

(8) Civa leagues or organizations not orglulized for proflt but oper- 
ated exclusively for the promotion of social welfare, or local ussocin- 
tlons of employees, the plembership of which is limited to the eiuployeea 
of a designated person or persons in a particular municipality, and tlie 
net earnings of which are devoted exclusively to chnrituble, educational, 
or recreational purposes ; 

ART. 101 (8)-1. Civio leagues and looal associations of employees,- 
Civic leagues entitled to exemption under section 101 (8) comprise 
those not organized for profit but operated exclusively for purposes 
beneficial to the community as a whole, and, in general, include 
organizations engaged in promoting the welfare of mankind, other 
than organizations comprehended within section 101 (6). Certain 
local associations of employees are also expressly entitled to exemp- 
tion under section 101 (8). The Act proscribes as conditions to ex- 
emption (1) that the membership of such an association be limited to 
the employees of a designated person or persons in a particular 
municipality, and (2) that the net earnings of the association be de- 
voted exclusively to charitable, educational, or recreational purposes. 
See article 101 (6)-1 with reference to the meaning of ‘‘ charitable ” 
and “educational” and article lOl(10)-1 ns to the meaning of 
(6 local ” as used in the Act. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organizations SllUll be exempt from taxation under 

this titl-I 
(9) Clubs orgunized and operuted excludvcly for plcasure, rccren- 

tion, and other nonprofltuble Ilurl)oses, no purt OC t l ~ e  iiet eurnlttgs of 
whlch inures to the benefit of any r)rivate shareholder ; 

ART. 101 (9)-1. Social clubs.-The exemption granted by section 
101 (9) applies to practically all social antl recreation clubs which 
are supported by memborsliip fees, dues, a 1 ~ l  ass(hssrt1ents. If 11 club, 
by reason of the comprehensive powers granted in its charter, en- 
gages in traffic, in agriculture or llorticulturr, or in the sale of real 
estate, timber, etc., for profit, such club is not organized and oper- 
ated exclusively for pleasure, recreation, or social p~irposcs, tlnd any 
profit realized from such activities is subject to tux. I f  a club, 
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otherwise exempt, sells any of its property at  a profit, it is not 
sxempt for the taxable year for which the profit is taxable. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following orgunizutionn 8hull be excmpt froui tsxution under 

(10) Benevolent life insurunce associations of a purely local charac- 
ter, mutunl ditch or irrigation companies, mutual or coopcralive tele- 
phone companies, or like organizations; but only if 85 p r  centum or 
more of the income consists of amounts collected froiu members for 
the sole purpose of mreting losses and expcnses; 

this title-] 

ART. 101 (10)-1. Local benevolent life insurance associations, mutual 
irrigation and telephone companies, and like organizations.-It is a pre- 
requisite to exemption under section 101 (10) that a t  least 85 per cent 
of the income of the organization shall consist of amounts collected 
from members for the sole purpose of nieetiiig losses and expenses. 
I f  an organization issues policies for stipulated cash premiums, or if 
it requires advance deposits to cover the cost of the insurance and 
maintains investments from which more than 15 per cent of its in- 
come is derived, i t  is not entitled to exemption. On the other hand, an 
organization may be entitled to exemption, although i t  makes ad- 
vance assessments for the sole purpose of meeting future losses and 
expenses, provided that the balance of such assessments remaining on 
hand a t  tho end of the year is retained to meet losses and expenses or 
is returned to members. 

”he phrase “ of a purely local character ” applies to benevolent life 
insurance associations, and not to the other organizations specified in 
section 101 (10). It applies, however, to any organization seeking 
exemption on the ground that it is-an organization similar to  a be- 
nevolent life insurance association. An organization of a purely local 
character is one whose business activities are confined to a particular 
community, place, or district, irrespective, however, of political sub- 
divisions. If the activities of an organization are limited only by 
the borders of a State i t  can not be considered to be purely local in 
character. 

‘ 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[Tho following organizations shall be exempt from taxatlon under 

this title-] 
(11) Fanners’ or other mutual hall, cyclone, casualty, or flre insur- 

ance compnnies or associations (including interinsurers and recipro- 
cal underwriters) the income of which is used or held for the purpose 
of puyilrg losses or expenses; 

ART. lOl(11)-1. Farmers’ or other mutual hail, cyclone, oasualty, or 
flre insurance companies or assooiations.-A ‘’ farmew’ mutual insurance 
company ” within the meaning of section 101 (11) is a local assew- 
ment mutual company operating in a restricted territory. I n  order 
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to be exempt under section 101 (11) the other mutual insurancs 
companies or associations enumerated tlierein .must be of the same 
general character RS a farmers’ mutunl insurance compa~iy and their 
operations must be liltewise restricted. 

The term “ casualty ” as used in section 101 (11) is limited to  those 
forms of indeninity insurance providing for payment of loss or dam- 
age to property resulting from accident or some such unanticipated 
contingency otlier than fire or the elements, and does not include 
indemnity from loss through accident resulting in bodily injury or 
death. 

[SEC. 101. E X E M P T I O N S  FROM TAX ON CORPORATIONS.] 
[The following organizritions slick11 be escmpt from tnxrition under 

thls title-] 
(12) Farmers’, f rui t  growers’, or like ulrlluciatlona organized ruld op- 

erated on a cooperative basis (a) for the iiurpose of xiiurketlnl: the 
products of members or otlier producers, and turni~ig back to them tile 
proceeds of sales, less the nee-rasury miirkcling c’xlwnws, on the basis 
of d the r  the quantity or the vrilue of the products furnlnhed by them, 
or (b) for the purpcme of purchasing suppllcw cirri1 cqulpment for the 
use of members or other persons, uiid turning over ~ u c h  supplies and 
rqul~iment to them at actual cost, plus necessary eqtenscs. Elxeniption 
Hhall not be denied any such nssocliitlon becuutje i t  lius capltal stock, 
ie  tlic divldcnd rate of such stock Is Axed u t  not to exceed tlre legril 
rtite of Intcrent In the State of incorporation or 8 per centum per 
aniium, \vhic*hrvrr is g r c ~ t c ~ ,  on the viilue of the conalderutiorh for 
which the stock was Issued, and If lrubstnntiully a11 such stock (other 
than nonvoting iweferred stock, the owners of which are not entitled or 
pwuiltttxl  to rwticlpate, directly or iiitiirectly, in the proflts of the 
associatlon, upon dissolution or otherwise, beyond the flxed divldendu) 
is owned by producers who market their products or purchase their 
supplien rntl cqulilment through the ussociation : nor shall exemption 
be denied any Huch nssoeirition becnusr them 1s accumulated and maln- 
tuined by it r i  rPstwe rcciuirctl by Stutc luw or u reasonable rwerve for 
any neccssrrry purposc. 8uch ail nsscrfiition mug murket the prwlucts 
of noximemhrrx in a11 rimonnt the value of wlilch does not exceed the 
value of the products marlrrtrd for i i i (~ i i ib~rs ,  i i n ~ l  mriy purciiase suppllc% 
nnd equipment for noniiieml~rrs I n  an  nniount the vulue of which does 
not exceed tire value of tlic ~upplles and equ ip in~ i t  purchased for mem- 
bers, provided the vrilue of the i)urchiiscs iiiude for persons who nrc 
neither members nor producers does not exceed 16 per centum of the 
vnlue of all i ts  purclrnwq. Busliies8 doiie for the Uiiited States or ally 
of its agencies shrill be tllxrefiurtled I n  detrrmlrilng the right t o  esemp- 
tioil under this purugriipli : 

, 

AaT. 101 (12)-1. Farmers’ cooperative marketing and purchasing associ- 
ations.-(a) Conpwrltivo associntiolls engagcd in the nlrlrketing of 
farm products for farmers, fruit growers, live stock powers, dairy- 
men, etc., and turning back to the producers the proceeds of the sales 
of their products, less the necessary operating expenses, on the basis 
of tlrc products furnished by them, are exempt from income tax and 
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shall not be required to file returns. For instance, cooperative dairy 
companies which are engaged in collecting milk and disposing of it 
or the products thereof and distributing the proceeds, less necessary 
operating expenses, among the producers upon the basis of the quan- 
tity of milk or of butter fa t  in the milk furnished by such producers, 
are exempt from the tax. If the proceeds of the business are dis- 
tributed in any other way than on such a proportionate basis, tho 
association does not meet the requirements of the Act and is not 
exempt. I n  other words, nonmember patrons must be treated the 
same as nicmbers in so far as the distribution of patronage dividends 
is concerned, that is, if product are marketed for nonmember pro- 
ducers, the proceeds of the sale, less necessary operating expenses, 
must be returned to the patrons from the sale of whose goods such 
proceeds result, whether or not such patrons are members of the as- 
sociation, I n  order to show its cooperative nature and to establish 
compliance with the requirement of the Act that the proceeds of 
sales, less necessary expenses, be turned back to all producers on the 
basis of the products furnished by them, it is necessary for such an 
association to keep permanent records of the business done both with 
members and nonmembers. The statute does not require, however, 
that the association keep ledger accounts with each producer selling 
through the association. Any permanent records which show that 
the association was operating during the taxable year on a coopera- 
tive basis in the distribution of patronage dividends to all producers 
will suffice. While under the Act patronage dividends must be paid 
to all producers on the same basis, this requirement is complied with 
if an association, instead of paying patronage dividends to  non- 
member producers in cash, keeps permanent records from which the 
proportionate shares of the patronage divideeds due to nonmember 
producers can be determined, and. sues shares are made applicable 
toward the purchase price of a share of stock or of a membership in  
the association. 

An association which has capital stock will not for such reason be 
denied exempti~n, (1) if the dividend rate of such stock is fixed at  
not to exceed the legal rate of interest in the State of incorporation 
or 8 per cent per annum, whichever is greater, gn the value of the 
consideration for which the stock was issued, and ( 9 )  if substantially 
all of such stock (with the exception noted below) is owned by pro- 
ducers who market their products or purchase their supplies and 
equipment through the association. Any ownership of stock by 
others than such actual producers must be satisfactorily explained in 
the association’s application for exemption. The association will be 
required to show that the ownership of ibs capital stock hes h re- 
stricted as far as ,pmible to  such actual produdra I f  by statutwy 
requirement all offiaers of an association musk be shareboldem, the 
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ownership of a share of stock by a nonprducer to qualify him as an 
05ce.r will not destroy the association’s exemption. Likewise, if a 
shareholder for any reason ceases to be a producer and the associa- 
tion is unable, because of a constitutional restriction or prohibition 
or other reason beyond the control of the association, to purchase or 
retire the stock of such nonproducer, the fact that under sucll cir- 
cumstances a small amount of the outstanding capitul stock is owned 
by shareholders who are no longer proclucers will not destroy the 
exemption. The restriction placed on the owiersllip of capital stock 
of an exempt cooperative association shall not npply to nonvoting 
preferred stock, provided the owners of such stock are not entitled 
or permitted to participate, directly or indirectly, in the profits of 
the association, upon dissolution or otherwise, beyond the fixed divi- 
dends. The accumulation and maintenance of a reserve requirecl by 
State statute, or the accumulation and maintenance of a reasonable 
reserve or surplus ibr any necessary purpos(‘, such us to  providu for 
the erection of building and facilities required in business or for 
tho purchase and installment of machinery a i d  equiprilent or to re- 
tire indebtedness incurred for such purposes, will not destroy the 
exemption. An association will not be denied exemption because i t  
markets the products of nonmembers, provided the value of the prod- 
ucts marketed for nonmembers does not exceed the value of the prod- 
ucts marketed for members. Anyone who shares in the profits of a 
farmers’ cooperative marketing association, untl is entitled to par- 
ticipate in the management of the association, must be regarded as 
a member of such association within the meaning of section 101 (12). 

(b)  Cooperative associations engaged in the purchasing of sup- 
plies and equipment for farmers, fruit growers, live-stock growers, 
dairymen, etc., and turning over such supplies and equipment to 
thein a t  actual cost, plus the nccessory operating expenses, are cxempt. 
The term supplies and equipment ” as used in section 101 (12) in- 
cludes groceries and all other goods and merchundise used by farmers 
in the operation and maintenance of u f a m  or furnier’s householcl. 
The provisions of paragraph (a )  rchting to 11 rcscrvc or surplus and 
to capital stock shall apply to associations cboiiling iinder this para- 
graph. An association which purchuses supplies and equipment for 
nonmembers will not for such reason be denied exemption, provided 
the value of the purchases for nonmembers does not exceed tlie value 
of the supplies and equipment purchased for members, and provided 
the value of the purchases made for nonmenhers who are not pro- 
ducers does not exceed 15 per cent of the value of all its purchases. 

I n  order to be exempt under either ( a )  or ( b )  an association must 
establish that i t  has no net income for its own account other than 
that reflected in a reserve or surplus authorized in paragraph ( a ) .  
An association engaged both in marketing furm products and in pur- 
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supplies and equipment is exempt if as to each of its func- 
meets the requirenients of the Act. Business done for the 
States or any of its agencies shall be disregarded in deter- 
tbc right to exeiiiption under section 101 (12) and this 
An association to be entitled to exemption must not only 

._ .~~ nized but actnally operated in the manner and for the pur- 
poses specified in section 101 (12). 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The following organizations shall be exempt from taxation under 

thls ti&-I 
(13) Ooritorutloiis orgunlzed by an usawlutloii exempt under the pro- 

vlsloris of paragrnlih (12), or members thereof, for the purpoee of 
flnnncing the ordinnry crop operutlous of such memkrn or other pro- 
ducers, and operated In conjuiictlon wlth sucll nsuoclutloii. Exeinptlon 
shall not he denled any such curporution because it lius caplttil stock, 
if the divldend rute of such stock Is flxed nt iiot to exceed tlie legal rute 
of intereat in the Stnte of liieorliortitloii or 8 per centuin per nniium, 
wlilcliever 1s greater, on the vrilue of the considcratlorl for whlcli the 
stock was ismed, and if substailtially all  nuch stock (other thun now 
voting lmferred stock, the owiiers of which nre not entltled or per- 
niltttvl to particiliate, directly or indlrwtly, 111 the proate of the cor- 
poration, upon diascilution or otherwise, beyond the flsed dividends) is 
owned by suc.li uusoc~iiitlon, or mwnhers thereof; nor shall exemption lie 
denied any such corporation because there is acrumulnted and main- 
talned by it a reserve requlred by Btute luw or n reosonnble reserve for 
any iiecesaary gurpm : 

ART. 101 (13)-1. Corporations organized to b a n c e  crop operatiom.- 
Corporations organized by farmers’ cooperative marketing or pur- 
chasing associations, or the members thereof, for the purpose of 
financing the ordinary crop operations of such members or other pro- 
ducers are also exempt, provided the marketing or purchasing m o -  
ciation is exempt under section 101 (12), and the financing corpora- 
tion is operated in conjunction with the marketing or purchasing 
association. The provisions of article lOl(12)-1 relating to a re- 
serve or surplus and to capital stock shall also apply to corporations 
coming under this article. 

Cooperative organizations engaged in occupations dissimilar from 
those of farmers, fruit growers, and the like, such as marketing 
building materials, are not exempt. 

[SEC. 101. EXEMPTIONS FROM TAX ON CORPORATIONS.] 
[The followlng organizations shall be exempt from taxation under 

(14) Corporations organized for tlie exclusive purpose of holding 
** over the en- title to property, coll&ting income therefrom, and turnin, 

tire amount thereof, less expenses, to an organization which Itself is 
exempt from the tax imposed by this title; 

(16) Corporations organized under Act of Congress. if such eorpora- 
tlons are lnstrumentalltiee of the United Rtatee and if, under such A& 

this title-] 
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SEC. 102. SURTAX ON CORPORATIONS IMPROPERLY ACCUMU- 
LATING SURPLUS. 

(a) Imposition of tax.-There shall be levied, collected, and paid 
for each taxable year upon the udjusted net income of every corpora- 
tion (other than a personal holding conipany as defined in section 861) 
if such corporation, however created or organized, Is formed or availed 
of for the purpose oP preyentlng the imposition of the surtax upon its 
shareholders or the shareholders of any other corporation, through the 
medium of permitting gains and profits to accumulate instead of being 
divided or distributed, a surtax equal to the sum of the following: 

(1) 26 per centum oP the amount of the adjusted net Income not 

(2) 35 per centurn of the amount of the adjusted net income In 

(b) Prima faoie evidence.-The fact that any corporation is a mere 
holdlng or investment company, or that the gains or  profits are per- 
mitted to accumulate beyond the reasonable needs of the bualness, shall 
be prlma facie evidence of a purpose to avoid surtax. 

(a) Dednltlon of llad)urted net income”.-As used in thla scction, 
the term ‘I ndjuated net income ” mean8 the net income computed with- 
out the allowance of the dividend deduction otherwiee ulluwable, but 
diminished by the amount of dividend8 paid during the tuxable year. 

(a) Payment of iartax on pro rate mhares.-The tax imposed by thia 
set ion shall not apply if all the shareholders of the corporation include 
(a t  the time of flling their returna) In their grosr, income their entire 
pro rata shares, whether distributed or not, of the “adjusted net ln- 
conie” of the corporation for such year. Any atuowult 80 included In 
the gross income of a shareholder shall be treated as a dividend re- 
ceived. Any subsequent distribution made by the corporation out of 
earninga or profits Por such taxable year shall, if distributed to any 
shareholder who has 80 included In hls grosa income his pro rata 
share. be exempt froin tax In the amount of the,ehafe so Included. 

(e) Tax an personal holding companies.-For surtax on personal 
holding companles, see section 351. 

ART. 102-1. Taxation of corporation formed or utilized for avoidance of 
mrtex.-Section 102 imposes a graduated income tax or surtax upon 
any domestic or foreign organization formed or availed of to avoid 
th0 imposition of the individual surtax upon its shareholders or the 
shareholders of any other corporation through the iiiedium of per- 
mitting gains and profits to accumulate instead of dividing or dis- 
tributing them. However, personal holding companies, as  defined 

in excess of $lOO,OOO, plus 

excess of $lOO,OOO. 

I ( 1s) 

as amended and supplemented, such coq~orntlons nro exempt Prom Fed- 
eral income taxes: 
(16) Voluntary emplorees’ bcneflciary rissorintions providing for tile 

payment of life, sick, accitlent, or other benrflts to the ilrcn~lars of such 
association or their deiwndentu, i f  ( A )  nv purt oP their rlct eurr~irjgy 
Inures (other thnn throu6ll such payments) to tlrc benefit oP u11y private 
shareholdrr or Indlvldunl, and ( B )  85 i)er ce11tu111 or nlore of tile income 
consists of uIIIountS coilectetl fronl melnberb for Liulc #ole iburpose of 
muking such iusments and meeting exptqlscs ; 
(17) Tt!achc~u’ retlrelneut fund esetwriutiolule OP a purely local clInr. 

ucter, if (A) IIU Dart of their net eurninjie Inures (other than tllrough 
puyment of retirement benefits) to the bcncflt of rlny privutc shnre- 
holder or Intlivltluul, untl ( 1%) the IIICOIUC! coilsiats solels of alnoonts re- 
ceived from I I U I ~ I ~ C  tuxutlori, aiilounts rcreivcd from aeeerrlrrllenta upon 
the teucliiug ealurlea of membertr, and iucome in re8l)ect oP Inveetments. 

I 
* *  

CHAPTER XI 

CORPORATIONS USED TO AVOID SURTAX 
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in section 351, being taxed separately in accordance with the provi- 
sions thereof, are excepted from taxation under section 102. The 
surtax imposed by section 102 applies whether the avoidance was 
accomplished through the formation or use of only one corporation 
or a chain of corporations. For example, if the capital stock of the 
M Corporation is held by the N Corporation so that the dividend 
distributions of the M Corporation would not be returned as income 
subject to the individual surtax until distributed in turn by the 
N Corporation to its individual shareholders, nevertheless the surtax 
imposed by section 102 applies to the M Corporation, if that corpora- 
tion is formed or  availed of for the purpose of preventing the im- 
position of the individual surtax upon the individual shareholders 
of the N Corporation. The surtax is in addition to the taxes levied 
upon corporations generally by Title I. For the computation of the 
surtax see article 102-p. 

ART. 102-2. Purpose to avoid Surtax-The Act provides two prima 
facie presumptions of the existence of a purpose to avoid surtax. 
The fact (1) that any corporation is a mere holding or investment 
company, or (2) that the gains and profits are permitted to accumu- 
late beyond the reasonable needs of the business, constitutes prima 
facie evidence of a purpose to avoid the individual surtax. A cor- 
poration having practically no activities except holding property, and 
collecting the income therefrom or investing therein, shall be con- 
sidered a holding company within the meaning of section 102. I f  
the activities further include, or consist substantially of, buying and 
selling stocks, securities, real estate, or other investment property 
(whether upon an outright or a marginal basis) so that the income 
is derived not only from the investment yield but also from profits 
upon market fluctuations, the corporation shall be considered an 
investment company within the meaning of scction 102. 

The assumed purpose to avoid the individual surtax is subject to  
disproof by competent evidence like any other question. Proof of 
the purpose, therefore, depends upon the particular circumstances of 
each case. I n  other words, the purpose may be evidenced by circum- 
stances other than the presumptions specified in the Act. A corpo- 
ration is subject to taxation under section 102 when i t  is formed or 
availed of for the purpose of preventing the imposition of the indi- 
vidual sprtnx regardless of whether i t  is a mere holding or invest- 
ment company, or whether the accumulations, if any, are in excess 
of the business needs. On the other hand, the statutory presump- 
tions will be overcome if the corporation can show, by a disclosure 
of all the facts, that it was neither formed nor availed of for the 
purpose of avoiding the individual surtax, but the mere fact that i t  
distributed a large portion of its earnings for the year in question is 
not sufficient to overcome the presumption. All the circumstances 
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which might be construed as evidence of the purpose can not be out- 
lined. Among other things the following will be taken into consid- 
eration in  determining the existence of such purpose : (1) Dealings 
between the corporation and its shareholders such as withdrawals by 
the shareholders as personal loans or the expenditure of funds by the 
corporation for the personal benefit of the shareholders and (2) the 
investment by the corporation of undistributed earnings in assets 
having no reasonable connection with the business. 

ART. 102-3. Unreacionable accumulation of profits.-An accumula- 
tion of gains and profits (including the undistributed earnings or 
profits of prior years) is unreasonable if it is not required for the 
purposes of the business, considering all the circumstances of the 
case. It is not intended, however, to prevent reasonable accumula- 
tions of surplus for the needs of the business if the purpose is not 
to prevent tlie imposition of the surtax. No attempt can be made 
to enumerate all the ways in which gains and profits of a corpora- 
tion may be accui~~ultrted for the reasonable needs of the business. 
Undistributed income is properly accunlulated if retained for work- 
ing capital needed by the business; or if invested in additions to 
plant reasonably required by the business; or if in accordance with 
contract obligations placed to the credit of a sinking fund for the 
purpose of retiring bands issued by the corporation. The nature of 
the investment of gains and profits is immaterial if they are not in 
fact needed in the business. Among other things, the nature of the 
business, the financial condition of the corporation at  the close of the 
taxable year, and the use of the hndistributed earnings or profits will 
be considered in determining the reasonableness of the accumulations. 

'l'he business of a corporation is not merely that which i t  has previ- 
ously carried on, but includes in general any line of business which 
it may legitimately undertake. However, a radical change of busi- 
ness when a considerable surplus has been accumulated may afford 
evidence of a purpose to avoid the surtax. If one corporation owns 
the stock of another corporation in the same or a related line of 
business und in effect operates the other corporation, the business of 
the latter may be considered in substance the business of the first cor- 
poration. Gains and profits of the first corporation put into the 
second through the purchase of stock or otherwise may, therefore, 
if a subsidiary relationship is established, constitute employment of 
the income in its own business. TQ establish ,that the business of 
one corporation can be regarded as including the business of another 
it is ordinarily essential that the first corporation own substantially 
all of the stock of the second, Investment by a corporation of its 
income in stock and securities of another corporation is not of itself 
to be regarded as employment of the incomo in its business. 
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The Commissioner, or any collector upon direction from the Com- 
missioner, may require any corporation to furnish a statement of 
its accuiiiulated gains and profits, the name and address of, and 
number of shares held by each of its shareholders, and the amounts 
that would be payable to each, if the income of the corporation were 
distributed. (See section 148 (c).) 

ART. 102-4. Computation of adjusted net inoome.-Tho surtax under 
section 102 is imposed upon tho adjusted net income for the taxable 
yenr. The adjusted net income means the net income computed 
without the allowance of the dividend deduction otherwise allow- 
able, but diminished by the amount of dividends paid during the 
taxoble year. Stated specifically, the adjusted net income consists 
of the net income as computed under sections 21, 119, and 204, plus 
the amount of dividends received but allowable as a deduction under 
section 23 (p) in computing the net income, and miniis the amount. 
of dividends paid during the taxable year. The deduction for divi- 
dends paid during the taxable year is limited to dividends as defined 
in section 115 (a), or to distributions by a corporation out of its 
earnings or profits accumulated after February 28, 1913. The credit 
against net income for interest received upon obligations of the 
United States, or of corporations organized under Act of Congress, 
as allowable by section 26 in computing the ordinary income tax 
liability, is not allowable for purposes of the surtax. 

ART. 102-5. Bate of surtax.-The surtax is to be computed at  the 
rata of 25 per cent upon the amount of the adjusted net income not 
in excess of $lOO,OOO, and at the rate of 35 per cent upon the amount 
of the adjusted net income in excess of $100,000. 

ART. 102-8. Payment of surtax on pro rate shans.-The surtax im- 
posed by section 102 does not apply to any taxable year if eaoh share- 
holder includes, at the time of filing his return, in his gross income 
his &ire pro rats share of the adjusted net income of the corpora- 
tion for the taxable year of such corporation ending with or during. 
his taxable year. 

CHAPTER XIX 

TAX ON CITLZENS AND CORPORATIONS OF 
FOREIGN CQUNTRIES 

SEC. 103. RATES OF TAX ON CITIZ&NS AND CORPORATIONS 

Whenever the Preeldent flnds that, under the laws of any forelgn 
country, cltbens or corporatlons of the Unlted Stat- are being 
subjected to dlscrlmfnatory or extraterrltorlal taxes. the Presldent 
shall so proclalin and the rates of tar  imposed by sectlons 11. la, 
lS, 201(b), and 204(a) rhall, for the taxable year durlng which 
such proclamatlon Is made and for each taxable year thereafter, 
be doubled In the caw of each cltleen and corbratlon of such foreign 
country; but the tax a t  such doubled rate shall be considered a8 
imposed by sectlon 11. 15 13. 201(b). o r  204(a), a8 the case may be. 
In no case shall this section operate to increase the taxes Imposed 
by such aectlons (computed without r e p r d  to thie section) to an 
amount In excess of 80 per centum of the net income of the taxpayer. 
Whenever the President finds that the laws of any foreign councrJr 
with respect to which the President has made a prcrlamatlon under 
the preceding provisions of thls section have been modifled IU, that 
dtecrirnlnatory and extraterrltorial taxes applicable to dtlcens and 
corporations of the Unlted States have been remwed, he shall M) 

proclaim, and the provisions d thls sectlon provldlng for doubled 
rat- of tax shall not apply to any citlzep or corporatlon of such 
forelgn country with respect to any taxable year beginning after 
such proclamation is made. 

( 160 ) 

OF CERTAIN FOREIGN COUNTRIES. 



CHAPTFX XI11 

GAIN OR LOSS-RECOGNITION, BASIS, 
DETERMINATION 

I 

I Supplement H-Computatlon of Net Inconw [Sulyilcwieutary to Subtitle B, 
Part I11 

SEC. 111. DETERMINATION OF AMOUNT OF, A N D  RECOGNI- 
TION OF, GAIN OR LOSS. 

(a) Computation of gain or lor#.-The gain from the sale or other 
dispnsltlon of property shall be the excess of the amount realized 
thereirom over the adjusted busls provided In section 113(b) for 
deternilning guin, and the loss shall he the excess of the adjusted basis 
provided in such sectlon for determining loss over the amount realized. 

(a) Amount realized.-The amount realized froin the sale or other 
dlspositlon of property shall be the sum of any money received plus the 
fulr market value of the prc,prty (other than money) received. 

( 0 )  Eeoognition of pain or lore.-In the CUE of a snle or exchange, 
the extent to which the guln or loss determliied under this sectlon 
shall be recognlzed for the puriioses of this title, shall be deternllried 
under the provisions of sectlon IU.  

(a) Inrtellmsnt #ales.-Nothlng In tliis section shall be construed to 
prevent (in the ease oi property sold under contract providing for 
payment in lnstullments) the taxatlon of that portiyn of any install- 
ment payment representlpg guln or profit in the year in which such 
payment 1s recelved. 

ART. 111-1. Computation of gain or loss.-Except as otherwise pro- 
vided, the Act regards a s  income or us loss sustained, the gain or 
loss realized from the conversion of property into cash, or from 
the exchange of property for other property differing materially 
either in kind or in extent. The amount realized from a sale or 
other disposition of property is the sum of any money received plus 
the fair market value of any property which is received. The fair 
market value of property is a question of fact, but only in rare 
iind extraordinary cases will property be considered .to have no 
fair market value. The general method of computing such gain 
or loss is prescribed by section 111, which contemplates that from 
the amount realized upon the sale or exchange there shall be with- 
drawn a sum sufficient to restore the adjusted basis prescribed by 
section 113 (b) (i. R., tho cost or other basis provided by section 
113 (a), adjusted for receipts, expenditures, losses, allowances, and 
other items chargeable against und applicable to  such cost or other 
basis). The amount ,which remains after the adjusted basis has 
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been restored to the taxpayer constitutes the realized gain. If the 
amount realized upon the sale or exchange is insufficient to restore 
to the taxpayer the adjusted basis of the property, a loss is sustained 
in the amount of the insufficiency. The basis may be different de- 
pending upon whether gain or loss is being computed. 

Even though p p e r t y  is not sold or otherwise disposed of, g u n  
(includible in gtoss income under section 22 (a) as " gains or profits 
and income derived from any source whatever ") is realized if the 
sum of all the amounts received which are required by section 113 
(b) t o  be applied against the basis of the property exceeds such 
basis. On the other hand, a loss ilr not ordinarily sustained prior 
to  the sale or other disposition of the property, for the reason tbat 
until such sale or other disposition occurs there remains the possi- 
bility that the taxpayer m y  recover or recoup the adjusted basis 
of the property. Until some identifiable event fixes the actual sus- 
taining of a loss and the. amount thereof tbe Act takes no account 
of it. The provisions of this paragraph may be illustrated by the 
following example : 

Examp&: A purchased certain shares of stock subsequent to Feb- 
ruary 28, 1913, for $lO,OOO. On January 1, 1934, A's adjusted basis 
for the stock had been reduced to  $1,000, by reason of receipts and 
distributions described in section 113 (b) (1) (A) and (D). He 
received in 1934 a further distribution of $5,000, being a distribu- 
tion described in section 113 (b) (1) (D). This distribution applied 
against the adjusted basis as required by section 113 (b) (1) (D) 
exceeds that basis by $4,000. The amount of the excew, namely, 
$4,000, is a gain realized by A in 1934 includible, as a gain f r w  
the stock, in goas income in his return for that calendar year. hL 
computing gain from the stock, as in adjusting basis, no distinction 
is made between items o€ receipts or distributions described in see 
tion 113 (b). If A sells.the stock in 1935.for $5,000, he realizes in 
1935 a gain of $5,000, since the adjusted basis of the stock for the 
purpose of computing gain or loss from the sale is zero. 

I n  the case of property sold on the installment plan, special rules 
for the taxation of the gain are prescribed in aection 44. 

SEC. 112. ,RECOGNITION OF GAIN OR LOSS. 
(a) General rule.-Upon the sale or exchange of property the entire 

amount of the galn or loss, determined under sectlon 111, shall be recog- 
nized, except a8 berelnaiter provided in thls section. 

ABT. 112(a)-1. Sale8 or exchanger.-The extent to which the amount 
of gain or loss, determiqed under section 111, from the sale or ex- 
change of property is to be recognized is governed by the provisiom 
of section 112. The general rule is that the entire amount of such 
gain or loss is to be recognized, 



An exception to the general rule is made by section 112 (b) 
in the case of certain specifically described exchanbws of property 
in which at  the time of the Fmhange pnrticulur differences esist 
between the property parted with and tlie property acquired, but 
such differences are more formal than substantial. As to these, the 
Act provides tliat such differences shall iiot be deeined controlling, 
and that gain or loss shall not bo recognized a t  the time of tlie ex- 
change. The underlying assumption of tliese exceptions is that the 
new property is substantinlly a continuation of the old investment 
still unliquidated; and, in the case of reorganizations, that tlie new 
enterprise, the new corporato structure, and the new property are 
substantially continuations of the old still nnliquidated. 

The Act mnlces specific provision €or the case in which, in addi- 
tion to property which may bo received tax free on the exchange, 
there is received as boot other property or nioney. In such a case 
gain is recognized to  the extent of the Loot (see section 112 (c) 
nnd (d ) ) ,  but no loss of any kind is recog~iized (see section 112 (0)). 

The exceptions froni the gencral rule reqiiiring the recognition of 
d l  gnins and losses, like other exceptions from a rule of taxation of 
general and uniform application, are strictly construed and do not 
extend either beyond the words or the underlying assumptions and 
purposes of the exception. Nonrecognition is accorded by the Act 
only if the exchange is one which satisfies both (I? the specific do- 
scription in the Act of an excepted exchange, and (2) the under- 
lying purpose for which such exchange is excepted froin the general 
rule. The exchange must be germane to, and a necessary incident 
of, tlie investment or enterprise in hand. The relationship of the 
exchange to the venture or enterprise is always material, and the 
surrounding facts and circumstances must bc shown. As elsewhere, 
the taxpayer - c l a i ~ n g  the benefit of the exception must show liini- 
self within the exception, 

To constitute an exchange within the meaning of section 112 (b) 
the transaction must be a reciprocal transfer of property, as distin- 
guished from a transfer of property for a money consideration only. 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
(by Exohanger rolely in kind.- 

(1) P ~ ~ P I C ~ T Y  mu rmucmm USQ on INVIPBTYEIVT.-NO gain 
or loss shall be recognized If property held for protluctive use In 
trade or buslncsa or for Investment (not Including stock In trade 
or other property held primarily for snie. nor stocks, bonds, notes, 
chose8 In actlon, certlflcntes of trust or beneflclal Interest, or 
other securltles or evidences of Indebtedness or intereat) is ex- 
changed solely for property of a llke kind to be held either for 
producthe use In trade or busfness or for Investment. 
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ART. 112(b) (1)-1. Property held for prodnotive use in trade or bnri- 

ness or for investment.-As used in section 112 (b) (1) ,  the words ‘‘ like 
kind ” have, reference to the nature or cliarncter of the property and 
not to  its grade or quality. One kind or class of property may not, 
under this paragraph, be exchanged for property of a different kind 
or class. The fact that any real estate involved is improved or un- 
improved is not mnterinl, for such fact relates only to  the grade or 
quality of the property and not to its kind or class. Unproductive 
real estate held by one other than n. dealer for future use or futu1.e 
realization of the incremcnt in value is held for investlnent and not 
primarily for sale. 
No gain or loss is rccognized if (1) a taspnyer exchanges property 

held for productive use in his trade or business, together witli cash, 
for other property of like kind for the same use, such as a truck 
for a new truck or a passenger nutonlobile for B new passenger auto- 
mobile to be used for a like piirpose, or (2).a taxpnyer who is not a 
dealer in real estate exchanges city real estate for a ranch or farm, 
or a leasehold of a fee with 30 years or more to run for real estate, 
or improved real estate for unimproved real estate, or (3) II tax- 
payer exchanges iiivestment property nntl cash for investment 
property. 

Gain or loss is recognized if n taxpayer exchanges (1) Fourth 
Liberty loan 4% per cent bonds for new Treasury bonds maturing 
October 15,1915, or (2) a real estate mortgnge for bonds of the Home 
Owners’ Loan Corporation. 

[SEC. 112. RBCOGNITION OF GAIN OR LOSS.] 
[ (b)  Exohanger rolely in kind.-] 

(2) STOCK FOR STOCK OF s A m  coRPoRd\TIo~.---No gain or loss 
sllull be rcrognized if common stoc*k In u corporatlon 18 exchanged 
solely for common stock In the snme corporation, or If  preferred 
stock i n  u rorporatlon Is excliilngml solely for preferred stock 111 

the sanie corporiitlon. 

ART. 112(b) (2)-1. Stock for stock of the aame corporation.-The ex- 
change of common stock for coniiiion stock, or of preferred stock for 
preferred stock, .in tlie same corporation is not limited to  a trans- 
action between n stockholder and the corporation; i t  includes an 
exchange between two individual stockholders. However, gain or 
loss will be recognized if stock is esclinnged for bonds, or preferred 
stock is exchanged for common stock, or common stock is exchanged 
for preferred stcxlc in the sanie corporntion, unless the exchange is 
made in connection with n “ reorganization.” If a taxpayer ex- 
changes common stock in one corporation for comiiion stock in 
another corporation gain or loss is recognized unless the exchange is 
made in connection with a “ reorganization.” 

04781’-36-13 
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[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
[(a) Exchanger solely in kind.-] 

(3) STOCK FOB BMCK ON REOROANIZATION.-+No g a b  Or loss Ella11 
be recognized if stock or securitles in a corporntion a party to a 
reorganization are, In pursuance of the plan of reorganlzation, 
exchanged solely for stock or securities in such corporation or in 
another corporation a party to the reorganization.' 

recognized if a corporatlon a party to n reorganlzatlon exchanges 
property, in pursuance of t!ie plun of reorganization. eolely for 
stock or securities in another corporatlon a purty to the reorgaul- 
zntlon.' 

(6)  TBANSWEB TO COBF~UTION CONTBOILDXI BY TBANSFEROIL-NO 
galn or loss shall be recognized if property ie transferred to a 
corporation by one or more peraous aolely In exchange for stock 
or securltiea in such corporation, and immediately after the ex- 
chnnge snch person or persons ure in control of the corporation; 
but in the case of an exchange by two or more persons thls para- 
graph shall apply only if the umount of the stock and securitiee 
received by each is  substantlally in proportion to his interest in 
the property prior to the exchange. 

ART. 112(b) (5)-1. T rade r  of property to oorporation oontrolled by 
tranaferor.-h" used in section 112(b) (5), the phrase " one or more 
persons " includes individuals, trusts or estates, partnerships and 
corporations (see section 801) ; and to be in '' control " of the trans- 
feree corporation such person or persons must own immediately after 
the transfer a t  least 80 per cent of the voting stock and a t  least 80 
per cent of the tbtal number of shares of all other classes of stock of 
such corporation. (See section 112 (h).) The phrase " immediately 
after the exchange " does not necessarily require simultaneous ex- 
changes by two or more persons, but comprehends a situation where 
the rights of the parties have been previously defined and the execu- 
tion of the agreement proceeds with an expedition consistent with 
orderly procedure. 

EmmpZe 1: A owns certain real estate which cost him $SO,OOO in 
1920, but which has a fair market value of $150,000 in 1934. He 
transfers this property to the M Corporation, a newly formed com- 
pany, for all the latter's capital stock. No gain or loss is recognized 
from the transaction. 
E m @  9: C owns a patent right worth $25,000 and D owns a 

manufacturing plant, worth $7~5,000. C and D organize the R Cor- 
poration with an authorized capital stock of $100,000. C transfers 
his patent right to the R Corporation for $25,000 of its stock and D 

(4 )  S A M E - a N N  OF WRPORATIoN.-NO gain or 108s shall be 

'For a dlscusslon of the scope of reorganlzatlpn exchange0 which are excepted from 
the general rule"w1th respect to the recognltlon of galn or loan, and for the de6nItlon of 
the t a m  " reorganluttlon " and related terms, nee sectlon l l Z ( g )  and artlcler 112(g)-1 
to llZ(S)-S. 
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transfers his plant to the new corporation for $75,000 of its stock. 
No gain or loss to C or D ki recognized. 

Emmple 3: B owns certain real estate which cost him $sO,OOO in 
1920, but which has a fair market value of $200,000 in 19%. H e  
transfers the property to the N Corporation in 1934 for 78 p e p n t  
of all classes of stock of the corporation, the remaining 22 per cent 
of the stock of the corporation having been issued by the corporation 
in 1938 to other persons for cash. B realizes a taxable gain of 
$150,000 on this transaction. 
ART. 112(b) (5)-2. Beoordr to be kept and information to be riled- 

Every person who claims the benefit of a tax-free exchange of prop- 
erty for the stock or securities of a controlled corporation under sec- 
tion 112(b) (5) shall file with his income tax return for the taxable 
year in which the exchange takes place: 

1. A description of the property transferred, or of his interest in 
such property, toe ther  with a statement of the cost or other basis 
thereof, adjusted to the date of the transfer,'and 

2. A statement of the amount of stock or securities and other 
property or money received in the exchange. The amount of each 
kind of stock or securities and other property received shall be set 
forth a t  its fair market value a t  the date of the exchnnge. 

Every such controlled corporation shall file with its income tar 
return for the taxable year in which the exchange takes place : 

(1) A full description of all property received from the trans: 
ferors, together with a statement of the cost or other basis thereof in- 
the hands of the transferors adjusted to the date of the transfer, and 

(2) A statement of the amount of stock or securities and other 
property or money which passed to the transferors in the transac- 
tion, together with a full statement of the amount of the issued and 
outstanding stock and securities of such controlled corpomtion im- 
mediately after the exchange. 

Permanent records in substantial form shall be kept by every tax- 
payer who participates in a tax-free exchange under section 
112 (b) (5) showing the cost or other basis in his hands of the trans- 
ferred property, and of the amount of stock or  securities and other 
property or money received, in order to facilitate the determination 
of gain or loss from a subsequent disposition of such stock or 
securities and other property received in the exchange, 

(See section 112 (h) .) 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
(a) Gain from exchanger not rolely in kind.- 

(1)  If an exchange would be wlthln the provisions of subsection 
(b) (l), (2), (S), or (5) of this section if it were not for the fact 
that the property received in exchange consists not only of property 
permitted by such pnragraph to be received without the recognition 
of galn, but also of other property or money, then the gain, if any, 
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to the r e d p l a t  shall be recognized. but In an amount not in excem 
of the sum of such money and the falr market value of such other 

(2) I f  a distribution made in pursuance of a plan of reorganl- 
eation is within the provlalons of paragraph (1) of this subsection 
but has the effect of the distribution of a taxable dividend, then 
there shall be taxed a s  a dividend to each dlstrlbutee such an 
amount of the galn recognized under paragraph (1) as is not fn 
excess of his ratable share of the undi8tributed earnings and profits 
of the corporation accumulated after February 28, 1913. The re- 
malnder, if any, of the gain recognized under paragraph (1) shall 
be taxed as  a gain from the exchange of property. 

ART. 112(c)-1. Receipt of other property or money in tax-free ex- 
change not connected with corporate reorganization.-If in any trans- 
action in which (a) property held for investment or productive use 
in trade or business is exchanged for property of like kind to be 
held either for productive use or for investment; or (b) common 
stock is exchanged for common stock, or preferred stock for pre- 
ferred stock, in the same corporation and not in connection wi th  a 
corporate reorganization; OF (c) property is transferred by one or 
more persons to  a corporation for its stock or securities, within the 
meaning of section 112 (b) (a), there is received by the taxpayer 
other property (in addition to property permitted to be received 
without recognition of gain) or money, then 

(1) The gain, if any, to the taxpayer will be recognized in an 
amount not in excess of the sum of the money and the fair market 
value of the other property, but 

(2) No loss from such an exchange will be recognized in any case 
(see section 112 (e)). 

Examp?e: A, who is not a dealer in real estate, in 1934 exchanges 
real estate, which he purchased (for investment) in 1921 for $5,OOO, 
for other real estate (to be held for productive use in trade or busi- 
ness) which has a fair market value of $6,000, and he receives in 
addition $2,000 in cash. The gain from the transaction is $3,000, but 
is recognized only to the extent of the cash received of $2,000. 

See article 113(a) (6)-1 for the basis for determining the gain or 
loss from the subsequent sale of the property received in exchanges 
such as described in this article. 

As to the receipt of other property or money on an exchange of 
stock or securities in connection with a reorganization, and as to dis- 
tributions in pursuance of a plan of reorganizntion which have the 
effect of a taxable dividend, see article 112(g)3. 

property. 

[SEC. 112. RECOGNITION OP,GAIN OR LOSS.] 
(a) Bame-Gain of corporation.-If an exchange would be withln the 

provisions of subsection (b) (4) of this section if it  were not for the 
fact that the property received In exchange consists not only of stock 

i 
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or securities permitted by such paragraph to be received withoot the 
recognition of gain, but also of other property or money, then--' 

(1) If  the corporation recelving such other property or money 
distributes it in pursuance of the plan of reorganization, no gain 
to the corporntlon shall be recognized from the ezchange, bnt 

(2) I f  the corporation receiving such other property or money 
does not distribnte it In pursuance of the plan of reorganization, 
the gal@, if any, to the corporation shall be recognized, but in an 
amount not in excess of the sum of such money and the fair market 
value of such other property so received, which la not so distributed. 

(e) Lori from exchanger not rolely in ldnd.-If an exchange would be 
within the provisions of subsectlon (b) (1) to (5) .  incIusive, of this 
section if it were not for the fact that the property received in ex- 
change consists not only of property permitted by such paragraph to 
be received without the recognition of gain or loss, but also of other 
property or money, then no loss from the exchange shall be recognized. 

ART. 112 (e)-1. Nonrecognition of loss.-The Act provides thnt in 
no event shall a loss be recognized from a tax-free exchange of prop- 
erty under section 112 (b) (1) to ( 5 ) ,  inclusive, notwithstanding the 
fact thnt there is received in the exchange other property or money 
in addition to  property permitted to be received without recognition 
of gain or loss. 
As to the effect on the basis of the property received in such an 

exchange for the purpose of determining gain or loss from the 
subsequent sale thereof, see article 113(a) (6)-1. 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 

tion In whole or in part, theft or seimre, or an exerclse of the power 
1 (f)  Involuntnry coqverrions.-If property (as  a result of its destruc- 

of requlsltion or condemnation, or the threat or immlnence thereof) 
i i s  compulsorily or involuntarily converted into property slmllar or 
I 
I 

related in service or use to the property so converted, or into money 
whlch Is forthwith in good falth, under regulatlons prescribed by 
the Commissloner wlth the approval of the Secretary, expended in the 
acquisition of other property similar or related in service or  use to 
the property so converted, or in the acquisition of control of a corpo- 
ration owning such other property, or in the establlslimcnt of a re- 
placement fund, no gain or loss shall be recognized. If any part OP 
the money Is not so expended, the galn, i f  my,  shall be recognized, 
but in an amount not in excess of the moury which is not so expended. 

ART. 112 (f)-1. Reinvestment of proceeds of involuntary conversion.- 
I n  order to  avail himself of the benefits of section 112 ( f )  it is not 
sufficient for the taxpayer to show that subsequent to the receipt 
of money from a condemnation award he purchased other property 
similar or related in use. The tnxpayer must trace the proceeds of 

j 
i 
I 

I 
! 

1 

lFor n discuslrion oC the application of section 112(d), see nrtlcle 112(g)-3. 
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the award into-the payments for the property so purchased. It is 
not necessar$ that the proceeds be earmarked, but the taxpayer must 
be able to prove that the same were actually reinvested in  such 
other property similar or related in use to the property converted. 
The benefits of section 112 ( f )  can not be extended to a taxpayer 
who does not purchase other property similar or related in service 
or, use, notwithstanding the fact that there was no other such 
property available for purchase. 

If, in a condemnation proceeding, the Government retains out 
of the award sufficient funds to satisfy liens and mortgages against 
the property and itself pays the same, the amount so retained should 
be included in determining the amount of the net award. An amount 
expended for replacement of an  asset, in excess of the recovery for 
loss, is not a deductible loss for income tax purposes if the amount 
of the recovery is equal to or greater than the cost or other basis 
of the converted property. 

The provisions of section 112(f) are applicable to property used 
for residential or farming purposes. 

The proceeds of a use and occupancy insurance contract, which by 
its terms insured against actual loss sustained of net profits in the 
businees, are not proceeds of an involuntary conversion but are in- 
come in the same manner that the profits for which they are 
substituted would have been. 

There is no investment in property similar in character and 
devoted to a similar use if- 

(1) The proceeds of unimproved real estate, taken upon con- 
damnation proceedings, are invested in improved real atate. 

(2) The proceeds of conversion of real property are applied 
in reduction of indebtedness previously incurred in the pur- 
chase of a leasehold. 

(3) The owner of a requisitioned tug  uses the proceeds to 
buy barges. 

(4) An award for property taken for street widening is 
applied toward payment of special assessrnenta for benefita 
accruing to  the remaining property. 

It is incumbent upon a taxpayer “ forthwith ” to apply for  and 
receive permission to establish a replacement fund in every case 
where it is not possible to replace immediately. If an expenditure 
in actual replacement would be too late, a request for the establish- 
ment of a replacement fund would likewise be too late. 
ART. 112(f)-2. Replacement fnnds.-In any case where the taxpayer 

elects to replace or restore the converted property but it is not 
practicable to do so immediately, he may obtain permission to 
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establish a replacement fund in his accounts in which part or all 
of the compensation so received shall be held, without deduction 
for  the payment of any mortgage. I n  such a case the taxpayer 
should make application to the Commissioner on Form 1114 for 
permission to establish such a replacement fund, and in his applica- 
tion should recite all the facts relating to  the transaction and de- 
clare that 110 will proceed as expeditiously as possible to replace 
or restore such property. The taxpayer will be required to furnish 
a bond with such surety as the Commissioner may require in an 
amount not in excess of double the estimated additional income taxes 
which would be payable if no replacement fund were established. 
See section 1126 of the Revenue Act of 1026 (paragraph 31 of the 
Appendix to these regulations), providing that where a bond is re- 
quired by law or regulations, in lieu of surety or sureties there may 
be deposited bonds or notes of the United States. The estimated 
additional taxes, for the amount of which the applicant is required to 
furnish security, should be computed a t  the rates a t  which the 
applicant would have been obliged to pay, taking into consideration 
the remainder of his net income and resolving against hian all matters 
in  dispute affecting the amount of the tax. Only surety companies 
holding certificates of authority from the Secretary of the Treasury 
as acceptable sureties on Federal bonds will be approved as sureties. 
The application should be executed in triplicate, so that the Com- 
missioner, the applicant, and the surety or depositary may each have 
a copy. 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
(g) Deflnition of reorganization.-As uned In thla section nnd wwtlon 

(1) The term “reorganlzation” mean8 (A) n wtntutory merger 
or consolidatlon, or ( U )  the acquisition by one corporation In ex- 
change solely for all or a part of its voting stock: of at lenst 80 
per centum of the voting stork ant1 at least 80 per centum of the 
total number of ehares of all other clnsses of stock of another cor- 
porution ; or of sulistantlnlly nll the iiropertles of another eorporn- 
tion, or (C)  a tranefer by a corporation of ull or a part of its 
ussets to nnotlier corIwrntlon if imniedlutely niter the t runsb r  
the trnneferor or Its stocklioldere or both are in control of the cor- 
porution to which the assets are transferred, or (D) a recupitiilizn- 
tion, or (E) a mere change in identity, form, or place of organizu- 
tion, however effected. 

(2) The term ‘‘ a party to n reorgnnlzation ” includes a corpora- 
tion restilting from n reorgnnizutiou and incliides both corporations 
In the c a w  of u reorgtinizntion resulting from the acquisition by 
one corporation of stock or properties of another. 

113- 
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ART, 112(g)-1. Porpore and mope of exoeption of reorganidon ex- 
ohanges.-P&pwe: Under the general rule, upon the exchange of 
property, gain or loss must be accounted for if the new property 
differs in a material particular, either in kind or in extent, from the 
old property. The purpose of the reorganization provisions of the 
Act is to  except from the general rule cerbin specifically described 
exchanges incident to  such readjustments of corporate structures, 
made in on0 of the particular ways specified in the Act, as are re- 
quired by business exigencies, and which effect only a readjustment 
of continuing interests in property under modified corporate forms. 
Requisite to a reorganization under the Act are a continuity of the 
business enterprise under the modified corporate form, and a con- 
tinuity of interest therein on the part of those persons who were 
the owners of the enterprise prior to the reorganization. The Act 
recognizes as a reorganization the change (made in a specified way) 
from a business enterprise conducted by a single corporation to the 
same business enterprise conducted by a parent and a subsidiary cor- 
poration, but not the creation of a temporary subsidiary as a device 
for the making of an ordinary dividend. The Act recognizes as a 
reorganization the amalgamation (occurring in a specified way) of 
two corporate enterprises under a single corporate structure if there 
exists among the holders of the stock and securities of either of the 
old corporations the requisite continuity of interest in the new cor- 
poration, but there is not a reorganization if the holders of the stock 
and securities of the old corporation are merely the holders of short- 
term notes in the new corporation. I n  order to  exclude transactions 
not intended to be included, the specifications of the reorganization 
provisions of the law are precise. Both the terms of the specifica- 
tions and their underlying assumptions and purposes must be satis- 
fied in order to entitle the taxpayer to the benefit of the exception 
from the general rule. Accordingly, under the Act, a shoreterm 
purchase money note is not a security of a party to a reorganization, 
an ordinary dividend is to  be treated as an ordinary diiidend, and 
a sale is nevertheless to be treated as a sale, even though the 
mechanics of a reorganization have been set up. 

Scope: The nonrecognition of gain or loss is prescribed for two 
specifically described types of exchanges, viz: The exchange that is 
provided for in section 112(b)(3) in which stock or securities in a 
corporation a party to the reorganization are, in pursuance of a plan 
of reorganization, exchanged for the stock or securities in a corpora- 
tion a party to  the same reorganization; and the exchange that is 
provided for in section 112(b) (4) in which a corporation a party to 
the aeorganization exchanges property, in pursuance of a plan of 
reorganization, for stock or securities in another corporation a party 
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to  the same reorganization. Section 112(g) limits the definition 
of the term (‘ reorganization ” to  five kinds of transactions and er- 
cludes all others. From its context, the term “ a  party to  n reor- 
ganization ” can only mean a party to a transaction specifically de- 
fined as a reorganization by section 112(g). Certain rules respecting 
boot received in either of the two types of exchanges provided for in 
section 112(b) (3) and (4) are prescribed in subsections (c) and (d) 
of section 112. Under section 112(i) a limitation is placed on all 
these provisions by providing that except under specified conditions 
foreign corporations shall not be deemed within their scope. 

The provisions of the Act referred to in the preceding paragraph 
of this article are inapplicable unless tliere is a plan of reorganiza- 
tion. A plan of reorganization must contemplate the bona fide 
execution of one of the transactions specifically described as a reor- 
ganization in scction 112(g) and for the bona fide consummation of 
each of tlie requisite acts under which nonrecognition of gain is 
claimed. Such transaction and such acts must be an ordinary and 
necessary incident of the condmt of the enterprise and must provide 
for a continuation of the enterprise. A sclienie wliicli involves an 
abrupt depnrture from normal reorganization procedure, devised and 
adoptcd with reference to a transaction on which the imposition of 
the tax is imminent, is not a plan of reorganization. 

ART. 112(g)-2. Deflnition of termr.-The application of the term 
‘(reorganization ” is to be strictly limited to the specific transaction 
set forth in section 112 { g )  (1). Tlie term does not eiiibrace the mere 
purchaso by one corporation of the properties of another corporation, 
for it iniports a continuity of interest on the part of the transferor 
or its stoc*l<liolderu in tho propertieu tranbferred. If the properties 
arc transferrcd for ciisli ant1 deferred payment obligations of the 
transieree evidenced by short-term notes, the transaction is a sale and 
not an exchange. 

Tlie words “ statutory merger or consolidation ’’ refer to a merger 
or a consolidation effected in piirsuancu of tlie corporation laws of n 
State or Territory or the District of Columbiu. 

I n  order to qualify as a “ reorgnnization ” undcr section 112 ( g )  (1) 
(B), lliu acquisition by the iicqiiiring corporation of the required 
amount of the stock, or of substantially all the properties, of the 
otlier corporaition eiust be in excliiinge so?eZy for all or n pnrt of the 
v o t h y  stoc.1. of the acquiring corl)orittion. If, for exouiple, Corpo- 
ration X cxclinnges nonvoting preferred stock or bonds in atlditioii 
to  a11 or a part of its voting stock in the ncquisition of tlic required 
nnioiint of  stoclc, or of tlic properties, of Corporation Y, the tram- 
wtion is not II “ rcwrgnnizution ’’ exchange, and tho gain  or 1 0 s  
therefrom will be rccognized. 
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A (( recapitalization,“ and therefore a reorganization, takes place 

if, for example 
(1) A corporation with $200,000 par value of bonds outstanding, 

instead of paying them off in cash, discharges them by issuing 
preferred shares to the bondholders, par for par; 

(2) There is surrendered to a corporation for cancellation 25 per 
cent of its preferred stock in exchange for no par value common 

(8) A corporation issues preferred stock, previously authorized 
but unissued, for outstanding common stock; or 

(4) An exchange is made of a corporation’s outstanding pre- 
ferred stock, having certain priorities with reference to the amount 
and time of payment of dividends and the distribution of the cor- 
porate assets upon liquidation, for a new issue of such corporation’s 
common stock having no such rights. 

The statutory definition in section 112 (g)(2) of the words “ a  
pady  to a reorganization” is not an all-inclusive one. The term 
includes both corporations if under statutory authority Corporation 
A is merged into Corporation 3, and all three of the corporationti 
if, pursuant to statutory authority, Corporations C and D are con- 
eolidated into Corporation E, a new company. Both corporations 
am parties to the reorganization in the case where Corporation I?, 
organizes, and transfers a part of its assets to Corporation G in  
exchange for all of the latter’s capital stock, or in  the case of the 
acquisition by Corporation H in exchange solely for hall or a part of 
its voting stock of at least 80 per cent of the voting stock and a t  least 
80 per cent of the total number of shares of all other classes of stock, 
or substantially all of the properties, of Corporation J. 

The term “plan of reorganization” has reference to a consum- 
mated transaction specifically defined as a reorganization under sec- 
tion 112 (g) (1). The term is not to be construed as broadening the 
definibion of “ reorgani%ation ” aa set forth in section 112 (g) (1) , but 
is to be taken as limiting the nonrecognition of gain or loss to such 
exchanges as are directly a part of the transaction specifically de- 
scribed aa a reorganization in that subsection. Moreover, the trans- 
action, OF series of transactions, embraced in a plan of rwrganiza- 
tion must not only come within the specific language of section 
112(g) ( l ) ,  bat, the readjustments involved in the exchanges eff‘ected 
in the consummation thereof must bo undertaken for reasons germane 
to the continuance of the business of a corporation a party to the 
reorganization. Section 112 (g) (1) contemplates genuine corporats 
reorganizations which are designed to effect a readjustment of con- 
tinuing interests under modified corporate forms. 

stock; 
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As used in section 112, as well as in other provisions of the Act, 
if the context so requires, the conjunction ‘( or ’’ denotes both the con- 
junctive and the disjunctive, and the singular includes the plural. 
For example, the provisions of the statute are complied with if 
(6 stock & securities ” are received in exchange as well as if stock 
m securities ” are received. 

ART. 112(g)-3. Exchanges solely of stock or securities, or property, 
solely for stock or securities, in pursuance of plan of reorga&ation.- 
No taxable income is received, nor is a deductible loss sustained, 
if the shareldders in a corporation a party to the following 
reorganization transactions exchange stock or securities solely for 
stock or securities of the same corporation, or of another corporntion 
mentioned, or if one of such corporations trans€ers property to 
another of the corporations solely for stock or securities of such 
other corporation, in pursuance of the plan of reorganization : 

(1) The merger of Corporation A, in accordance with statutory 
authority, into Corporation B; 

(2) The consolidation, pursuant to statutory authority, of Corpo- 
rations C and D into Corporation E, a new corporation; 

(3) The acquisition by Corporation F, in exchange solely for all 
or a part of its voting stock, of a t  least 80 per cent of the voting 
stock and a t  least 80 per cent of tho total number of shnres of all 
other classos of the stock of Corporation G, or substiintially a11 of the 
properties of Corporation G ; 

(4) The transfer by Corporation H of all or a part of its assets 
to Corporation K, if immediately after the transfer Corporation H 
or ita stockholders, or both, are in control of Corporation K ((‘con- 
t rol”  for the purpose of this transaction being defined in section 
112 (h) as the owmrship by Corporation H or its stockholders, or 
both, of the stock of Corporation K to the extent of a t  least 80 per 
cent of the voting stock and a t  least 80 per cent of the total number 
of shares ofLall other classes thereof) ; or 

( 5 )  The exchange of stock or securities solely for stock or seciiri- 
ties of the same corporation in the case of (a) a recapitalization of 
R corporation, or (6) a mere change in the identity, form, or place 
of organization of a corporation, howevw effected. 

ART. 112(g)-4. Exchanges in reorganimtion for stock or recuritiee 
and other property or money.-If in nn exchange of stooJc or  securities 
in a corporation a party to a reorganization, in piirsIiaiicc of the plan 
of rcorganization, for stock or securities in tlic snme corporation or 
in another corporation a party to the rcorganixation, tlicre is received 
by tlie tuspiiyer othcr property (not lmwiitted to be reccivcil witliout 
the recognition of gain) or money, then 
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(1) Aa plpvided in section 112 (c) ( l ) ,  the gain, if any, to the 
kxpayer will be recognized in an amount not in exceas of the sum 
of money and the fair market value of the other property, but 

(2) No loss from such an exchange will be recognized (see section 

Emample: A, in connection with a reorganization, in 1934, ex- 
changes a shore of stock purchased in lW8 a t  a cost of $100 for a 
share of stock: of the Y Corporation (a  party to the reorganization), 
which has a fair market value of $90, plus $eo in cash. "he gain 
from the transaction of $10 is recognized and taxed as a gain from 
the exchange of property. However, if the 
share of stock received had a fair market value of $70, the loss from 
the transaction of $10 *auld not be recognized. 

I f  the distribution of such other property or money by or on be- 
half of a corporation in the course of a reorganization has the effect 
of the distribution of a taxable dividend, then, as provided in section 
112 (c) (2),  there shall b taxed to each distributea (1) as a divi- 
dend, such an amount of the gain recognized on the exchange as is 
not in epcesa of the didributee's ratable share of the undistributed 
earnings and profits of the corporation accumulated after February 
28, 1913, and (2) the remainder of the gain 60 recognized shall be 

-taxed as a gain from the exchange of property. 
E~mmnpk: The X Corporation has a capital of $lOO,OOO and earn- 

ings and profits of $50,000 accumulated since February 28, 1913. 
The X Corporation in 1934 transfers all of its assets to the Y C o r p  

. ration in exchange for the issuance of all of the stock of the Y 
Corporation and the payment of $50,000 in cash to the stockholders 
of the X Corporation. A, who owns one share of stock in the X 
Corporation, for which he in 1928 paid $100, receives a share of 
stock in the Y Corporation worth $100 and the sum of $50 in cash ih 
addition. A i s  liable to the surtax on $50. 

I f ,  in pursuance of a plan of reorganization, property is exchanged 
hy a corporation a party to the reorganization for  stock or securities 
in another corporation a party to the reorganization and other prop- 
erty or money, then, as provided in section 112 (d) ( I ) ,  if the other 
property or money received by the corporation is distributed by it pur- 
suant to the plan of reorganization, no gain to the corporation will be 
recognized. If.the other property or money received by the corpora- 
tion is not distributed by it pursuant to the plan of reorganization, 

.the gain, if any, to the corporation from the exchange will be recog- 
nized, under the provisions of section 112 (d) (2), in an amount not 
in exc& of the sum of the money and the fair market value of the 
other property so received which is not distributed. In  either case 
.ho loss from the exchange will be recognized (see section 112 (e)). 

112 (0)). 

But see section 117. 
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h. 112(g)-5. Receipt of stock or seonrities in reorganization with- 
out surrender of stock by rhareho1der.-Any distribution, though in 
pursuance of a plan of reorganization, to shareholders without the 
surrender of their stock, in any taxable year beginning after Decem- 
ber 31,1933, by or on behalf of a corporation a party to a reorgani- 
zation, of its securities (other than its own stock) or of stock or 
securities of another corporation a party to the reorganization, shall 
be taxed to such shareholders as a dividend, within the meaning of 
section 115, to  the extent that the fair market value of such stock or 
securities a t  the date of the distribution is not in excess of the earn- 
ings or profits of the corporation accumulated after February 28, 
1913. Any remainder of such fair market value of the stock or 
securities distributed over the amount of such earnings or profits 
accumulated after Februnry 28, 1913, shall be applied against and 
used to  reduce the basis provided in section 113 of the stock in respect 
of which the distribution was made; and if in cxcesa of such basis, 
such excess shall be taxable in the same manner as a gain from the 
sale or exchange of property. 
h. 112(g)4.  Beoordr to be kept and information to be filed with 

retum.-(a) The plan of reorganization must be adopted by each 
of the corporations parties thereto; and the adoption must be shown 
by the acts of its duly constituted responsible officers, and appear 
upon the official records of the corporation. Each corporation a 
party to  a reorganization shall file as a part of its return for its 
taxable year within which the reorganization occurred : 

1. A duly certified copy of the plan of reorganization, together 
with a statement under oath showing in full the purposes thereof 
and in detail nll transactions incident to, or pursuant to, the plan. 

2. A complete statement: of the cost or other basis of all property, 
including all stock or securities, transferred incident to the plan. 

8. A statement of the amount of stock or securities and other 
property or money received from the exchange, including a statement 
of all distributions or other disposition made thereof. The anlorlnt 
of each kind of stock or securities and other property received sllnll 
be stated on the basis of the fair market value thereof a t  the date of 
the exchange. 

(a) Every taxpayer, other than a corporation a party to  the reor- 
ganization, who claims the benefit of a tax-free exchange in connec- 
tion with a corporate reorganization shall incorporate in his income 
tax return for the taxable year in which the exchange takes place: 

1. A statement of the cost or other basis of the stock or securities 
transferred in the exchange, and 

2. A statement in full of the amount of stock or securities and 
other property or m6ney received from the exchange. The ainount 

(See article 111-1.) 
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of each kind of stock or securities and other property received shall 
be set forth upon the basis of the fair market value thereof a t  the 
date of the exchange. 

( 0 )  Permanent records in substantial form shall be kept by every 
taxpayer who claims the benefit of u tax-free exchange in connection 
with a corporate reorganieution showing the cost or other basis of 
the transferred property and the amount of stock or securities and 
other property or money received, in order to facilitate the determi- 
nation of gain or loss from a subsequent disposition of such stock or 
securities and other property received from the exchange. 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
(h) Deinition of control.-As used ln this sectlon the term ''con- 

trol '' means the ownershlp of at least 80 per ce?tum of the votlng stock 
and at least 80 per centum of the total number of shares of all other 
classes of Mtock of'the corporation. 

ART. 112 (h)-1. Control of corporation.-Section 112 (11) defines the 
term '( control " in reference to the phrase " control of the corpora- 
tion," as used in section 112(b) ( 5 )  and section 112(g) (1). It is 
provided specifically that this definition is limited to the meaning bf 
the term " control '' as that term is used in section 112. 

[SEC. 112. RECOGNITION OF GAIN OR LOSS.] 
( I )  Foreign corporationr.-In determining the extent to whlch galn 

shall be recognized In the case of any of the exchanges (made ePter 
the date of the enactment of this Act) Uewrlbed in subsectlon (b) (3). 
(4), or (a), or described in so much of subeectlon ( c )  as refers to 
SUhNiTllOn (b) (3) or (a),  or described 111 subsectlon (d) ,  a foreign 
corporutlon shall not be considered as  a c'oqmcrtlon unlew, prlor to 
such exchange, I t  has been establtalied to the eatlafaction of the Com- 
mlssloner that such exchange 1s not in pursuance of a plan huving 
as one of its  principal purpom% the avoldauce of Federal income taxes. 

ART. 112(i)-1. Reorganization with, or transfer of property to, a for- 
eign corporation.-A foreign corporation will riot be considered a 
corporation to which a tax-free transfer of property for stock or 
securities may be made, or a corporation a party to a reorganization 
with which a tax-free reorganization exchange may be made, unless, 
prior to  the transfer or exchange, i t  has bem estublished to the satis- 
faction of the Commissioner that such transfer or cxchangc is not in 
pursuance of a plan huving as one of itu principal purposes the 
avoidance of Federal income taxes. The term " Fedcrul i n c o ~ ~ ~ o  
taxes ') includes the excess-profits tux on tho nct iiicorilt! of u corpora- 
tion referred to  in sections PWL and 703 of the Act. 

Whether any of the exchanges or distributions referred to in Bec- 
tion 112 (i), involving a foreign corporation, is in pursuance of a 
plan having as  one of its principal purposes the avoidarlce of Fed- 

177 

era1 income or excess-profits taxes, is a question to be determined 
from the facts and circumstances of each particular case. In any 
such case if a taxpayer desires to establish that the exchange or 
distribution is nob in pursuance of such a plan, a statement under 
oath of the facts relating to  the plan under which the exchange or 
distribution is to be made, together with a copy of the plan, shall be 
forwarded to the Commissioner of Internal Revenue, Washington, 
D. C., for a ruling. A letter setting forth the Commissioner's de- 
termination will be mailed to the taxpayer. I f  the Commissioner 
determines that the exchange or distribution is not in pursuance of a 
plan having as one of its principal purposes the avoidance of Fed- 
eral income or excess-profits taxes, the taxpayer should retain a 
copy of the Commissioner's letter as authority for treating the for- 
eign corporation as a corporation in determining the extant to which 
gain is recognized from the exchange or distribution. I f  the re- 
organization or the transfer is not carried out in accordance with 
the plan submitted, the Commissioner's approval will not render the 
transaction tax free. 

SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR LOSS. 
(a) Barir (anadjarted) of propert)..--The basis of property shall be 

the cost of suclt property : except that- 

ART. 113(a)-1. hope of baiia for determining gain or 1oia.-The 
basis of property for the purpose of determining gain or loss from 
the sale or other disposition thereof is the unadjusted basis prescribed 
in section 113(a), adjusted for the various applicable items specified 
in  section 113(b). Unless otherwise indicated, the word ('basis," as 
used in this article and articles 118(a)-2 to 113(a) (14)-1, inclusive, 
has reference to the unadjusted baais. 

Am. 113(a)-2. Qeneral rule.-In general, the basis of property is 
the cost thereof. This rule is subject, however, to the exceptions 
stated in paragraphs (1) to (14) of section 113(a). 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Baalr (anadjarted) of property.-The basis of property shall 

(1) IIVVENTOBY vALUk-If the property should have been Included 
in the last inventory, the busis shall be the last inventory value 
thereof. 

ART. 113(a) (1)-1. Property included in inventory.-The last inven- 
tory value of property which should be included in inventory is the 
basis of such property. The requirements with respect to the valua- 
tion of an inventory are stated in articles 22(c)-1 to 22(c)-8, 
inclusive. 

LOSS.] 

be the cost of such property, escept that-] 
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[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Bash (unadju8ted) of property.-The basis of propcrty shall be 
the cost of such property; except tliut-I 

Dlm~nriim 81, 1 ~ . - I f  the property wns ac- 
quired by gift after December 31, 1910, the bnsis ahall be the 
same a s  it would be 111 the hands of the donor or the last pre- 
ceding owner by whom I t  wns not acquired by gift, except that 
for the purpose of determining low tlie basis sliu11 be the basis 
so determined or the fair market value of the property nt the 
time of the gift, whichever is lower. If the facts necessary to 
determine tile basis in the hands of the donor or the lost pre- 
ceding owner are unknown to the donee, the Cornmiasloner shall, 
if possible, obtain such facts from such dwncr or last preceding 
owner, or any other person copnleant thereof. If the Cominis- 
sioner flnds it  imposaible to obtain such Pacts, tile basis in the 
hands of such donor or liist preceding owner shell be the fair 
market value of such property as foiind hy the Commissioner as 
of the date or approxlmate (late at which, according to the best 
information that the Commlsaloner is able to obtain, auch prop- 
erty was acquired by such donor or last preceding owner. 

LOSS.] 

(2) O m  

ART. 113(a) (2)-1. Property tranrmitted by gift after December 31, 
1920.-(a) Property incZuded.-Section 113 (a) (2) applies to all 
property acquired after December 31,1020, by gift, whether by trans- 
fer in trust or otherwise. It does not apply to property acquired by 

(1) devise or bequest (see section 113(a) ( 5 ) )  ; or 
(2) an instrument which, under section 113(t~) ( 5 ) ,  is to be 

Section 113(tl) (2) applies to all gifts of whatever description; 
whether by a transfer in trust or otherwise; whenever and however 
made, perfected, or taking effect; whether in contemplation of or 
intended to take effect in possession or enjoyment a t  or after the 
donor's death ; wliether subject at  any time to any change through 
the exercise of m y  power of appointment, rcvwution or otherwise; 
or wliether nisdo by means of the exercise (other thnn by will) of a 
power of nppointnwnt or revocation, or any other power. 

(b)  Bmi;o.--For the purpose of determiiiing guin, the basis is the 
same as i t  would be in the hands of the donor, or the lust preceding 
owner by whom i t  was not acquirctl by gift. For the pnrpose of 
determining loss, the basis is ns so detcrinined, or the f n i r  miirket 
valuo of the property at  the tinie of the gift, wliichcvcr is lower. 

All titles to propnrty acquired by gift reliitt! bwlc to the tinic of the 
gift, even though the interest of liirli who takes the title was, a t  tile 
time of the gift, legal, equitable, vested, coiitinplt, conditional, or 
otherwise. Accordingly, all property acquired by gift is accliiirrd a t  
the time of the gift. In the hnnds of t w r y  1)erson ucqtiirii~g proll- 
erty by gift, the basis is always the baiiie, whetlier such pcrsoll Lc tlie 

treated ns though i t  were a will. 
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trustee under the gift  instrument, the beneficiary, or any other person 
to whom such uniform basis is applicable, and whether during the 
term of the trust or after distribution of the trust corpus. Adjust- 
ments to basis, as required by section 113(b), are to  be made as 
respects the period prior to the gift, and the period after the gift. 
With respect to the latter period, the adjustments to the uniform 
basis are to be made in accordance with paragraph (e) of article 
113(a) (5)-1. 

The time of the gift is the time when the gift  is consummated. 
Delivery, actual or constructive, is requisite to a gift. I n  determining 
the time of the gift, the passing of title by the donor is not decisive; 
the time when the donor relinquishes substantial dominion over the 
property is decisive. 

( c )  Fair market vaZw.-For the purposes of this article, the value 
of property as appraised for the purpose of the Federal gift tax, or if 
the gift is not subject to such tax, its value as appraised for the 
purpose of a State gift  tax shall be deemed to be the fair market value 
of the property a t  the time of the gift. 

(d) Reinveetmenta by $ducia~~.-If the property is an investment 
by the fiduciary under the instrument of gift (as, for example, in the 
case of a sale by the fiducitrry of property transferred under the in- 
strument of gift, and the reinvestment of the proceeds), the cost or 
other basis to the fiduciary is taken in lieu of the basis specified in 
paragraph (6).  

(e) Records.-To insure a fair and adequate determination of the 
proper basis under section 113(a) (2), persons making gifts of prop- 
erty should preserve and keep accessible a record of the facts neces- 
sary to determine the cost of the property and, if pertinent, its fair 
market value as of March 1, 1913. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[ (a)  Bails (unadjusted) of property.-The basin of property filial1 be 

(3) T M N s p p g  IN TBUST A F r m  DBagrnmt 31, 192o.-If the prop 
erty was acquired after December 81, lt120, by a trunafer 111 trU8t 
(other than by a transfer in trust by a bequest or devlec) the basis 
slinll he the eaiiie u s  I t  would be in the hands of tlie grniitor, 111- 

creased in the amount of guin o r  decreaned in tlie uliiount of ~ O N M  

recognized to the grantor upon such trrinder under the luw np1iii- 
cul)le to the year 111 whlch the trallnfer wiin matle. 

ART. 113(a) (3)-1. Transfer in trust after December 31, 1920.-(a) 
Property incZuded.-Section 113(a) (3) applies in general to ull prop- 
erty acquired after December 31, 1920, by transfer in trust. It does 
not apply to property acquired as a gi f t  by transfer in trust, or by 
bequest or devise; or by an instrument which, under section 113(a) 

LOSS.] 

the cost of auch property, except that-] 

9475Oo-3G-14 
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( E ) ,  is to be treated as though i t  were a will. With these exceptions, 
section 113(a) (3) applies to all property acquired after December 
31, 1920, by any transfer in trust of whatever description. I f  the 
transfer in trust be a gift, i t  is not within section 113(a) (3), but is 
within section 113(a) (2) or section 113(a) (4). 

(b) Bask-The basis of property so acquired is the game as it 
would be in the hands of the grantor, increased in the amount of 
gain or decreased in the amount of loss recognized to the grantor 
upon such transfer under the law applicable to the year in which 
the transfer was made. If the taxpayer acquired the property by a 
transfer in trust, this basis applies whether the property be in the 
hands of the trustee, or the beneficiary, and whether prior to the 
termination of the trust and distribution of the property, or 
thereafter. 

( c )  Reinveetmente by @m'ary.-If the property is an investment 
made by the fiduciary (as, for example, in the cam of a sale by the 
fiduciary of property transferred by the grantor, and the reinvest- 
ment of the proceeds), tlie cost or other basis to the fiduciary is 
taken in lieu of the basis specified in paragraph (b) .  

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Basia (uaadjuated) of property.-The basis of property shall be 
LOSS.] 

the cost of such property; ercept that-] 
(4) GIFT OB TFUNSFLB IN "BUST -PI0 JANUABY 1, lM.-I f  the 

property mas acquired by gift or transfer In trust on or before 
Dwrinber 31, 1920, the haste shall be the fair market value of such 
property n t  the t h e  of such acquisition. 

ART. 113(u) (4)-1. Oift or t rader  in trust prior to January 1, 1021.- 
(a)  Property incZ&ed.-Srction 113 (a)  (4) applies to all property 
acquired before January 1,1921, by gift or transfer in trust. It does 
not apply to property acquired by a devise or bequest; or by an 
instrument which, under section 113(a) (5) is to be treated as though 
i t  were a will. 
(6) Bask-The basis is the fair market valuo of such property a t  

the time of the gift or a t  the time of the traiisfer in trust. Such fair 
market value is to be ascertained in the manner prescribed in para- 
graph ( c )  of article 113(a) (2)-1. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Baais (unadjusted) of property.-The btisis of properly r;hnll be 
LOSS.] 

the cost of surh 1woiwrl.y ; cxc.c.I)t tlirit-1 
(a)  ID^^^^^^ TUANSYITTM AT IIEATII.-If tht. IllWmrty WflS a(*- 

qulred by I)equest, d t ~ l s c ,  or Ji~lic~ritai~rc, or by the tlecedeutb 
esttrtc froni tlie dcccdent, tlie b ~ i ~  sliull IJC tlie fulr markct value 
of such iuwpcrtx u t  the tlme of such aryuisltloii. In  the CIINL. or 
property treiisferred in trust to guy tlie iucome for life to 01- Up011 
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the order or direction of the grantor. with the rlght reserved to 
the grantor at all t i m a  prfor to hIs death to revoke the truet, the 
basis of such property In the hands of the persons entitled under 
the terms of the trust Instrument to the property after the grant- 
or's death shall, after such death, be the same as If the tmt  
Instrument hnd been a will execnted on the day of the grantor's 
death. For the purpose of thIs paragraph property passing with- 
out full and adequate consideratlon under a general power of ap- 
pointment exercised by wIll shall be deemed to be property passing 
from the  IndIvjdual erercislng such power by bequest or devise. 

ART. 113(a)(5)-1. Baais of property acquired by bequest, devine, or 
inheritance.-(a) property included-section 113 (a) (5) applies- 

(1) to all property p&ing from a decedent by his will or under 
the law governing the descent and distribution of property of 
decedents; and 

(2) to property passing under an instrument which, under section 
113(a)(5) L treated as though i t  were a will, but appliea to  such 
property only a t  the times and to the extent prescribed in  section 
118(a) (6). 

(b) Basie.-T'nder the law governing wills aqd the descent and 
distribution of the property of decedents, all titles to property ac- 
quired by bequest, devise, or inheritance relate back to the death 
pi! the decedent, even though the interest of him who takes the title 
was, a t  the date of death of the decedent, legal, equitable, vested, 
contingent, general, specific, residual, conditional, executory, or 
otherwise. Pursuant to this rule of law, section 113(a)(6) pre- 
scribes a single uniform basis rule applicable to all property passing 
from a decedent by will or under the law governing the descent and 
distribution of the property of decedents. Accordingly, the time of 
acquisition of such property is the death of the decedent, and its 
basis is the fair market value a t  the time of the decededt's death, 
regardless of the time when the taxpayer comes into posseasion and 
enjoyment of the property. For example, if distribution of per- 
sonal property left by a decedent is not made until one year after 
his death, the basis of such property in the hands of the legatee is 
its fair market value a t  the time when the decedent died, and not 
when the legatee actually received the property; or, if the bequest 
is of the residue to trustees in trust, and the e x e c u b ~  do not dis- 
tributs the residue to such trustees until five years after the death 
of the decedent, the basis of each piece of property left by the 
decedent and thus received, in the hands of the trustees,.is its faik 
market value at  the time when the decedent dies; or, if thb bequest 
is to trustees in  trust to pay to A during his lifetime the income of 
the pmperty bequeathed'qnd after his death to distribute such prop- 
erty to the survivors of a class, and upon A's death thevproperty is 

e 



182 

distributed to the taxpayer as the sole survivor, the basis of such 
property, in the hands of the taxpayer, is its fair market value at  
the time when the decedent died. 

The purpose of the Act, in prescribing a single uniform basis rule 
for property acquired by bequest, devise, or inheritance, is, on the 
one hand, to  tax the gain, in respect of such property, to him who 
realizes it (without regard to  the circumstance that a t  the death of 
the decedent it may have been quite uncertain whether the taxpayer 
would take or gain anything) ; and, on tho other hand, not to  recog- 
nize as gain any element of value solely from the circumstance that 
the possession or enjoyment of the taxpayer was postponed. Such 
postponement may be, for example, until the administration of the 
decedent’s estate is completed, until the peripd of the possession or 
enjoyment of another has terminated, or until an uncertain event has 
happened. It is the increase or decrease in the value of property 
reflected in a sale or other disposition which section 113 (a) ( 5 )  recog- 
nizes as the measure of gain or loss. 

( c )  Fair w k t  valw.-For the purposes of this article, the value 
of property as appraised for the purpose of the Federal estate tax 
or ifothe estate is not subject to  such tax, its value as appraised for 
the purpose of State inheritance or transmission taxes, shall be 
deemed to  be its fair market value at the time of the death of the 
decdent. 

(d) Property acquired before hfaroh 1, 1913; reinvestments by  
jiduciary.-If the decedent died before March 1,1913, the fair market 
value on that date is taken in lieu of the fair market value on the 
date of death, but only to the same extent and for the same purposes 
as the fair niarket value on March 1, 1913, is taken under section 
113 (a) (14): 

I f  the property is an investment by the fiduciary under a will (as, 
for example, in the case of a sale by a fiduciary under a will of 
property transmitted from the decedent, and the reinvestment of the 
proceeds), the cost or other basis to tho fiduciary is taken in lieu of 
the fair market value at the time when the decedent died. 

( e )  AlEjlastrnents to the wriifamn ba&.-Tn the hands of every 
person who acquires the property of a decedent (or any estate or in- 
terest therein) by bequest, or devise, or inheritance, the basis of the 
property is always the same, 

(1) whether such person be the executor or administrator, the 
heir, the legatee, the devisee, the tnistee of a trust created by the 
will, or any beneficiary of such trust, and whatever the nature 
of any such person’s interest or estate may be; 

(2) whether during or after administration and settlement of 
the estate of the decedent, during or after the term of any trust 
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under the will, or before or after the distribution by the executor 
or administrator, or the trustee. 

Adjustments to  basis required by section 113(b) are made in ac- 
cordance with the same uniform rule. Thus the deductions for 
depreciation and for depletion allowed or allowable, under section 
23(1) and section 23(m), to a legal life tenant as if the life tenant 
were the absolute owner of the property, constitute an adjustment to 
the basis of the property in the hands not only of the life tenant, but 
also in the hands of the remainderman and every other person to 
whom the same uniform basis is applicable. Similarly, the deduc- 
tions allowed or allowable under section 23(1) and section 23(m), 
both to  the trustee and to the triist beneficiaries, constitute an adjust- 
ment to the basis of the property not only in the hands of the trustee, 
but also in the hands of the trust beneficiaries and every other person 
to  whom the uniform basis is applicable. See, however, section 
24(a). Similarly, adjustments in respect of capital expenditures or 
losses, tax-free distributions, o r  other distributions applicable in 
reduction of basis, or other items for which the basis is adjustable 
are made without regard to which one of the persons to whom the 
same uniform basis is applicable makes the capital expenditures or 
sustains the capital losses, or to whom the tax-free or other distribu- 
tions are made, or to whom the deductions are allowed or allowable. 

The executor or other legal representative of the decedent, the 
fiduciary of a trust undgr a will, the life tenant and every other per- 
son to whom a uniform basis under this article is applicable, shall 
make and maintain records showing in detail all deductiom, dis- 
tributions, or other items for which adjustment to  basis is required 
to be made by section 113(b), and shall furnish to the Commissioner 
information with respect to such matters in such detail at such timo 
and in such mnnner as the Commissioner may require. ( r )  Sdes of remainder an&? other interest8 in property trmandted 
at death.-The following is an illustration of the rule stated in 
paragraph ( b )  of this article that, under section 113(a) (5), the 
measure of gain or loss resulting from a sale or other disposition of 
property transmitted a t  death is the increase or decrease in the value 
of the property as reflected in  such salo or other disposition: I f  
land is left for life to A, with remainder in fee to B, and prior to 
A’s death, B sells his remainder, the increase or decrease in the value 
of the land reflected, and realized by B, in the proceeds from the sala 
of his remainder interest constitutes the gain recognized upon the 
sale. (See section 111,) Such gain (or as the case may be, the loss) 
is computed by comparing the amount of the proceeds received from 
the sale with the amount of the part of the uniform basis assignable 
to such sale of B’s remainder interest. The part of the uniform basis 

I 
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assignable to such a sale by 13 is the part of the uniform basis (ad- 
justed to  the time of the sale) of the land transmitted from the 
decedent which bears the same proportion to such uniform basis ns 
‘B’s reinainder interest, at the time of the sale, bears to the wholo 
estate trnnsmitted from the decedent. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Bmli (unadjurted) of property.-The basls Of property shall be 

(6) TAx-FB~ ID[CEARaGS o m r i U Y . - I f  the property was ac- 
qulred, niter February 28, 1913, upon an exchange deecrlbed In 
sectlon 112 (b)  to (e), Incluslvc, tlie buds sliall be the snme as 
in the case of  the property exchnnged, decrmW In the amount of 
any money recelved by the tnxpuger nnd Increased I n  the amount 
of  galn or decreased 111 the oruount ni  loss to the tnxpayer that 
was recognlred upofl such exchange under the law appllcable to the 
year In wlilcli the exchange was mncle. If the property so acqulrd 
conslated in part of the type of property permltted by sectlon 
11% (b) to be recelved wlthout the rrcognltlon of galn or loss, and 
In part of other property, the baals provIdd In  thle pnragraph 
shall be allocated between tlie propertles (other than money) 
received, and for the purpose of the nllocntlon there shall be 
aselmed to such other property nn amount cqulvnlent to ItB falr 
market value at the date o f  the exclinnge. Tlils pllrtlmaph sliall 
not apply to PropertY acgulred by n corporation by the Issuance of  
It8 stock or securltlee ns the conalderatlor1 I n  whole or In part for 
the transfer of the prnperty to It. 

LOSS.] 

the cost of Liuch property ; except thnt-] 

,ART. 113 (a) (6)-1. Property acquired upon a tax-free exchange.-In 
th‘e case of an exchange, after February 28, 1913, of property solely 
of the type described in section 112 (b), if no part of the gain or loss 
was recognizod under the law applicable to tho year in which the ex- 
change mas mode, the bnsis of the property acquired is the same IIS 

the basis of the property transferred by the taxpayer with proper 
ndjustments to the date of tho exchange. 

I f ,  in an exchange, after Februnry 28, 1013, of properties of 
the type indicated in section 112 (b), gain to the taxpayer was 
recognized under the provisions of section 112 (c) or (d) or a simi- 
lar provision of a prior Revenue Act, on account of the receipt of 
money in addition in the trnnsaction, the basis of the property 
acquired is the basis of the property transferred (adjusted to the 
date of the exchange), decreased by tho amount of money received 
and increased by the amount of gain recognized on the exchange. 
For  example: A purcllasetl a slinrn of storlc i n  tho X Corporation in 
1926 for $100. I’iirsunnt to a plan of rrorgnnizution, A in 1032 ex- 
changed his share for one share in the Y Corporation, wort11 $90, 
nnd $30 in cash. ITnder the provisions of section 112 (c), A realized 

~ a taxable gain of $20 from the exchange. As to the amount of such 
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gain to be taken into account in computing net income, see section 117. 
The basis of the share of stock in the Y Corporation is $90; that is, 
the basis of the share in the X Corporation ($100) less the amount 
of money received by A ($30) plus the amount of gain recognized 
on the exchange ($20). 

lf- upon an exchange of properties of the type described in  -- 
sectilon i12 (b), there was received by the taxpayer in addition other 
property (not permitted to be received without the recognition of 
gain) and money, and gain from the transaction was recognized as 
required under section 112 (c) or (d) or a similar provision of a 
prior Revenue Act, the basis (adjusted to the date of the exchange) 
of the property transferred by the taxpayer, decreoseci by the 
amount of money received and increased by the amount of gain 
recognized, must be apportioned to and is the basis of the properties 
(other than money) received on the exchange. For the purpose of 
the allocation of such basis to the properties received, there must be 
assigned to such other property an amount equivalent to ita fair 
market value at the date of the exchange. 

Eaample: A purchased a share of stock in the X Corporation in  
1924 for $100. Upon a reorganization of the X Corporation in 
1934, A received in place of his stock in the X Corporation a share 
of stock in the Y Corporation worth $60, a Liberty bond worth $50, 
and in  addition $20 in cash. Under section 112 (c) ( l ) ,  A realized 
a gain of $30 from the exchange. As to the amount of euch gain to 
be taken into account in computing net income, see section 117. The 
basis of the +pert7 received in exchange ie the bash of the old 
stock ($100) decreased in the amount of money received ($20) and 
increased in the amount of gab that was realized (w), which 
results in a basis for the property reqived of $110. This baeis of 
$110 is apportioned between the Liberty bond and the share of stock, 
the basis of the Liberty bond being i t  fair market value a t  the date 
of the exchange, $50, and of the share of stwk, the remainder, $60. 

Section 112 (e) of the Act, and similar provisions of prior Reve- 
nue Acts, provide that no low may be re#- on an exchange of 
properties of a type described i4 section 112 (b), although the tax- 
payer receives other pFoperty or money from the ttansaction. How- 
ever, the basis of the woperty-or properties 4 e d  by the taxpayer 
(other than money) h the b& (adjusted to the date of the ex- 
change) of the property transferyxi, decreased by the amount of 
money received. This bash must be apportione! to the-properties 
received, and for this purpose there must be allocated to such other 
property (not permitted to be exchanged tax free) an amount of such 
basis equivalent to the fair market value of such other property at 
the date of the exchange. 
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Paragraph (6)' of section 113 (a) does not apply in ascertaining 
the basis of property acquired by a corporntion by the issuance of its 
stock or securities as the consideration in whole or in part for the 
transfer of the property to it. But see pnrngraphs (7) and (8) of 
section 113 (a). 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Basir (unadjurted) of property.-The basis of property sliali be 

(7) TBANYFEUY TO COBPOBATION WHERE CONTBOL OP YBOPEBTY BE- 

cember 81, 1917, by a corporation iii connection wlth n reorgani- 
zation, and immediately after tlie transfer on Interest or control 
i n  such prowrty of 50 per ceiitum or more remained in the same 
persons or any of them, then the basis shall lie the slime as it 
would be in the hands of the transferor, increased in the amount 
of gnin or decreased in the amount of loss rcrogiiized to the truns- 
feror upon such trunsfer under the luw applicable to the year in 
which the transfer was made. This paragraph sliali not ulipiy if 
the Property acquired consists of stock or securitiw in a corpora- 
tion a party to tlie reorganization, unless acquired by the Issuance 
of stock or securities of the transferee as the consideration in whole 
01' in part for the transfer. 

LOSS.] 

the cost of such property ; except that-] 

MAINS I N  S A N E  PEUSoNS.-If the PrOPerty \\US ncquired a f k r  De- 

ART. 113(a) (7)-1. Property acquired by corporation in reorganization 
after December 31, 1017.-The provisions of section 113(a) (7) may be 
illustrated by the following example : 
Example: If the X Corporation, which owns property purchased 

in 1925 for $10,000, causes the organization of the Y Corporation to 
wliicli the property mentioned is transferred in exchange fo r  all of 
the capital stock of Y, no gain or loss from the transaction is recog- 
nized under section 112(b) (4). The basis of the property in the 
hands of the Y Corporation is $10,000, the basis which the property 
would have had in the hands of the X Corporation if the transfer 
had not beell made. 

Paragraph (7) of section 113(a) does not apply if the property 
acquired consists of stock or securities in a corporation a party to  a 
reorganization, unless such stock or securities nru acquired by the 
issua,nce of stock or securities of the trunsferee as the consideration 
in whole or in part for the transfer. The application of this article 
to a cah  where such stock or securities are acquired by the issuance 
of stock or securities of the transferee may Le illustrated as follows: 

E m n p l c :  The Y Corporatio~u owns all of thc! stock of the X 
Corporation, which stock it acquired in 1034 by the issuance of all 
of its own stock to the individual shareholders of the X Corporation. 
The stock of the X Corporation wns acquired by tho individuals in 
1924 for $100,000 in cwh. The stock of the Y Corporation had a 
fair market value of $1,000,000 at  tho time it was exchanged in 
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1934 for the stock of the X Corporation. The fair market value 
of the stock of the X Corporation at  the time of the exchange in 
1934 was also $1,000,000. The basis to the Y Corporation of the 
stock of the X Corporation is the basis which such stock would have 
had in  the hands of tlie individuals from whom it was acqtlired by 
the Y Corporation, that is, $100,000. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Barir (anadjurted) of property.-The basis of property shall be 
LOSS.] 

the cost of such property, except that-] 
( 8 )  PEopesTy A O Q U I W  BY 1 S S U A N a  OF STWK OB AS PAIDIN 

suwx,us.-If the property was acquired after December 31, lSz0, 
by a corporation- 

( A )  by the issuance of its stock or securities in connection 
with a transaction described in section 112(b) ( 6 )  (including, 
also, cases where part of the considerntion for the transfer of 
such property to the corporation was property or money, in 
addition to such stock or securities), or 
(B) as paid-in surplus or as  a contribution to capital, 

then the basis shall be the same as it would be in the hands of the 
transfeim, increased in the amount of galn or decrealled in the 
amount of lovs recognized to the transferor upon such trunsfer 
under the law applicable to the year In wliich the trunsfer was 
made. 

ART. 113(a) (8)-1. Property acquired by a corporation after December 
31,1O20.-The acquisition of property by a corporation after Decem- 
ber 31, 1917, by the issuance of its stock or securities in eonneotion 
with a reorganization may not fall within the provisions of para- 
graph (7) of section 113 (a), because of the fact that an interest or 
control in such property of 50 per cent or more did not remain in the 
same persons or any of them. If ,  however, the acquisition of such 
property occurred after December 31,1920, and falls within the pro- 
visions of paragraph (8) of-section 113 (a), the limitations therein 
imposed upon the basis of such property are applicable. 

I n  respect of property acquired by a corporation after December 
31, 1920, from a shareholder as paid-in surplus, or from any person 
as a contribution to capital, the basis of the property in the hands of 
the corporation is the basis which the property would have had in 
the hands of the transferor if the transfer had not been made. I n  the 
case of property acquired by a corporation after December 31,1920, aa 
a gift, the busis thereof shall be determined under section 113(a) (2). 

[SEC. 113. ADJUSTED BASiS FOR DETERMINING GAIN OR 

LOSS.] 
[(a) Basir (unadjurted) of property.-The basis of prcwrty sliall be 

(9) INVOLUNTAXY I X N \ ~ ~ I O N . - - I ~  the property was acquired, 
after February 28, 1913, a s  the result of a compuleory or involun- 

the coat of such property ; except that-] 
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tary conversion described in section 112(f), the basis shall be the 
same as in the case of the property so converted, decreased in the 
amount of any money received by the taxpayer which was not ex- 
pended in accordance with the provisions of law (applicable to the 
year In which such conversion was made) determining the taxable 
status of the gain or loss upon such conversion, and increased in , 

the amount of gain or decrensed in the amount of low to the tax- 
payer recognized upon such conversion under the law applicnble to 
the year in which such convervion was made. 

ART. 113(a) (9)-1. Property acquired as a result of an involuntary 
oonversion.-The provisions of section 113 (a) (9) may be illustrated 
by the following example: 

Eawnnple: A vessel purchased by A in 1926 for $100,000 is destroyed 
in 1934 and A reoeives insurance in the amount of $200,000. Disre  
garding, for the purpose of this example, the adjustment for depre- 
ciation, if A invests $150,000 in a new vessel, taxable gain to the 
extent of $50,000 would be recognized. As to the amount of such 
gain to be taken into account in computing net income, see section 117. 
The basis of the new vessel is $loO,OOO; that is, the cost of the old 
vessel ($loO,OOO) minus the money received by the taxpayer which 
was not expended in the acquisition, of the new vessel ($50,000) plus 
the amount of gain recognized upon the conversion ($50,000). 

[SEC. 113. ADJUSTED BASIS F O R  DETERMINING GAIN O R  
LOSS.] 

‘[(a) Baiir (unndjarted) of property.-The basis of property ahall be, 

(10) WASE 8ALEE OF STOCK.-If the property COnsisb of stock 
or securities the acquisition of which (or the contract or option 
to acquire which) resulted in  the nondeductibility (under section 
118 of this Act or corresponding provisions of prlor income tax 
laws, relating to wash sales) of the loss from the sule or other 
di8posItion of substantially identlcal stock or securities, then the 
basis shall be the bad8 of the stock or securities so sold or disposed 
of, increased or decreased, as  the case may be, by the difference, 
if any, between the price a t  which the property WBS acquired 
and the price at which such substantially identical stock or 
securities were Sold or otherwise disposed of. 

the cost of such property; except that-] 

ART. 113 (a) (10)-1. tocks or securities acquired in “ wash sales.”- 
The application of section 113(a) (10) rriuy be illustrated by the ’ 
following examples: 

Example (1): A purchased a share of common stock of the X 
Corporation for $100 in 1926, which he sold January 15, 1934, for 
$80. On February 1, 1934, he purchased a share of common stock 
of the same corporation for $90. No loss from the sale is recognized 
under section 118. The basis of the new share is $110; that is, the 
basis of the old share ($100) increased by $10, the excess of the price I 
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a t  which the now share was acquired ($90) over the price a t  which 
the old share was sold ($80). 

Rxamtp7e (f?) : A purchased a slinro of coininon stock of the Y 
Corporation for $100 in 1926, which he sold January 15, 1934, for 
$80. On February 1, 1934, he pnrchased a share of common stock of 
tho same corporation for $70. No loss from the sale is recognized 
under section 118. The basis of tho new share is $00; that is, the 
basis of the old share ($100) decreased by $10, the excess of the price 
a t  wliirh the old share was sold ($80) over the price a t  which the new 
share was ncquired ($70). 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Basis (unadjurted) of property.-The basls of property 8hall be 
LOSS.] 

the cost of such property ; except that-] 
. ’ (11) PBOPEBTY ACQUIUED DUBINB AFFIUATION.-III the CPSC Of 

property acquired by a corporation, during a perlod of alHllatlon, 
from a corporation with which it was amliated, the bash of euch 
property, after such period of amliation, shull be determined, In 
accordance with regulations prescribed by the Commirraloner wlth 
the approval of the Secretary, without regard to inter-company 
transactions in respect of which gain or lose was not recognized. 
For the purposes of this paragraph, the term “period of at€llIa- 
tion” means the period during which such corpratlons were 
affiliated (detemlned In accordance with the law applicable 
thereto) but does not Include any taxable year beglnning on or 
after January 1, 1022, unlws a conaolidated return WBE made, nor 
any taxable year after the taxable yenr 1928. The basls in caw 
of property acquired by a corporation during any period, in the 
taxable year 1929 or any subsequent taxable year, in respect of 
which a consolidated return Is made by such corporatlon under 
section 141 of this Act or the Revenue Act of 1928 or the Revenue 
Act of 1932, shall be determlned in accordance with regulatlone 
preecrikd under aectlon 141 (b)  of this Act or the Revenue Act 
of 1928 or the Revenue Act of 1932. The bash In the case of 
property held by a corporation during any period, in the taxable 
year 1929 or any subsequent taxable year, In respect of which 
a consolidated return is made by such corporation under section 
141 of this Act or the Revenue Act of 1928 or the Revenue Act 
of 1932, shall be adjusted in respect of any ltems relating to such 
period, in accordance with regulations prescrlbed under sectlon 
141 (b)  of this Act or the Revenue Act of 1028 or the Revenue Act 
of 1932, applicable to such period. 

ART. 113(a) (11)-1. Basis of property acquired during a5liation.- 
The basis of property acquired by a corporation during a period of 
affiliation from a corporution with which it was affiliated shall be the 
same as it would be in the hands of the corporution from which 
acquired. This rule is applicable if the basis of the property is 
material in determining tax liability for any year, whether a separate 
return or a consolidated return is mad0 in respect of such year. For  



190 

the purpose of this article, the term " period of affiliation " means the 
period during which such corporations were affiliated (determined in 
accordance with the law applicable thereto), but does not include any 
taxable year beginning on or after January 1, 1922, unless a con- 
solidated return was made, nor any taxnble year after the taxnble 
year 1928. 

Eaample: The X Corporation, the Y Corporation, and the Z Cor- 
poration were affiliated for the taxable year 1920. During that year 
the X Corporation transferred assets to the Y Corporation for 
$120,000 cash, and the Y Corporation in turn transferred the assets 
during the samo year to the Z Corporation for $130,000 cash. The 
assets were acquired by the X Corporation in 1916 a t  a cost of 
$100,000. The basis of the assets in the hands of the Z Corporation 
is $100,000. 

Tho basis of property acquired by a corporation during any 
period, in the taxable year 1929 or any subsequent taxable year, in 
respect of which a consolidated return was made or was required 
under Regulations 75, Regulations 78, or Regulations 89, relating to 
consolidated returns, shall be determined in accordance with such 
regulations. The basis in the case of property held by a corporation 
during any period, in the taxable year 1929 or any subsequent taxable 
year, in respect of which a consolidated r e t u p  is made or is re- 
quired under Regulations 75, Regulations 78, or Regulations 89, 
shall be adjusted in respect of any items relating to such period in 
accordance with such regulations. 

The basis of property after a consolidated return period shall be 
the same as immediately prior to  the close of slich period. This rule 
is applicable, for instance, to the making of separate returns by the 
members of an amiated group of corporations for taxable years 
beginning after December 31,1933, due to the withdrawal under the 
law of the privilege of making consolidated returns. For example, if 
a corporation has been a member of an affiliated group which has 
made a consolidated return on the calendar year basis for the tax- 
able year 1933 and is required to make a separate return for the 
taxable year 1934 and succeeding taxablo years, tho value of the 
opening inventory to be used in computing such corporation's net 
income for the taxable year 1934 is the proper value of the closing 
inventory used in computing the consolidated net income for the. 
preceding taxable year. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Basis (unadJusted) of property.-The bush of properly shall be 
LOSS.] 

the cwt  of such property; except thut-I 
(12) B A S I ~  EBTABLISEED EY RIOVENUE AOr O I  1@32.-If the prop 

erty was Required, after Februury 28, 1013, In any taxable year 
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beglanlng prior to January 1, 1034, and the basle thereof, for the 
purposee of the Revenue Act of lQX2 was prescribed by Won 
1l3 (a)  (6). ( I ) ,  or ( 9 )  of such Act, then for the purposea of thb 
Act the basla shall be the same as the basls therein preecrlbed in 
the Revenue Act of 1082. 

ART. 113(a) (12)-1. Basis of property eetabliuhed by Bevenue dot of 
1032.-Section 113 (a) (12) provides that if the property was acquired, 
after February 28, 1913, in any taxable year beginning prior to Jan- 
uary 1, 1934, and the basis of the property, for the purposes of the 
Revenue Act of 1932, was prescribed by section 113(a) (6), (t), or 
(9) of that Act, then for the purposes of the Revenue Act of 1984, 
the basis shall be the same as the basis therein prescribed in the 
Revenue Act of 1932. 

I f ,  after December 31, 1923, and in my taxable year beginning 
prior to January 1, 1934, in pursuance of a plan of reorganization 
and without the surrender of his stock, there. was distributed to a 
shareholder in a corporation a party to the reorganization stock or 
securities of a corporation a party to the reorganization, then aa is 
provided in section 113(a) (9) of the Revenue Act of 1932, the basis 
of the stock in respect of which the distribution was made must be 
apportioned between such stock and the stock or securities so dis- 
tributed to the shareholder. The basis of the old shares and the new 
shares or securities shall be determined in accordance with the fol- 
lowing rules: 

(1) I f  the stock distributed in reorganization consists solely of 
stock in the distributing corporation and is all of substantially the 
same character and preference as the stock in respect of which the 
distribution is made, the basis of each share will be the quotient of 
the cost or other'basis of the old shares of stock divided by the total 
number of the old and the new shares. 

(2) I f  the stock distributed in  reorganization is in whole or in 
part stock in a corporation a party to'the reorganization other than 
the distributing corporation, or where the stock distributed in re- 
organization is in whole or in part stock of a character or preference 
materially different from the stock in respect of which the distribu- 
tion is made, or if the distribution consists wholly or partly of securi- 
ties other than stock, the coet or other basis of the stock in respect 
of which the distribution is made shall be apportioned between such 
stock and the stock or securities distributed in proportion, as nearly 
as may be, to the respective values of each class of stock or security, 
old and new, a t  the time of such distribution, and the basis of each 
share of stock or unit of security will be the quotient of the cost or 
other bask of the class of stock or security to which such share or 
unit belongs, divided by the number of shares or unite in the class. 
Within the meaning of the foregoing provisions, securities are-differ. 

* 

I 
I 
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ent in class from stocks, stocks or secdrities in one corporation are 
different in class from stocks or securities in another corporation, 
and, in general, any material difference in character or preference or 
terns sufficient to distinguish one stock or security from another 
stock or security so that different values bay properly be assigned 
thereto, will constitute a difference in class. 

(a) If the stock in respect of which a distribution in reorganiza- 
tion is made was purchased at  different times or at different prices, 
and the identity of the lots Can not be determined, any sale of the 
original stock will be charged to the earliest purchases of such stock 
(see article 22(a)-8), and any sale of the stock or securities dis- 
tributed in reorganization will be presumed to have been made from 
the stock or securities distributed in respect of the earliest purchased 
stock. 

(4) I f  the stock in respect of which a distribution in reorganiza- 
tion is made was purchased at  different times or at  different prices, 
and the stock or securities distributed in reorganization can not be 
identified as having been ytributed in respect of any particular 

. ,lot of such stock, then any sale of the stock or securities distributed 
in  reorganization will be presumed to have been made from the stock 
or securities distributed in respect of the earliest purchased: stock. 

I f  in any taxable year beginning after December 31, 1938, without 
the surrender of his stock there is acquired by a shareholder in B 
corporation a party to a reorganization, as a distribution in pur- 
suance of the plan of reorganization, stock or securities in a cor- 
poration a party to the reorganization, such acquisition of new shares 
or securities by the shareholder will be treated as a dividend to the 
extent that such distribution has the effect of a taxable dividend. 
There shall be taxed as a dividend to each shareholder in such case 
such'portion of the fair market value as of the date of distribution 
of such stock or securities as is not in excess of his ratable share 
of the undistributed earnings and profits of the corporation inakiny 
the distribution as have been accumulated after February 28, 1913. 
Any remainder of such value will be applied against and used to 
reduce the basis of the old shares held by the shareholder. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Baiir (unadjnrted) of prope,rtp.-The basls of property shtrll be 

(13) P~mEasarPs.-If the property wns acqulrkd, .after Febru- 
ary 28, 1913, by a partnership and the bash Is not otherwlse deter- 
mined under any of the paragraphs (1)  tb (12), inclusive, of thls 
aubsectlon, then the basis shall be the same as It would be in the 
bands of the transferor, Increased In the amount of gain or 
decreased in the amount of loss recognlzed to the transferor upon 

LOSS.] 

the cost of such property ; except that-] 
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such transfer under the law applicable to the gear in whleh the 
transfer was made. If the property was dletrlbnted In klnd by a 
pnrtnership to any partner, the basis of such property in the hands 
of the partner shall be such part of the basis in his hands of his 
partnership interest as Is properly allocable to such property. 

ART. 113( a) (13)-1. Property contributed in kind by a partner to a 
partnership.-The basis of property contributed in kind by a partner 
to partnership capital after February 28, 1913, is the cost or other 
basis thereof to the contributing partner. A q u a l  allowances to the 
partnership for depletion and depreciation are to be computed on 
such basis. I f  such basis is greater than the fair markat value 
of the property at  the date of the transfer to the partnership, the 
annual depletion or depreciation allowances shall be allocated to and 
included in the determination of the distributive shares of the part- 
ners in accordance with their agreement in respect of the sharing of 
gains or losses affecting partnership capital. I f  the basis of 
such contributed property is less than the fair maxket value thereof 
at the date of transfer to the partnership, the annual allowances for 
depletion and depreciation are to be limited to such basis and mmy 
be apportioned among the partners according to their agreement 
with respect to the sharing of gains or losses affecting partnership 
capital. On the sale or other disposition of such contributed prop- 
erty by the partnership the gain or loss, determined on such trans- 
ferred basis, adjusted as required by section 118(b), shall be prorated 
in determining the distributive shares of the partners according to 
their gain or loss ratios on the disposition of a partnership Bsset 
under the partnership agreement. 

ART. 113(a) (13)-2. &adjnrtment of partner&ip intereh-When a 
partner retires from a partnership, or it is dissolved, he realizes a 
gain or loss measured by the difference between the price receivod for 
his interest and the sum of the adjusted cost or other basis to him of 
his interest ip the partnership plus the amount of his share in any 
undistributed partnership net income earned since he became a part- 
ner on which the income tax has been paid. However, if such interest 
in the partnership was acquired prior to March 1,1913, both the cost 
or other basis as hereinbefore provided and the value of such interest 
as of such date, plus the amount of his share in any undistributed 
partnership net income w r e d  since' February 28,1913, on which the 
income tax has been paid, shall be ascertained, and the gain derived 
or the loss sustained shall be computed as provided in article 111-1. 
See also section 117. If  the partnership distributes its asseta in kind 
and not in cash, the partner realizes no gain or loss until he dispoeer, 
of the property received in liquidation.. The basis of such property 
in the hands of the partner shall be such part of the basis in hie 



hands of his partnership interest as is properly allocable to  such 
property. 

I f  a new partner is admitted to  the partnership, or an exist- 
ing partnership is reorganized, the facts as to such change or reor- 
ganization should be fully set forth in the next return of income, 
in order that the Commissioner may determine whether any gain has 
been realized or loss sustained by any partner. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

[(a) Bani: (unadjurted) of property.-The basis of property shall 

(14) P B O P ~ T Y  ACQUI- BEFORE MARCH 1, 1913.-In the case of 
property acquired before March 1, 1913, if the basis otherwise de- 
termined under this subsection, adjusted ('for the period prior to 
March 1, 1913) as provided in subsection (b), is less than the fair 
market value of the property as of March 1,1913, the6 the basis for 
deternlining galn shall be such fair inarket value. fii determinlng 
the fair market wlue of stock in a corporation as of March 1, 1913, 
due regard shall be glvep to the fair market vulue of the assets of 
the corporntion as of thst date. 

LOSS.] 

be the cost of such property; except tliut-] 

i 
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in the aggregate sum of $39,480, the adjusted basis for determining 
gain in 1934 ($94,000 less $39,480) is $54,520. (6) For the purpose 
of determining B loss from the sale or other disposition of such 
property in 1934, the basis of the property is the cost of the prop- 
erty, without refemnce to the fair market value as of March 1, 1913, 
adjusted for depreciation before March 1, 1913, and after February 
28, 1913. The amount of depreciation sustained prior to March 1, 
1913, in this example is $lO,OOO, and if the amount of depreciation 
to be accounted for after February 28,1913, is assumed to be $39,480, 
the aggregate amount of depreciation for which adjustment of such 
cost must be made is $49,480. The adjusted basis for determining 
loss in 1934 ($100,000 less $49,480) is $50,520. 

What the fair market value of property was on March 1, 1913, is 
a question of fact to be established by competent evidence. In de- 
termining the fair market value of stock in a corporation, due re- 
gard shall be given to the fair market valug of the corporate hssets 
on such date. I n  the case of property traded in on pubhc exchanges, 
actual sales a t  or about the basic date afford evidence of value. I n  
general, the fair market value of a block or aggregate of a particular 
kind of property is not to  be determined by a forced sole price or 
by an estimate of what a whole block or aggregate would bring if 
placed upon the market a t  one and the same time, but such-value 
should be determined bJ; ascertaining as the basis the fair market 
value of each unit of the property. All relevant facts and elements 
of value as of the basic date should be considered in every case. 

[SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR 

(b) Adjurted barire-The adjusted basis for determinlng the gain or  
loss from the sale or other dispositfon of property, whenever acquired, 
shall be the basls deteriuined under subsection (a) ,  adjusted as hem. 
inafter provided. 

(1) G~NQBAL Ban-Proper adjustment in respect of the prop. 

(A)  for expenditures, receipts, lossea, or other items, prop. 

carrying charges on unlmproved and unproductlve real prop 
erty, but no such adjustment shall be made for taxes or 
other carrying charges for which deductions have been taken 
by the taxpayer in determining net income for the taxable 
year or prior taxable years; 
(B) in respect of any period since February 28, 1Bl8, for 

exhaustion, wear and tear, obsolescence, amortizatlon, and 
depletion, to the extent allowed (but not less than the amount 
allowable) under this Act or  prior Income tax laws. Where 
for any taxable year prior to the taxable year 1932 the de- 
pletion allowance was baaed on discovery value or n per- 
centage of income, then the adjustment for depletlon for such 

LOSS.] 

erty shall in all caws be mad& 
,' & 

erly chargeable to capltal account, including taxes and other 

O ~ ~ B B - - ~ B - I L I  
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year ahall be based on the depletlon which would have been 
allowable for such year if computed without reference to 
dlscovery vulue or a percentage of income; 

(C) in respect of any period prior to March 1, 1918, for 
exhaustion, wear and tear, obsolescence, umortlaatlon, and 
depletlon, to the extent suetaliled : 

(D) in the case of stock (to the extent not provided for in 
the foregulng subparugraphs) for the amount of difltrlbutions 
prevlously made whlch, under the law applicable to the year 
in which the distribution was made, elther were tax-free or 
were applicable In reduction of basls (not iiicludlng dlstribu- 
tions made by a corporation, which was classified as a per- 
sonal service corporation under the Iroviuions of the Revenue 
Act of 1918 or 1921, out of its earnings or profits which were 
taxable in accordance with the yrovlslons of section 218 of 
the Revenue Act of 1918 or 1Sn). 

(2) SUBSTITOTHI aAms.-The term “~ubstftuted basis” as used 
in thls subsection means u basis deternilned under any provlslon 
of subsection (a) of thls section or under any rmrespondlng pro- 
vision of a prior income tax law, provldlng that the basis shall 
be deternilned- 

(A) by reference to  the basis in the hands of a transferor, 

(B) by reference to other property held a t  any time by the 

Whenever i t  appears that the buds of property in the liands of 
the taxpayer Is a suhtltuted basis, then the adjustments provlded 
In puragraph (1) of this subaectlon shall be made after drst mak- 
Ing in respect of such substltuted bash proper adjustments of u 
slmilar nature In respect of the perlod durlng which the property 
was held by the transferor, donor, or grantor, or durlng whlch 
the other property was held by the person for whom the basis is 
to be determined. A similar rule shall be applied in the case of a 
serles of substituted bases. 

donor, or grantor, or 

person for whom the basis is  to be determined. 

Am. 113(b)-1. Adjuited baais: General rule.-The adjusted basis for 
determining the gain o r  loss from the sale or other disposition of 
property, is the cost of such property or, in the case of such property 
as is described in paragraphs (1) to (la), inclusive, of section 
113(a), the basis therein provided, adjusted to the extent provided 
in section 113(b). 

The cost or other basis shall be properly adjusted for any expendi- 
ture, receipt, loss, or other item, properly chargeable to  capital 
account, including the aost of improvements and betterments made 
to the property. I n  the case of mines and oil or gas wells the fol- 
lowing shall not be considered as items properly chargeable to  capitul 
account: (1) Expenditures made in the taxable year 1982 or sub=- 
quent taxable years which are allowable under article 285 or article 
236 of Regulations 77 and articles 23(m)-15 or 28(m)-16 of these 
regulations as deductions in computing net income ; (2) expenditures 
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made in tmable years prior to 1932 which were allowed, or which 
may hereafter be allowed, as  deductions in computing the net income 
of the taxpayer for such taxable years. I n  the case of unimproved 
and unproductive real property, carrying charges, such as taxes and 
interest, which have not been taken as deductions by the taxpayer 
in determining net income for the taxable year, or a prior taxable 
year, are properly chargeable to  capital account. 

Example: A, who makes his returns on the calendar year basis, 
purchased property in 1927 for $10,000. He subsequently expended 
$6,000 for improvements. Disregarding, for the purpose of this 
example, the adjustments required for depreciation, the adjusted 
basis of the property is $16,000. I f  A sells the property in 1934 for 
$20,000, the amount of his gain will be $4,000. As to the amount of 
such gain to be taken into account in computing net income, see 
section 117. 

The cost or other basis must also be decrpased by the amount of 
the deductions for exhaustion, wear and tear, obsolescence, amortiza- 
tion, and depletion to the extent such deductions have in respect of 
any period since February 28, 1913, been allowed (but such decrease 
shall not be less than the amount of deductions allowable) under the 
Revenue Act of 1934 or prior income tax laws. The adjustment 
required for any taxable year or period is the amount allowed or the 
amount allowable for such year or period under the law applicable 
thereto, whichever is the greater amount. A taxpayer is not per- 
mitted to take advantage in a later year of his prior failure to take 
any depreciation allowance or of his action in taking an allowance 
plainly inadequate under the known facts in prior years. The de- 
termination of the amount properly allowable shall, however, be 
made on the basis of facts reasonably known to exist at the end of 
such year or period. The aggregate sum of the greater of such 
annual amounts is the amount by which the cost or other basis of 
the property shall be adjusted. For example, the case of Corpora- 
tion A discloses the following facts as of January l, 1934: 

’ 

YeU Allowed, but not 
Allowable lau than amount I I allowable 

Allowed I 
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The depreciation allowed but not less than the amount allowable 
in this example ag of January 1, 1934, is $44,000, and the cost or 
other basis of the property is to be adjusted by that amount. The 
deductions by which the cost or other basis is to  be decreased shall 
include deductions allowed under section 114(b) (2), (3),  and (4) 
of the Revenue Act of 1932 and the Revenue Act of 1984, for the 
taxable year 1932 and subsequent taxable years, but the amount of 
the diminution in respect af depletion for taxable years prior to 
1932 shall not exceed a depletion deduction computed without ref- 
erence to discovery value in the case of mines, or  without reference 
to discovery value or a percentage of income in the case of oil and 
gas wells. 

The cost or other basis shall also be decreased by the exhaustion, 
wear and tear, obsolescence, amortization, and depletion sustained 
in rwpect of any period prior to March 1, 1913. 

I n  the case of stock, the cost or other basis must be diminished by 
the amount of distributions previously made which, under the law 
applicable to the year in yhich the distribution waa made, either 
were tax free or  were applicable in reduction of basis (not includ- 
ing distributions made by a corporation, which was classified as a 
personal service corporation under the provisions of the Revenue Act 
of 1918 or 1921, out of its earnings or profits which were taxable in 
accordance with the provisions of section 218 of the Revenue Act of 
1918 or 1921). 

Example: A, who makes his returns upon the calendar year basis, 
purchased stock in 1923 for $5,000. He received in 1924 a distribu- 
tion of $2,000 paid out of earnings and profits the corporatioil 
accumulated prior to March 1, 1913. The adjusted basis for deter- 
mining the gain or loss from the sale or other disposition of the 
stock in 1934 is $5,000 1-s $2,000, or $3,000, and the amount of the 
gain or loss from the sale or other disposition of the stock is the 
difference between $3,000 and the amount realized from the sale or 
other disposition. 

Adjustments must always be made to eliminate double dsductions 
or their equivalent. Thw, in the case of the stock of a subsidiary 
company, the basis thereof must be properly adjusted for the amount 
of the subsidiary company’s losses for the years in which consoli- 
dated returns were made. 

I n  determining basis, and adjustments to basis, the principles of 
estoppel apply, as elsewhere under the Act. 

ART. 113(b)-2. Substitatad basis.-whenever i t  appears that the 
basis of property in the hands of the taxpayer is a substituted basis, 
as defined in section 113 (b) (2)’ the adjustments indicated in 
article lia(b)-l shall be made after first making in iespect of such 

But see section 117. 
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substituted basis proper adjustments of a similar nature in respect 
of the period during which the property was held by the trans- 
feror, donor, or grantor, or during which the property was held 
by the person for wlioin the basis is to be determined. A similar 
rule shall also be applied in the case of a series of substituted 
bases. 

Ezamplc: A, who makes his returns upon the calendar year basis, 
i n  1926 purchased the X Building and subsequently gave it to his son 
B. B exchanged the X Building for the Y Building in a tax-free 
exchange, and then gave the Y Building to his wife C. C, in 
determining the gain from the sale or other disposition of the Y 
Building in 1934, is required to reduce the basis of the building by 
deductions for depreciation which were successively allowed (but not 
less than the amount allowable) to A and B upon the X Building 
and to I3 upon the Y Building, in addition to the deductions for 
depreciation allowed (but Rot less than the amount allowable) to 
heixelf during her ownership of the Y Building. 

i 



CHAPTEH XIV 

DEPRECIATION AND DEPLETION 
SEC. 114. BASIS F O R  DEPRECIATION AND DEPLETION. 

(a) 'Badi for depreciation.-The basis upon whldh exhanstlon, wear 
and tear, and &solescenc~ are to be allowed in respect of any 
property shall be the adjusted basls provlded In seetion 113(b) for 
the purpose of determlnlng the galn upon the sale or other dlepwltlon 
of euch property. 

(b) Basis for depletion.- 
(1)  GENEBAL svLs-The basla upon whlch depletion 1s to be 

allowed In respect of any property shall be the adjusted basis pro- 
vlded In sectlon 113(b) for the purpwe of determining the gain 
upon the sale or other dlsposltlon of such property, except as  
provlded ln paragraphs (2), (S), and (4 )  of thla subsection. 

(2) DISCOVEBY VALUE in CASU OF Y I N E B . - ~  the  case of mlnes 
(other than metal, coal or sulphur mines) discovered by the tux- 
payer after February 28, 1913, the basis for depletion &all be 
the falr market value of the property a t  the date of dlscovery or 
wlthln thirty days thereafter, If snch mlnes were not acqulrtxl 
as the result of purchase of a proven tract or lease, and l! the 
fair market value of the property Is muterlally dlsproportlonate 
to the cost. The depletion allowunce uiitler sectlon 23(ui) bused 
on dlaeovery value provided in this Iiurugraph shall not exceed 
50 per centum of the net Income of the t a x p y w  (computed wlth- 
out allowance for deple/lod from the property upon whlch the 
dhcovery was made, except that In no case shall tbe depletion 
allowance under section 23(m) be less thun I t  would be If com- 
puted without reference to discovery value. nlscoveries shall 
Include mlnerals In commercial quantities contained wlthln a 
vein or deposlt dlscovered In an exIstlng mine or mlnlng tract 
by the taxpayer after February 28. 1913, If the veln or deposlt 
thus discovered was not merely the unlritemuptecl extenslon of a 
continuing cmnmerclal veln or deposit alreudy known to exlet, 
and IP the cllscovertul mlnerala are of sufRclerit value and quantlty 
that they could be wparately mlned uncl marketed at  a profit. 
(3) ~ C E N T A Q E  D I C P I ~ I O N  ma OIL A N D  BAS w~~cs.--In the case 

of oil and gas wells the allowance for depletion under sectlon 
B ( m )  shall be 27% per centum of the gross income from the 
property durlng the taxable year, excluding from such grow In- 
come an amount equal to any rents or royalties paid or lncurred 
by the taxpayer lii respect of the p-?perty. Such allowance shall 
not exceed 60 per centiim of the iiet Income of the taxpayer (com- 
puted wlthout allowance for depletlon) from tlie proiarty, except 
that In no cage shall the depletlorr allowance under sectlon 3 ( m )  
tm lens than i t  would be If comibuted wllhout reference to tbIe 
paragraph. 

(zoo) 
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(4) PEBCENTABP DEPLETION FOB COAL AND METAL M I N E S  AND 

saPam.-The allowance for depletlon under section %(m) shall 
be, In the case of coal mlnes, 6 per ceutum, In tlie case of metal 
mlnea, 16 per centurn, and, in the case of sulphur niines or deposits, 
23 per centus, of the gross Income froin the property during the 
taxable year, excludlng from such gross Income un nmouiit equal 
to any rents or royaltles paid or incurred by the taxpayer In 
respect of the property. Such allowance &a11 not exceed 60 per 
centum of the net Income of the taxpayer (computed wlthout 
allowance for depletlon) froni the property. A taxpayer making 
his flrst return under thls tltle In respec9 of a property shall state 
whether he electa to have the depletion allowance for such prop 
erty for tlie taxable year for which the return 1s made computed 
wIth or wlthout regard to percentage depletion. and the depletlon 
allowance 111 respect of such property for such year ehall be cnm- 
puted accordliig to the election thus niade. If the taxpayer falls 
tc, make such statement In the return, the depletlou allowance 
for such property for ~liich year shall be coniputed wltliout refer- 
ence to percentage de1)letloii. The method, determined as above, 
of computlng the depletlon allowance shall be applied lu the case 
of the property for all taxable years 111 which It is In the hands 
of such taxpayer, or of any other pewon If the basis of the 
property (for detemlnlng gain) In his hands la, under sectlon 113. 
determined by reference to the basis In the hands of such tax- 
payer, elther dlrectly or through one or more substituted bases. 
as detlned In that sectlon. 

ART. 114-1. BMir for allowanoe of depreciation and depletion.-The 
basis upon which exhaustion, wear and tear, obsolescence, and de- 
pletion will be allowed in respect of any property is the -me as is 
provided in section 118 (a), adjusted as provided in section 113 (b), 
for the purpose of determining the gain from the sale or otlier 
disposition of such property, except as provided in article 28(m)-3, 
relating to depletion based on discovery value, in article 23 (m)4 ,  
relating to percentage depletion in the cam of oil and gas wells, and 
in article 23(m)-ti, relating to percentage depletion in the c u e  of coal 
mines, metal mines, and sulphur mines or deposits. 
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CHAPTER XV 

DISTRIBUTIONS BY CORPORATIONS-DIVIDENDS 
SEC. 115. DISTRIBUTIONS BY CORPORATIONS. 

(a) Dednltlon of dividend.-The term “dividend ” when ueed In this 
title (except in sectlon 203 (a )  (4) and section 207 ( c )  (l), relatlng to 
insurance companies) means any dlstrlbutiou made by a corporation 
to its shareholders, wlietlier In money or in other property, out of i ts  
earnings or profits accriiiiulated nfter February 28, 1913. 

(b) Oouroe of dl6trlbutloni.-For the  orpo poses of thIs Act every dIs- 
trlbutioii I s  made out of earniugs or proflts to the extent thereof, and 
from the most recently accumulated earnin@ or proflts. Any earnings 
or proflts accumulated, or lncreaw in value of property accrued, before 
March 1, 1913, may be distributed exempt from tar ,  uetcr the eurnings 
and proflta accumulated after Februnry 28, 1013, have been distrlbuted, 
but any such tax-free distrlbritlon shall be ai)plled agalnst and reduce 
the adjusted basls of the stock provlded In section 113. 

(a) Dlrtributionr in liquidation.-Amonnts dlstrlbuted In wmp1et.a 
IiquldatIon of a corporatlon slinll be trerittrl a s  in Pull payment in  
exchange for the stock, and amoun- tllstrlbuted in partial IIquldation 
of a corporation shall be treated as in part or fu l l  payment In exchnnge 
for  the stock. The galn or 108s to the cllntr’lbutee reRultlng from suc.h 
exchange shall be determlned under section 111, but shall be r e c o g n l d  
only to the extent provided in section 112. DespIte the provlslons of 
sectlon 117(a), 100 per centum of the gain so recngnized shall be taken 
into account In rompiitlng net income. In the cum of amounts (11s- 
trlbuted (whether before January 1, 1034, or on or after sucli date) In 
partlnl llqnldatIon (other than a dlstril)utlon wlthln the provlslons 
of subsection ( h )  of this Rection of stoc.k or securltles In connectlon 
with a reorganizatlon) the Dart of such dlstributlon which 1s properly 
chargeable to capitul account sliull not Iw connlderetl a dlstrlbutlon of 
earnlngs or proflts wltliln the meaning of sul)section (1)) of this section 
for the purpose of determining the tuxubIIIty of subsequent distrlbu- 
tloiis by the corporatlon. 

(d)  Other dlitributlonr from caplta1.-If auy  clIwtrIbutlon (not In 
partial or comi)lete I1quitlation) matie hy a corporutlon to Its share 
holders is uot out of increase In value of piwperty accrued before 
Mnrch 1, 1913, and Is not out of earnings or proflts, then the amount 
of such dlstributlon shnll be applled against and reduce the adjusted 
basls of the stock provlcled in sectlon 113, and If In excess of such 
basis, such excess shall be taxable in the same mnniier a s  a galn from 
the sale or exchange of property. 

( 8 )  Distrlbutionr by perional ierrlce oorporationi.-Any dIstrIbutIon 
made by a corporatlon, whiclr was classifled a s  a personal servlce cor- 
poration under the prorialons of the Revenue Act of 1918 or the 
Revenue Act of 1921, out of i ts  earnlngs or proflts whlch were taxable 

(!!V2) 
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in accordance with the provIslons of sectlon 218 of the Revenue Act of 
1918 or section 218 of the Revenue Act of 1821, shall be exempt from 
tax to the dlstributees. 

(f)  Stock di-ddendn.-A stock dividend shall not be mbject to tar. 
(g) Redemption of rtook.-If a corporation cancels or redeems lta 

stock (whether or not such stock was Issued as a stock dividend) at 
such tIme and in such manner as to make the distribution and can- 
cellation or redemptlon In whole or In pnrt essentially equlvalent to 
the dlstributlon of a taxable dividend, the amount BO distributed In 
redemptlon or cancellatlon of the stock, to the extent that  it represents 
a distribution of earnings or profits accumnlated after February 28, 
1913, shall be treated a s  a taxable dividend. 

(h) DirtrIbution of stock on reorgani%ation-Effect on future distri- 
butlon8.-The dlstributlon before January 1, 1934, In pursuance of a 
plan of reorganization, by or on behalf of a corporation a party to the 
reorganhatlon, of ita stock or securities or stock or securities in a 
corporation a party to the reorganlzatlon, if no galn to the distrlbutee 
irom the receipt of such stock or securitlea was recwgnlmd by luw, 
shall not be consldered a dlstributlon of earnings or proflts wlthin the 
meaning of thIs eection for the purpose of determlnlng the tuxubillty of 
subsequent dlstributlons by the corporatlon. As used In this subsection, 
the terms ‘‘ reorganlzatlon ” and “ party to the reorganlcatfon ” shall 
ha l e  the meanings asslgned to such terms In eec.tlon 112 of the Revenue 

(1) Definition of partial llquidat1on.-As used In this &Ion the 
term “ amounts distributed In partial HquIdatlon ” means a distribu- 
tion by a corporation in cwmplete cancellation or redenlptlon of n part 
of i ts  stock, or one of a eerles of distrlbutlons In complete cancellatlon 
or mdemptlon of all  or a portion of lts stock. 

A C ~  oe 1932. 

ART. 115-1. Dividends.-The term (‘ dividends ” for the purpose of 
Title I (except when used in sections 203 (a) (4) and 207 (c) (1) ) 
comprises any distribution in the ordinary course of business, even 
though extraordinary in amount, made by a domestic or foreign 
corporation to its shareholders out of its earnings or profits accumu- 
lated since February 28, 1913. Among the items entering into the 
computation of corporate “ earnings or profits ’’ for a particular 
period are all income exempted by statute, income not taxable 
by the Federal Government under the Constitution, as well aH till 
items includible in gross income under section 22 (a) of the Act or 
corresponding provisions of prior Acts. Gains and lcmes within the 
purview of section 112, are brought into the earnings and profits 
account a t  the time and to the extent such gains and losses are recog- 
nized under that section. Although interest an State bonds and 
certain other obligations is not taxable when received by a corpora- 
tion, when distributed to shareholders in dividends is taxable tr) the 
same extent as other dividends. 

A taxable distribution made by a corporation to its shareholders 
shall be included in the gross income of the distribute- when the 
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cash or other property is unqualifiedly made subject to their de- 
mands. (See article m.) 

Am. 116-2. &onroe of distribution.-For the purpose of income tax- 
ation every distribution made by a corporation is made out of earn- 
ings or profita to the extent thereof and from the most recently 
accumulated earnings or profits. 

I n  determining whether a dividend is out of earnings or profits 
accumulated since February 28, 1913, or prior to March 1, 1913, due 
consideration must be given to the facts, and mere bookkeeping 
entries increasing or decreasing surplus will not be conclusive. 

The excess of a loss sustained for a year subsequent to February 
28,1913, over the undistributed earnings or profits accumulated since 
February 28, 1913 and prior to the year for which the loss was sus- 
tained, reduces surplus as of March 1, 1913, to the extent of such 
excess. Assuming that the surplus as of March 1,1913, was sufficient 
to absorb such excess, distributions to shareholders after the year of 
the loss are out of earnings or profits accumulated since the year of the 
loss to the extent of such earnings. This paragraph may be illus- 
trated by the following example : 

Eanantple: The M Corporation had surplus as of March 1, 1913, 
nnd income and losses subsequent to February 28, 1913, as follows: 

Total of net l n m e  for fiecal year ended February 28,1913, nnd each 
year thereafter to and including the flrnl year ended February 28, 
1918 _--_________ - -____ - -____-__-____-_________ _- - ____- _________  

Total of losses for tlscal year ended February 28, 1919, and each year 
thereafter to and including the flral year ended February 28,1pB8__ le0,oOO 

Net income for h a 1  year ended February 28, 1W- -______-_________ 110, oo0 
On March 1, 19315, the M Corporation makes a distribution to its 

shareholders in the amount of $110,000, no prior distributions to 
shareholders having been made subsequent to February 28, 1913. 
The $llO,OOO distributed on March 1,1935, is out of eeminge or prof- 
its accumulated since February 28, 1913. 

ART. 1154. Distributions out of earnings or profita accumulated, or in- 
oream in value of property accrued, pnor to March 1, 18lS.--Any distri- 
bution by a corporation out of earnings or profits accumulated prior 
to March 1,1913, or out of increase in value of property accrued prior 
to March 1, 1913 (whether or not realized by sale or other disposi- 
tion, and, if realized, whether prior to or on or after March 1, 1913), 
is not a dividend within the meaning of Title I. For the purposes of 
the Act, a corporation can not distribute earnings or profits accumu- 
lated or increase in value of property accrued prior to March 1,1918, 
unleaa and until all earnings or profits accumulated since February 
28, 1913, have been distributed. 

Surplne a8 of March 1, 1913 _--__-_-____-_________________________ m*OOo 

60, OOo 
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A distribution made by a corporation out of earnings or profits 
accumulated or increase in value of property accrued prior to March 
1, 1913, is not, as such, subject to tax, but shall be applied against 
the basis of the stock. For the treatment of gains from the stock, 
see article 111-1. The provisions of this paragraph are applicable 
to a distribution received by one corporation from another corpora- 
tion out of increase in value of property accrued or earnings or 
profits accumulated prior to March 1, 1913. 

E e ~ ~ n p l e :  I n  1934 the M Corporation purchased certain shares of 
stock in the 0 Corporation for $10,000, During that year the M 
Corporation received a distribution from the 0 Corporation of 
$2,000 paid out of earnings or profits of the 0 Corporation accumu- 
lated prior to March 1, 1913. This distribution must be applied by 
the M Corporation against the basis of its stock in the 0 Corporation 
reducing such basis to $8,000. The $2,000 does not constitute a ptrt  
of the earnings or profits of the M Corporation. If the M Corpora- 
tion subsequently sells the stock of the 0 Corporation for $9,OOO, i t  
realizes B gain of $1,000, which constitutes a part of its earnings or 
profits for the year in which the stock is sold. I f  the distribution 
had amounted to $14,000, the gain of !$4,OOO, computed as provided in 
article 111-1, would have constituted a part of the earnings or profits 
of the M Corporation for the year in which the distribution was 
made. 

Am. 1164. Distributions other than those out of increase in value of 
property accrued prior to  March 1, 1913, or out of earnings or profits.- 
Any distribution (not in partial or complete liquidation) made by 
a corporation to its shareholders otherwise than out of increase in 
value of property accrued prior to March 1, 1913, or earnings or 
profits, shall be taxable to the recipient only if and to the extent 
that such distribution exceeds the basis of his stock as provided in 
section 113. Any such distribution, however, shall be applied against 
and reduce the cost or other basis of the stock upon which declared. 
For the treatment of the gains from the stock, see article 111-1. 

Am. 115-5. Distribution, in liquidation.-Amounts distributed in 
complete liquidation of a corporation are to be treated as in full pay- 
ment in exchange for the stock, and amounts distributed in partial 
liquidation are to be treated as in part or full payment in exchange 
for the stock so canceled or redeemed. The phrase “ amounts dis- 
tributed in partial liquidation” means a distribution by a corpo- 
ration in complete cancellation or redemption of a part of its stock, 
or one of a series of distributions in complete cancellation or re- 
demption of all or a portion of it8 stock. A complete cancellation or 
redemption of part of the corporate stock may be accomplished, f m  
example, by the complete retiremelit of all the shares of Y particular 

* 



preference or series, or by taking up all the old sharee of a particular 
preference dr series and issuing new shares to replace a portion 
thereof, or by the complete retirement of any part of the stock, 
whether or not pro rata among the shareholders. 

The gain or loss to a shareholder from a distribution in liquida- 
tion is to be determined, as provided in  section 111 and article 111-1, 
by copparing the amount of the distribution with the cost or other 
basis of the stock provided in section 113; but the gain or loss will be 
recognized only to the extent provided in section 112. The entire 
amount of the gain so recognized shall be taken into account in com- 
puting net income despite the provisions of section 117, but the losses 
are subject to the limitations in sections 24 (a) (6) and 117. I n  the 
case of amounts distributed in partial liquidation, the part of such 
distribution which is properly chargeable to capital account shall not 
be considered a distribution of earnings or profits within the meaning 
of section 115 (b) for the purpose of determining taxability of subse- 
quent distributions by the corporation. 

Emmpik (1) : A, an individual whose taxable year is the calendar 
year, owns 10 shares of stock in the M corporation for which he 
paid $&50 in 1927. He receives in 1984 a dividend of $1,500 in 
complete liquidation. A is subject both to the normal tax and to 
the surtax upon his profit of $2.50. 

EawmpEe (f?) : A, an individual whose taxable year is the calendar 
year, owns 10 shares of preferred stock and 10 shares of common 
stock in the M Corporation which he purchased in 1922 for $1,100 
and $l,oOO, respectively. I n  1934 the M Corporation has on hand 
$225,000 cf capital, earnings and profits of $25,000 accumulated prior 
to March 1, 1918, and earnings and profits of $125,000 acciimulated 
after February 28,1913. The preferred stock is retired at $125 per 
share, $125,000 being uwd by the corporation for this purpose. A 
receives $1,250 in exchange for his 10 shares of preferred stock and 
is therefore subject to the normal tax and the surtax on $150. The 
M Corporation then distributes a cash dividend of $25,000 on the 
common stock, which is subject only to the surtax. Without any fur- 
ther accumulation of earnings and profits, the M Corporation there- 
offer liquidatea completely. A receives $2,250 in exchange for his 
10 shares of common stock and is therefore subject to the normal tax 
and the surtax on $1,250. 

Eawmple (3) : A, an individual whose taxable year is the calendar 
year, owna 100 shares of stock in the X Corporation and UH) sharee of 
stock in the Y Corporation which he purchased in 1927 for $ l O , O ~  
and $15,oOO, respectively. In  1984 he received in complete liquida: 
tion of the X Corporation and the Y Corporation, the sums of 
$18,000 and $8,OOO, respectively, realizing a gain on the X Corpora- 
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tion stock of $3,O00 and sustaining a loss of $7,000 on the Y Corpora- 
tion stock. The gain of $3,000 is included in full in gross income 
for both normal tax and surtax purposes. (See section 115 (c). For 
limitations on the loss of $7,000 see section 117.) 

ART. 115-6. Distributions from depletion or depreoiation reserves.-A 
reserve set up  out of gross income by a mrporation and maintained 
for the purpose of making good any loss of capital assets on account 
of depletion or depreciation is not a part of surplus out of which 
ordinary dividends may be paid. A distribution made from a 
depletion or a depreciation reserve based upon the cost of the prop- 
erty will not be considered as having been paid out of earnings or 
profits, but the amount thereof shall be applied against and reduce 
the cost or other basis of the stock upon which declared. I f  such a 
distribution is in excess of the basis, the excess shall be taxed as a 
gain from the sale or other disposition of property as provided in 
article 111-1. A distribution from a depletion reserve based upon 
discovery value to the extent that such reserve represents the excess 
of the discovery value over cost or March 1, 1913, value, is, when 
received by the shareholders, tarable as an ordinary dividend. The 
amount by which a corporation's percentage depletion allowance for 
any year exceeds depletion sustained on the basis of cost or March 1, 

' 4913, value, computed without regard to discovery or percentage de- 
pletiorl allowanw for the year of distribution or prior years, consti- 
tutes a part of the corporation's " earnings or profits accumulated 
after February 28, 1918," within the meaning of section 116, and, 
upon distribution to shareholders, is taxable to them as a dividend. 
A distribution made from that portion of a depletion reserve based 
upon a valuation as of March 1, 1918, which is in 6xcess of the 
depletion reserve based upon cost, will not be considered as having 
been paid out of earnings or profits, but the amount of the distribu- 
tion shall be applied against and reduce the cost or other basis of the 
stock upon which declared. (See article 111-1.) No distribution, 
however, can be made from such a reserve until all the earnings or 
profits of the corporation have first been distributed. 

ART. 115-7. Dividends paid in property.-Dividends paid in securities 
or other property (other than its own stock) in which the earnings 
of a corporation have been invested, are income to the recipients to 
the amount of the market value of such property when receivable by 
the shareholders. (See, however, section 115 (h).) I f  a corporation 
declarw a dividend payable in stock of another corporation, setting 
seide the stock to be 60 distributsd and notifying the ahareholders 
of ita action, the income arising to the recipients of such stock is 
its market value a t  the time the dividend becomes payable. (See 

' 

' 
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article 4 M . )  Scrip dividends are subject to tax  in the year in which 
th’e warrants are issued. 

Am. llbs. Btook dividends.-The issuance of ita own dock by a 
corporation as a dividend to its ahareholders does not result in tax- 
able income to such shareholders, but gain may be derived or loss 
sustained by the shareholders from the sale of such stock The 
amount of gain derived or loss sustained from the sale of auch stock, 
or from the sale of the stock in respect of which i t  is irsued, shall be 
determined as provided in articlw 111-1 and 113(a) (19)-1. 

Am. 115-9. Dintribation in redemption or oanoellation of h k  taxable 
an a dividend.-If a corporation cancels or redeems its stock (whether 
or not such stock was issued as a stock dividend) at such time and 
in such manner as to make the distribution and cancellation or re- 
demption in whole or in part essentially eqdivalent to the distribu- 
tion of a taxable dividend, the amount so distributed in redemption 
or cancellation of the stock, to the extent that i t  represents a dis- 
tribution of earnings or profita accumulated after February 28,1918, 
shall be treated as a taxable dividend. 

The question whether a distribution in connection with a cancal- 
lation or redemption of stock is essentially equivalent to the dis- 
tribution of a taxable dividend depends upon the circumstances of 
each case. A cancellation or redemption by a corporation of a por- 
tion of its stock pro rata among all the shareholders will generally 
be considered as effecting a distribution essentially equivalent to a 
dividend distribution to the extent of the earnings and profits accu- 
mulated after February 28,1913. On the other hand, a cancellation 
or redemption by a corporation of all of the stock of a particular 
shareholder, so that the shareholder ceases to be interested in the 
affairs of the corporation, does not effect a distribution of a taxable 
dividend. A bona fide distribution in complete cancellation or re- 
demption of all of the stack of a corporation, or one of a series 
of bona fide distributions in complete cancellation or redemption of 
all of the stock of a corporation, is not essentially equivalent to 
the distribution of a taxable dividend. If a distribution is made 
pursuant to a corporate resolution reciting that the distribution is 
made in liquidation of the corporation, and the corporation is com- 
pletely liquidated and dissolved within one year after the distribu- 
tion, the distribution will not be considered essentially equivalent 
to the distribution of a taxable dividend; in  all other cases the facts 
and circumstances should be reported to the Commissioner for his 
determination whether the &ii,stribiition, or any part, thereof, is 
essentially equivalent to the distribution of a tnsnble dividend. 

ART. 11610. S o m e  of tax-free dirtribntion of rtoak or recuritier in 
oorporate reorganization.-The gene-a1 rule provided in sectim 115 (b), 
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that every distribution is made out of earnings or profits to the 
extent thereof and from the most recently accumulated earnings or 
profits, doee not apply to: 

(1) A stock dividend. See section ll6(f). 
(2) The distribution to its shareholders, in any taxable year 

whether beginning before or after December 31, 1938, in pur- 
suance of a plan of reorganization, by or on behalf of a cor- 
poration a party to the reorganization, of stock or securitiee in 
such corporation or in mother corporation a party to the reor- 
ganization, in exchange! for its stock or securities, if no gain to 
the distributees from the receipt of such stock or securities was 
recognized by law. See section 112(b) (8). 

(8) The distribution, in pursuance of a plaqof reorganization, 
in any taxable year beginning before January 1, 1934, by or on 
behalf of a corporation a party to the reorganization, to its 
shareholders without the surrender by them of stock or securi- 
ties in such corporation, of its stock or securities or of atock or 
securities in another corporation a party to the reorganization, 
if no gain to the distributeee from the receipt of such stock or 
eecurities was recognized by law. See section 112(g) of the 
Revenue Act of 1988 

A distribution described in ( l ) ,  (2), or (8 )  above will not be con- 
sidered (L distribution of earnings or profite within the meaning of 
eection 116 for .the purpose of determining the taxability of subse- 
quent distributions. 

and 
bb party to the reorganization ” shall, for any taxable year beginning 
before January 1,1934, have the meanings assigned to mu& brma in 
section 112 of the Revenue Act of 1982. 

(See article 112 (g)b.)  
For the purpoees of this article, the terms “reorganization 



CHAPTER XVI 

ADDITIONAL, EXCLUSIONS FROM GROSS INCOME 
SEC. 116. EXCLUSIONS FROM GROSS INCOME. 

In additlon to the Items specifled In sectlon !22 (b), the following 
items shall not be included In gross income and &all be exempt 
from taxation under thls title: 

(a) Earned inoome from aoaroer without United Stater.-In the case 
of an lndlvklual citizen of the United States, a boiia flde nouresldent 
of the United States for more than sir months during the raxuble 
year, amounta received from sources without the Unlted States (ex- 
cept amounts pald by the Unlted States or any agency thereof) If 
such amounts would constitute earned income a s  deflned in section 
25 (a)  if received from soufces within the Unlted States; but such 
individual shall not be nllowd as a deduction from hls gross income 
any deductions properly allocable to or chargeable agalnst amounts 
excluded from gross Income under thls subsectlon. 

(b) Teaoherr in Alaaka and Hawaii.-In the case of an Individual 
employed by Alaska or Hawaii or uny polltlral subdivlalon thereof as 
a teacher 111 any educatlonal lustltution, the conipensation recelved 
as such. This subsectlon shall not exempt compensatlon pald dlrectly 
or Indlrectly-by the Government of the Unlted States. 

( 0 )  Inoome of foreign governments.-The Income of forelgn govern- 
ments received f r o g  Investments in the United States in stocks, bonds, 
or other domestic securities. owned by such foreign governmenta, or 
from interest on deposlts in banks In the United States of moneys 
belonghg. to such forelgn governments, or from a n y  other source 
withln the United States. 

(d) Inoome of Stater, maniolpalitlea, eto.-Income derived from any 
publlc utility or the exercise of any essential governmentnl function 
and accrning to any State, Territory, or the District of Uolumbia, 
or any politlcal snbdlvislon of a State or Terrltory, or income accru- 
ing to the government of any possession of the Unlted States, or any 
politics: subdivision thereof. 

Whenever any State, Territory, or the Dlatrlct of Columbia, or 
any polltlcal subdlvislon of a State or Terrltory, prlor to September 
8, 1916, entered in good faith Into a contract wlth any person, the 
object and purpose of which is to acquire, construct, operate, or 
maintnln n public utility- 

(1) If by the terms of such contract the tax Imposed by this 
title 1s to be pald out of the proceeds from tlie opcratlon of surh 
publlc utility, prior to any dlVlHiOII of such proweds between the 
person and the State, Territory. polltlcal subdlvlsion, or the 
DiEtrlct of Columbia, and if, but for the imposition of the tax 
imposed by thls tltle, a part of such proceeds for th6 taxable year 
would accrue dlrectly to or for the use of such State, Terrltory, 
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political mbdivislon, or the District of Columbia, then a tax upon 
the net income from the operation of such publlc utlllty a l l  be 
levied, assessed, collected, and pald In the manner and at the rate3 
prescribed in this title, but there shall be refunded to such State, 
Territory, polltical subdlvislon, or the Dlstrlct of Oolumbia 
(under rules und regulations to be prescribed by the Commis- 
sloner with the approval of the Secretary) an amount whlch 
bears the same relation to the amount of the tax as the amount 
whlch (but for the imposition of the tax imposed by thls title) 
would have accrued directly to or for the use of such State, 
Territory. polltical subdivision, or the District of Columbla, bears 
to the amount of the net income from the operation d such 
public utility for such taxable year. 

(2) If by the terms of such contract no part of the proreeds 
from the operation of the public utility for the taxable year 
would, irrespective of the tax llnpoeed by thls title. accrue directly 
to or for the use of such State, lkrrltory, polltlcal subdlv~slon. or 
the Dletrict of Columbia, then the tax upon the net income of 
such person from the operatlon of such public utility shall be 
levied, assessed. collected, and pald in the manner and at the 
rates prescribed in this title. 

(e) Bridges to be aoqairpd by State or political rabdirlaioa-When- 
ever any State or political subdivlslon thereof, in pursuance of a con- 
tract to which it Is not a party entered into before the enactment of 
the Revenue Act of 1928, 1s to acquire a bridge- 

(1) If by the terms of such contract the t a r  imposed by this 
title Is to be paid out of the p r a !  from the operatlon of such 
bridge prior to any division of such proceeds, and if, but for the 
imposition of the t a r  imposed by thia title, a part of such proceede 
for the taxable year would accrue dlrectly to or for the nee of 
or would be applled for the bneflt of such Btate or polltlcal 
subdlvlslon, then a tax upon the net income from the operation of 
such bridge shall be levied, assessed, collected, and paid In the 
manner and a t  the rates prescribed in thls title. but there shall be 
refunded to such S t a b  or political subdivision (under rulm and 
regulations to be pri?ecribed by the Cammissioner with the a p  
proval of the Secretary) an amount which bears the mme relation 
to the amount of the tax as the amount whlch (but for the 
imposition of the tax imposed by this title) would have accrued 
directly to or for the use of or would be applied for the beneflt 
of such State or polltical subdivision, bears to the amount of the 
net .income from the operation of such bridge for such taxable 
year. No such refund shall be made unless the entlre amonnt of 
the refund is to be applied in part payment for the acqulsition 
of such bridge. 

(2) If by the terms of such contract no part of the proceeds 
from the operatlon of the bridge for the taxable y e a r  would, 
irrerrpectlve of the tax Imposed by 01s  title, a a r u e  directly to or 
for the use of Qr be applied for the beneflt of such State or 
polltlcal subdivision, then the tax upon the net income from the 
operation of such bridge shall be levled, assessed, collected, and 
pald in the manner and.at the rates prescribed in this title. 

04769*-8b-16 
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(f) Dividend from ‘‘ China Trade Aot ” Corporation.-In t b  case of 
a person, aniounta distributed a s  dlvldende to or for hls beneflt by a 
corporatlon organlzed under the Chlna Trade Act, 1822, If, at the t h e  
of such dlstribntlon, he Is a resident of China, and the equitable right 
to the income of the shares of stock of the corporatlon is In good falth 
vested in him. 

(g) Shipowners’ proteotion and indemnity asaocfations.-The recelpts 
of Shipowners’ mutual protectlon utid liideiriiilty tiwoc4atlons not or- 
ganized for profit, and no bart of the net earnlngs of whlch inures 
to the beneflt of any prlvate shareholder; but such cornoratlone shall 
be subject as other persons to the tax upon their net income from 
Interest, dtvldends. and rento. 

ART. 116-1. Inoome of foreign governments, ambassadors, and oon- 
8uls.-The exemption of the income of foreign governments applies 
also to their political subdivisions. Any incyme collected by foreign 
governments from investments in the United States in stocks, bonds, 
or other domestic securities, which are not actually owned by but are 
loaned to such foreign governments, is subject to tax. 

Ambassadors and ministers accredited to the United States and the 
members of their households (including secretaries, attach&, and 
servants) who are not citizens of the United States, are exempt frmn 
the payment of Fbderal income tax upon their salaries, fees, or wages. 
The income from investments in the United S t a b  in bonds and 
stocks and from interest on bank balances received by ambassadors 
and ministers accredited to the United States, who are not citizens of 
the United States, is exempt from tax, but income from any business 
carried on by them in the United States is taxable. These provisions 
are also applicable to the wives and minor children of foreign ambas- 
sadors and ministers and the members of their households, including 
secretaries, attach&, and servants. 

All foreign consular officers and employees in foreign consulates 
in the United States who are nationals of the state appointing them 
are exempt from Federal income tax with respect to wages, fees, and 
salaries received by them in compensation for their consular services, 
provided the appointing state grants a similar exemption to citizens 
of the United States who are American consular officers or employees 
of the American consulates in such state. The income received by 
foreign consular officers and employees of foreign consulates from 
investments in the United States in bonds and stocks and from in- 
terest on bank balances as well as  income from any business carried 
on by them in the United Statea is subject to  Federal income tax. 

The compensation of citizens of tho United States who are officers 
or employees of a foreign government is not exeiiipt from inconle 
tax. 

Am. 116-2. Compensation of State oaicers and employees.-The oper- 
ations of a &ate or political subdivision thereof essential to the 

(But see section 116 (a).) 
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exercise of its governmental functions, and which only the State or 
the political subdivision can do itself, are exempt from Federal tax- 
ation. Compensation received for services rendered to a State or a 
political subdivision thereof is to be included in grw income unless 
(a) the person receives such compensation from the State or political 
subdivision aa an officer or employee thereof, and (6) the services are 
rendered in connection with the exercise of an assential governmental 
function. The commissions of receivers appointed by State courts 
and the fees received by notaries public are taxable. 

One is not an officer or employee of a State or of a political sub- 
division thereof merely by reason of rendering services to the State 
or subdivision and receiving compensation therefor. Persons em- 
ployed by a State or political subdivision thereof, under a contract 
for the rendering of services of a special nature, such as those per- 
formed by a consulting engineer who is employed to advise a State 
or political subdivision thereof with respect to wader supply or 
sewage disposal systems, whose duties are prescribed by the contract 
and whose work is not of a permanent or continuous character, are 
not officers or employees of the State. 

If all or part of the compensation of an officer or employee of a 
State or political subdivision thereof is paid directly or indirectly 
by the United States, such compensation (or part) is taxable, as, for 
example, any compensation paid by the United Statea to officers of 
the National Quard of a State, or compensation paid by a State to  
officers or employees of an agricultural school or collegte wholly or 
partly out of grants from the United States. 

ART. 118-8. Bridges to  be acquired by State or politioal subdivbiom- 
(1) Any State or political subdivision thereof claiming a refund 
under the provisions of section 116 (e) of an amount equal to all 
or a portion of any income tax levied, arisassed, collected, and paid in 
the manner and a t  the rates prescribed in Title I, shall file a claim 
therefor on Form 843 (to which there shall be attached as exhibits 
the matter hereinafter prescribed) with the collector of internal 
revenue for the district in which the tax was paid, which claim shall 
be executed on behalf of euch State or political subdivision thereof 
by the treasurer or other fiscal officer thereof and shall contain- 

(a) A statement of the name of the taxpayer, of the amount of tax 
levied, assessed, collected, and paid for the taxable year or period in 
respect of which the claim is made, and the amount of refund thereby 
sought ; 

(6) A full statement of the *acts considered by the claimant su5- 
ciemt to entiWe it to receive the r e h d ,  including copies of all con- 

- ‘ *acts and other documents bearing on the caq, and a statement that 
the claim is submitted under the provisions of section 116 (0) ; 
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(c) A showing which will establish to the satisfaction of the Com- 
missioner that the fiscal officer presenting the claim has mthority to 
receive the amount of the refund on behalf of the State or political 
eubdivision which he assumes to represent and to apply without delay 
the entire amount of such refund in part payment for the acquisition 
<if such bridge, including copies of the laws, ordinances, or similar 
enactments considered by the claimant sufficient to establish its au- 
thority to receive the refund and so to apply it, together with a state- 
ment that such fiscal officer will receive and immediately so apply the 
entire amount of the refund ; and 

( d )  An affidavit made by or on behalf of the taxpayer, which affi- 
davit shall state that the taxpayer thereby joins with and concurs in 
the request of the State or political subdivision thereof that a refund 
of an amount equal to all or a portion of the tax previously paid by 
such taxpayer be made to such State or political subdivision, that the 
taxpayer agrees to  receive the amount refunded from the State or 
political subdivision to which it is paid and immediately to apply 
the entire amount of such refund in part payment for the acquisition 
of such bridge, and that if for any reason the contract which is the 
basis of the claim for refund is not fully executed and performed, the 
taxpayer will repay to  the United States upon its demand the entire 
amount of the refund with interest a t  6 per cent per annum from the 
date the refund is made without seeking or claiming the benefit of 
any statute of limitations which prior thereto may have run against 
the United States. 

(2) No refund shall be made of any amount in excess of the 
amount of t'ie tax levied, assessed, collected, and paid by the tax- 
payer for any taxable year or period. A separate claim shall be made 
in respect of each separate taxable year or period. I f  by the terms 
of the contract on which the claim is based two or more States or 
political subdivisions of a State or States are entitled to acquire the 
bridge, the claim for refund in respect of each separate taxable year 
or period must be made jointly by the States or political subdivisions 
thereof so entitled. The amount refunded under section 116 (e) and 
this article is not considered an overpayment within the meaning of 
section 614 of the Revenue Act of 19'28 (paragraph 37 of the Appen- 
dix to these regulations), relating to interest on overpayments, and 
no interest shall be allowed or paid upon the amount of the refund. 
(3) A check or voucher in payment of a claim for refund allowed 

under section 116 (e) will be drawn in the name of the fiscal officer 
or officers having authority, as established under paragraph (1) ( c )  
hereof, to receive the same, and will contain an express provision that 
it is issued for the sole purpose and subject to the conditions pre- 
scribed in that section and this article. 

CHAPTER XVII 

CAPITAL GAINS AND LOSSES 
SEC. 117. CAPITAL GAINS AND LOSSES. 

(a) Qeneral rule.-In the case of a taxpayer, other than a corpora- 
tion, only. the following percentages of the gaIn or loss mgnieed upon 
the sale or exchange of a capital asset shall be taken Iuto account in 
computlng net income: 

100 per centum If the capltal asset has been held for not more 
than 1 year; 
80 per centum if the capltal asset h t l ~  been held for more Lhau 

1 year but not for more thun 2 years; 
80 per centum If the capital aawt has been held lor more than 

2 years but not for more than 6 yeare ; 
40 per centum lf the cayital asset has been held for more than 

6 years but not for more than 10 yeurs; 
30 per ceutum If the capital asset has 1)ewr lielcl for more tliun 

10 years. 
(b) Deflnition of oapital aw9sl--F0r the purposes of thIs tltle, " cap1- 

tal assets " means property held by the taxpayer (wlietlie~ or not con- 
nected with hls trade or buslness), but does not Include stock in trade 
of the taxpayer or other property of a kInd whIch would properly be 
included In the Inventory of the taxpayer If on hand a t  the close of 
the taxable year, or property held by the tuxpuyer prilnarlly for sale to 
customers In the ordinary course of hla trade or bualrinlrr. 

( 0 )  Determination of period for which held.-For the puq- of 
subsection (a)- 

(1) In determining the perlod for which the tuxpuyer has held 
property received on an exchange there shall be includtd the 
period for wlilch he held the property exclialiged, i f  under the pro- 
visions of s&lon 113, the property recelvctl has, for the purpose of 
determining galn or loss from a sale or exchange, the same basin 
In whole or In part in 111s hands as the property exchanged. 

(2)  In determlnlng the per Id  €or which the taxpayer has held 
property however acqulrecl there shall be Included the perIod for 
whlch such property was held by any other person, If under the 
provisions of section 113, such property has, for the purpnee of de- 
termirllng galn or loss from a sale or exchange, the same baa18 111 
whole or in part In his hands as it would have In the hnnda of such 
other person. 
(3) In determlnlng the period for which the taxpayer has held 

stock or securItles received upon a distrihutlon where no pin  was 
wognleed to the distributee under the provieluns of section 112(g) 
of the Revenue Act of 1928 or the Revenue Act of 1082, there shaU 
be Included the perlod for whIch he held the stock or w?eoritles In 
the dlstributlng corporation prior to the recvlpt of (he stock or 
securltIea upon such distribution. 

(4) I n  determlnlng the period for whIch the taxpayer has held - 
stock or securities the acqulsltlon of whIch (or the contract or 
option to awulre which) resulted In the nondeductlbIlIty (under 

(215) 
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section 118 of thls Act or sectlon 118 oC the Revenue Act of 1828 
or the Hevenne Act of 112, relallng to wash salw) of the low 
from the sale or other dltpmitlon of sul~ntontlally identlcul stuck 
or securitiee, there shall be Included the perlod for whlch he held 
the stuck or sw-urltles the low from the s u b  or other disp)sition 

(a) Limitation on aapltal 1oarer.-1,osses froni sales or cxcliaiiges of 
capital assets shall be allowed only to the extent of $2,000 plus the 
galn8 from sucli sales or exchanges. If a bank or trust company In- 
corporoted under the laws of the Unlted s ta tes  or of any State or 
Terdtory, a substantial part of wliose bualiiess Is the receipt of de- 
yoalts, sells ony bond, clcbeeriture, note, or cer t l t l r~te  or other evldence 
of iiidebtednesa Issued by any corpiratlon (Iiic’liitling one Issued by a 
government ur polltlcul auldiviaion tlwreof), with Inlermt cou~wns or 
111 reglutered form, any loas reaultirig from sucli sale (except such‘ por- 
tlon of the loss a8 does not exceed the amount, 1C any. by which the 
adjusted hsls  of such Instrument exceeds the  par o r  fnee value 
thereof) shall not be subject to the Poregolng liinitatlon and shall not 
be Included In determlnlng the al)pllcabllity of such limitatlun to other 
losses. 

(e) Qainr and loaiea from DhOrt ralea, eto.-For the purpose of thls 
tltle- 

(1) gains or l u s s a  from slrurt su i t !  of property shall be con- 
sidered as gains or los~ee  Prom a l e s  or cxclruriges of capital assets ; 
and 

(2) galns or losse~ attrlbutable to the ful l r l re  to exercise prlvl- 
leges or options to buy o r  sell property sliall Iw conaldered as 
gdn8 or losaes from sales or exchanges of c*apitui assets held for 
one pear or leas. 

(f) Betirement of bonds, eta.-For the purposes of thls tltle, amounts 
recelwd by the holder upon the retirement of builds, debentures, i~otea, 
or certllieates or other evidences of fndehtdncatl issued by i i~iy ror- 
Doration (lncludlng those Issued by u yovc.n1mc.llt o r  I)alltlccrl subdl- 
vlslon thereor), with Interest coupons or In reglatered form, shall be 
cowldered as amounts recelved In exchange therefor. 
ART. 117-1. Meaning of capital assets.-The term “ capital assets ” 

includea all classes of property not specifically excludcd by section 
117(b). The term is not limited to stocks and bonds nor to property 
held for more than two years. In  determining whether property is 
a “ crpital asset,” the period for which held is immaterial. 

Am. 117-2. Limitatiom on capital gains and capital lo~se8.--In com- 
puting the net income of a taxpayer, other than a corporation, the 
amount of the gain or loss, computed under section 111 and recog- 
nized under section 112, upon the sale or exchange of a capital asset 
shall be taksn into account only to the extent provided .in section 117 
(a). The percentage of the gain or loss ta be taken into account 
ranges from 100 per cent to 80 per cent, depending upon the period 
for which the asset was held. For instance, if unimproved real 
estate which is a capital asset, purchased for $20,000, is sold for 
$26,000 after having been held for more than 10 years, only 30 per 
cent of the recognized gain ( $ 6 , 0 ) ,  or $1,600, shall be taken into 
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account in computing net income; or if such property ww sold for 
$14,000, only 80 per cent of the recognized loss ($6,O00), or $1,800, 
shall be taken into account. 

Section 117(d) provides a limitation on deductions for capital 
losses affecting all taxpayers including corporations, that is, losses 
from sules or exchanges of capital aysets shall be allowed p8 deduc- 
tions only to the extent of $2,000 plus the gains from such sales and 
exchanges. However, in the cam of certain banks or trust companies, 
this limitation is subject to the modification provided in that section. 

The provisions of this article may be illustrated by the following 
example : 

Exuanpih: During the taxable year, A, an individual, had gain8 
and 1- from sales and exchanges of capital assets as follows (the 
deduction for the loeses not being prohibited by any section of the 
Act other than sectiom 111,112, and 117) : 

P l O P u t Y .  

Applying the limitation of section 117 (d), the losses of $7,600 
taken into account are allowable w a deduction only to the extent of 
$6,400 ($2,000 plus the gains of $4,400 taken into account). 

Am. 117-8. Determination of period for whioh capital .rretr am 
held.-Under section 117 (c) if property is acquired in certain trans- 
actions described in sections 112, 118, and 118, the period for which 
such property is considered to have been held by the taxpayer is not 
computed from the date sach property was acquired by the taxpayer 
but from a prior date. For instancg: I n  the case of stock or securi- 
ties in a corporation a party to a reorganization received pursuant 
to a plan of reorganization in exchange solely for stock or securities 
in another corporation a party to the reorganization, the period for 
which the stock or securities exchanged w0re held by the taxpayer 
must, be added to the period for which the stock or securities received 
on the exchange were held by the taxpayer. I n  the cam of prop- 
erty acquired after December 81, 1920, by gift (if under the provi- 
sions of section 118, such property has, for the purpose of determin- 
ing gain or lose from the -Bale or exchange, the same basis in the 
hands of the taxpayer as i t  would have in the hands of the donor), 
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the period for which the property was held by the donor must be 
added to the period for which the property was held by the taxpayer. 
In  the case of stock or securities the acquisition of which resulted in 
the nondeductibility (under section 118, Revenue Act of 1928,1982, or 
1934) of the loss from the sale or other disposition of substantially 
identical stock or securities, the period for which the stock or securi- 
ties the loss from the sale or other disposition of which was not de- 
ductible were held iiiust be added to the period for which the stock 
or securities acquired were held by the taxpayer. 

The period for which the taxpayer has held stock issued to him 
as a stock dividend shall be determined as though the stock dividend 
were the stock in respect of which the dividend was issued. 

Am. 117-4. Applioation of rection 117 generally.-Section 117 
applies only to gains and losses upon the sale or exchange of capital 
assets and, therefore, has no application to loss of useful value upon 
the permanent abandonment of the use of property (see article 
23(e)-3), or loss sustained as the result of corporate stock or debts 
becoming worthless. 

Arm. 117-5. Applioation of wction 117 in the oane of hasbend and 
wife.-In the ltpplication of section 117, a husband and wife, regard- 
less of whether a joint return or separate returns are made, are con- 
sidered to be separate taxpayers. Accordingly, the limitation under 
section 117 (d) on the allowance of losses of one spouse from sales 
or exchanges of capital assets is in all cases to be computed without 
regard to gains and lossas of the other spouse upon sales or exchanges 
of capital assets. 

ART. 117-8. Gains and looses from rhort salere-For income tax 
purposes, a short sale is not deemed to be consummated until delivery 
of property to  cover the short sale, and the percentage of the recog- 
nized gain or loss to be taken into account under section 117 (a) from 
a short sale shall be computed according to the period for which the 
property so delivered was held. Thus, if a taxpayer made a short 
sale of shares of stock and covered the short sale by purchasing and 
delivering shares which he held for not more than one year, 100 per 
cent of the recognized gain or loas would be taken into account under 
section 117 (a), even though he had on hand other shares of the 
same stock which he held for more than one year. If, however, he 
covered the short sale by delivering shares which he held for more 
than one year but not for more than two years, only 80 per cent of 
the recognized gain or loss would be taken into account. If the 
short sale is made through a broker and the broker borrows property 
to make delivery, the short sale is not deemed to be consummated 
until the obligation of the seller created by the short sale is finally 
discharged by delivery of property to the broker to replace the 
property borrowed by the broker. 

CHAPTER XVII I  

LOSS FROM WASH SALES 
SEC 118. LOSS FROM WASH SALES OF STOCK OR SECURITIES. 

(a )  In the case of any low claimed to have been sustained from 
any sale or othw diepoeition of shares of stuck or securities where 
It uppeare that, withln a period beginning 80 days before the date 
of such mie or disposition and endlng YO days after such date, the 
'taxpayer has acquired (by purchase or by an exchange upon which 
the entlre amount of gain or loss was recognI%ed by law), or has 
entered into R cvntract or option 80 to ncquire, substantlaUy,IdentI- 
cal stock or securities, then no deduction for the low ahall be allowed 
under section 23 (e) (2) ; nor shall such deductlon be allowed under 
section 25 ( f )  unlese the claim is made by a corporation, a dealer in 
stocks or murities, and with respect to a transacZion made In the 
ordinary course of Its business. 

(b) If the amount of stock or securitiee acquired (or covered by 
the contract or option to acquire) is less than the amount of stock 
or eecuritiee sold or otherwIae disposed ot, then the particular shares 
of stock or securities the loee from the sale or other dispositlon of 
which Is not deductible shall be determined under rule8 and regu- 
lations prescrfbed by the Commisaioner with the upproval of the 
Becretary. 

(c) If the amount of stock or securities acquired (or covered by 
the contract or option to acquire) ie not lees than the amount of stock 
or eecurlties mld or otherwise disposed of, then the particular &ares 
of atock or Becurltles the acquisition of which (or the contract or 
option to acgnlce which) resulted in the nondeductibillty of the loss 
shall be determined under rules and remlatlons prescribed by the 
Commlmloner with the approval of the Secretary. 

ABT. 11Sl. Lower from waah d e r  of stook or neonritia-(a) A tax- 
payer can not deduct any loss claimed to have been sustained from 
the sale or other disposition of stock or securities, if, within a period 
beginning 30 days before the date of such sale or dispOeition and 
ending 80 days after such date (referred to in thb article as the 
61-day period), he has acquired (by purchsee or by an exahmge 
upon which the entire amount of f i n  or loee wq m@ited  by 
law), or bas entered into a contract or option so to acquim, substan- 
tially identical stock or securities However, thie prohibition does 
not apply (1) in the c888 of a taxpayer, not a corporation, if the 
eale or dher diapoeition of stock or securities is made in connection 

(219) 
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with the taxpayer’s trade or business, or (2) in the case of a corpora- 
tion, a dealer in stock or securities, if the sale or other disposition of 
stock or securities is made in the ordinary course of its business m 
such dealer. See article 22(a)-8 as to stock or securities sold from 
lots purchased at different dates or a t  different prices where the 
identity of the lots can not be determjned and article l la(a)  (10)-1 
for the basis for determining gain or loss from the subsequent sale 
or other disposition of stock or securities acquired in connection with 
wash sales. 

(6) Where more than one loss is claimed to have been sustained 
within the taxable year from the sale or other disposition of stock 
or securities, the provisions of this article shall be applied to the 
losses in the order in which the stock or securities the disposition of 
which resulted in the respective losses were disposed of (beginning 
with the earliest disposition). If the order of disposition of stock 
or securities disposed of at a loss on the same dey can not be deter- 
mined, the stock or securities will be considered to have been disposed 
of in the order in which they were originally acquired (beginning 
with the earliest acquisition). 

( c )  Where the amount of s tak  or ,wcurities acquired within the 
61-day period is less than the amount of stock or securities sold or 
otherwise disposed of, then the particulnr shares of stock or securi- 
ties the loss froiu the sale or other disposition of which is not deduct- 
ible shall be those with which the dock or securities acquired are 
matched in accordance with the following rule: 

The stock or securities acquired will be matched in accordance with 
the order of their acquitrition (beginning with the earliest acquisi- 
tion) with an equal number of the shares of stock or securities sold 
or otherwise disposed of. 

(d )  Where the amount of stock or securities acquired within the 
61-day period is not leas than the amount of stock or securities sold 
or otherwise disposed of, then the particular shares of stock or securi- 
ties the acquisition of which reaulted in the nondeductibility of the 
loss shall be those with which the stock or securities disposed of are 
matched in accordance with the following rule: 

The stock or securities sold or otherwise dispomd of will be 
matched with an equal number of the shares of stmk or securities 
acquired in accordance with the order of acquisition (beginning with 
the earliest acquisition) of the stock or securities acquired. 

( e )  The acquisition of any share of stock or any security which 
resulte in the nondeductibility of a loss under the provisions of this 
article shall be disregarded in determining the deductibility of any 
other lass. 
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’ ( f )  The word ’* acquired ” as  used in this article m88tls acquired 
by purchase or by an exchange upon which the entire amount of gain 
or loss was recognized by law, and comprehends cmea where the tax- 
payer hm entered into a contract or option within the 61-day period 
to acquire by purchase gr by such an exchange. 

E m p k  (1) : A, whose taxable year is the calendar year, on De- 
cember 1, 1933, purchased 100 shares of common stock in the M 
Company for $10,OOO and on December 15, 1933, purchesed 100 addi- 
tional shares for $9,OOO. On January 2, 1934, he sold the 100 shares 
purchased on December 1, 1933, for $Q,OOO. Because of the provi- 
sions of section 118 no loss from the sale is allowable as a deduction. 

EmmpZe ( g )  : A, whose taxable year is the calendar year, on Sep- 
tember 21,1933, purchased 100 shares of the common stock of the M 
Company for $5,000. On December 21,1938, he purchased 60 shares 
of substantially identical stock for $2,750, and on December 26,1933, 
he purchased 25 additional shares of such stock for $1,125. On 
January 2, 1034, he sold for $4,OOO the 100 shares purchased on 
September 21, 1933. There is an indicated loss of $l,OOO on the sale 
of the 100 shnres. Since within the 61-day period A purchased 
75 shares of substantially identical stock, the loss on the sale of 
75 of the shares ($3,750-$3,000, or $750) is not allowable as a de- 
duction because of the provisions of bection 118. The loss on the 
sale of thc rrmaining 25 shares ($1,’L50-$1,000, or $2W) is de- 
ductible subjvct to the limitstions j)rovic\ed in sections 24 (a) (6) 
and 117. The basis of the 50 shares purchased December 21, 1938, 
the acquisition of which resulted in the nondeductibility of the loas 
($500) sustained on 50 of the 100 shares sold on January 2, 1934, is 
$2,500 (the cost of 50 of the shares sold on January 2, 1934), plus 
$750 (the difference between the purchase price of the 50 shares 
acquired on December 21, 1933 ($2,750) and the selling price of 50 
of the shares sold on January 2, 1934 (@,ooO)), or @$50. Simi- 
larly the basis of the 25 shares purchased on December 26, 19%, the 
acquisition of which resulted in the nondeductibility of the loss 
($250) sustained on 25 of the shares sold on January 2, 1934, is 
$1,250 plus $125, or $1,375. 

Exumple (3): A, whose taxable year is the calendar year, on 
September 15, 1932, purchased 100 shares of the stock of the M 
Company for $5,000. He sold these shares on February 1,19M, for 
$4,000. On each of the four days from February 15, 1984, to Feb- 
ruary 18, 1934, he purchased 60 shares of substantially identical 
stock for !&!,OOO. There is an indicated loss of $1,OOO from the sale 
of the 100 shares on February 1, 1934, but, since within the 61-day 
period A purchased not less than 100 shares of substantially identi- 

(See article 113(a) (10)-1.) 



222 

cal stock, the loss is not deductible. The particular shares of stock 
the purchase of which resulted in the nondeductibility of the loss 
are the first 100 shares purchased within such period, that is, the 
50 shares purchased on February 15, 1934, and the 50 shares pur- 
cliased on February 16, 1934. In  determining the period for which 
tlie 50 shares purchased on February 15, 1934, and the 50 shares 
purchased on February 16, 1934, were held., there is to be included 
the period for which the 100 shares purchased on September 15, 
1932, and sold on February 1, 1934, were held. 

CHAPTER XIX 

INCOME FROM SOURCESWITHIN UNITEDSTATES 
SEC. 119. INCOME FROM SOURCES WITHIN UNITED STATES. 

(a) Qroei Income from aourcei In Unlted Btatee.-The following item8 
of gross Income shall be treated as Income from ~olllcee wlthhl Ebe 
United States: 

(1) hmssT.-Intemt from the United States, any Wrrltory. 
any political aubdlvislon of a Territory, or the Dlstrlct of Colum- 
bia, and Interest on bonds, notes, or other Interest-bearing obliga- 
tions of residents, corporate or otherwlse, not Including- 

(A) lntereet on deposlts wlth persons carrylng on the bank- 
ing bwlness pald to p e r m s  not engaged In bushean wlthln 
the United States and not having an ofece or place of bushes8 
thereln, or 

(B) interest recelved from a resident allen lndlviduai, a 
resident forelgn curporation, or a domestc corporatlon, when 
it b shown to the satisfaction of the Cammissloner that less 
than 20 per centum of the gross Income of such resident payor 
or domestic corporation has been derived from sources wltbln 
the Unlted States, as  determlned under the provlslons of this 
section, for the three-year period endlng wlth the dose of the 
taxable year of such payor preceding the payment of such 
Interest, or for such part of such perlod as h a y  be applicable. 
or 

(a) Income derlved by a foreign central bank of Issue from 
bankers' acceptances ; 

(2) DrvrDmDs.-The amount received as d lv ldende  
(A) from a domestle corporation other than a corporutlon 

entitled to the beneflta of section 251, and other than a corpora- 
tion less than 20 per centnm of whose gross income ls &own to 
the satlsfactlon of the C!on!mleeioner to have been derived from 
murces wlthln the Unlted States, as  determined under the pro- 
visions of this section, for the three-year period endlng wlth the 
close of the taxable year of such corporatlon preeedlng the 
declaretlon of such dividends (or for such part of eneh period 
as the corporation has been In exlatence). or 
(B) from a foreign corporation unless lem than 50 per 

centum of the gross Income of such forelgn corporation f i r  the 
threeyear period endlng wlth the close of its taxable year 
preceding the declaration of such dlvidends (or for wcb part 
of such perlod as the corporation has been In existence) was 
derived from Bourcee wlthln the United Statea as detenlined 
nuder the provisions of t h b  d o n ;  but dlvidends frqn a 
foreign corporation hall, for the purposes of &on 131 
(reiatlng to forelgn tax credit),' be treated as income from 
murces without the United States; 

(223) 
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(3) PUXSONAL smmcEa.-CompensatIon for labor or personal 
services performed In the United Stat-; 

(4) REINTAM AND n o ~ ~ ~ m r c e . - ~ e n t a ~ s  or royaltles from prop 
erty located In the Unlted States or from any Interest in such 
property, Including rentals or royalties for the use of or for the 
prIvIlege of uslng in the United States, patents, copyrlghts, secret 
processes and formulas, good wlll, trademarks, trade brands, fran- 
chlses, and other IIke property; and 

(5) sarp w ~ a b ~  Pwpmm.--UuIns, proflts, and Income from the 
sale of real property located In the UnIted States. 

(6) €3- or ~mmrm. peoPmm.--Bor gabs, proflts, and Income 
from the sale of personal property, see subsection (e). 

(b) Net inoome from rouroer in  UnIted Stater.-From the Items of 
gross Income spedfled in subsectlon (a )  of this section there shall be 
deducted the expenses, losees. and other deductlons properly appor- 
tioned or allocated thereto and a ratable part of any expenses, loscles. 
or other dednctlons which can not deflnltely be allocated to some Item 
or class of grose Lncome. The remalnder, If any, shall be Included In 
full as  net Income from sources wlthin the Unlted States.' 

( 0 )  Orosr inoome from souroer without United Stater.-The following 
Items of gross income shall be treated as  Income from sources without 

.the united states: 
I l b  Intereat other than that derlved from sources wIthIn the .-, - - 

UnIted State8 a s  provided In su1)eectIon ( a )  (1) of this section: 
(2) Dlvidends other than those derived from souN!es wlthln the 

UnIted States as  provlded In subsection ( a )  ( 2 )  of thls aectlon; 
(8) Compensatlon for labor or perbonal servlces performed with- 

out the Unlted States; 
(4) Itentala or royaltlee from property located wlthout the 

UnIted States or irom any Interest in such property, lncludlng 
rentale or royaltlee for the use of or for the prlvllege of uslng 
without the Unlted State& patents, copyrIghCle, secret prommes and 
formulas, good will, trademarls, trade brands, franchisee. and 
other like properties; and 

(5) QaIns, proflts, and Income from the sale of real property 
'located wlthout the UnIted States. 

(d) Xet income from rouroer without United State@.-From the Items 
of gross Income specitled in subection ( c )  of this sectlon there shall 
be deducted the expense& losses, and other deductlons properly appor- 
tioned or allocated thereto, aad a ratable part of any expenees, losses, 
OT other deductlone whtch can not defhitely be allocated t.0 some Item 
or clam of gross Ineome. The ?emaInder, if any, shall be treated In 
full a11 net Income from nourcq11 without the UnIted S t a b .  

(e) Income from ron~oer pqrtly within and partly without United 
ltrten.-Items of grpss Inmme, expenses. losses and deductlons, other 
than those epeclfled In subsections (a) and (c) of this sectloo, shall 
be allocated or apportloned to sources withln or wlthout the UnIted 
&atesee, under rules and regulatlons prescribed by the Commleaioner 
lrkh the approval of the Secretary. Where Items of groee Income 
hi meparntely allocated to iources within the United States, there shall 
be deducted (for the pur- of computing the net incbme therefrom) 
the expenses, losses, and other deductlons properly apportloned or 
allocated thereto and a ratable part of other expenees, 10- or other 
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deductlons which can not deflnftely be ellocated to wme item or clam 
of gross income. The remalnder, If any, shall be included In full as 
net income from wurces wfthln the Unlted Btatea In the op88 d 
grots income derived from source6 partly wIthIn and partly wlthont the 
United Ptates, the net lncome may flrst be computed by dednctlag 
the expepses. Iajses, or other deductlons apportloned or allocated 
thereto and a ratable part of any expenses, loeses. or other deductions 
which can not deflnltely he allocated to some Iteme or dass of 
Income; and the portlon of such net Income attributable to sources 
wlthln the UnIted States may be determined by proaxwee or fomulas  
of general apportionment prescribed by the Commissioner wIth the 
approval of the Secretary. Qalns, pmlts, and Income from- 

(1) transportation or other services rendered partly wIthIn and 
partly without the United States, or 

(2) from the sale of personal property produced (in whole or 
In part) by the taxpayer wIthIn and sold wlthout the UnIted 
States, or produced (In whole or In part) by the taxpayer wlthout 
and wld wlthfn the UnIted States, 

sha l rbe  treated as dertved partly from soupm within and pprtly 
from sources without the United States, Oainrr, proflb and income 
derived from the purchase of personal property wIthIn and ia sale 
witbout the Unlted States or from the pnrchaee of personal property 
wlthout and Its sale within the United States, shall be tram as 
derlved entirely from sources wIthIn the country In whlch sold, exw.pt 
that gains, proflts, and Income derlved from the purchase of W m a l  
property wlthln the United States an@ its sale withln a posseslsloa or 
the  United States or from the purchase of personal promrty within 
a possession of the United States and Its sale within the UnIted States 
shall be treated a8 derlved partly from w u r w  within and partly from 
sources without the UnIted States. 

(f)  DelInitions.-As used In thls eectlon the words "sale" or Urnid " 
include '' exchange " or '' exchanged " ; and the word produced " In- 
cludes '' created ", " fabricated ", " manufactured ", '' extracted ", proc- 
essed ", "cured ", or "aged ". 

' Am. 119-1. Income from ionrcei within the United Statea.-Nonreei- 
* dent aIien individuals, foreign corporations, and citizens of the 

United States or domestic corporations entitled to the ben0fit.a of 
section 251 are taxable only upon income from sourcea within the 
United States. Citizens of the United States ind domestic corpora- . Fons entitled to the benefite of section 251 are, however, taxable upon 
income received within the United States, whether derived from 
sources within or without the United States. (See sections 211 (a), 
231 (a), and 261.) 

The Act divides the income of such taxpayers into three classes: 
(1) Income which is derived in full from sources within the United 

(2) Income which is derived in full from sourcea without the 

(8) Income which is derived partly from sources within and partly 

states; 

United S t a h ;  and 

from sources without the United States. 
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The taxable income from soiirces witliiii the United States includrs 
that  derived in full from sources within the Ilnited States and that 
portion of the income which is derived partly from source3 within 
and partly from sources without the IJnited States which is allocated 
or apportioned to sources within the United States. 

Am. 119-2. Interest.-There shall he iiicluded in the gross income 
from sources within the IJnited Shtes,  of nonresident alien indi- 
viduals, foreign corporations, and citizens of the United States or 
domestic corporations which are entitled to the benefits of section 
251, all interest received or accrued, as the case may be, from the 
United States, any Territory, any politicul subdivision of a Territory, 
or the District of Colueihio, and interest on Imnds, iiotes, or utlier 
interest-bearing obligations of residents of thu IJriitcd Stuten, whethcr 
corporate or otherwise, except: 

(a) Interest paid on deposits with persons, inclt~ding individunls, 
partnerships, or corporations, carrying on the banking business, to 
persons (nonresident alien individuuls, foreign corporations, and 
citizens of the United States or doniestic corporutiolis entitled to 
the benefits of section 251) not engaged in business within the 
United States, and not hnving an office or place of business therein; 
’ ( 6 )  Interest received from (t resident alien individual, a r e d e n t  
foreign corporation, or a domestic corporation, when i t  is shown to 
the satisfaction of the Comnrissioner that less than ‘LO per cent of the 
gross income of such resident payor or doiiiestic colpration lius been. 
derived from sources within the Uiiited States (as determined under 
the provisions of section 119) for tlie %year period eliding with the 
close of the taxable year of the payor wliidi precedes thcb paynivnt of 
such interest, or for such part  of that period us niay be applicable; 
and 

( c )  Income derived by a foreign central bank of issue from 
bankers’ acceptances. A foreign central liuiik of issue means a bank 
which is by l,aw or government sanction tl1.e principal atlthority 
(other than the government itself) issuing instrumurits intended to 
circulate as currency. Such banks are generally the custodians of 
the banking reserves of their countries. 

Any taxpayer who excludes from gross income from sources within 
the United States income of the type specified in paragraph (a), 
(b), or ( c )  shall file with his return a statement ‘setting forth the 
amount of such income and such information as may be necessary to 
shodtha t  the inoome is of the type specified in those paragraphs. 

Jntfirest received from the United States by a foreign corporation 
or a nonresident alien on a refund of Federal income taxes is taxable 
88 income from sQur‘o88 within the United States. 

As to the inclusion in gross income of items received in the Ullited 
States even though representing income from sources without the 
United States, in the case of citizens of the United States and 
domestic corporations entitled to the benefits of section 251, see 
article 251-2. 

ART. 119-3. Dividendn.-Grascs income from soumes within the 
United States includes all dividends, ns defined by section 116 : 
(a) From a domestic corporation other than one entitled to the 

benefits of section 251, and other than a corporation less than 20 per 
cent of the gross income of which is shown to the satisfaction of the 
Commissioner to have been derived from sources within the United 
States, as determined under the provisions of section 119, for the 
3-year period ending with the close of the taxable year of such cor- 
poration preceding the declaration of such dividends (or for such 
part  of such period as the corporation has been in existence) ; or 

(6)  From a foreign corporation unless less than 50 per cent J f  i b  
gross income for the 3-year period ending with the close of its 
taxable year preceding the declaration of such dividends, or for such 
part  of such period as i t  has been in existence, was derived from 
sources within the United States. However, for the purposes of 
section 131, relating to credits for taxes of foreign countries and 
possessiom of the United States, dividends from a foreign corporn- 
tion shall be treated as income from sources without the United 
States. 

Dividends will be treuted as income from sources within the  United 
States (except for the purposes of section 131) unless the taxpryer 
submits sufficient data to establish to the satisfaction of the Commis- 
sioner that they should be excluded from gmss income under (a) or 
(6) of this article. (See also section 116 (f).) 

Am. 119-4. Compemation for labor or permnal servioer.--Oross in- 
come from sources within the United States includes compensation 
for labor or personal services perfbrmed within the United States re- 
gardless of the residence of the payor, of the place in which the 
contract for services was made, or of the place of payment. I f  a 
specific amount is paid for labor or personal services performed in 
the United States, such amount shall be included in the gross income. 
I f  no accurate allocation or segregation of compensation for labor 
or personal services performed in the United States can be made, 
or when such labor or service is performed partly within and partly 
without the United States, the amount to be included in tho gross 
income shall be determined by an apportionment on the time basis, 
i. e., there shall be included in the gross income an amount which 
bears the same relation to the total compensation as the number of 
days of performance of the labor or services within the United 

9 4 7 6 0 * - L 1 7  
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States bears to the total number of days of performance of labor or 
services for which the payment is made. Wages received for services 
rendered inside the territorial limits of the United States are to be 
regarded as from sources within the United States. The wages of 
an alien seaman earned on a coastwise vessel are from sources 
within the United States. 

ART. 119-5. Rentals and royalties.--Cfross income from sources 
within the United States includes rentals or royalties from property 
located within the United States or from any interest in such prop- 
erty, including rentals or royalties for the use of or the privilege of 
using in the United States, patents, wpyrights, secret processes and 
formulas, good will, trade-marks, trade brands, franchises, and other 
like property. 'The income arising from the rental of property, 
whether tangible or intangible, located within the United States, or 
from the use of property, whether tangible or intangible, within the 
United States, is from sources within the United States. 

ART. 119-6. Sale of real property.-Gross income from sources 
within the United States infudes gain, coniputed under the provi- 
sions of sections 111-113, derived from the sale or other diqmsition 
of real property located in the United States. For the treatment of 
capital gains and losses, see section 117. 

ART. 119-7. Inoome from sources without the United Stater.-Gross 
income from sources without the United States includes : 

(1) Interest other than that specified in section 119 (a) ( l ) ,  as 
being derived from sources within the United States i 

(2) Dividends other than those derived Irom sourcea within the 
United States as provided in section 119 (a) (2) ; 

(3) Compensation for labor or personal services performed with- 
out the United States (for the treatment of compensation for labor 
or personal services performed partly within the United States and 
partly without the United States, see article 119-4) ; 

(4) Rentals or royalties derived from property without the United 
States or .from any interest in such property, including rentals or 
royalties for the use. of or for the privilege of using without the 
United States, patents, copyrights, secret processes and formulas, 
good will, trade-marks, trade brands, franchises, and other like 
property (see article 119-6) ; and 
(b) Gain derived from the sale of real property located without 

the United States (see sections 111-113). 
ART. 119-8. Sale of personal property.-Income derived from the 

purchase and sale of personal property shall be treated as derived 
entirely from the country in which sold, except that income derived 
from the purchase of personal property within the United States 
and its sale within a possemion of the United States or from the 
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purchase of personal property within a possession of the United 
States and its sale within the United States shall be treated as derived 
partly from sources within and partly from burces without the 
United States. The word ' sold " includes " exchanged." The 
" country in which sold " ordinarily means the place where the prop- 
erty is marketed. This article does not apply to income from the sale 
of personal property produced (in whole or in part) by the taxpayer 
within and sold without the United States or produced (in whole or 
in part) by the taxpayer without and sold within the United States. 
(See article 119-12.) 

ART. 119-9. Deductions in general.-The deductions provided for in 
Title I shall be allowed to  nonresident alien individuals, foreign cor- 
porations, and to citizens of the United States and domestic corpora- 
tions entitled to the benefits of section 251, only if and to the extent 
provided in sections 212,214, 232,233, and 251. 

ART. 119-10. Apportionment of deductionn.T-From the items speci- 
fied in articles 119-1 to 119-6 as being derived specifically from 
sources within the United States there shall be deducted the expnees, 
losses, and other deductions properly apportioned or allocated thereto 
and a ratable part of any other expenses, l m s ,  or deductions which 
can not definitely be allocated to some item or class of gross income. 
The remainder shall be included in full as net income from SOU~CBB 
within the United States. The ratable part is based upon the ratio 
of gross income from sources within the United States to the total 
gross income. 

Emannple: A nonresident alien individual whose taxable year is the 
calendar year derived gross income from all sources for 1934 of 
$180,000, including therein : 

l o o 0  Dividends on stock of a domestic corporation __________________________ 
Qain from eale of real property located within the United States,,----- 11, OOO 

Total----------_---_--_-_--------_-~-----_-_-----__--------_ 36,ooo 

that is, one-fifth of the total gross income was from sour- within 
the United States. The remainder of the gross income WBB from 
sources without the United S t a h ,  determined under article 119-7. 

The expenses of the taxpayer for the year amounted to $78,000. 
Of these expenses the amount of $8,000 is properly allocated to 
income from sourcw within the United States and the amount of 
$40,000 is properly allocated to income from sources without the 
United States. 

The remainder of the expenses, $3O,OOO, can not be definitely 
allocated to any class of income. A ratable part thereof, b d  

Interest on bonds of a domestic corporation _________-_______________ $0, OOO 

Royalty for the use of patents within the Unlted Statee _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  la oo0 
- 
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upon the relation of gross income from sources within the United 
States to the total gross income, shall be deducted in computing net. 
income from sources within the United States. Thus, there are de- 
ducted from the $36,000 of gross income from sources within the 
United States, expenses amounting to $14,000 (representing $8,000 
properly apportioned to the income from sous3es within the United 
States and $6,000, a ratable part (one-fifth) of the expenses which 
could not be allocated to any item or class of gross income). The 
remainder, $22,000, is the net income from sources within the United 
States. 
ART. 119-11. Other income from sources within the United States.- 

Items of gross income other than those bpecified in section 119 (a) 
and (c) shall be allocated or apportioned to sources within or 
without the United States, as provided in section 119 (e). 

The income derived from the ownership or operation of any farm, 
mine, oil or gas well, other natural deposit, or timber, located within 
the United States, and from the sale by the producer of the products 
thereof within or without the United States, rjhall ordinarily be in- 
cluded in gross income from wurces within the United states. If ,  
however, it is shown to the satisfaction of the Commissioner that due 
to the pecdiar conditions of production and sale in a specific case 
or for other reasons all of such gross income should not be allocated 
to sources within the United States, an apportionment thereof to 
sources within the United States and to s o u r w  without the United 
States shall be made as provided in article 119-12. 

Where items of gross income are separately allocated to sources 
within the United Statas, there shall be deducted therefrom, in com- 
puting net income, the expenses, losses, and other deductions pmp- 
erly apportioned or allocated thereto and a ratable part of other 
expenses, losses, or other deductions which can not definitely be 
allocated to some item or class of gross income. 

ART. 119-12. Inoome from the sale of personal property derived from 
sources partly within and partly without the United Stater.-Items of 
gross i~icome not allocated by articles 119-1 to 1lS-g or 119-11 to 
soiirces within or without the United States shall (unless unmistak- 
ably frora a source within or a source without the United States) be 
treated as derived from sources partly within and partly without the 
United States. Such income derived from the sale of personal prop- 
erty may be divided into two classes: (A)  income derived from 
sources partly within the United States and partly within a foreign 
country, and (B) income derived from sources partly within the 
United States and partly within a possession of the United States. 

A. The portion of such income derived from sources partly within 
the United Statea and partly within a foreign country which is at- 
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tributable to sources within the United States shall be determined 
according to the following rules and cases: 

Per8onaJ property prodwed and eold.--&oss income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a foreign country, 
or produced (in whole or in part) by the taxpayer within a foreign 
country and sold within the United States shall be treated as de- 
rived partly from sources within the United States and partly from 
sources within a foreign country under one of the cases named below. 
As used herein the word " produced " includes created, fabricated, 
manufactured, extracted, processed, cured, or agccl. 

Case 1 A. Where the manufacturer or producer regularly sells 
part of his output to wholly independent distributors or other selling 
concerns in such a way aa to establish fairly an independent factory 
or production price-or shows to the satisfaction of the Commissioner 
that such an independent factory or production price has been other- 
wise established-iinaffected by considerations of tax liability, and 
the selling or distributing branch or department of the business is 
located in a different country from that in which the factory is 
located or the yroduct'on carried on, the net income attributable to 
sources within the TJnited States shall be computed by an accounting 
which treats the products as sold by the factory or productive de- 
partment of the business to the distributing or selling department 
a t  the independent factory price so established. I n  all such cases 
the basis of the accounting shall be fully explained in a statement 
attached to the return. 

Case 2 A. Where an independent factory or production price has 
not been established as provided under case 1 A, the net income shall 
first be compiiled by deducting from the gross income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a foreign country 
or produced (in whole or in part) by the taxpayer within a foreign 
country and sold within the United States, the expenses, losses, or 
other deductions properly rpportioncd on allocated thereto and R 

ratable part of any expenses, losses, or other deductions which can 
not definitely be allocated to some item or class of gross income. Of 
the amount of net income so determined, one-half shall be appor- 
tioned in accordance with the value of the taxpayer's property within 
the United States and within the foreign country, the portion at- 
tributable to sources within the United States being determined by 
multiplying such one-half by a fraction the numerator of which con- 
sists of the value of the taxpayer's property within the United States, 
and the denominator of which consists of the value of the taxpayer's 
property both within the United States and within the foreign coun- 
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try. The remaining one-half of such net income shall be apportioned 
in accordance with the gross sales of the taxpayer within the United 
States and within the foreign country, the portion attributable to 
sources within the United States being determined by multiplying 
such one-h$lf by a fraction the numerator of which consists of the tax- 
payer’s gross sales for the taxable year or period within the United 
States, and the denominator of which consists of the taxpayer’s 
gross sales for the taxable year or period both within the United 
States and within the foreign country. The “ gross sales of the tax- 
payer within the United States ” means the gross sales made (luring 
the taxable year which were principally secured, negotiated, or effected 
by employees, agents, offices, or branches of the taxpayer’s business 
resident or located in the United States. The term “ gross sales ” as 
used in this paragraph refers only to the sales of personal property 
produced (in whole or in part) by the taxpayer within the United 
States and sold within % foreign country or produced (in whole or 
in part) by the taxpayer within a foreign country and sold within 
the United States, and the term “ property ” includes only the prop- 
erty held or used to produce income which is derived from such sales. 
Such property should be taken at  its actual value, which in the case 
of property valued or appraised for purposes of inventory, depre- 
ciqtion, depletion, or other purposes of taxiition  hall be the highest 
amount a t  which so valued or appraised, arid which in othercases shall 
be deemed to be its book value in the absence of affirnrative evidenco 
showing such value to be greater or less thnn the actual value. The 
average value during the taxable year or period shall be employed. 
The average value of property as nbove prescribed at  the beginning 
and end of the taxable year or period ordinarily may be used, unless 
by reason of material changes during the taxable year or period such 
average does not fairly represent the average for such year or period, 
in which event the average shall be determined upon a monthly or 
daily basis. Bills and accounts receivable shall (unless satisfactory 
reason for a different treatment is shown) be assigned or allocated 
to the United States when the debtor resides in the United States, 
unlessthe taxpayer has no office, branch, or agcnt in the United Stntc -. 

Case 3 A. Application for permission to base the return upon the 
taxpayer’s books of account will be considered by the Commissioner 
in the case of any taxpayer who, in good faith and unaffected by 
considerations of tax liability, regularly employs in his books of 
account a detailed allocation of receipts and expenditures which 
reflects more clearly than the processes or formulas herein prescribed, 
the income derived from sources within the United States. 

B. The portion of such income derived from sources partly within 
I the Uniled States and partly within R possession of the United Stales 
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wliicli is attributable to sources within the United States shall be 
tletermined according to the following rules and cases : 

Yerso?Lal property produced and sold.-Gross income derived from 
tho  sale of personal property produced (in whole or in part) by thc. 
taxpayer within the United States and sold within a possession of 
the United States, or produced (in whole or in part) by the taxpayer 
within a possession of the United States and sold within the United 
States shall be treated as derived partly from sources within the 
United States and partly from sources within a possession of the 
United States under one of the cases named below. As used herein 
the word “ produced includes created, fabricated, manufactured, 
extracted, processed, cured, or aged. 

Case 1 B. Same as case 1 A. 
Case 2 B. Where an independent factory or production price has 

not been established as provided under case 1 A, the net income shall 
first be coniputed by deducting from the gross income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a possession of 
the United States, or produced (in whole or in part) hy the taxpayer 
within a possession of the United States and sold within the United 
States, the expeises, losses, or other deductions properly apportioned 
or allocated thereto- and a ratable part of ariy expenses, losses, or 
other deductions which CRII not definitely be alltK:atud to sonie itern 
or classof gro& income. Qf the amount of net income so determined, 
one-half shall be apportioned-in accordance with tho  value of the tax- 
payer’s property within the United States and within the possession 
of the United States, the portion attributable to sources within tho 
United States being determined by multiplying such one-half by a 
fraction the numerator of which consists of the value of the tax- 
payer’s property within the United States, and the denominator of 
which consists of the value of the taxpayer’s property both withirl 
the United States and within the possession of the United States. 
The remaining one-half of such net income shall be apportioned in 
accordance with the total business of the taxpayer within the Unitetl 
States and within the possession of the United States, the portiori 
iittributable to sources within the United States being determined 
by multiplying such one-half by ~t fraction the numerator of mdlich 
consists of the amou~rt of the taxpayer’s business for the taxuble year 
or period withiii the United States, and the denominator of which 
consists of the amount of the taxpayer’s business for the taxable year 
or period both within the United States uiitl within the possession 
of the United States. The “business of the taxpayer ” as that tern1 
is used in this paragraph shall be measured by the anroullts which 
the taxpayer paid out during the taxable year or period for wages, 
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salaries, and other compensation of employees and for the purchase 
of goods, materials, and supplies consumed in the regular course of 
business, plus the amounts received during the taxable year or period 
from gross sales, such expenses, purchases, and gross sales being lim- 
ited to those attributable to the production (in whole or in part) of 
personal property within the United Statfs and ita sale within a 
possession of the United States or to the production (in whole or in 
part) of personal property within a possession of the United States 
rnd its sale within the United States. The term ‘( property ” as used 
in this paragraph includes only the property held or used to produce 
income which is derived from such sales, 

Case 8 B. Same as case 3 A. 
P e r 8 o d  property purchaeed CCnrE 802d.4mss income derived 

from the purchase of personal property within the United States 
and its sale within a possession of the United States and from the 
purchase of personal property within a posscsion of the United 
States and its sale within the United States shall be treated as 
derived partly from sources within the United States and partly from 
sources within a p d o n  of the United S t a h  under one of the 
following cases: 

Case I B. The net income shall first be computed by deducting 
from such gross income the expensa, losses, and other deductions 
properly apportioned or allocated thereto and a ratable part of any 
expenses, losses, or other deductions which can not definitely be allo- 
cated to some item or class of gross income. T h e  amount of net 
income 80 determined shall be apportioned in accordance with the 
total business of the taxpayer within the United States and within 

. the possession of the United Statas, the portion attributable to 
sources within the United States being that percentage of such net 
income which the amount of the taxpayer’s business for the taxable 
year or period witllin the United States bears to the amount of the 
taxpayer’s business for the taxable year or period both within the 
United States and within the possession of the United States. The 
(( business of the taxpayer ” as thnt term is -used in this paragraph 
shall be measured by the amounts which the taxpayer paid out 
during the taxable year or period for wages, salaries, and other com- 
pensa.tjon of employees and for the purchase of goods, materials, 
and supplies sold or consumed in the regular coum of business, 
plus the amount m i v d  during the taxable year or period from 
gross sales, such expenses, purchases, and gross sales being limited 
to those attributable to the purchase of personal property within 
the United States and its sale within a possession of the United 
States or to the purchase of personal property within a possession 
of the United States and its sale within the United States. 
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Case I1 B. Same as cam 3 A. 
ART. 119-13. Transportation service.-A foreign corporation carry- 

ing on the business of transportation service between pointa in ’the 
United States and points outside the United States derivw income 
partly from sources within and partly from sourcea without the 
United States. 

(1) The gms income from sources within the United States de- 
rived from such services shall be determined by taking such a por- 
tion of the total gross revenues therefrom as  (a) the sum of the 
COS& or expenses of such transportation business carried on by the 
taxpayer within the United States and a reasonable return upon the 
property used in its transpoitation business while within the United 
States bears to (7)) the sum of the total costs or expensw of such 
transportation businecss carried on by the taxpayer and a reasonable 
return upon the total property used in such transportation business. 
Revenues from operations incidental to transportation services (such 
as the sale of money orders) shall be apportioned on the same basis 
as direct revenues frpm transportation services. 

I n  allocating the total costs or expcnscs incurred in such trans- 
portation business, costs or expenses incurred in connection with 
such part of the services as was wholly iendered in the United 
States should be assigned to the cost of transportation business 
within the United States. For example, expenses of loading and 
unloading in the IJnitecl States, rentals, office expenses, salaries, and 
wages wholly incurred for services rendered to the taxpayer in the 
United States belong to this class. Costs antl expenses incurred 
in connection with services rendered partly witliin and partly with- 
out the United States may be prorated on a reasonable basis be- 
tween such servires. For example, ship wages, charter money, in- 
surance, and supplies chargeable to voyage expenses should ordi- 
narily be prorated for each voyage on the basis of  the proportion 
which the number of days the ship WIIS withiii the territorial limits 
of the IJnitecl States bears to the total nrrniber o f  days on the voy- 
nge, antl fuel consumed on each voyage may be prorated on the 
basis of the proportion which the nunher of miles sailed within 
the territorial limits of the United States bears to the total num- 
ber of miles sailed on the voyage. Income, war-profits, and excess- 
profits taxes should riot be regarded as costs or expenses for the 
purpose of dc1teniriiring tlre 1)roportion of gross iircorne from sources 
within t h e  lTnitet1 States: atid for such purpose, interest and other 
cxpenses for the use of borrowed capital should not be taken into 
the cost of stvvices rendered, for the reason that the return upon 
the property used meiisures the extent to which such borrowed 
capital is the source of the income. F ~ T  other expenses enbring 
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into the cost of services, only such expenses as are allowable deduc- 
tions under the Revenue Act of 1934 should be taken. 

The value of the property used should be determined upon the 
basis of cost less depreciation. Eight per cent may ordinarily be 
taken as a reasonable rate of return to apply to  such property. The 
IJrOperty taken should be the average property employed in the 
transportation service between points in the onited Statea and points 
outside the United States during the taxable year. Current assets 
should be dkreased by current liabilities and allocated to services 
between the United States and foreign countries and to other serv- 
ices. The part allocated to services between the TJnited States and 
foreign countries should be based on the proportion which the gross 
receipts from such services bear to the gross receipts from all serv- 
ices. The amount so allocated to services between the United States 
and foreign countries should be further allocated to services ren- 
dered within the United States and to services rendered without 
the United States. The portion allocable to services rendered within 
the Unit,ed States should be based on the proportion which the ex- 
pensea incurred within the territorial limits of the United States bear 
to the total expenses incurred in services between the United States 
and foreign countries. For ships the average should be determined 
upon a daily basis for eaoh ship and the amount to be apportioned 
for'each ship as assets employed within the United States should be 
computed upon the proportion which the number of days the ship 
was within the territorial limits of the United States bears to the 
total number of days the ship was in service during the taxable 
period. For other asset8 employed in the transportation business, 
the average of the assets at the beginning and end of the taxable 
period ordinarily may be taken, but if the average so obtained does 
not, by reason of material changes during the taxable year, fairly 
represent the average for such year either for the assets employed 
in the transportation business in the United States or in total, the 
average must be determined upon 1~ monthly or daily basis. 

(2) In  computing net  income from sources within the United 
States there shall be allowed as deductions from the gross income aa 
determined in accordance with paragraph ( l ) ,  (a) the expenses of 
the transportation business carried on within the United Statea as 
determined under paragraph (l), and ( 6 )  the expenses determined 
in accordance with paragraphs (3) and (4). 

(3) Interest and income, war-profits, and exceas-profits taxes 
should be excluded from the apportionment procem, as explained in 
paragraph (1) ; but for the purpose of computing net income there 
may be deducted from the gross income from sour- within the 
United States, after the amount of such gross ineomehas bean d& 
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termined, a ratable part (a) of all interest (deductible under section 
23 (b)) , and (b) of all income, war-profits, and excess-profits taxes 
(deductible under section 23 (c.) and (d) ) , paid or accrued in respect 
of the business of transportation service between points in the United 
States and points outside the United States. Such ratable part 
should ordinarily be based upon the ratio of gross income from 
sources within the United States to the total gross income from such 
transportation service. 

(4)  If a foreign corporation subject to  this article is also engaged 
in a business other than that of providing transportation service be- 
tween points in the United States and points outside the United 
States, the costs and expenses (including taxes) properly apportioned 
or allocated to such other business should be excluded both from 
the deductions and from the apportionment process prescribed in 
paragraph (1) ; but, for the purpose of determining net income, a 
ratable part of any general expenses, lossas, or deductions, which can 
not definitely be allocated to some item or class of gross income, may 
be deducted from the gross income from sources within the United 
States after the amount of such gross income has been determined. 
Such ratabl? part should ordinarily be based upon the ratio of gross 
income from sources within the United States to the total gross 
income. ' 

( 5 )  Application for permission to base the return upon the tax- 
payer's books of account will be considered by the Commissioner in 
the case of any taxpayer subject to this article, who, in good faith 
and unaffected by considerations of tax liability, regularly employs 
in his books of account a detailed allocation of receipts and expendi- 
tures which reflects more clearly than the process prescribed in para- 
graphs (1)-(4), the income derived from sources within the United 
States. 

ART. 119-14. Computation of income.-Where a taxpayer has gross 
income from sources within or without the United States as defined 
by section 119 (a) or (c) together with gross income derived partly 
from sources within and partly from sources without the United 
States, the amounts thereof, together with the expenses and invest- 
ment applicable thereto, shall be segregated, and the net income from 
sourm within the United States shall be separately computed 
therefrom. 
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CHAPTER XX 

UNLIMTED DEDUCTION FOR CHARITABLE AND 
OTHER CONTRIBUTIONS 

SEC. 120. UNLIMITED DEDUCTION FOR CHARITABLE AND 

I n  the case d an Indlvldual If 111 the taxable year and In each of the 
ten precedlng taxable years the amount of the contributlons or glib 
deecrlbed In seetlon 23 ( 0 )  .plus the amount of Income, war-proflts, or 
excess-proflta taxea pald durlng such year In reepect of precedlng tax- 
able years, ereeeda 90 per eentum of the taxpayer's net Income for each 
ouch year, as computed wlthout the beneflt of ect lon 28(0), then the 
16 per centum llmlt Imposed by such &Ion shall not be appllcable 

OTHER CONTRIBUTIONS. 

CHAPTER XXI 

CREDITS AGAINST TAX 
Supplement CLCredib Agalnst Tax [Supplementary to Subtitle B, Part 1111 

SEC. 131. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

(a) Allowance of oredit.-If the taxpayer slgnlfles In hls return hls 
dealre to have the beneflts of this sectlon, the tax Imposed by t h b  
title shall be credited wlth: 

(1) C I T I ~  AND D O M ~ T I O  anwoumom.-In the case of a clticen 
of the United States and of a domestlc corporation, the amount 
of any Income, war-proflts, and excess-prdts tax- pald or accrued 

OF UNITED STATES. 

during tbe taxable year to any forelgn country or to any possesalon 
of the Unlted States ; and 

(2) R E M D ~ T  or UNlmD STATE?I.-h the case of a resldent of 
the Unlted States, the amount of any such taxes pald or accrued 
durlng the taxable year to any poseemlon of the Unlted Statea; 
and 
(3) A u m  B ~ I D ~ ( ~ T  or UNI- STam.-In the case of a n  allen 

resldent of the Unlted States, the amount of any such taxes pald 
or accrued during the taxable year to  any forelgn country, If the 
forelgn country of whlch such allen resldent Is a citlcen or sub- 
ject. In lmposlng such taxes, allows a simllar credtt to citizens of 
the United States resldlng In such country ; and 

(4) PABTNEBSEIPS AND rmAms.-In the case of any such indl- 
vldual who is a member of a p r t n e r s h l p  or a beneficiary of an 
estate or trust, hls proportionate share of such taxes of tbe p r t n e r -  
shlp or the estate or trnst  paid or accrued during the taxable year 
to a forelgn country or to any poesesslon of the Unlted S t a b ,  
as the case may be. 

(b) Lfmlt on oredit.-The amount of the credlt taken under thls see 

(1) The amount of the credlt in respect of the tax pald or 
accrued to any country shall not exceed the same proportlon of 
the tax agalnst whlch such credlt Is taken, whlch the taxpayer's 
net income from source6 wlthlu such country beam to hls entlre 
net Income for the same taxable year ; and 

(2) The total amount of the credit shall not exceed the-same 
proportlon of the tax agalnst whlch such credlt Is taken, whlch 
the taxpayer's net Income from aourcem wlthout the Unlted States 
bears to his entlre net Income for the  same taxable year. 

( 0 )  Adjuatmentr on payment of accrued taxer-If accrued t a m  when 
pald dlffer from the amounts clalmed as credlts by the taxpayer, or 
if any tax paid ls refunded In whole or in pert, the taxpayer shall 

tion shall be subject to  each of the following Hmltatlons: 

, 

(239) 
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notify the Commlssloner, who shall redetermlne the amount of the 
tax for the year or years affected, and the amount of tax due upon 
such redeterminatlon, if any, shall be paid by the taxpayer upon notice 
and demand by the collector, or the amount of trix overpaid, if any, 
shall be credited or refunded to the taxpayer In accordance with the 
provislons of section 822. In the case of such a tax accrued but not 
paid, the Commlseioner as a condition precedent to the allowance of 
this credit may ‘require the tarpayer to give a bond with suretles 
satlafactory to and to be approved by the Commissioner In such Bum as 
the Commlsslonermay require, condltioned upon the payment by the 
taxpayer of any amount of tax fouud due upon any such redetermliia- 
tfon; and the bond hereln prescribed shall contain such further condi- 
tions as the Oommiseioner may require. 

(a) Year in whioh oredit taken.-The credits provlded for in thls 
&Ion may, a t  the option of the taxpayer and irrespective of the 
method of accounting employed In keging his books, be taken in the 
year in which the taxes of the forelgn countfl or the pasflession of 
the United States accrued, subject, however, to the amdltlons pre 
scribed In subsection (c) of this section. If the taxpayer elects to take 
such credlts In the year in which the taxes of the forelgn country or the 
poanession of the United States accrued, the credlts for all subaequent 
years shall be take?  upon the same basls, and no portion of any such 
taxes shall be allowed a8 a deduction In the same or any succeedlng 
year. 

(e) Proof of credits.-The credits provldrd In this section shall be 
allowed only if the taxpayer establishes to the satlsfaction of the Com- 
missioner (1) the total umount of income derived from sour& with- 
out the United States, determined as provided in sectlon 119, (2)  the 
amount of Income derlved from each country, the tax paid or accrued 
to which is claimN as a credit under this section, such amount to be 
determlned under rules and regulations prescribed by the Commissioner 
with the approval of the Secretary, and (3) all other Information 
necessary for the veriflcatlon and computation of such credits. 

(1) Taxer of foreign subsidiarg.-For the purposes of this aectlon a 
domestic corporation which owns a majorlty of the votlng stock of a 
forelgn corporatlon from which It recelves dlvldends In any taxable 
year shall be deemed to have paid the same proportlon of any Income, 
war-proflts, or excess-proflts taxes pnld hy such fnrelgn corporation 
to any foreign country or to any possession of the United States, 
upon or with respect to the accumulated profits of such foreign cor- 
poration from whlch such dividends were pald, which the amount 
of such dividends bears to the amount of such accumulated profib: 
Pmvkled,  That the amount of tax deemed to have been paid under 
this subsection shall in no case exceed the same proportion of the tax 
against which credlt is taken which the amount of such dlvldends 
bears to the amount of the entlre net income of the domestic corpora- 
tion In which such dividends are included. The term “accumulated 
profits ” when used in this subsection in reference to a forellpl corpora- 
tion, means the amount of its gains, pmflts, or income In excess of the 
income, war-proflts, and excess-proflts taxes ImpOsed upon or with re- 
epect to such proflte or Income; and the Commlssloner with the ap- 
proval of the Secretary shall have full power to determine from the 
accumulated profits of what year or years such dividends were paid; 
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treating dividends paid in the flrst sixty days of any year as having 
been paid from the accumulated proflts of the preceding year or years 
(tlnless to his satisfaction shown otherwlse), ana In other respecu 
treating dividends as  having been paid from the most recently a c  
cumulated gains, profits, or earnings. In the caw of a foreign cor- 
poration, the income, war-proflts, and excess-proflts tax- of which are  
determined on the basls of an accounting pedod of less than one year, 
the word “ year ” as  used in thls subsection shall be construed to mean 
such accounting period. 

(g) Corporations treated as foreign.-For the purposes of thh  section 
the following corporations shall be treated as forelgn corporations : 

(1) A corporation entitled to the beneflts of sectlon 251, by 
reason of receivlng a large percentage of I t s  grws Income from 
sourcea wlthln a possession of the United States; 

(2 )  A corporation organized under the Chlnn Trade Act, 1922, 
and entitled to tile credlt provided for In sectton 281. 

Am. 181-1. Analysis of credit for taxer.-If the taxpayer signifies 
in his return his desire to claim a credit for taxes, the basis of such 
credit, in the case of a citizen of the United States, whether resident 
or nonresident, and in the case of a domestic corporation, is as 
follows: (a) The amount of any income, war-profits, and excess- 
profits taxes paid or accrued during the taxable year to any foreign 
country or to any possession of the United States; and ( 6 )  an in- 
dividual’s proportionate share of any such taxes of a partnership of 
which he is a partner or of an estate or trust of which he is a bene- 
ficiary paid or accrued during the taxable year to a foreign country 
or to  any possession of the United States, as the case may be. 

I n  the case of an alien resident of the United States who signifies 
in his return his desire to claim a credit for such taxes the basis 
of the credit is as follows: (a) The amount of any such taxes paid 
or accrued during the taxable year to any possession of the United 
States; (b)  the amount of any such taxes paid or accrued during the 
taxable year to any foreign country, if the foreign country of which 
such alien resident is a citizen or subject, in imposing such taxes, 
allows a similitF credit to citizens of the United States residing in 
such country; and (c) his proportionate share of any such taxes of a 
partnership of which he is a partner or of an esCate or trust of which 
he is a beneficiary paid or accrued during the taxable year to any 
foreign country, if the foreign country of which such alien resident 
is a citizen or subject, in imposing such taxes, allows a similar credit 
to citizens of the United States residing in such country, or to any 
possession of the United States, as the case may be. 

I f  a taxpayer signifies in his return his desire to claim a credit for 
taxes, such action will be considered to apply to income, war-profits, 
and excess-profits taxes paid to all foreign countries and possessions 
of the U&ed States, and no portion of any such taxes shall be 
allowed as a deduction from gross mcome. 

i 
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A citizen of the United States or a domestic corporation entitled 
to  the benefits of section 251, or a China Trade Act corporation, is 
not allowed any of the credits provided by section 131. 

ART. 131-2. Meaning of terms.-The ‘‘ amount of any income, war- 
profits, and excess-profits taxes paid or accrued during the taxable 
year ” means taxes proper (no credit being given for amounts repre- 
senting interest or pe,naIties) paid or ii(x:rued during the taxable 
year on behalf of the taxpayer claiming credit. “ Foreign country ” 
means any foreign state or political subdivision thereof, or any for- 
eign political entity, which levies and collects income, war-profits, or 
excess-profits taxes. “Any possession of the United States ” inclucles, 
urnong others, I’iierto Hico, the phi lip pi ti^:^, and the Virgin Isluntls. 
But see section 251. As to the meaning of “ sources,” see section 119. 
(See also section 801.) 

ART. 1313. Conditions of allowanae of credit.-If the taxpayer 
signifies in his return his desire to claim creilit for income, war- 
profits, or excess-profits taxes paid other than to t,hs United States, 
the income tax return must be acc~mpanietl by Form 1116 in the 
case of an individual, and by Form 1118 in  the case of a corporation. 
The form must be carefully filled in with all the information thare 
culled for antl with the caldat ions of credits there indicated, 
ant1 niust bc duly signed antl sworn to or iiffirnicd. Tf credit is 
sought for tclsss nlreatly piid tlic form tiillst lrriva uttachc!tl to it 
the receipt for each siicli tax piiynietit. I f  credit is s o ~ g h t  for 
taxes awrued, tlic form must hove attacht:tl to i t  the return on 
which each sucli acarued tiix wiis l~iwcttl. This receipt or return 
so attuclietl rtiust be either tlie originid, 11 tluplic-irte originul, IL duly 
certified or ,autlietiticutetl copy, or n S W O ~ I I  copy. I n  case only 11 

sworn copy of u receipt or rc*tiirti is iit,t,iic:licvl, there must be kept 
I*enclily avniliiblc for c-onipiirison on i’c.cl~i(~st t.ho *origiriiil, 11 clupli- 
ciitc origiiiul, or u duly ccrtifictd or iiut.licmt ic-atid copy. I f  tlic 
receipt or tho return is in a foreign liinppige, R certificxl trans- 
lution thereof tiiust bc fut~nislietl by tlic 1.iispiiycr. Any ritltlitioiial 
information necwsiiry for thc clet.ctr~iii~iiitioti iin(ler snctioii 111) of 
the uaiount of incoitie derived froin soiir(-es without the IJnitetl 
States arid from each foreign country slitill, upon the requ(:st of the 
Cornmissioner, be furnished by the tiixpnyer. 
Tn the ciise of a credit solight for II tnx iic:t:twecl but, not paitl, tlic 

Commissioner may require ns a c.oriditioti p r ~ ~ c ~ h t  to the iilloa- 
&lice of credit a boritl froin tliv t.iispaycr i n  utltlitioii to Form 11 16 
or 1118. If w : l i  ii, 1n)iiil is rqiiirc(1, lqortii 11 17 shill1 bc used by a11 
iiitlividual uncl l ~ o i i n  1119 by (t corporation. It shall be in such 
Slll l l  as tlie Coniiiiissionrr may prtwrilw!, rintl sliiill 1% conditioned 
for the puyiiient by the t:ixpayer of uny mioutit of tux found clue 
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upon any redetermination of the tax made necessary by such credit 
proving incorrect, with such further conditions as the Commissioner 
may require. This bond shall be executed by the taxpayer, or 
the agent or representative of the taxpayer, as principal, and by 
sureties satisfactory to and approved by the Commissioner. (See 
also section 1’126 of the Revenue Act of 1926, paragraph 81 of the 
Appendix to these regulations.) 

For  credit where taxes are paid by a foreign corporation controlled 
by a domestic corporation, see article 131-7. A claim for credit in 
such a case is also to be made on Form 1118. See article 181-8 with 
reference to the option granted by section 131 (a) .  

I f  it is the desire of the taxpayer to cluim as a credit and not as 
a deduction accrued income, war-profits, and excess-profits taxes 
imposed by the authority of any foreign country or possession of 
the United States but at  the time the return is made i t  is itripossible 
to estimate the amount of such taxes that may have accrued for  the 
period for which the return is made, Form 1116 in the case of an 
individual, and Form 1118 in tho case of a corporation, may be filed 
a t  a later date but a credit can not be allowed for such taxes unless 
the taxpayer signifies in his return his desire to have to any extent 
the benefits of section 131. 

ART. 131-4. Redetermination of tax when credit proves inoorrect.- 
I n  case credit has been given for taxes accrued, or  a proportionate 
share thereof, and the amount that is  actually paid on account of such 
taxes, or a proportionate share thereof, is not the same as the amount 
of such credit, or in case uny tax payment credited is refunded in 
whole or in part, the taxpayer shull immediately notify the Com- 
missioner. The Commissioner will thereupon redetermine the 
amount of the income tax of such taxpayer for the year or years 
for which such incorrect credit was granted. The amount of tax, 
if any, due upon such redetermination shall be paid by the taxpayer 
upon notice and deniuntl by the collector. The amount of tax, if 
any, shown by such retletermiiiation to have been overpaid shall be 
credited or refunded to the taxpayer in accordance with the provi- 
sions of section 322. 

ART. 131-5. Countries which do or do not satisfy the similar credit re- 
quirement-A country satisfies the similar credit requirement of sec- 
tion 131 (a) (3) of the I~evenue Act  of 1934, either by allowing 
to citizens of the United States residing in such country a credit for 
the amount of income taxes paid to tho United States, or, in impos- 
ing such taxes, by excnipting fro111 taxation the incomes received 
froan sources within the United States by citizens of the United 
States residing in such country. A country does not satisfy the Rim- 
ilar credit requirement of section 131 (a)  (3) of the Revenue Act of 

04759’-35-18 
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1934, if it does not allow any credit to citizens of the United States 
residing in such country for the amount of income taxes paid to the 
United States,’or if such country does not impose any income taxes. 

ART. 131-6. When oredit for taxes may be taken.-The credit for 
taxes provided by section 131 (a) may ordinarily be taken either in 
the return for the year in  which the taxes accrued or in which the 
taxes were paid, dependent upon whether the accounts of the taxpayer 
am kept and his returns filed upon the accrual basis or upon the cash 
receipb and disbursements basis. Section 131 (d) allows the tax- 
payer, a t  his option and irrespective of the method of accounting 
employed in kmping his books, to  take such credit for taxes as may 
be allowable in the return for the year in which the taxes accrued. 
An election thus made under this section or under section 222 (c) or 
238 (c) of the Revenue Act of 1924 or 1926, or under section 131 (d) 
of the Revenue Act of 1928 or 1932, must be followed in returns for 
all subsequent years, and no portion of any such taxes will be allowed 
aa a deduction from gross income for 1934 or any subsequent taxable 
year. 

Am. 131-7. Domestic corporation owning a majority of the B b k  of 
foreign corporation.-In the case of a domestic corporation which 
owns a majority of the voting stock of a foreign corporation from 
which it receives dividends in any taxable year, the credit for foreign 
taxes includes not only the income, war-profits, and excess-profits 
taxes paid or accrued during the taxable year to any foreign country 
or to any possession of the United States by such domestic corpora- 
tion, but also income, war-profits, and excws-profits taxes deemed 
to have been paid determined by taking the same proportion of any 
income, war-profits, and excess-profits tasw paid or accrued by such 
controlled foreign corporation to any foreign country or to  any ~ O S -  

session of the United States, upon or with respect to the &ccumulated 
profits of sucli foreign corporation from which such dividends were 
ytrid, which the amount of any such dividends received bears to  the 
amount of such accumulated profits. The amount of taxes deemed 
to have been paid is limited, however, to an amount which shall in 
no case exceed the same proportion of the tax against which the 
credit for foreign taxos is taken, which the amount of such dividends 
bears to the amount of the entire net income of the domestic corpora- 
tion in which such dividends are included. If dividends are re- 
ceived from more than one controlled foreigp corporation, the iimi- 
tation is to be compiitetl sepiirutely for the divideids received from 
each controlled foreign corporation. If the credit for foreign 
taxes inclutlw t i i w k  tlecmetl to 1i11,ve been paid, the taxpayer milst 
furnish the same inforniation with respect to the taxes deenled to 
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have been paid as it is required to furnish with respect to the taxes 
actually paid or accrued by it. Taxes paid or accrued by a con- 
trolled foreign corporation are deemed to have been paid by the 
domestic corporation for purposes of credit only. 

ART. 131-8. Limitations on oredit for foreign taxer.-The amount of 
the income and profits taxes paid or accrued (including such taxes as, 
in accordance with the provisions of section 131 ( f ) ,  are deemed to 
have been paid) during the taxable year to each foreign country or 
possession of the United States, limited under section 131 (b) (1) so 
as not to exceed that proportion of the tax against which credit is 
taken which the taxpayer’s net income from sources within such 
country or possession bears to his entire net income for the same 
taxable year, is the tentative credit in respect of the taxes paid or 
accrued to such country or possession. The sum of these tentative 
credits, limited under section 131 (b) (2) so as not to exceed the same 
proportion of the tax against which credit is taken which the tax- 
payer’s net income from sources without the United States bears to 
his entire net income for the same taxable year, is the amount allow- 
able as a credit against the income tax under Title I for income or 
profits taxes paid or accrued to foreign countries or possessions of 
the United States. 

The operation of the limitations on the credit for foreign taxes may 
be illustrated by the following examples: 

Ewmple ( I )  : In  1934, A, a citizen of the United States, had a net 
income for services rendered within the United  state^ amounting to 
$50,000 and a net income from Bouroes within Great Britain of 
$25,000. He is entitled to a personal exemption of $l,OOO. The 
credit for foreign taxes allowable to A in his return for the calendar 
year 1934 i s  $6,294.67, computed as follows: 
Income from source wlthin the United States _____-______________ $5O,oOa00 
Income from sourcea withln Great Bdtaln __-_--______-___________ 26, OOO. 00 

Total net incode ________________________________________- 76,000.00 
United Btntes income tar on $75,000--- -________________________ IS,W.00 
British income and protlts taxes _______---_______________________ 7, 600.00 
Limltation on British income and profits taxes under sectlon 131 

(b)  (1) and (2) to determine credit 26*oo of $1&W ------- aBsa.67 

Credlt for British income and profits taxes (total British income 
and protlts taxes, reduced In accordance with the Iimltatlons 
under section 131 (h) (1) and ( 2 ) )  ---_________________________ 
Eiumpk (re) : I f ,  in Example (1) , above, A had a net income from 

sourcea withih Great Britain of $15,000 and a net income from 
sources within Canada of $lO,OOO and the income and profits tax- 
paid or Gcrued to Great Britain and Canada were $a,OOo and $1,200, 

(ma 1 
6,204.07 
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respectively, the credit for foreign taxes allowable to A would be 
$4,976.80, computed as followls : 
Income from sources wlthln the Unlted States ______-__________ $60,000.00 

16, OOO. 00 Income from source8 within Great Britaln ________---- 
Income from sources within Canada _________________  _ _ _ _ _ _ _ _ _ _ _  10, OOO. 00 

Total net lncuiue _________________________  - -___ - ___________ 76,000.00 
Unlted States Income tax on $76,000 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  18,884.00 
British Income and proflts taxes __________________________________ 4, OOO. 00 
Limitation on British Income and profits taxes under section 

131 (b )  (1) to determine tentatlve credlt - of $lS,W)---_ 3,778.80 

Tentatlve credlt for British Income and proUte taxes ( b t d  British 
Income and proflts taxes, reduced in accordance wlth the llmlta- 
tlon under sectlon 151 (b)  (1 ) )  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  3,776.80 

Conadian Income ant1 pmflts taxes -____-_________________________ 1. !ZOO. 00 
Llmltatlon on Canadian Income and profits taxes under sectlon 

181 (b )  (1) todetermlnetentatlvecredlt 10.000 of $18,W _ _ _ _ _ _  2617.87 

Tentatlve credit for Canadlan Income and profits taxen (total Uana- 
dlan Income and proflts tnxes, since such amount I s  within the 
llmltatlon under section 131 ( b )  (1) ) __--_______-_______________ 

Sum of tentative credlte ($3,776.80 plus $1,200) ________________  L_ 

Llmltatlon GLI sum of tentntlve credit6 under section 131 (b) (2) to 

1----------- 

c:,z 

( ~6,ooU ) 

1.200. pp 
4,076.80 

(z;g of $18,884 -__________---___-_________ 6.294.67 determine credit - 
TOM amount of credlt allowable (sum of tentatlve credlts, slnce 

such sum Is wlthln the llmltatlon under eectlon 181 (b) (2) )--__ 4, ft76.80 

Emntple (S): The net income for the calendar year 1934 and the 
income and profits taxas paid or accrued to foreign countries and pos- 
seasions of the United States in the case of a domastic corporation 
were as follows : 

1 

Income 
and -- 
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The income and losses from all foreign countries and possessions 
of the United States, except the dividend from source6 within France, 
were derived from bralich operations. Dividends of $5O,OOO were 
received from a French corporation, a majority of the voting stock 
of which was owned by the domestic corporation. The French cor- 
poration paid to France income and profits taxes on income earned 
by i t  and in addition a dividend tax for the account oi its share- 
holders on income distributed to them, the latter tax being withheld 
and paid at  the source. 

The computation of the credit is ns follows: 

Oreot Brttaln 

Income and profits t a x w  paid o r  accrued _--_____________- - -__--_-____ $7, M)o 

Llmltatlon under section 181 (b)  (1) - of $46,376 ------------ 4,12(1 

Tentatlve credlt___,---------------_---------_--__--_-----_--__-_---- 4,126 

CCmadU 

Income and profits taxes plrld or accrued _____________________________  $1, go0 

Llmltt~tlon under sectlo11 131 (b)  (1) ~330 ,uOu  20.000 of $46,376 1 ____________ !2,760 

(Z% 1 

Tentatlve creclit---------------------c---------------__-----_-----_-__ 1.800 

Brazil 

Income and proflts taxes paid o r  accrued _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $!& 400 

6,600 Llmltutlon uiider sectloo 131 ( b )  (1 )(- of $46,376) __-_________ 
Tentatlve credlt _______--_________. _________________________________ 2 400 

40 OOO 

Argentine Republio 
Tentatlve credit ____---- -- _--------_----- - -__--__--_______________ L_ Nme. 

Yedm 
Tentative credlt ___c-----___-_--_-____ ----- ___--________-___________ None. 

Puerlo Rfm 

Income and proUte taxes yald or awrued -________-___________________ $1,260 

Llmltntion under section 131 ( b )  (1) (- 330,m of $46,376) -___________ 1,376 

Tentative credlt -__----- -- -__-------__- - _-_______-___________________ 1,160 

lop00 

Franoe 
Dlvidend tax p l d  nt source _________-__--____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $U,Uoo 
Income and proflta tax- paid or accrued on branch operatione--------_ 3, OOO 
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Income and proflte tares deemed under section 131 ( f )  to have 
been pald, computed as follows: 

Dividend received on December 31 of the taxable year-__-- $50, OOO 
Incotlie of French corporutlon earned durlng taxable year__ 200, OOO 
Income and proflte taxes pald to France on $zoO,OOO _ _ _ _ _ _ _ _  30, OOO 
Accumulated profits ($!U%ooO mlnus $30,030) -_--_________ 170,OOO 

French taxes appltcable to accuniulated proflts 

dlstrlbuted( fi of ('* moo00 of $80,000)) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  'I, 500 
. .  

Llmltntlon nuder aectlon 131 ( f )  (e Oi$45,376 ._________ 6,816 

Income and profits taxee deemed to have bwn pald (French taxes appll- 
cable to Accumulated proflte dlstrlbuted to domestic corporatlon, re- 
duml in accordance wlth the llmltatlon under section l81 (f))------- )s, 816 

Total Income and profits taxes pald or accraed and deemed to have been 
pald to France _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  - _______-________________________ 18,876 

850,OOo ) 

- 
70 OOO 
m,OOo Llmltatlon under sectlon 181 (b) (1) (- Of$*,876) _____________  @ 616 

Supplement 
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:am to Sobtltle B, I _ _  

Part Vl 

SEC. 141. CONSOLIDATED RETURNS OF RAILROAD CORPORA- 
TIONS. 

(a) Privilege to 51e oonaolldated return#.-An atRllated group of cor- 
poratlone shall, subject to the provlslons of tlds section, have the prlvl- 
lege of maklng a consolldated return for the taxable year In lleu of 
separate re turn.  "he maklng of a conmllduted return shall be upon 
the condltlon that all the corporatlons whlch have been members of the 
rtllllated group at MY tlme durlng the taxable year for whlch the re 
turn ie made consent to all the regulutlons under subseetion (b) (or, 
In case euch regulutlons are not prescribed prior to the making of the 
return, then 'Ule regulatlons prescribed under sectlon 141 (b) of the 
Revenue Act of 1932 lneofur ae not lnconsletent wlth thlr Act) pre- 
acrlbed prtor to the maklng of such return: and the maklng of a CUD- 
rolldated return ulrall be consldeml as euch consent. In the cabe of 
a corporatlon whlch 1s I! tnemlwr of the amlluted group for a frao 
tloual part of the year the rouwlldtlted return vhall Include the Income 
of uuch corporatlm for such part of the year as I t  In a member of the 
Jllliated group. 

(b) Eegulationr.-Ttle Commluloner, wlth the upproval of the 8ecre- 
tary, shall preecrlbe much regulatlone as he may deem necesmry In 
order that the tax llablllty of any alRHated group of corporatlons 
maklng a consolldated return and of each corpuratlon In the group, 
both durlng nnd after the period of afflllatlon, may be deternrlued, 
computed, ussessed. collected, and adjusted In euch manner aa cleurlg 
to reflect the Income and to preveut avoldance of tax llablllty. 

( 0 )  Oomputatlon and payment of -.-In any case In whlch a con- 
solidated return Is made the tax shall be determtned, competed, as- 
seseed, collected, and adjusted ln accordance wlth the regulatlons 
under subsectlon (b) (or, In case such regulatlons are not prewlbed 
prlor to the maklng of the return, then the regulations prerrlbed 
under section 141 (b) of the Revenue Act of 1882 Insofvr a8 not In- 
coastmtent wlth thls Act) preacrlbed prior to the date on which such 
return la made: except that there shall be added to the rate of tax 
prescribed by sectlon 13 ( a )  a rate of 2 per centnm. but the tax at 
such increaeed rate shull be caneldered a8 imposed by eectloo 18 (a). 

(249) 

c 
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As used In this subsection (except In iiarugluiili (3) ) the terin ‘’ stock ” 
dtws nut Include nonvotlng stork wlilc*h 1.i :Iinit ctl and preferred 11s to 

(e) Foreign oorporationa.-A forclgri coriiorutlon shull riot be deelued 
to be ufiillutcvi \vItli aiig citlier corporntlori wltiilii tlie nlcwnlng of this 
aectlon. 

dlVldelldN. 
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under section 141 (b) have been promulgated as Regulations 89 and 
are applicable to the making, after the promulgation of such regula- 
tions, of consolidated returns by affiliated corporations for taxable 
years beginning after December 31, 1933, and to the determination, 
computation, assessment, collection, and adjustment of tax liabilities 
under consolidated returns for such years. For definition of taxable 
year, see section 48. 
ART. 141-2. Formation of and changes in d l ia ted  group.-An a5li- 

ated group of corporations, within the meaning of section 141, is 
formed a t  the time that the common parent corporation becomes the 
owner directly of a t  least 95 per cent of the stock (as defined by sec- 
tion 141 ((1)) of another corporation. A corporation becomes a 
member of an affiliated groltp at  the time that one or more members 
of the group become the owners directly of n t  least 95 per cent of its 
stock. A corporation ceases to be a lnrmbcr of an affiliated group at  
the time that the aggregate of its stock O W T I ~ ~ I  tlirrctly by the members 
of the group becomes less than 95 per. c w i t .  

AnT. 141-3. Corporations to  be included in oonsokidated retarns for 
taxable years beginning after December 31, 1933.--The privilege of 
filing consolidated returns for taxable years beginning after Decem- 
ber 31, 1933, is limited to corporations constituting an “ affiliated 
group ” as defined in section 141(d). The Act requircxs each corpora- 
tion to be either (1) a corporation whose principul businem is that 
of a ‘‘ common carrier by railroad ” or (2) a corporation whose assets 
consist principally of stock in such corporations and which does not 
itself operate a business other than that of a “common carrier by 
railroad?’ The term ‘‘ common carrier by railroad ” includes steam 
and electric railroads, but does not include street, suburban and inter- 
urban electric railways or express, refrigerator, or sleeping car com- 
panies. The term ‘( electric railroads ’’ includes an interurban electric 
line even though called or commonly referred to as an interurban 
electric railway, if i t  has the right of eminent domain, operates over 
its private right of way, performs essential railroad service, including 
the interchange of traffic with railroads, and publishes or concurs in 
tariffs. I f  a ‘‘ common carrier by railroad ” a s  above defined has 
leased its railroad properties and such properties are operated as 
such by another common carrier by railroad, the business of receiving 
rents for such properties is considered as the business of a common 
carrier by railroad. 

A consolidated return must include every domestic. corporation 
which is a member of the “ affiliated group ”; but diall notr iaclutle H. 
foreign corporation (except as provided in section 141 (11) ; a cotyo- 
ration organized undei- the China Trade Act, 1922; or H corporiition 
entitled to the benefits of section 251. 
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ART. 141-4. Foreign oorporationr whiah may be treated a domestio 
oorporation8.-In the case of a domestic corporation owning or con- 
trolling, directly or indirectly, 100 per cent of the capital stock 
(exclusive of directors’ qualifying shares) of a corporation described 
in section 141 (d) (8) and organized under the laws of Canada or of 
Mexico and maintained solely for the purpose of complying with the 
laws of such country as to title and operation of property, such 
foreign corporation may, a t  the option of the domestic corporation, 
be treated for taxable years beginning after December 31, 1983, as a 
domestic corporation. !She option to treat such foreign corporation 
as a domestic corporation must be exercised at  the time of making 
the first consolidated return under the Act, and can not be exercised 
n t  any time thereafter. I f  the election is exercised to treat such 
foreign corporation as a domestic corporation it must be included 
in the consolidated return of the aBiliated group of which i t  is a 
member for each year for which such group makes or is required to 
make a consolidated return. 

SEC. 142. FIDUCIARY RETURNS. 
(a) Eequirement of return.-Every flduclary (except a receiver a p  

pointed by authorlty of law In poesctlrsion of part only of the property 
of an lndlvldual) shall make under oath a return for any of the fol- 
lowing Individuals, e s t a t a ,  or trusta for which he acts, statlng a p e  
clflcally the items of gross income thereof and the deductlone and 

(1) Every Indhldual havlng a net Income for the taxable year 
of $1,000 or over, If slngle, or If married and not living with h w  
band or wlfe; 

(2) Every lndlvldual having a net lncome for tho taxable yBar 
of $2,600 or over, if married and llvlng with husband or wife; 

(8) Every hdivldual having a gross Income for the taxable year 
of $5,5,ooo or over, regardless of the amount of hls net Income; 

(4) Every eetate or trust the net lncume of whlch for the taxable 
year Is $l.OOO or over; 

(5) Every estate or trust the K ~ W M  income of whlch for the tax- 
able Year 18 $5,OOO or over, regardless of the amount of tbg net 
income; and 

(6) Every estate or trust  of which any beneflclarg is a non- 
reddent allen. 

(b) Joint flduoiarie#.-Under such regulations as the Commlealoner 
with the approval of the Secretary may preacrlbe a return made by 
one of two or more joint fiduciaries and flled In tb omce of the col- 
lector of the district where such fldudary resides shall be euafcient 
compllunce with the above requirement. Such flduclary shall make 
oath (1) that  he has sufflclent knowledge of the affdrs  of the Indi- 
vidual, estate, or trust for whlch the return Irm made, to enable him to 

, make the return, and (a) that  the return la, to the best of hls knowl- 
edge and belief. true and correct 

I credits allowed under t h b  tltle- 

(0) Law applicable to flduc1arier.-Any flduclary required to make a 
return under this tltle shall be subject to all the provisions of law 
which apply to Indlvlduals. 
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Am. 142-1. Fiduciary returnr.-Every fiduciary, or at least one of 
joint fiduciaries, must make a return of income- 
(a) For the individual whose income ie in his charge, if the g o e s  

income of such individual is @,O00 or over, or if the net income of 
such individual is $1,OOO or over if single or if married and not 
living with husband or wife for any part of the taxable year; or if 
such individual is married and was living with husband or wife for 
any part of the taxable year but iiot at the close of the taxable year 
and his grotis income for the taxable year is $5,000 or over, or his net 
incame is equal to, or in ex0888 of, the credit allowed him by section 
25 (b) (1) and (8) (computed without regard to his status as head 
of a family) ; or if such individual is married and was living with 
husband or wife for the entire taxable year and the aggregate gross 
income of both husband and wife is $5,000 or over, or the aggregate 
net income of both husband and Wife is $2,500 or over ; or if such in- 
dividual is married and was living with husband or wife at  the close 
of the taxable year but not during the entire taxable year and the 
aggregate grom income of both husband and wife is $5,O00 or over, 
or the aggregate net income of both hueband and wife ie equal to, or 
ilr exces of, the credit allowed them by section 25 (b) (1) and (3) 
(computed without regard to the status of either of them as head of 
a family), or 
(6) For the estate or trust for which he acts if the net income of 

such estate or trust is $1,OOO or over, or if the gross income of the 
estate or trust is $5,000 or over, regardless of the amount of the net 
income, or if any beneficiary of such estate or trust is a nonreeident 
alien. 

In cam 
(b) a return is required on Form 1040 with respect to any taxable net 
income of the eatate or trust computed in accordance with section 
162 and a return on Form 1041 with respect to any income deducted 
under Nection 162 (b) or (c). If a portion of the income of the 
estate or trust is retained by the fiduciary and the remainder is 
distributable or distributed to beneficiaries, both Forms 1040 and 
1041 will be required. (See article 16Z-1.) A copy of the will or 
trust instrument sworn to by the fiduciary as a true and complete 
copy in cases in which the gross income of the estate or trust is @,OM) 
or over, must be filed with the fiduciary return of the estate or trust, 
together with a statement by the fiduciary indicating the prwisions 
of the will or trust instrument which, in his opinion, determine the 
extent to which the income of the eatah or trust is taxable fo the 
estate or trust, the beneficiaries, or the grantor, respectively. I f ,  
however, a copy of the will or trust instrument, or statement relating 
to the provisions of the will or trust instrument, has onm been filed, 

.The return in case (a) shall be on Form 1040 or 1040 A. 
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it need not again be filed if the fiduciary return contains a statement 
showing when and where it was filed. I f  the trust instrument is 
amended in any way after such copy has been filed, a copy of the 
amendment, together with a statement by the fiduciary, indicating 
the effect, if any, in his opinion, of such amendment on the extent to 
which the income of the estate or trust is taxable to the estate or 
trust, the beneficiaries, or the grantor, respectively, must be filed with 
the return for the taxable year in which the amendment was made. 
I f ,  with respect to the first taxable year beginning after December 
31, 1933, the copy of the will or trust  instrument required by these 
regulations can not be filed at  the time the fidhciary return is made 
without causing undue hardship to the fiduciary, such copy may be 
filed as soon as practicable thereafter but not latcr than six months 
after the time prescribed by law for the making of the fiduciary 
return (without regard to any extension of time granted for the 
filing of such return). I n  such a case a statement shall be made in 
the fiduciary return showing the undue hardship which would result 
to the fiduciary if the copy of tho will or trust instrument were filed 
at  the time the fiduciary return is made and stating that the copy 
will be filed a t  the earliest practicable date. If the copy of the will 
or trust instrument is not filed at  the time the return is filed, then 
such copy shall be forwarded directly to the Commissioner of 
Internal Revenue, Sorting Scctiolr, Washington, D. C. See article 
142-6 for returns in c a w  where any beneficiary is a nonresident 
alien. If the net income of a decedent from the beginning of the 
taxable year to the data of his death was equal to, or in excess of, 
the credit allowed him by section 25 (b) (1) and (3) (computed 
without regard to his status as head of a family), or if his gross 
income for the same period was $5,000 or over, the executor or 
administrator shall make a return for such decedent. (See 
article 25-7.) 
As to further duties and liabilities of fiduciaries, see section 812. 
ART. 142-2. Beturn by pa rd im or committee.-A fiduciary acting 

as the guardian of a minor, or as the guardian or committee of an in- 
Bane person, having a net income equal to, or in excess of, the credit 
allowed such person by section 25 (b) (1) and (3) (computed with- 
out regard to the status of the minor or insane person as head of a 
family), or having a gross income of $5,000 or over, must make 
a return for such person cn Form 1040 or 1040 A and pay the tax, 
unless in the caae of a minor the minor himself makes a return or 
causes it to be made. 

For the purpose of determining the liability of a fiduciary to 
render a return under the provisions of the preceding paragraph in 
cases where the minor or the incompetent is married and was living 
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with husband or wife a t  the close of the taxable year, i t  is the aggre- 
gate gross income or the aggregate net income of both husband and 
wife which is controlling. 

ART. 142-8. Returns where t w o  tmrts.-Tn the case of two or more 
trush the income of which is taxable to the beneficiaries, which were 
created by the same person and for which the same trustee acts, 
the trustee shall make a single return on Form 1041 for all such 
trusts, notwithstanding that they may arise from different instru- 
ments. I f ,  however, one person acts as trustee for trusts created by 
different persons for the benefit of the same beneficiary, he shall 
make a return on Form 1041 for each trust separately. 

ART. 142-4. Return by receiver.-A receiver who stands in the stead 
of an individual or corporation must render a return of income and 
pay the tax for his trust, but a receiver of only part of the property 
of an individual or corporation need not. I f  the receiver acts for an 
individual the return shall be on Form 1040 or 1040 A. When 
acting for a corporation a recaiver is not treated as a fiduciary, 
and in such a case the return shall be made as if by the corporation 
itself. A receiver in charge of the business of a 
partnership shall render a return on Form 1065. A receiver of the 
rents and profits appointed to hold and operata a mortgaged parcel 
of real estate, but not in control of all the property or businem of 
the mortgagor, and a recaiver in partition proceedings, are not re- 
quired to render returns of income. I n  genernl, statutory receivers 
and common law receivers of all the property or business of an 
individual or corporation must make returns. (See also sections 147 
and 148 (a).) 

ART. 142-5. Betnrn for nonresident alien benefiaiary.-If a c i t b n  
or resident fiduciary has the distribution of the income of a trust any 
beneficiary of which is a nonresident alien, the fiduciary shall make 
a return on Form 1040 B for such nonresident alien and pay any tax 
shown thereon to be due. U n l w  such return is a true and m u r a t e  
return of the nonresident alien beneficiary’s income from all BOUPC~S 

within the United States, the benefits of the credits and deductions 
to which the beneficiary is entitled can not be obtained in the 
return filed by the fiduciary. I f  the 
beneficiary appoints a person in the Unitad States to act aa his 
agent for the purpose of rendering income tax returns, the fiduci- 
ary shall be relieved from the necesSity of filing Form 1040 B in 
behalf of the beneficiary and from paying the tax. I n  such a ~ 8 8 8  

the fiduciary shall make a return on Form 1041 and attach thereto 
a copy of the notice of appointment. If the sole beneficiary of an 
estate or trust is a nonresident alien and Form 1040 B is filed by 

(See article 51-1.) 

(See section 52.) 

(See sections 214 and 261.) 
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the fiduciary, the filing of Form 1041 will not be required. I f  there 
are two or more nonresident alien beneficiaries, the fiduciary shall 
render a return on Form 1041 and also a return on Form lop0 B for 
each nonresident alien beneficiary. 
ART. 142-6. Time for 5ling return upon death; or termination of 

trust.-After his appointment and qualification, an executor or ad- 
ministrator may immediately file a return for the decedent without 
waiting for the close of the taxable year. TJpon the completion of the 
administration of an estate and final accounting, an executor or 
administrator may immediately file a return of income of the estate 
for the taxable year in which the administration was closed. 
Similarly, upon the termination of a trust, the trustee may immedi- 
ately make a return without waiting for the cl&e of the taxable year. 
Any income return required to be filed for a decedent covering the 
taxable year during which the decedent dies, or for the year in 
which an estate is closed or a trust  terminated, is tlue on the 15th 
day of the third month following the clcrse of the taxable year 
during which the decedent dies, the estate is closed, or the trust 
is terminated, which date shall also be the due date for payment 
of the tax or the first installment thereof if payment is made under 
the provisions of section 56 (b). The paynicnt of the tax before the 
end of the taxable year under such circumstances does not relieve tJle 
taxpayer from liability for any additional tax found to be due upon 
income of the taxable year. 

The domiciliary representative is required to  include in the return 
rendered by him as such domiciliary representative the entire income 
of the estate. Consequently the only return required to be filed 
by the ancillary representative is on Form 1041, which shall be filed 
with the collector for his district and shall show the name and ad- 
dress of the domiciliary representative, the amount of gross income 
received by the ancillary representative, and the deductions to be 
claimed against such income, includi~~g any amount of income prop- 
erly paid or credited by the ancillary representative to any legatee, 
heir, or other beneficiary. I f  the ancillary representative for the 
estate of a nonresident alien is a citizen or resident of the United 
States, and the domiciliary representative is a nonresident alien, 
such ancillary representative is required to render the return other- 
wise required of the domiciliary representative. 

(See further article 216-1.) 

(See sections 57 and 272.) 

8EC. 143. WITHHOLDING OF TAX AT SOURCE. 
(a) Tax-free omenant bonds.- 

(1) R g p o i e m ~ w ~  OF WlTEI3OLDING.-h any case where bonds, 
mortgages, or deeds of trust, 011 other similar obligations of a cow 
poration, Imed before January 1, 1884, contaln a contract or pro- 
vieion by which the obligor a g e  to pay any portlon of the tax 

I 

- 
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imDoeed by th&~ tltle npon the obligee, or to relmburae tbe obligee 
for any portlon of the tar, or  to pay the interest without deduction 
for any tax whlch the obllgor may be required or permitted to pay 
thereon, or to retaln therefrom Mder any law of the UnlW States. 
the obligor shall deduct and withhold a tax equal to 2 per centum 
of the Interest upon such bonds, mortgages, deeds of trust, or other 
obllgations, whether such interest is payable annually or at ahorter 
or longer periods, if payable to an Individual, a partmerehip, or a 
foreign corporation not engaged in trade or bnsinese wlthin the 
United States and not lclvlng any oface or  place of businas 
therein: P r d d e d ,  That if the liablllty amumed by the obllgor 
does not exceed 2 per centum of tbe inkrest, then the deduction 
and withholding shall be at the following rates: (A) 4 per centum 
In the case of a nonresident allen indlvldual, or of any partoerahip 
not engaged in trade or businas within the Unlted States and not 
having any oftlce or place of buslness thereln and composed In 
whole or in part of nonresident aliens, (B) 18% per centam in the 
case of such a foreign corporation, and (0) 2 per centum In the 
case of other lndlvlduals and partnershim: PFOMed further, 
That I f  the owners of mch obllgations are not known to the wlth- 
holding agent the Commlseioner may authorize such deductton and 
withholding to be a t  the rate of 2 per centum, or, if the llabllity 
assumed by the obligor does not exceed 2 per centnm oi the inter- 
est, then at the rate of 4 per centum. 

and wlthholdlng shall not be required In the case of a dtlren or 
reeldent entitled to receive such interest, if he flles with the wlth- 
holdlng agent on or before February 1 a signed notiL- in writlng 
clalmlng the benefit of the credits provlded In eectlon P (b); 
nor in the case of a xionreeldent alien indlvldual if 80 Dmpldd for 
in regulations prescrlbed by the Commlssloner Mder eectton 254. 

( 8 )  INCOME OF O ~ W B  AND ommre.-The obligor ahall not be 
allowed a deduction for the payment of the tar lmposea by thb 
tltle, or any other tax paid pursuant to the tax-free covenant c l a m ,  
nor shall such tax be Included to the groes income of the obligee. 

(b) Nonresident oUenr.-All persons, In whatever capadty actlng, 
Including lessees or mortgagors of real or  personal property, flduciariee, 
employers, and all oftlcers and employes of the Unlted Statas, having 
the control, recelpt, custody, dlapoaal. or payment of interest (except 
Interest on deposlta wlth p e r m s  carrying on the banking businem paid 
to persons not engaged In bnslneee in the United Staka and not harlng 
an oftlce or place of business therein), rent, aalarlee, wag* premlumq 
annultles, compensations, remuneratlona, emolumenta, or other dxed 
or determinable annual or perIodloal.gaIna, proUte, and Income, of any 
nonresident allen Indlvldual, or of any purtnerahlp not engaged in trade 
or bualness wlthln the Unlted States and not having any 05ce or place 
of bushess therein and composed In whole or In part of nonresident 
aliens, (other than income received as dlvidende of the class allowed &B 
a credit by section %(a))  shall (except In the cases provlded for In 
subsection (a )  of this sectlon and except as otherwise provided in regs- 
latlone prescribed by the Commldoner under section 254) deduct and 
wlthhold from such annual or periodical gains, profib, and income a tax 
equal to 4 per centum thereof: Pmdde4 That the Commissioner may 

(2) BEAnrrr or C W n S  A C ~ A I ~ E T  NET INcoYL-SU& deductia~ 
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authorize such tax to be deducted and withheld from the interest upon 
ally wcurities the owners of which are not known to the withholding 
agent. 

(a) Betnrn and payment.-Everp person required to deduct and with- 
hold any tax under this section shall make return thereo! on or before 
March 16 of each yeur and shall on or before June 15, in lieu of the 
time prescribed in section 66, pay the  tax to tlre ofaclul of the United 
States Government authorbed to receive it. Every such person is 
hereby made liable for such tax and is hereby indemnifled against the 
claims and demands of any person for tlre amonut of any payments 
made in accordance wlth the prorlsions of U s  section. 

(d) Inoome of reoipient.-Income upon which any ttlx is required 
to be withheld at the source under this section shall he included in the 
return of t h e  recipient of such income, but any amount of tux so with- 
held shall be credlted n p l n s t  the amount of incuiue tux u s  computed 
in such retu-m. 

(e) Tax paid by reoipient.-If any tax requlrd under this sectloll to 
be deducted and withlreld le paid by the reclliient of tlre lircorne, I t  shall 
not be re-collected from the wlthlioltling agent; nur iii c a m  in which 
the tax is so pald shall any penalty he imposed uiion or collected from 
the recipient of the income or the withholding agent for fallure to 
return or pay the same, unleSs such failure was fraudulent and for the 
purpose of evading payment. 

(f) Befnndr end greditr.-Where there has been an overpayment of 
tax under this eectlon any refund or credit made under the pro\islone 
of section 322 shall be made to the withiioldilrg agent un:ess the amount 
of such tax was actually withheld by the  withholding agent. 

ART. 143-1. Withholding tax a t  noume.-((a) Withho&?ing in gen- 
eral.-Withholding of a tnx of 4 per cent is required in the case of 
fixed or determinable annual or periodical income paid to a non- 
resident alien or to a nonresident partnership (see article 801-8) 
cornpod in whole or in part of nonresident alien individuals, except 
(1) income from sources without the United States, including interest 
on deposits with persons carrying on the banking business paid to 
persons not engaged in business in the United States and not having 
any office or phce of business therein, (2) dividends o t  a class 
allowed as a credit by section 25 (a), and (3) interest upon bonds or 
other obligations of a corporation Containing a tax-free covenant and 
issued before January 1,1934. A tax of 4 per cent must be withheld 
from interest on bonds or securities not containing a tax-free cove- 
nant, or containing a tax-free covenant and issued on or after Janu- 
ary 1, 1934, if the owner is unknown to the withholding agent, 
except where such interest represents income from sources without 
the United States. (See sections 119,147,214,231,233,251 ( f ) ,  and 
801 (4 (71.1 

A tax of 18% per cent is required to be withheld in  the case of 
fixed or determi*nable annual or periodical income (with the excep 

1 tions stated in the first paragraph of this article) paid to a nonreai- 
dent foreign corporation (see article 801-8). (See also section 144.) 
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A fiduciary is not required to withhold tax and render a withhold- 

ing return with respect to income of a nonresident alien bene6ciary, 
as a complete re.turn thereof will be included in Form 1040B. (% 
articles 142-5 and 143-8.) Bond interest paid to a nonresident alien 
fiduciary is subject to withholding even though the beneficiaries of 
income are citizens of- residents of the United States. 

.A debtor corporation having an issue of bonds or other similar 
obligations which appoints a duly authorized agent to act in its 
behalf under the withholding provisions of the Act, is required to 
file ,notice of such appointment with the Commissioner of Internal 
Revenue, Sorting Section, Washington, D. C., giving the name and 
address of the agent. 

I f  in connection with the sale of its property, payment of the 
bonds or other obligations of a corporation is assumed by the as- 
signee, such assignee, whether an individual, partnership, or corpctra- 
tion, must deduct and withhold such taxes QS would be require11 to 
be withheld by the assignor had no such sale or transfer been made. 

For withholding in the case of dividends distributed by a corpo- 
ration organized under the China Trade Act, 1922, see articles 14*3 
and 261-4. 

(b) Tm-free covenant bond8 &sued before JaruuaTy I, 19$4.--The 
withholding provisions of section 143 (a) (1) are applicable only to 
bonds, mortgages, or deeds of trust, or other similar obligations of 
a corporation which were issued before January 1, 1934, and which 
contain a tax-free covenant. For the purpose of section 143 (a) (l), 
bonds, mortgages, or deeds of trust, or other similar obligations of 
a corporation are issued when delivered. I f  a broker or other 
person acts as selling agent of the obligor, the obligation is issued 
when delivered by the agent to the purchaser. I f  a broker or other 
person purchases the obligation outright for the purpose of holding 
or reselling it, the obligation is issued when delivered to such broker 
or other person. 

I n  order that the dub of issue of bonds, mortgages, or deeds of 
trust,’ or other similar obligations of corporations, containing a tax- 
free covenant may be readily determined by the owner, for the pur- 
pose of prepnring the ownership certificates required under article 
143-1 to 143-11 the “ issuing ” or debtor corporation shall indicate, 
by an appropriate notation, the date of issue or use the phrase, 
“ Issued on or after January 1,1934,” on each such oblietion issued 
after August 4, 1934, or in a statement accompanying the delivery 
of such obligation. 

Withholding of a tax of 2 per cent is required in the cam of 
interest paid to an individual or a partnership, whether resident or 
nonresident (see article 801-8), or to a nonresident foreign corpora- 
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tion upon bonds or other obligations of domestic corporations or 
resident foreign corporations (see article 801-8) containing a tax-free 
covenant and issued before January 1, 1934, except that if the lia- 
bility assumed by the obligor in  connection with such a covenant 
does not exceed 2 per cent of the interest, withholding is required 
at the rate of 4 per cent in the case of a nonresicient alien or a non- 
resident partnership composed in whole or in part of nonresident 
alien individuals, and a.t the rate of lP/4 per cent in the case of 
a nonresident foreign corporation. However, withholding is not 
required in the case of interest payments on such bonds or obligations 
of a domestic or resident foreign corporatioa qualifying under sec- 
tion 119 (a) (1) (B),  if made to a, nonresident alien, to a partnership 
composed in whole of nonresident aliens, or to a nonresident foreign 
corporation. A nonresident foreign corporation having a fiscal or 
paying agent in the United States is required to withhold a tax of 2 
per cent upon the interest on its tnx-free covenant bonds, issued 
before J a n u a v  1, 1934, paid to a citizen or resident of the United 
States or a partnership any member of which is a citizen or resident. 
I f  the owner of bonds or other obligations of a corporation con- 
taining a tax-free covenant, which was issued before January 1, 
1934, is unknown to the withholding agent a tax of 2 per cent must 
be withheld from interest thereon unless the liubility assumed by 
the obligor does not exceed 2 per cent of the interest, in which 
case withholding must be a t  the rate of 4 per cent. 

Bonds issued under a trust deed containing a tax-free covenant 
are treated as if they contained such a covenant. I f  neither the 
bonds nor the trust deeds given by the obligor to secure them contain 
a tax-free covenant, supplemental agreements executed by the obligor 
corpora&ion and the trustee containing a tax-f pee covenant which 
modify the original trust deeds to that extent are of the same effect 
from the date of their proper execution as if they had been part of 
the original deeds of trust, and the bonds from such date are subject 
to  the provisions of section 143 (a), provided appropriate authority 
exists for the modification of the trust deeds in this manner. The 
authority must be contrcined in the original trust deeds or actually 
secured from the bondholders. 

I n  the case of corporate bonds or other obligations containing a 
tax-free coveuant, issued before January 1, 1934, the corporation 
paying a Federal tax, or any part of it, for some one else pursuant 
t6 its agreement is not entitled to deduct such payment from gross 
iocome on any ground, nor shall the tux so paid be included in the 
gross income of the bondholder. The amount of the tax may never- 
theleas be claimed by the bondholder m a credit against the total 
amount of tax due in accordance with section 143 (d). I n  the case, 
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however, of corporate bonds or obligations containing an appro- 
priate tax-free covenant, the corporation paying for some one else, 
pursuant to its apeement, 8 state tax or a q  tax other than 8 Fed- 
eral tax may deduct such payment as interest paid on indebtednese. 

( c )  Withholding under R e v e m  Act of l&W.-The withholding 
provisions of section 143 of the Revenue Act of 1934 (which are 
merely administrative provisions providing for the collection a t  the 
source of the tax imposed under other sections of the Act) are 
not retroactive, since withholding can take place only when payment 
of the income is made. Withholding of the tax in the case of income 
paid prior to the enactment of the Revenue Act of 19% (11.40 a. m., 
eastern standard time, May 10, 1984) shall be at the rate of 8 per 
cent in lieu of the rate of 4 per cent provided inl this article. As to 
methods of securing refunds for excess tax withheld, see article 

ART. 148-2. Fixed or determinable annual orperiodioal inaome.-Only 
fixed or determinable annual or periodical income is subject, to with- 
holding. The Act specifically includes in such income, interest, 
rent, salaries, wages, premiums, annuities, compensations, remunera- 
tions, and emoluments. But other kinds of income are included, as, 
for instance, royalties. 

Incbme is fixed when it is  to be paid in amounts definitely pre- 
determined. Income is determinable whenever there is a basis of 
calculation by which the amount to be paid Gay be ascertained. The 
income need not be paid annually if it is paid periodically; that is to 
say, from time to  time, whether or not at regular intervals. That 
the length of time during which the payments are to be made may 
be increased or diminished in accordance with some one’s will or 
with the happening of an event does not make the payments any the 
less determinable or periodical. A salesman working by the month 
for a commission on sales which is paid or credited monthly receives 
determinable periodical income. ‘The income derived from the sale 
in the United States of property, whether real or personal, is not 
fixed or determinable annual or periodical income. 

ART. 143-3. Exemption from withholding.-Withholding from in- 
terest on corporate bonds or other obligations issued prior to January 
1, 1984, containing a tax-free covenant shall not be required in the 
case of a citizen or resident if he files with the withholding agent 
when presenting interest coupons for payment, or not later than 
February 1 following the taxable year, an ownership certificate on 
Form lo00 stating that his net income does not exceed hie personal 
exemption and credit for dependents allowed by section 2.5. (See 
articles 2 b l  to 25-7.) To avoid inconvenience a resident alien &odd 
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file a certificate of residenca on Form 1078 with withholding agents, 
who shall forward such certificates to the Commissioner with a letter 
of transmittal. (See article 211-5.) The income of domestic cor- 
porations and of resident foreign corporations is free from with- 
holding. No withholding from dividends paid by a corporation sub- 
ject to taxation under Title I is required unless the dividends are 
treated as income from sources within the United States under sec- 
tion 119 and are distributed by a corporation organized under the 
China Trade Act, 1022, to- 

(a) A nonresident alien individual other than a resident of China 
a t  the time of such distribution; 

(a) A nonresident partnership composed in whole or in part of 
nonresident aliens (other than a partnership resident in China) ; or 

(c) A nonresident foreign corporation (other than a corporation 
resident in China). 

I n  the case of (a) and ( 6 )  the rats of withholding applicable is 
4 per cent in the 'case of distributions made after the enactment of 
the Revenue Act of 1934 (1440 a. m., eastern standard time, May 10, 
1934), and 8 per cent in the case of distributions made prior to that 
time. I n  the case. of ( c )  the rate of withholding applicable is 13% 
per cent. (See further sections 116 ( f )  and 261.) 
ART. 1434. Exemption oertitlcatee of nonreeident aliens.-If the 

gross income of a nonresident alien, which is derived from sources 
within the United States, does not exceed $5,000 and, exclusive of 
dividends of the class allowed as a credit by section 25 (a), is not in 
excass of the personal exemption of $1,000 (and the credit for de- 
pendents in the case of a resident of Canada or Mexico), an exemption 
certificate, Form 1002, may be executed and filed with the withhold- 
ing agent, if any part of such gross income is derived from interesb 
upon bonds or similar obligations of a corporation, whether or not 
such bonds or obligations'contain a tax-free covenant. 

The withholding agent, upon reccipt of the exemption certificates, 
Form 1002, should make proper record thereof on the retained oopiea 
of Form 1012 (see article 1488) and forward the exemption certifi- 
cates with a letter of transmittal to the Commissioner of Internal 
Revenue, Sorting Section, Washington, D. C., where they will be 
examined. I n  those cases in which the total incofne of the bond- 
holder from sources within the United States is found to exceed 
$5,000, or, exclusive of dividends, to be in excess of the personal 
exemption (and the credit for dependenta in the case of residents of, 
Canada and Mexico), the claim on Form 1002 for the benefit of the 
personal exemption and such credit will be disallowed. A letter con- 
taining a list of the exemption certificates covering the claims dis- 
allowed a d  stating the remon for their disallowance will be mailed 
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to the withholding agent. This letter will also state the portion of 
the total tax assessed against the withholding agent on the basis of 
the annual return on Form 1013 (see article 143-8) to be abated by 
reason of the exemption certificates covering the claims allowed. A 
copy of the letter to the withholding agent will be forwarded to the 
collector of internal revenue as the basis for the acceptance of an 
amount of tax less than that assessed. No portion of the tax with- 
held from nonresident aliens should be released on the basis of the 
exemption certificates, Form 1002, until such letter has been received 
by the withholding agent, The tax assessed on the basis of tho 
return on Form 1013 less the amount of tax to be abated as shown by 
the letter to the withholding agent must be paid to  the collector ,on 
or before June 15. I f  Forms 1002 are received after the tax has 
been paid, the tax shown to have been overpaid shall be credited or 
refunded as provided in sections 143 ( f )  and 322. 

The exemption certificate, Form 1002, properly executed, should be 
filed with the withholding agent a t  any time after the ,close of the 
calendar year, but not later than May 1 of the succeeding year. Not- 
withstanding the fact that Form 1002 is filed, ownership certificates 
must be filed as provided in articles 1436 and 14W. 
As to  allowance of personal exemption to  nonresident alien em- 

ployees, see article 214-2. 
ART. 143-5. Ownership oertitlcates for bond intere8t.-In accordance 

with the provisions of section 147 (b),. citizens and resident indi- 
viduals and fiduciaries, resident partnerships and nonresident part- 
nerships all of the members of which are citizens or residents, 
owning bonds, mortgages, or deeds of trust, or other similar obliga- 
tions issued by a domestic corporation, a resident foreign corpora- 
tion, or a nonresident foreign corporation having a fiscal agent or a 
paying agent in the Unitad States, when presenting interest coupons 
for payment shall file ownership certificates for each issue of such 
obligations regardless of the amount of the coupons. 

interest coupons of which have been exhausted, ownership certificates 
are required to be filed when collecting the interest in the same man- 
ner as if interest coupons were presented for collection. 

I n  all cases where the owner of bonds, mortgages, or deeds of trust, 
or other similar obligations of a corporation is a nonresident alien 
(individual or fiduciary), nonresident partnership composed in whole 
or in part of nonresident aliens, nonresident foreign corporation, or 
where the owner is unknown, an ownership certificate for each issue 
of such obligations shall be filed when interest coupons for any 
amount are presented for payment. The ownership certificate is re- 
quired whether or not the obligation contains a tax-free covenant. 

I n  the case of interest payments on overdue coupon bonds, the. 
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However, ownership certificates need not be filed by a nonresident 
alien, a partnership composed in whole of nonresident aliens, or a 
nonresident foreign corporation in connection with interest payments 
on such bonds, mortgages, or deeds of trust or other similar obliga- 
tions of a domestic or resident foreign corporation qualifying ,under 
section 119 (a) (1) (B), or of a nonresident foreign corporation. 

The ownership certificate shall show the name and address of the 
debtor corporation, the name and address of the owner of the obliga- 
tiona, a description of the obligations, the amount of interest and its 
due i t e ,  the rate at which tax is to be withheld, and the date upon 
which the interest coupons were presented for payment. 

Ownership certificates need not be filed in the cam of interest pay. 
menta on obligations of a State, Territory, or any political sub- 
division thereof, or the District of Columbia; or obligations of a 
corporation organized under Act of Congressi if such corporation is 
an instrumentality of the United States; or the obligations of the 
United States or its poasessions. Owner- 
ship certificates are not required to be filed in connection with intered 
paymenta on bonds, mortgages, or deeds of trust, or other sianilar 
obligations issued by an individual or a partnership. Ownership 
certificates are not required where the owner is a domestic .corpora- 
tion, a resident foreign corporation, or a foreign government. 

When interest coupons detached from corporate bonds are received 
unaccompanied by ownership certificates, unless the owner of the 
bonds is known to the first bank to which the coupons are presented 
for payment, and the bank is satisfied that the owner is a person who 
is not required to file an ownership certificate, the bank shall require 
of the payee a statement showing the name and address of the person 
from whom the coupons were received by the payee, and alleging 
that the owner of the bonds is unknown to the payee. Such state- 
ment shall be forwarded to the Commissioner with the monthly m- 
turn on Form 1012. The bank shall also require the payee bo pre- 
pare &,certificate on Form 1001, crossing out I‘ owner ” and inserting 
66 payee ’7 and entering the amount of the interest on line 3, and shall 
stamp or write across the face of the certificate “Statement fur- 
nished,” adding the name of the bank. 

Ownership certificates are required in connection with interest pay- 
ments on registered bonds as in the case of coupon bonds, except that 
if ownership certificates are not furnished by the owner of such 
bonds, ownerahip certificates must be prepared by the withholding 
agent. 

ART. 14.3-6. Form of certificate for citizens or reddats.-For the 
purpose of article 148-5, Form lo00 shall be used in preparing owner- 

(See section1 22 (b) (4) .) 
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ship certificates of citizens or residents of the United States (indi- 
vidual or fiduciary), resident partnerships, and nonresident partner- 
ships all of the members of which are citizens or residents. If .the 
obligations are issued by a nonresident foreign corporation having 

. R fiscal or paying agent in the United States, Form 1000 should be 
modified to show the name and address of the fiscal agent or the 
paying agent in addition to the name and address of the debtor 
corporation. 

ART. 143-7. Form of certificate for nonresident aliens, nonresident 
foreign corporations, and unknown ownem-For the purpose of article 
143-5, Form 1004 shall be used in preparing ownership certificates 
(a) of nonresident aliens (individual or fiduciary), (6) of nonresi- 
dent partnerships composed in whole or in part of nonresident aliens, 
( c )  of nonresident foreign corporations, and ( d )  where the owner is 
unknown. 

ART. 143-8. Return and payment of tax withheld.-Every witlihold- 
ing agent shall make on or before March 15 an annual return on 
Form 1013 of the tax withheld from interest on corporate bonds or 
other obligations. This return should be filed with the collector for 
the district in which the withholding agent is located. The with- 
holding agent shall also make a monthly return on Form 1012 on or 
before the 20th day of the month following that for which the return 
is made. Tho ownership certificates, Forms 1000 and 1001, must bo 
forwarded to tlie Coniniissioner with the monthly return. Such of 
the forms as report interest from which the tax is to  be withheld 
should be listed on the monthly return. While the forms reporting 
interest from which no tax is to bo withheld need not be listed on the 
return, the number of such forms submitted should be entered in 
the space provided. I f  Form 1000 is modified to show the name 
and address of a fiscal or paying agent in the United States (sea 
article 143-6), Forms 1012 and 1013 should be likewise modified. 

Every person required to deduct and withhold any tax from in- 
come other than such bond interest shall make an annual return 
thereof to the collector on or before March 15 on Form 1042, show- 
ing the amount of tax required to be withheld for each nonresident 
alien (individual or fiduciary), nonresident partnership composed 
in wliqle or in part of nonresident aliens, or nonresident foreign 
corporation to which income other than bond interest was paid 
during the previous taxable year. Form 1042 should be filed with 
the collector for the district in wliicli the withholding agent is 
located. I n  every case of both classes the tax withlieltl inust be 
paid on or before June 15 of each year to the collector. For penal- 
ties and additions to the tax attaching upon failure to i n a h  such 
returns or such payment, see sections 145 and 291. 
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I f  a debtor corporation has designated a bank to act for it as 
withholding agent, and the bank has not collected any tax from the 
bondholders nor received any funds from the debtor corporation to 
pay the tax which the debtor corporation assumed in connection with 
its tax-free covenant bonds, the bank can not be held liable for the 
tax merely by reason of its appointment a$ withholding agent. I f  
a duly authorized withholding agent has become insolvent or for 
any other reason fails to make payment to the collector of internal 
revenue of money deposited with it by the debtor’corporation to  pay 
taxes, or money withheld from bondholders, the debtor corporation 
is not discharged of its liability under section 143 (a) ( l ) ,  since the 
withholding agent is merely the agent of the debtor corporation. 
Am. 143-9. Ownership certificates in the case of flduciaries and joint 

owners.-If fiduciaries have the control and custody of more than 
one estate or trust, and such estates and trusts have as assets bonds 
of corporations and other securities, a certificate of ownership shall 
be executed for each estate or trust, regardless of the fact that the 
bonds are of the same issue. I f  bonds are owned jointly by two 
or more persons, a separate ownership certificate must be executed 
in behalf of each of the owners. 
ART. 143-10. Return of income from whiah tax wan withheld-The 

entire amount of the income from which the tax was withheld shall 
be included in gross income without deduction for such payment of 
the tax. But any tax so withheld shall be credited against the total 
tax as computed in the taxpayer’s return. I f  the tax is paid by the 
recipient of the income or by the withholding agent i t  shall not 
be re-collected from the other, regardless of the original liability 
therefor, and in such event no penalty will. be asserted against either 
person for failure to return or pay the tax where no fraud or pur- 
pose to evade payment is involved. 

ART. 143-11. Releane and refund of excess tax withheld.-The por- 
tion of the tax withheld from interest on bonds, mortgages, or deeds 
of trust, or similar obligations of corporations paid on or after Janu- 
ary 1, 1934, and before 11.40 a. in., eastern stuntlard time, May 10, 
1934, under the Revenue Act of 1932 which is in excess of tlie tax 
required to be withheld under the Revenue Act of 1984 shall be 
retained by the withholding agent and reported on annual withhold-’ 
ing return, Form 1013, for 1934, which shall be filed on or  before 
March 15, 1935, and the tax shall be paid over to the appropriate 
collector of internal rove~iue on or before J u n e  15, 1935, except in 
those cases where by reason of the approval of exemption certificates, 
Form 1W2, filed by the owners, the corporation is authorized to 
release the tax to the owners. 
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The portion of the tax withheld on other classes of income paid 
on or after January 1, 1934, and before 11.40 a. m., eastern standard 
time, May 10,1934, under the Revenue Act of 1932, which is in excess 
of the tax required to be withheld under the Revenue Act of 1934, 
shall be retained by the withholding agent and reported on the 
annual withholding return, Form 1042, which shall be filed on or 
before March 15, 1935, and the tax shall be paid to the collector of 
internal revenue on or before June 15, 1938, except in those cases 
where an alien employee files with his employer a properly executed 
claim on Form 1115. Upon receipt of Form 1115 for 1934 by an 
cmployer, or if such a form has already been received, the employer 
may release and pay over to the employee or his proper representa- 
tive the excess tax withheld from compensation for labor or services 
performed in the United States. 

I n  those cases where the payee from whom tax has been withheld 
is not eligible to file an cvemption certificate on Form 1002, or a 
claim on Form 1115, refund of any excess tax withheld shall be made 
only by the Bureau of Internal Revenue. Such payee may file a 
claim for refund on Form 843 accompanied by an individual income 
tax return on Form 1040 13. 

SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT 

In the cnse of foreign corporatlons subject to tnxntion under tlils 
title not engaged in trade or buslness wlthin the Unlted States and 
qot having any omce or place of businew therein, there shall be de- 
ducted and. wlthheld a t  the 8ource In the same manner and upon the 
same ltems of income as 1s provlded in section 143 n tax equnl to 
13% per cmtum, and such tax sliali be returned nnd paid in the same 
manner and subject to the same conditions ns provlded in that section: 
Prodded, That in the case of Interest described in subsectlon ( a )  of 
that section (relating to tax-free covenant bonds) the deduction and 
wi t l i i~~ l~ l lng  shall be at the rate sperlfled In such subsection. 

SOURCE. 

ART. 1461. Withholding in the caae of nonresident foreign corpcra- 
tions.-In general, with respect to payments to nonresident foreign 
corporations (see article 801-8) withholding is required of a tax of 2 
per cent in tho case of interest representing income from miirces 
within the United States paid upon corporate bonds or otlier obli- 
gations containing a tax-free covenant, issued before Janunry 1, 
1934, except that such withholding is required at thc rate of 13% 
per cent if the linbility nssiimed by tho obligor does not exceed 2 
per cent of tho ititerest. Withholding of u tux of 13y% per cent is 
also requirod in tlie case of puynients of other fixed or determinable 
annual or periodical income from sources within the United States 
to nonresident foreign corporations, except dividends paid by a cor- 
poration subject to taxation under Title I other than dividends dis- 
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tributad by a corporation organized under the China Trade Act, 
1922, to a nonresident foreign corporation which is not a resident of 
China. (See also section 148.) 
As no withholding of tax on bond interest or other income is 

requiiwd in  the case of a resident foreign corporation (see article 
801-8), the person paying such income should be notified by a letter 
from the corporation that it is not subject to the withholding pro- 
visions of the Act. The letter from the corporation shall contain 
the address of its office or place of business in the United States, and 
be signed by an officer of the corporation giving his official title. 
Such letters of notification shall be immediately forwarded by the 
recipients to the Commissioner of Internal Revenue, Sorting Section, 
Washington, D. C., to be examined. 

SEC. 145. PENALTIES. 
( a )  b n y  person required under this title to pay any tax. or requlred 

by law or regulations made under uuthority thereof to make a return, 
keep any records, or mpply any information, for the purposes of the 
computation, assessment. or collection of any tax imposed by thls tltle. 
who Llliolly fails to pay soch tax. make such return, keep such rec- 
ords , r r  supply such Informatlon, a t  the time or times required by law 
or reblatlons,  shall. In addltlon to other penultles provided by law, be 
guilty of a misdemeanor and. u w n  convlctlon thereof, be fined not more 
than )lO,OOO, or imprisoned for not more than one year, or both, to- 
gether with the costs of prosecution. 

(b) -Any person required under thls tltle to collect, account for, and 
pay over any tax lmpoaed by thls title, who willfully fails to collect or 
truthfully acconnt for and pay over such tax, and uny person who wU- 
fully attempts in any manner to evude or defeut any tax Imposed by 
thls title or the payment thereof, shall, in udditlon to other penalties 
provlded by law, be gullty of a felony and, upon coiivlction thereof, be 
b e d  not more than $lO,OOO, or Imprlsoned for not more than 5ve years, 
ot  both, together wlth the costs of prosecution. 

(c) The term " person " as need in t h h  section Includes an omcer or 
employee of a mrporatlon or a member or employee of a purtnership, 
who as such olllcer. employee, or member Is under a duty to perform 
the act In respect of which the violation occurs. 

Am. 145-1. Penaltier.-The penalties provided for in mction 1411 
can not be assessed but are enforceable only by suit or prosecution 
For limitations on prosecutions, see the Act of July 5, 1884, as 
mended by section 1108 of the Revenue Act of 1932 (paragraph 44 
of the Appendix to these regulations). The willful failure of a 
taxpayer to give information required in his return as to advice or 
assistance rendered in the preparation of tho return, and the willful 
failure of the person preparing a return for another to executo the 
sworn statament required with reference thereto, make such persons 
subject to  the penalties imposed by section 145 (a) of the Act. The 
privilege against incrimination in the fifth aiiieiidiiient of the Con- 
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stitution is not a defense to a charge of failure to file a return, and 
does not authorize a refusal to state the amount of income, though 
the taxpayer's income was made through crime. 

SEC. 146. CLOSING BY COMMISSIONER OF TAXABLE YEAR. 
(a) Tax in jeopardy.-If the Commlseloner flnds that  a tnrpaycr de- 

elgns quickly to dcvurt froin the United States or to remove 
property therefrom, or to conceal himself o r  hls property therein, 
or to do auy other act tendlng to  prejudice or to render wholly or 
partly Iueffectuul iiroceedings to collect the tux for the taxable year 
then last past or the taxable year then current uulecls such p m -  
Ings be brought wlthout delay, the Commissioner shall declare the 
taxable period for such taxpayer immediately ter iulnatd aud shall 
cuuse notice oP such finding and declarution to  be glveil h e  tuxpuyer, 
together with a deniauid for Immedlnte payment OP the Lqx for the 
taxable period so declared terminated and OP the tax for the pre  
c d l n g  taxuble yeur or so much of such tax us Is unpaid, whether or 
iiot the tliue otherwlse allowed by luw for 5ling return and paylng 
the t u s  hue explrrd; und guch turee  hull thereupon becwme lniuie 
diately due and puyuble. In uny proceeding in court brought to 
enforce payment of taxes mude due and payable by vlrtue of the 
iirovislons of thls sectlon the 5ndliig of the Commlssioner. made us 
herein provided, whether made ufter notice to the taxpayer or not, 
shall be for uli purposes presumptlve evldence of tlre taxpayer's 
deslbn. 

(b) Security for payment.-A taxpayer who is not In defuult in 
maklng any return or paying income, war-proflts, or excess-protits 
tax under nny Act of Congrms may furulsh to the Unlted States, 
under regulutloiis to lie prewrlbed by the Comniissioner, with tire 
upproval of the Yecretury, eeciirlty upiiroved by the Coiiiurixaioiier 
thut he will duly iuuke the return iiest tlrereiiftcr reqiilral lo be Med 
and pay the tux next thereafter required to  be ~iuid.  'Tire Coininla- 
sioner may approve und uccept In like iiiunner securlty for returii 
and payment of tnxes made due aiid iiuyublc hy vlrtue of the p m  
viclions oP thls section, provided the tiixpnyer huR paid in full 1111 
other. h ! ! J i l i ~ .  wiir-~iroflts, or excess-lirofits tuxes dve from lilm under 
uny A r t  of Coiigrem. 

(0 )  SamtExempt lon  from rcction.-IP wyurlty IY ripiiroved iriid IIC- 
cepteti pursuant to the provlxions of tills sec4ion nnd suc'h further 
or other securlty with respect to  the tux or ti isen cover(-d thereby 
1s given IIM tile Coin~u!arlonc*r  hii ill froiii time to tiirie find uecwfflry 
und require, Mynierrt oP such tiixes shall not be eirforcwl by iiny 
prnciwiiiign under tile provlsioiis of tlils section prior to the exliiratlou 
of the tiiiie otherwise allowcvl for puying siich respective tiixcs. 

(d) Citirenr.-Ia thv ciire of u citizen of the United Stutce or of :i 
iiossewion of the United Stutcs uboiit to depart from the United Statea 
the ('oiiiiiilssioner iiiay, ut his tiiucrc:llon, wuive tiny or uli oP the re 
yuirciiicwls pluc.ccl oil the tnx~iiiyer by tiiie section. 

(e) Depnrture of alien.-No ulien tiliull tleliurt froui the IJiiitetl Ytuttw 
uniew he lirst procures froiii thc collector or agent in charge a wr- 
tldcate thirt he l i u ~  coinlillecl wlth ull the obllgatlons imposed upon 
hlu by the Iiicuue, wur-imtlta, uud csws-prutlts tux luws. 
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(f) Addition to  t&x.-If a tarpayer violates or attempts to vlolate 
ale =ti* there &all, in addltlon to all other penaltlee, be added 
ae part of the tax 26 per centum of the total amount of the tax or 
deflciency in the tax, together wlth luterest a t  the rate of 1 per centum 
a month from the time the tax k a m e  due. 

.Am. 146-1. Termination of the taxable period by Commissioner.-(a) 
&tion 146 provides that in the case of a taxpayer who designs by 
immediate departure from the United States or otherwise to avoid 
the payment of the tax for the preceding or current taxable year, 
the Commissioner may upon evidence satisfactory to him, declare 
the taxable period for such taxpayer immediately terminated and 
cause to be served upon him notice and demand for immediate pay- 
ment of the tax for the taxable period declared terminated, and of 
the tax for the preceding taxable year, or so much of such tax as 
is unpaid. In  such a case the taxpayer is entitled to the personal 
exemption and credit for dependents, if otherwise allowable, but 
the amount allowable as personal exemption arid credit for depend- 
ents shall be reduced proportionately to the length of the period 
for which the re turn  is made. I f  suit is necessary to collect a tax 
made due and payable by the provisions of section 146, the Commis- 
sioner's finding is presumptive evidence of the taxpayer's design. A 
taxpayer who is not in  default in making the returns or in paying 
other taxes may procure the postponement until tlie usual time of 
the payment of taxes which are or may be due pursuant to this article 
by depositing with the Commissioner United States bonds of a prin- 
cipal amount double the estimated amount of taxes due for the tax- 
able period, or by furnishing such other security as may be approved 
by the Commissioner. 

(a) Except as provided in paragraph (c) of this article an alien 
who intends to depart from the United States will be required to 
file a return of income on Form 104W and to obtain a certificate of 
compliance with income tax obligations from the collector or internal 
revenue agent in charge. A certificate of compliance is attached to 
and made a part of Form 1040C. An alien, whether resident or 
nonresident, who intends to depart from the United States should 
appear before the collector or internal revenue agent in charge for 
the district in which he resides and satisfy all income tax obligations 
with respect to income received up to and including the calendar 
month next preceding that of his intended depai-ture. Upon p a p  
ment of such obligations, or upon satisfactory evidence that no tax 
is due and payable, the collector or internal revenue a p i t  in  charge 
will issue a certificate of compliance to the applicant. A properly 
executed certiiicab of compliance issued by the collector or internal 
revenue agent must be prerjented u t  the pier. An alien presenting 
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himself at the point of departure without such certificate of com- 
pliance will be examined by an internal revenue officer a t  that point 
and such taxes as appear to be due and owing will be collected. 
Citizens of the United States or of possessions of the United States 
departing from the United States will not be required to procure 
certificates of compliance or to present m y  other evidence of com- 
pliance with income tax obligations. 

(c) An alien who intends to depart from the United States and 
whose taxable year has not been terminated by the Commissioner as 
provided in  section 146 (a), and who is not in default in making 
any return, or paying income, war-profits, or excess-profits tax under 
any Act of Congress, may procure a certificate of compliance as pro- 
vided in section 146 (e) by (1) appointing in writing on Form 934 
an attorney-in-fact, resident in the United States, to make his income 
tax return or returns for the taxable year current at the time of hie 
intended departure and for the next preceding taxable year (if not 
already made), (2) making on Form 1040D a return of informa- 
tion for his taxable year current a t  the time of his intended departure 
and a return on that form for the next preceding taxable year where 
the period for making the income tax return for the next preceding 
taxable year has not expired, and (3) furnishing security approved 
by the Commissioner that he will make the required return or returns 
and pay the tax or taxes required to be paid. If such security is ap- 
proved and accepted and such further security with respect to  the 
tax or taxes covered thereby is given as the Commissioner shall from 
time to time find necessary and require, payment of such taxes may 
be postponed until the expiration of the time .otherwise allowed for 
their payment. The departing alien may furnish as security a surety 
bond on Form 1133 in an amount not exceeding double the amount 
of tax for his taxable year current a t  the time of his intended de- 
parture, and for the next preceding taxable year (if not already 
paid), conditioned upon the making of his return or retyrns for 
such year or years (if not already made), and the payment of any 
tax or taxes that may become payable for such year or years to- 
gether with any penalty and interest that may accrue thereon, such 
bond to be executed by a surety company holding a certificate of 
authority from the Secretary of the Treasury as an acceptable surety 
on Federal bonds, and approved by the Commissioner. I n  lieu of 
such a surety bond, the taxpayer may furnish as security either (a) 
a penal bond (Form 1133), approved by the Commissioner, secured 
by deposit of bonds or notes of the United States equal in their 
total par value to an amount not exceeding double the amount of 
the tax or taxes in respect of which the bond is furnished, or (6) a 

' 
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written guaranty on the prescribed Form 1040D, with guarantor, 
acceptable to the Commissioner. A certificate of compliance is at- 
tached to and made a part of Form 1WD. 

SEC. 147. INFORMATION A T  SOURCE. 
(a )  Payments of (1,OOO or  more.-All persons, in whatever capacity 

acting, inclucling lessees or mortgagors of real or personal property, 
fiduciaries, and employera, making payment to another person, of 
interest, rent, salaries, wages, premiums, annulties, compensutlons, 
remunerations, emoluments, or other flxed or determlnable galns, profib, 
and income (other than payments described in section 148(a) or 149). 
of $l,OOO or more in any taxable gear, or, In the case of such payments 
made by the Unlted States, the o8Bcera or einployees of the United 
States havlng lnformatlon a6 to such payments and requlred to make 
returns in regard thereto by the regulations hereinafter provided for, 
shall render a true and accurate return to t b  Commlsuioner, under 
such regulations and in such form and manner and to such extent a s  
may be prescribed by hlm wlth the approval of the Secretary, setting 
forth the amount of such galns, proflta. and income, and the name and 
addrese of the recipient of such payment. 

(b) Beturnr regardlera of amount of payment.-Such returns may be 
required, regardless of amounts, (1) In the case of payments of lnterest 
upon bonds, mortgages, deeds of trust, or other slmlltrr obligatlons of 
corporations, and (2) in the case of collectloris of itenis (not payable 
in the United States) of lnterest upon the bonds of forelgn countries 
and lnterest upon the bond6 of and dividends from foreign corporatlons 
by persons undertaking a6 a matter of business or for profit the collec- 
tlon of. foreign payments of such interest or dlvidende by means of 
coupons, checks, or bills of exchange. 

(a) Beaipient to fnrnirh name and addrela.-When necessary to make 
effective the provlslone of thls section the name and address of the 
recipient of income shall be furnished upon demand of the perso0 
paying the income. 

(d) Obllgationr of United States.-The provlsluris of tlils seL!Ion shall 
not apply to the payment of Interest on obllbwtions of the Unlted 
States. 

ART. 147-1. Return of information as to payments of $1,000.-All 
persons making payment to another person of fixed or deterininable 
income of $1,000 or more in any calendur yeur must render a retwn 
thereof to the Commissioner for such year on or before February 15 
of the following year, except as specified in articles 1474 to 1474. 
The return shall be made in each case on Form 1099, accompanied by 
transmittal Form 1096 showing the number of returns filed. The 
street and number where the recipient of the puyinent lives should 
be stated, if possible. I f  no present address is available, the last 
known post-office address iiiust b given. Altliougli to niaka necessary 
a return of information the income must be fixed or determinable, i t  
need not be annual or periodical. (See article 143-2.) 
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Sums paid in respect of life insurance, endowment or annuity con- 
tracts which are required to be included in gross income under arti- 
cles 22 (b) (1)-1,22 (b) (2)-1, and 22( b) (2)-2 come within the mean- 
ing of the term “ fixed or determinable income ” and are required to  be 
reported in returns of information as required by this article, except 
that payments in respect of policies surrendered before maturity and 
lapsed policies need not be reported. 
. For the purposes of a return of information, an amount is deemed 

t o  have been paid when it is credited or set apart to the taxpayer 
without any substantial limitation or restriction as to the time or 
manner of payment or condition upon which payment is to  be made, 
and which is made available to him so that i t  may be drawn a t  any 
time, and its receipt brought within his own control and disposition. 

Am. 147-2. Return of information an to payments to employees.- 
The names of all employees to whom payments of $l,OOO or over a year 
are made, whether such total sum is made up of wages, salaries, com- 
missions, or compensation in any other form, must be reported. 
Heads of branch offices and subcontractors employing labor, who 
keep the only complete record of payments therefor, should file re- 
turns of information in regard to such payments directly with the 
Commissioner. When both main office and branch office have 
adequate records, the return should be filed by the main ofice. 
Amounts distributed or made available under an employees’ trust 
governed by the provisions of section 165 to any beneficiary in any 
taxable year, equal to or in excess of his personal exemption, that 
have been contributed to the fund by the employer or represent 
earnings of the fund, must be. reported by the trustee. But see arti- 
cle 1474. 

I n  the case of payments made by the United States to persons in its 
service (civil or military) of wages, salaries, or compensation in any 
other form, the returns of information shall be made by the heads 
of the executive departments and other United States Government 
establishments. 

ART. 1474. Caser where no retnrn of information reqaired.-Pay- 
ments of the following charactor, although over $l,OOO, need not be 
reported in returns of information on Form 1099: 

( a )  Payments of interest on obligations of the United States; 
(5) Paymenta by a broker to  his customers; 
(c) Payments of any type made to corporations; 
(d) Bills paid for merchandise, telegrams, telephone, freight, 

storage, professional services, and similar charges ; 
(e) Payments of rent made to real estate agents (but the agent 

must report payments to the landlord if the amount paid during 

(See also article 22(a)4.)  
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the year was $1,OOO or more to  a single person, a partnership, or 8 
fiduciary, or $2,500 or more to a married person) ; 

( f )  Payments made by branches of business houses located in 
foreign countries to alien employees serving in foreign countries; 
(9) Salaries and profits paid or distributed by a partnership to 

the individual partners; 
(h)  Payments of salaries, rents, royalties, interest (except bond 

interest required to  be reported on ownership certificates), and other 
fixed or determinable income aggregating less than $2,500 made to a 
married individual ; and 

( i )  Payments of commissions made by fire insurance companies, 
or other companies insuring property, to general agents, except when 
specifically directed by the Commissioner to be filed. 

If the marital status of the payee is unknown to the payor, or if 
the marital status of the payee changed during the taxable year 
(see article 2U), the payee will be considered a single person for 
the purpose of filing a return of inforination on Form 1099. 
ART. 1474. Beturn of information as to interest on corporate bond&- 

I n  the case of payments of interest, regardless of amount, upon bonds 
and similar obligations of corporations, the ownership certificates, 
when duly filed, shall constitute and be twatcd as returns of infor- 
mation. (See article 143-5.) 

ART. 147-5. Return of information as to  payments to other than citi- 
zens or residents.-In the case of payments of fixed or determinablo 
annual or periodical income to nonresident aliens (individual or 
fiduciary), to nonresident partnerships composed in whole or in part 
of nonresident uliens, or to nonresident foreign corporutions (see 
article 801-6), the returns filed by withholding agents on Form 1042 
shall constitute and be treated as returns of information, (See sec- 
tions 143 and 144.) 

ART. 147-0. Foreign items.-The term “ foreign ibnis,” as used in 
these regulations, means any item of interest upon tho bonds of a 
foreign country or of a nonresident foreign corporation not having a 
fiscal or paying agent in the United States, or any item of dividends 
upon the stock of such corporation. 

ART. 147-7. Return of information as to  foreign items.-In the case 
of foreign items, an information return on Forin 1099 is required to 
be filed by the bank or collecting apynt accepting the items for col- 
loction, if the foreign item is pait1 to a citizen or mident  of the 
United States (individunl or fiduciary), or n purtnc!rship any ~ncm- 
ber of which is a citizen or resident, a ih  if the aniuunt of the foreign 
items paid in nny taxable year to a single person, a partnership, or 
a fiduciary is $1,000 or Iiiore, or to a niurrird person is 8‘2,500 or iiiore. 
Such fornis accouipuniud by Vorni 10‘36 sliould be forwurded to the 
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Commissioner of Internal Revenue, Sorting Section, Washington, 
D. C., on or before February 15 of each year. The term “collec- 
tion ” includes the following: ( a )  The payment by the licensee of 
the foreign item,. in cash ; ( 6 )  the crediting by the licensee of the 
account of the person presenting the foreign item; ( c )  the tentative 
crediting by the licensee of the account of the person presenting the 
foreign item until the amount of the foreign item is received by the 
licensee from abroad; ( d )  the receipt of foreign items by the licensee 
for the purpose of transmitting them abroad for deposits. (See 
articles 147-1 and. 147-3.) 

ART. 147-8: Information as to actual owner.-When the person re- 
ceiving a payment falling within the provisions of the Act for 
information at  the source is not the actual owner of the income re- 
ceived, the name and address of the actual owner shall be furnished 
upon demand of the individual, corporation, or partnership paying 
the income, and in default of a compliance with such demand the 
payee becomes liable to  the penalties provided. (See section 145.) 
Dividends on stock are prima facie the income of the record owner 
of the stock. Upon receipt of dividends by a record owner, he should 
immediately execute Form 1087 to disclose the name and address of 
the actual owner. Form 1087 should be filed with the Commissioner 
of Internal Revenue, Sorting Section, Washington, D. C. Unless 
such a disclosure is made, the record owner will be held liable for any 
tax based upon such dividends. 

The filing of Form 1087 is not required (a) if stocks are registered 
in the name of a nominee for a fiduciary required to file a return on 
Form 1041 in which the dividends from such stocks am reported, 
and (6) if they are owned by a nonresident alien and a m  registered 
in the name of a nominee designated by a bank or trust company 
which is required to file returns of income for such nonresident alien. 

(See article 146-1.) 

SEC. 148. INFORMATION BY CORPORATIONS, 
(a) Dividend payment#.-Every corporation subject to the tax Im- 

posed by this title shall, when requlrecl by the Commissioner, render 
a correct return, duly verifled under oath, of its payments of dlvl- 
dends, statlng the uame and address of each shareholder, the number 
of shares owned by him, und the amount of dividends paid to hlm. 

(b) Pro5ts declared 8 8  dividends.-Every corporation shall, when re- 
qulred by the Commlssloner, furnish hlm a statement of such facts 
a s  will enable him to determine the portion of the earnings or pro5ts 
of the corporntlon (lncludl~ig galns, proflts, ant1 income not taxed) 
accumulated during such periods as the C:ommissloner may specify, 
which have been distributed or ordered to be dlstrlbuted, respectively, 
to Its sliareliolders durlug such tuxable years as the Commiealoner 
may specify. 

(0) Accumulated gains and proflt8.-Wheir requested by the Commie- 
aioiicr, or nny collwtor, every corporatlon ahall forward to hlm u cwr- 
9475B9-8L20 
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rect statement of accumulated gains and profits and the names and 
addresses of the individuals or shareholders who would be en t i t l d  
to the same if dlvlded or dlstrlbuted, and of the amounts that woultl 
be payable to each. 

(a) Compensation of olUoerr and employee#.-Under regrilntlons prc- 
scribed by the Commissloner wlth the approval of the Secrettiry, 
every corporatlon subject to taxation under this tltle sliall, in its 
return, submlt a llst of the nnme8 of all ofHcers and employees of such 
corporatlon and the resyectlve amounts paid to them durlng the 
taxable year of the corporation by the corport1tiotr as salary, cam- 
mlssion, bonus, or other compenaation for personal services rendered, 
i f  the aggregate amount so paid to the indlvldual 1s In excess of 
$16,000. The Secretary of the Treasury shall submlt an annual report 
to Congress complled from the returns made contalning the names 
of, and amounts paid to, each such omcer and employee and the name 
of the paying corporation. 

‘ 

ART. 148-1. Beturn of information as to payments of dividends,- 
Section 148 provides that every corporation subject to inconie tax 
shall, when required by the Commissioner, render a correct return, 
duly verified under oath, of its payments of dividends, stating the 
name and address of each shareholder, the number of shares owned 
by him, and the amount of dividends paid to  him. I n  accordanbe 
with that section, returns of information in respent of dividend pay- 
ments shall be rendered for the calendar year 1934 and each calendar 
year thereafter as follows : 

(a) Except as provided in paragraph (b)  below, every domestic 
corporation or foreign corporation engaged in business in the United 
States or having an office or  place of business or a fiscal or paying 
agent in the United States, not specifically exempt from taxation, 
making payments of dividends and distributions out of its enrn- 
ings or profits accumulated since February 28, 1913 (not including 
stock dividends or distributions in liquidation), to any shareholder 
who is an individual (citizen, resident, or nonresident alien), a 
fiduciary, or a partnership, amounting to $300 or more during the 
calendar year, shall render an inforn~ation return on Forms 1096 and 
1099 for the calendar year 1934 and each calendar year thereafter. 
A separate Form 1099 must be prepared for each shareholder, upon 
which will be shown the name and address of the sliareholder to 
whom such payment was made, and the amount paid. These forms, 
accompanied by letter of transmittal on Form 1096 showing the 
number of Forms 1099 filed therewith, shall be forwarded to the 
Cornmissioner of Internal Itevenuo, Sorting Section, Washington, 
D. C., on or bofore February 15 of the followiug ycar. 

( 6 )  I n  cases of distributions which are niade from a depletion 
or depreciation reserve, or which for any otlier reason are deemed 
by the corporation to be nontaxuble or partly iioiittlxable to its 
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shareholders, the corporation will first fill in the information on 
the reverse side of Form 1096 and forward this form to the Com- 
missioner of Internal Revenue, Sorting Section, ’Washington, D. C., 
not later than February 1 of the following year. Upon receipt of 
this information the Commissioner will determine and advise the 
corporation by letter whether any portion of such distribution is 
subject to tax. The corporation after receiving this letter will then 
properly prepare for each shareholder a Form 1099, which shall be 
forwarded with Form 1096 to the Commissioner of Internal Rev- 
enue, Sorting Section, Washington, D. C., not later than 30 days 
after such letter is received. 

I n  any case in which it is impossible to  file the return within the 
time herein prescribed, the corporation may, upon a showing of 
such fact, obtain a reasonable extension of time for filing the re- 
turn. The request for the extension of time must be forwarded 
to the Commissioner of Internal Revenue, Rules and Regulatione 
Section, Washington, D. C., on or before the date prescribed for 
filtng the return. 

ART. 148-2. Information respecting compensation of ofacem and em- 
ployees in excess of $16,00O.-Every corporation subject to taxation 
under Title I which during any taxable year beginning on or after 
January 1,1934, has paid to any officer or employee of the corporation, 
salary, commission, bonus, or other compensation for personal services 
rendered, in an aggregate amount in excess of $15,000 (in whatever 
form paid), shall in respect of each such taxable year, make and file, 
in duplicate, Schedule (3-1, as a part-of its income tax return, in 
accordance with the instructions contalned in the prescribed return. 
Such schedule shall contain the following information : (1) Name 
and address of officer or employee, (2) position or title, (3) percentc 
age of common stock of the corporetion owned, (4) percentage of 
preferred stock of the corporation owned, (5) amount of salary paid, 
(6) amount of commission paid, (7) amount of bonus paid, (8) 
amount of other compensation paid, and.949) total compensation paid. 
If the full t h e  of any such officer or employee is not devoted to the 
corporation’s business, the percentage of time devoted to the corpora- 
tion’s business shall be stated in the schedule. 

The term ‘( paid ” as used in this article means ‘( paid or accrued ” 
or “paid or incurred” which shall be construed according to the 
method of accounting upon the basis of which the net inwme of 
the corporation is computed. 

Upon receipt of the returns by the collector, the duplicate schedulea 
will be detached and forwarded by the collector to the Commissioner 
of Internal Revenue, Sorting Section, Washington, D. C. 
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SEC. 149. RETURNS OF BROKERS. 
Every person dolng buslness a s  a broker shall, when requlred by the 

Commlasloner, render a correct return duly vcrl8ed under oath, under 
mch rules and regulations as the Commiusloner, with the approval of 
t he  Secretary, may prescribe, showing the nilnies of custoniers for 
whom such person has transacted any buulness, wlth such detulls a s  to 
the proflts, loeses, or other lnformatlon whlch the Commissioner may 
require, 88 to each of such customers, as wlll enable tlie Commlssloner 
to determlne whether all lncome tax due on yroflte or galns of euch 
customers has been pald. 

ART. 149-1. Beturn of information by brokers.-Every person doing 
business as a broker shall, when directed by the Commissioner, either 
specially or by general regulations, render a return on the form pre- 
scribed by the Commissioner showing the names and addresses of 
customers to whom payments were made or-for whom business was 
transacted during the calendar year or other specified period and 
giving such other information as is required by the regulations and 
called for by the form or specially required by the Commissioner. 

SEC. 150. COLLECTION OF FOREIGN ITEMS. 
All persons undertaklug as a matter of buslness o r  for proflt the 

collectlon of foreign payments of interest or dlvldends by means of 
coupons, checks, or bills of exchange shall obtain a license from the 
Commlssloner and shall be subject to such regulations enabling the 
Government to obtain the lnformatlon requlred Under thle tltle as 
the Commlssloner, wlth the approval of the Secretary, ttlinll prescribe ; 
and whoever knowingly undertakes to collect such payments wlthout 
having obtalned a llceuee therefor, or wlthout complylng wlth such 
regulations, shall be gullty of a mlsdemeanor and shall be flned not 
more than $6,000 or lmprlsoned for not more than one year, or both. 

ART. 150-1. Licenae to collect foreign items.-Banks or agents collect- 
ing foreign items, as defined in article 147-6, and required by article 
147-7 to make returns of information with respect thereto, must ob- 
tain a license from the Commissioner to engage in such business. 
Application Fonm 1017 for such license may be procured from col- 
lectors. The license is issued without cost on E’orm 1010. Any 
person holding a license under the Revenue Act of 1982 or any prior 
Act will not be required to renew such license. 

CHAPTER XXIII 

ESTATES AND TRUSTS 
Supplement &Estates and Trusts 

SEC. 161. IMPOSITION OF TAX. 
(a) Application of tax.-The tnxes impoaed by thls title upon lndlvld- 

uals shall apply to the lncome of estates or of any klnd of propertp 
held In trust, lncludlng- 

(1) Income accumulated in trust  for the b e n d t  of unborn or 
maw ertalned persons or persons wlth contlngent interests, and 
lncome accumulated or held for future distribution under the terms 
of the wlll or trust  ; 

(2)  Income which 1s to be dlstrlbuted currently by the fiduciary 
to the beneflclarles, and lncome colleCted by a guartllan of an  
infant whlch 1s to be held or distributed 88 the court may dlrwt;  

(3) Income recelved by estates of deeaeed persone during the 
period of adinlnistratlon or settlement of the estate; and 

(4) Income whlch, in the discretion of the fidudary, may be 
elther dlstrlbuted to the beneficlarles or accumulated. 

(b) Computation and payment.-The tex shall be computed upon the 
net lncome of tlie atate or trust. and &all be pald by the flduciary. 
except as provided in section 168 (relating-to revocable trnsta) and 
section 167 (relating to income for benat of the grantor). For return 
made by beneficiary, BBB &on 142. , 

ART. 161-1. Imposition of the tu.-(a) iBbopd.4upplemsnt E pro- 
scribes that the taxes imposed upon individuals by Title I shall be 
applicable to the income of estates or of any kind of property held 
in trust (except in the caae. of those trusts within the scope of actions 
165,166, and 167). The rate of’tax, the statutory provisions respect- 
ing gross income, and, with certain exceptions, the deduction8 and 
credits allowed to individuals apply also to estates and trusts. 

The several claeses enumerated and described in the four pars- 
graphs of section 161 (a), and which are introduced by the word 
&‘ including,” do not exclude others which plso may came within the 
general purpose of thht subsection. 

A guardian, whether of an infant or other person, is a fiduciary 
(sea section 801 (6)), and, as such, is required to make and file the 
return for his ward arjd pay the tax, or the r e t h n  may be made by 
the ward, The estate of a ward b 

(279) 
(See articles 51-1 and 142-2.) 
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not a taxable entity, in that respect differing from the estate of a 
deceased person or of a trust. 

Excepted from the general mode of taxing the income of trust 
estates under section 161 are employees' trusts within the scope of 
section 165 and those trusts within the scope of sections 166 and 167. 
The inclusion of a trust within the scope of sections 166 and 167 
depends on whether the grantor has retained a certain interest in tho 
corpus or in the income of the trust. Por this purpose, the s u 6 -  
ciency of the interest in the corpus is detailed in article 166-1, and of 
the interest in the income in article 167-1. 

( 6 )  Taxability of the income.-The fiduciary is required to make 
and file the return and pay the tax on the net income of the estate 
or trqst except as otherwise provided in sections 165, 166, &d 167. 
In dehrmining whether there is any net income subject to tax and 
the amount thereof, consideration is to be given to the additional 
deductions authorized in section 162. 

SEC. 162. NET INCOME. 
The net income of the estate or trust shall be computed In the same 

manner and on the same basis as  In the case of an lndlvidual, except 
that- 

(a) There shali be allowed as a deductlon (in Heu of the deduction 
for charitable, etc., contributions authorized by section 23 ( 0 )  ) any part 
of the gross income, wlthout llmitation, whlch pursuant to the terms 
of the wlll or deed creating the trust, IS during the taxable year pald 
or permanently set aside for the purposes and In the manner speclfled 
in  sertion 23 ( o ) ,  or ia to be used excluslvely for rellglous, charltable, 
sclentlflc, literary, or educational purposes, or for the prevention of 
cruelty to chlldren or animals, or for the establlshment, acquisition, 
malntenance or operation of a public cemetery not operated for proflt ; 

(b) There shall be allowed a s  an addltlonal dcductlQn in computlng 
the net income of the estate or trust the amount of the income of the 
estate or trust for its taxable year wlilch Is to be distributed currently 
by the flduclary to the beneflclaries, and the amount of the income col- 
lected by a guardlan of an infant whlch is to be held or distributed a s  
the court may dlrqct, but the amount 80 albwed as a deductlon shall be 
included in computlng the net income of the beneflclarles whether dls- 
trlbuted to them or not. Any amount ullowed as a deductlon under thls 
paragraph shall not be nllowed u~ a dwluctlon under subsectloll ( c )  of 
this eectlon in the same or any succeeding taxable year; 

( c )  In the case of income rccelved by eetutes uf deceased persoue 
during the perlod of admlnistratlon or settlement of the estate, and in 
the cam of income which, in the dlscretion of the flduclary, may bo 
either dlstrlbuted to the beneflciary or accumulated, there shall be 
allowed as an additional deductlon in computliig the nct income of the 
estate or trust the amount of the income of the estate or trust for lte 
taxable year, whlch 1s properly paid or credlted during such year to 
any legatee, helr, or heneflclary. but the amount 90 allowed as  u deduc- 
tion shall be included in computing the net lncome of the legatee, helr, 
or beneficiary, 
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ART. 162-1. Inoome of estate8 and tract78.--In ascertaining the tax 
liability of the estate of a deceased person or of a trust, there is deduc- 
tible from the gross income, subject tQ exceptions, the same deductions 
which are allowed to individual taxpayers. See generally section 23, 
and the provisions thereof governing the right of deduction for de- 
preciation arid depletion in the case of property held in trust. For 
items not deductible, see section 24. Against the net income of the 
estate or trust there are allowable certain credits, for which we. sec- 
tions 25 and 163. 

From the gross income of the estate or trust there are also deducti- 
ble (either in lieu of, or in addition tb, the deductions referred to in 
the preceding paragraph of this article) -the following: 

(1) Any part of the gross income of the eatate or trust for its 
taxable year which, by the terms of the will or of the instrument 
creating the trust, is paid or permanently set aside during quch year 
for the charitable, etc., uses or purposes referred to or described in 
subsection (a) of section 162. This deduction is in lieu of that 
authorized by section 23 (0) in the case of individual taxpayem 

(2) Any income of the estate or trust for its taxable year which 
is to be distributed currently by the fiducia y to a beneficiary, whether 
or not such income is actually distributed. 

(3) Any income of the estate of a deceased person for its taxable 
year which is properly paid or credited during such year to a legatee 
or heir, and any income either of such an estate or of a trust for its 
taxable year which is similarly paid or credited during that year to 
a legatee, heir, or beneficiary if there was vested in the fiduciary a 
discretion either to distribute or to accumulate such income. 

Any income of the class described in either (2) or (3) above, which 
is currently distributable, or paid or credited, to a guardian for his 
ward is likewise deductible from the gross income of the estate or 
trust. 

There is taxable to the estate or to the trust (unless it be taxable 
to the grantor of the t-t in accordance with sections 166 or 167) 
all income thereof accumulated for the benefit of unborn or unm- 
certained persons or persons with contingent intereste, all income 
either accumulated or held for future distribution pursuapt to the 
terms of the will or trust, all income of the estate 6r tru#t for its 
taxable year which is not to be distributed currently to legatees or 
other beneficiaries (see paragraph (2) of this article), all income 
of the estate for its taxable year not properly paid or credited during 
such year to a legatee or heir, and all income either of the estate 
or of the trust for its taxable year which is not similarly paid or 
credited during that year to a legatee, heir, or beneficiary in c w  
there was vested in the fiduciary 8 discretion either to distribute or 
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to accumulate such income (see paragraph (3) of this article). I n  
all such cases the tax is payable by the fiduciary, except the tax upon 
the income which is taxable to the grantor of the trust. 

Any amount described in paragraph (2) or (3) above as being 
deductible from the gross income of the estute or trust shall be 
included in computing the net income of the legatees, heirs, or 
beneficiaries, whether distributed to them or not. 

Any incom6 of an estate or trust for its taxable year which during 
that year may be used, pursuant to the terms of the will or trust 
instrument, in the discharge or satisfaction, in whole or in part, of 
a legal obligation of any person is, to the extent so used, taxable to 
such person as though directly distributed to him as a beneficiary. 
(See, also, section 167.) 

Act, is therein described as received by the estate during the period 
of administration or settlement thereof. The period of administra- 
tion or settlement of the estate is the period required by the execu- 
tor or administrator to perform the ordinary duties pertaining to 
administration, in particular the collection of assets and the pay- 
ment of debts and legacies. It is the time actually required for this 
purpose, whether longer or shorter than the period specified in the 
local statute for the settlement of estates. I f  en executor, who is 
also named as trustee, fails to obtain his discharge as executor, the 
period of administration continues up to  the time when the duties 
of administration are complete and he actually assumes his duties as 
trustee, whether pursuant to an order of the court or not. No tax- 
able income is realized from the passage of property to the executor 
or administrator on the death of the decedent, even though i t  may 
have appreciated in value since the decedent acquired it. But see 
sections .42, 43, and 44. As to the taxable gain realized, or the de- 
ductible loss sustained, upon the sale or other disposition of prop- 
erty by an administrator, executor, or trustee, and by a legatee, heir, 
or other beneficiary, see sections 111 and 112. As to capital gains 
and losses, see section 117. An allowance paid a widow out of the 
corpus of the estate is not deductible from gross income. I f  real 
estate is sold by the devisee or heir thereof, whether before or after 
Eettlement of the estate, he is taxable individually on any profit 
derived. 

The tax upon the net inLome of the estate or trust shall be paid 
by the fiduciary (see section lGl(b)). If the tax has been properly 
paid on the net income of an estate or trust, the net income on which 
the tax is so paid is not, in the hands of the distributee thereof (the 
legatee or the beneficiary), taxable as income to him. 

The inrome of an estuto of u deceased person, as dealt with in the. 
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Liability for the payment of the tax attaches to the person of the 
ixecutor or administrator up to and after his discharge if prior to 
distribution a-id discharge he had notice of his tax obligations or 
failed to exercise due diligence in ascertaining whether or not such 
obligations existed. For the extent of such liability, see section 3467 
of the Revised Statutes, as amended by section 618 of the Act (para- 
graph 41 of the Appendix to these regulations). Liability for the 
tax also' follows !he assets of the estate distributed to heirs, devisees, 
legatees, and distributees, who may be required to discharge the 
amount of the tax due and unpaid to the extent of the distributive 
shares received by them. (See section 311.) The same considera- 
tions apply to trusts. 

SEC. 163. CREDITS AGAINST NET INCOME. 
(a) Creditr of ertatc or trurt.-For the purpose of the normal tax and 

the surtax the estate or trust shall be allowed the same personal ex- 
emptlon as  is allowed to a single person under eectlon 26 (b) (1). 
and, if no part of the income of the estate or trust is lncluded In com- 
puting the net income of any legatee, heir, or beneficiary, then in 
addition the same credits against net income for dividends and intereat 
as are allowed by section 25(a). 

(b) Credita of benedoiary.-If any part of the income of an estate or 
trust 1s included in computlng the net lncome of any legatee, helr, or 
benefldary, such legatee, helr. or beneflcfary shall, for the purpose of 
the normal tax, be allowed as crd l t s  agalnst net income, In additlon 
to the credits allowed to him under section 25, hls proportionate share 
of such amounts of dlvldends and interest specified in section 25 ( a )  
as are, under thls Supplement, requlred to be, lncluded In computing 
his net Income. Any remaining portion of such amounts specifled In 
section 25 (a)  shall, for the purpose of tbe normal tax, be allowed a8 
credits to the estate or trust. 

Am. 163-1. Credits to  estate, h a t ,  or benefl0iax-y.-(a) An estate or 
a trust is allowed for both normal tax and surtax purposes the per- 
sonal exemption of $l,OOO allowed a single person but no credit for 
de pendente. 

(a) I f  no part of the income of the estate or trust is included in 
computing the net income of any legates, heir, or beneficiary, the 
estate or trust shall be allowed the credits provided in section 25 
(.a), in respect of certain dividends, and of interest upon certain 
obligations of the United Statea. 

( 0 )  I f  any part of the income of the estate or trust is included 
in computing the net income of any, legatee, heir, or beneficiary, he is 
allowed for the purpose of the normal tax, in addition to his in- 
dividual credits, the proportionate share of the dividends allowable 
as a credit under section 25 (a) and of the interest upon obligations 
of the United States and instrumentalities of the United States which 
is exempt from normal tax only and is required to be included in  
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computing net income. Any remaining portion of such dividends 
end interest will be allowed as a credit for the purpose of the normal 
tux to the estate or trust. Where the amount of the dividends and 
interest specified in section 25 (a) is in excess of the net income of 
the estate or trust., the proportionate share of such dividends and 
interest which each beneficiary is required to include in computing 
his net income and for which he is allowed a credit for normal tax 
purposes is an amount equal to his distributive share of the net 
income of the estate or trust. Each beneficiary is entitled to but one 
personal exemption, no matter from how many trusts he may receive 
income. (See section 25.) 

SEC. 164. DIFFERENT TAXABLE YEARS. 
If  the tnrable yenr of a beneficiary is different from that of the 

estate or trust, the amount which lie is required, under section 
162(b), to include In computing hls net income, shull be based upon 
the income of tlie estate or trust  for any taxable year of the estate or 
trust (whether beginning on, before, or after January 1, 1934) endlng 
wltiiin ’his tnvuble yenr. 

SEC. 165. EMPLOYEES TRUSTS. 
A trust creatcd’by an employer as n part  of n stock bonus, pension, 

or proflt-sharlng plan for the exclusive bencflt of mine or all of his 
employees, to which contributions are made by surlr employer, or em- 
ployees, or both, for the purpose of dlatributing to such employees the 
earuiiigs and prlnclpni of the fund accumulated by tlie trust  in accord- 
ance wlth such plan, shall not be taxable under section 161, but the 
amount nctually dlstrlbnted or mude avnilrible to any distrihutee shall 
be taxable to him in the year In whfch SO distributed or made available 
to the extent that  it exceeds the amounts paid in by him. Such dis- 
trihutees shall for the purpose of the normal tux be allowed 11s credita 
agalnst net income such purt of the amount so dlstrlbuted or made 
uvnilable represents the ltema of divitleuds uud interest specifled 
in sectiou 25 (a). 

SEC. 166. REVOCABLE TRUSTS. 

of the corpus of the trust is vested- 
Where at any time the power to revest in the grnntor title to any par t  

(1) in the grantor, elther alone or in conjunction wlth nny 
person not having a substantial adverse interest In the disposltion 
of such part of the corpus or the Incnme therefrom, or 

(2) in any person not having n substantlal adverse Interest in 
the disposition of such part of the corpus or the income tlrerefrom, 

then the income of such part of the tkust shall be included in compuling 
the net Income of the grantor. 

ART. 1661. Rusts in the corpus of which the grantor retains an in- 
terest,- (a) Scope.-Section 166 prescribes that thc income, or any 
part of the income, of certain trusts shall be taxed, not to the trustee 
nor to the beneficiaries, but to the grantor because of the fact that 
the grantor has retained a certain interest in the property of the 
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trust. This article deals with the taxation of such income. The 
term corpus,” as used in this article, means any part or the whole 
of the property, real or personal, constituting the subject matter of 
the trust. 

( b )  Test of t d i t y  to tha @w.-The suficiency of the 
grantor’s retained interest in the corpus resulting in the taxation of 
its income to the grantor is determined by a single test, namely, 
whether the grantor has failed to divest himself, permanently and 
definitively, of every right which might by any possibility enable 
him once more to possess and enjoy in title the trust corpus. For 
the purposes of this article the sufficiency of the grantor’s retained 
interest in the corpus is not affected by the fact that the grantor 
has provided that the right to cause the title to the corpus to revest 
in himself is, or may a t  some future time be, vested in any person 
(either alone or in conjunction with the grantor) not having a sub- 
stantial interest in the corpus or income therefrom adverse to  the 
grantor. 

If the grantor has retained any such interest in the corpus he is 
taxable on the income therefrom regardless of- 

(1) how great or how small, how remote or how contingent 
the interest may be ; 

(2) whatever the nature of interest retained may be; whether 
the interest retained is vested, contingent, in reversion, or other- 
wise; whether conditioned on the precedent giving of notice, 
or on the elapsing of a period of years, or on the happening of a 
specified event; whether taken by appointment, or by designa- 
tion in the trust instrument, or merely by virtue of the grantor 
not conveying his whole estate in the corpus, or otherwise; 

(3) the time or times a t  which such interest will revest the 
title in the grantor in possession and enjoyment, whether within 
or without the taxable year, whether or not the time be fixed, 
determinable or certain to come; 

(4) whether, if the revesting in the grantor of title to the 
corpus is in any way dependent upon the act of anyone, tbat 
person be the grantor, or any person not having a substantial 
interest in the corpus or income therefrom adverse to the 
grantor, or both. A bare legal interest, such as tha ta f  a trustee, 
is never substantial and never adverse; 

( 5 )  when the trust was created. 
For example, a grantor has not permanently or definitively di- 

vested himself of title to the corpus if he has placed it in trust for 
his son, John, 

(A) for the term of three years, at  the end of which time the 
trust might be extended for a like period at thr option of the 
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grantor and successively thereafter, but in the absence of such an 
extension the title is once more to revest in the grantor in pos- 
session and enjoyment; or 

(I3) for the term of a year and n day, then to be distributed 
to  wlioiiisoever the wife of the grantor slinll by deed appoint 
(the wiie not being a beneficiary, but k i n g  empowered to ap- 
point to anyone other than herself) ; or 

(C) for the term of the grantor’s life, then to be distributed 
to John, the grantor reserving, however, the right to alter, 
amend, or revoke any provision of the trust instrument, upon 
notice of a year and a day. 

I n  theso typical cases the grantor has provided that the title shall 
or may once more revest iii liimseli by the retention of an interest (er- 
ecutory or otherwise) capable of vesting title in the grantor in posses- 
sion and enjoyment, in (A) upon the expirntion of the trust period 
if the grantor does not esercise his option to extend the trust, in (B) 
upon the designation of the grantor ns distributee, by. a person not 
substantially and adversely interested, and in (C) upon the revoca- 
tion of the trust instrument or an alteration or umentlrnent thereof, 
resulting in the desipntion of the grantor ns distribiitee. 

Tlius the inclusion within the scope of section 166 of any trust is 
based on the fact that the grantor has retained an interest in the 
corpus which once more will, or may possibly, vest the title in him 
in possession and enjoyment. Section 166 makes no distinction be- 
tween a “ revocable trust ’’ (so called because of la provision in the 
trust instrument permitting some person at  some time or in some 
manner to terminate the trust) and an “ irrevocable trust ” as such. 
Some “revocable trusts” are within the scope of section 166, not 
however by reason of the element of revocability, but because the 
grantor has reserved the requisite interest in the trust corpus, 
whether the vesting in title of such interest depends on revocation or 
atherwise. I f  no such interest lias been retained, a “revocable 
trust ” is not within the scope of section 166, even though the par- 
ticular trust estate is subject to revocutioii by the grantor. 

I f  the grantor strips himself permanently and definitively of every 
such interest in the corpus retained by him, the income of the trust 
realized after the effective date of such divesting is not taxable to 
the grantor but is taxable aa provided in sections 161 and 162. 

(c) Income and deductim.--If, as to any of the corpus, the test 
of taxability to the grantor is satisfied, the gross income of such 
corpus shall be included in the gross income of the grantor, and he 
shall be allowed those deductions with respect to  such corpus as  he 
would have been entitled to had the trust not been created. 
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SRC. 167. INCOME FOR BENEFIT OF GRANTOR 
(a) Where any part of the Income of a trust- 

I 
(1) is, or in the dhcretlon of the grantor or of any person not 

Gavlng a substantiti1 adverse interest in the dfspoeition 91 such 
part of the Income may be, held or accumulated for future 2I;tribn- 
tlon to the grantor: or 

(2) may, in the dlscretion of the grantor or of any person not 
having a substantial adverse lnterest in the dlspodtion of such 
part of the income, be distributed to the grantor; or 

(3) is, or in the discretion of the grantor or of any pemon not 
havlng a substantial adverse interest In the disposition ol such 
part of the lncome may be, applled to the payment of premtums 
upon policies of insurance on the life of the grantor (except pol- 
icies of ineurance irrevocably payable for the purposes and In the 
manner specifled in section 23 ( 0 ) .  relating to the so-called “ch.ir- 
itable contrlbutlon ” deductlon) ; 

then such part of the income of the trust shall be included In computhL- 
the net income of the grantor. 

(b) As used In thie section, the term “ha the discretion of the 
grantor ” means “ in  the discretion of the grantor, either alone or in 
conjunction with any person not having a substantial adverse interest 
in the disposition of the part of the income in queatlon ”. 
ART. 167-1. Trnrb in the income of which the grantor re& an in- 

ter@+ - (a)  Scope.-Section 167 prescribes that the income, or any 
part of the income, of certain trusts shall be taxed to the grantor, not 
because the grantor has retained a mrtain interest in the corpus of the 
trust (as in section 166), but because of his retention of a certain in- 
terest in the incow of the trust. This article deals with the taxation 
of such income. The term “ income,” as used in this article, means 
any part or the whole of the income of the trust. 

( 6 )  Test of tamability to the grantor.-The test of the sufficiency 
of the grantor’s retained interest in the trust income, resulting in 
the taxation of such income to the grantor, is whether the grantor has 
failed to divest himself, permanently and definitively, of every right 
which might, by any possibi1ity;enable him to have the income, a t  
some time, distributed to him, actually or constructively. Such a dis- 
tribution to the grantor occurs if the income is paid to him or to an- 
other according to the grantor’s direction or if, though paid to another 
pursuant to the terms of the trust, the benefit of the income inures to 
the grantor. The income so inures if i t  is or may be applied in satis- 
faction of a legal obligation of the grantor, does or may increase hie 
net worth, does or may in any way enrich him, or does or may enable 
him in any way to enjoy, in Lubstance, such income. Such a distribu- 
tion also occurs if the income is applied in payment of premiums upon 
policies of insurance on thegrantor’s life. 

For the purposes of this article, the sufficiency of the grantor% 
retained interest in the income is not afftxted by the fact that the 

I 
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grantor has provided that the right to so effect or direct the distribu- 
tion of income is, or may a t  some future time be, vested in any person 
(either alone or in conjunction with the grantor) wt having a sub. 
stantial interest in the income adverse to the grantor. 

I f  the grantor has retained any such interest in the income, such 
income is taxable to the grantor regardless of- 

(1) whether it may be distributed currently or acoumulated 
for future distribution; 

(2) whether such distribution, either current or subject to 
accumulation, is fixed by the trust instrument or is dependent 
on an exercise of discretion; 

(3) whether, if such distribution is in any way effected by or 
dependent on an exercise of discretion, the person exercising tho 
discretion is the grantor or a person not having a substantial 
interest in the income adverse to the grantor, or b t h .  A bare 
legal interest, such as that of a trustee, is never substantial and 
never adverse; 

(4) whether, if such distribution results in the inuring of bene- 
fits to the grantor from the application of the income in satis- 
faction of his legal obligation, such obligation is to pay a debt, 
to support dependents, to pay alimony, to furnish maintenance, 
and support or otherwise; 

(5) the time or times of such distribution, whether within or 
without the taxable period, whether conditioned on tho pre- 
cedent giving of notice, or on the elapsing of an interval of time, 
or on the happening of a specified event, or otherwise; 

\ 

(6) when the trust was created. 
Thus the inclusion of any trust within the scope of section 167 is 

based on the fact that the grantor has retained an interest in the income 
therefrom by which he is, or may be enabled at  some time, to receive 
its benefits. I f  the grantor strips himself permhnently and’ defini- 
tively of every such interest retained by him, the income of the trust 
realized after such divesting takes effect is not taxable to the grantor, 
but is taxable as provided in sections 161 and 162. 

( c )  Income and dedwtim.-If, as to any of the income, the test 
of taxability to the grantor is satisfied, such income shall be included 
in the gross income of the grantor, and he shall be allowed those 
deductions with respect to  such income as he would have been erititled 
had such income been distributable currently to him. 

SEC. 168. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of income, war-proflte, and excess-proflts tuxes imposed 
by forelgn countrles or poeseselons of the United States shall be allowed 
as credlt wainst the tax of the beneflcitlry of an estate or trust to the 
extent provided in sectlon 131. 

OF UNITED STATES. 

CHAPTER XXW 

PARTNERSHIPS 
Supplement W-Partnershipcl 

SEC. 181. PARTNERSHIP NOT TAXABLE. 

income tax only in their indlvldual capacity. 
Indivlduals carrylng on business in partnership shall be liable for 

ART. 181-1. Partnerships.-Partnerships as such are not subject to 
taxation under the Act, but are required to make returns of income. 
(See sections 187 and 188.) For definition of what the term (‘ part- 
nership-” includes, see section 801 (3). 

SEC. 182. TAX OF PARTNERS. 

There shall be included in computing the net income of each part- 
ner his distributive share, whether dlstrlbuted or not, of the net 
income of the partnership for the taxable year. 

ART. 182-1. Distributive share of partnern.-Individu& carrying on 
business in partnsrghip are taxable upon their distributive shares of 
the net income of euch partnership, whether distributed or not, and 
are required to include such distributive s h a m  in their returna. 
The distributive share of the net income of the partnership which 
a partner is required to include in his return is his proportionate 
share of the net income of the partnership, either- 
(a) For the taxable year upon the baais of which the partner’s 

net income is computed, or 
(a) I f  the partner’s net income is computed upon the basis of a 

taxable year different from that’ upon the basis of which the net 
income of the partnership is computed, for the taxable year of the 
partnership ending within the taxable year upon the basis of which 
the partner’s net ‘income is computed. 

.Amounts earned and distributed to  a partner by a partnership 
after the end of its taxable year and before the end of his corre- 
sponding taxable year should be accounted for both by the partner- 
ship and by the partner in their returns for their next succeeding 
.taxable y a r .  I f  the result of partnership operation iS a net loss 
(excess of allowable deductions over gross income), the loss will 
be divisible by the partners in the same proportion as net income 
would have been divisible (or, if the partnership agreement pro- 

(=) 
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vides for  the division of a loss in a manner different from the divi- 
sion of a gain, in  the manner so provided), and may be taken by 
the individual partners in their returns of income. If separate 
returns are made by the husband and wife domiciled in a community 
property State, and the husband only is a member of a partnership, 
that part of his distributive share of the partnership’s net income 
which is community property should be reported by the husband 
and by the wife in  equal proportions. I n  the caso of a partnership 
closely related to other trades or businesses, see section 45. 

SEC. 183. 

manner and on the same basis as In the case of an individual. 

COMPUTATION OF PARTNERSHIP INCOME. 
The net income of the partnership shall be computed in the same 

ART. 183-1. Computation of partnerahip income.-The net income of 
the partnership shall be computed in the same manner and on the 
same basis as the net income of an individunl. In  computing the 
gain or loss recognized by section 112 upon the sale or exchange by 
a partnership of capital assets to be taken into account in computing 
the net income of the partnbrship, section 117(a) is applicable, and 
the fact that a partnership net loss (excess of allowable deductions 
over gross income) for a taxable year beginning after December 81, 
1933, may have been caused in whole or in part by taking into 
account certain losses sushined upon the sale or eschange of capital 
assets will not prevent the partner from deducting from his indi- 
vidual gross income his pro rata share of the partnership’s net 
loss even though the partner individually may not have realized any 
gain on the sale or exchange of capital assets. Payments made to a 
partner for services rendered and for interest on capital contributions 
nre not deductible in computing the net income of the partnership, 
such payments being held to represent a division of partnership 
profits. 

SEC. 184. CREDITS AGAINST NET INCOME. 
The partner shall, for the purpose of the nornial tax, be allowed a8 

a credlt agalnst his net lncome, In addltlon to the credits allowed to 
him under aectlon 26, his proportionate share of such amounts (not in 
excess of the net lncome ot the partnershlp) of divldends and interest 
specltled in sectlon 26 (a) as are recelved by the partnership. 

ART. 1861. Credit8 allowed partners.-The credits against net in- 
come provided in section 25 are not applicable to partnerships as such. 
An individual partner, however, is entitled for the purpose of the 
nurmal tax to a credit against his net incomo, in addition to the 
credits allowed to him under section 25, of his proportionate sharo of 
such amounts (not in excess of tlie net income of the partnership) of 
dividends and interest specified in section 25 (a) as are received by 
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the partnership. There shall be included in  the return of the part- 
nership a statenlent of the alnounts of such dividends and interest 
nnd the proportionate share thereof of each partner. 

SEC. 185. EARNED INCOME. 
In tlie case of tlie niemllera oC n ynrtirersllip the pro1)er pnrt of enc-h 

shnre of the net Income wtilcll rollslats of ecirilecl inconle sllull I* tie- 
tvrmlned under rules und regulntlonu to be prescribed by tlie Com- 
mlssloner with the ai)proral of the Secretury nnd shall be separately 
shown In the return of the imrtnership. 

ART. 185-1. Earned income credit, of partners.-For the purpose of 
computing the earned income credit against net income (see section 
25 (a) ( 4 )  and ( 5 ) ) ,  a member of a partnership is entitled to treat 
a proper part of his distributive share of the partnership net 
income as earned income. Such part can not exceed ti reasonable 
,allowance as conipensation for personal services actually rendered 
by the partner in connoction with the partnership business. I n  the 
case of a partnership which is engaged in a trade or business 
in which capital is a material income-producing factor and in the 
trade or business of which the partner renders personal services 
which nre material to the earning of the partnership income, the 
earned income of the partner from the partnership is a reasonable 
allowance as compensation for the personal services actually rendered 
by him, but not in escess of 20 per cent of his share of tlie net profits 
of the partnorship (computed without deduction for so-called sal- 
aries to members). I n  such a case, if reasonable compensation is 
less than 20 per cent of tho partner’s share of the net profits, the 
earned income is the full amount of the reasonable compensation, 
but, if reasonable compensation is more than 20. per cent of the 
partner’s share of the net profits, then the earned income is 20 per 
cent of the partner’s share of such profits. 

There must be included in the return of the partnership a state- 
ment showing the names of the’members an:l the amount (deter- 
mined in accordance with the first paragraph of this al ticle) of each 
partner’s distributive share of the purtnership net income which 
consists of earned income. 
Example: A partnership composed of A, 11, nnd C is engaged in 

tho retail men‘s clotliing business. Each partner is entitled to one- 
third of the net profits, after deduction of so-called salaries to mem- 
bers. A dcvotes most of his time to the business and is paid a 
snlary of $10,000. T3 devotes half of his time to the biisiness and is 
paid a sulury of $a,Ooo. C devotes none of his time to the business 
and receives no salary. The net profits of the partnership for the 
taxable year, computed without deduction for so-called salaries to 

04159’--3W21 



292 

members, are $24,000. The earned income of the partners from the 
partnership is as follows: Although A received a salary of $10,000 
and B a salary of $5,000, since the partnership is engaged in a busi- 
ness in which capital is a materid income-producing factor, the 
earned income of each from the partnership is limited to 20 per cent 
of his share of the se t  profits. A’s share of the net profits is $13,000 
($10,000 (salary)+$3,000 (y3 of net profits after deduction of 
$15,000 for salaries) ). Twenty per cent of $13,000 is $2,600, to which 
amount A’s earned income from the partnership is limited. Since 
B’s share of the net profits is 88,OOO ($5,000+$3,000), 20 pet cent 
thereof, or $1,600, is B’s earned income from the partnership. C has 
no earned income from the partnership, since he renders no peraonal 
services in connection with the partnership business. 

SEC. 186. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of lncome, war-profits, and excess-profits taxes Impoeed 
by foreign countries or posaeaaloiis of the United States shall be 
allowed as a credlt against( the tax of the member of a partnershlp 
to the extent provided In sectlon 131. 
SEC. 187. PARTNERSHIP RETURNS. 

Every partnership ahall make a return for each taxable year, stntlng 
speclflcdly the items of Its gross lncome and the deductions allowed 
by thls tltle. and shall include In the return the names and addresses 
of the lndivlduals who would be entltled to share In the net lncome Li 
distributed and the amount of the dlstrlbutlve share of each lndivldual. 
The return shall be sworn to by any one of the partners. 

OF UNITED STATES. 

ART. 187-1. Partnenhip return&-Every partnership shall make a 
return of income, regardless of the amount of its net income (see 
section 801 defining the term ‘‘ partnership ”). The return shall be 
on the form prescribed by the Commissioner and shall be sworn to 
by one of the partners. Such return shall be made for the taxable 
year of the partnership, that is, for its annual accounting period 
(fiscal year or calendar year, as the case may be), irrespective of the 
taxable years of the partners. If the 
partnership makes any change in its accounting period, it shall make 
its return in accordance with the provisions of section 47. 

ART. 187-2. Contents of partnership return.-The return of a part- 
nership shall state specifically- 

(a )  The items of its gross income enumeratad‘in section 22; 
(b)  The deductions enumerated in sections 23 and 218; 
(c) The amounts specified in section 25 (a) received by the part- 

nership; 
( d )  The amount of any income, war-profits, and excess-profits 

taxes of the partnership paid during the taxable year to a foreign 

(See sections 182 and 183.) 
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country or to any possession of the United States, and the amount of 
any such taxes accrued but not paid during the taxable year; 

(e) The names and addresses of the individuals who would be 
entitled to share in the net income of the partnership if distributed; 

( f )  The amount of the distributive share of such iiet income of 
each such individual ; 

(9)  The part of such share of the net income which consists of 
earned income (see sections 25 (a) (4) and (5) and 185) ; and 

(A)  Such other facts as are required by the return form. 
SEC. 188. DIFFERENT TAXABLE YEARS OF PARTNER AND 

(a) Qeneral rule.-If the taxable year of n partner 1s different from 
that of the pnrtuerslllp, the distrlbutlve share of the net lncome of the 
partneralilp to be included ln computing the net income of the partner 
for his taxable year shall be based upon the net income of the partner- 
ehlp for any taxable Sear of the partnership ,(whether beginning on, 
before, or after January 1, 1934) ending wlthln the laxable year of 
the partner. 

(b) Partnerrhlp years beginning in  lB88.-For the purpose of’ comput- 
lng the net income of n partner for  R taxable year begiiining after 
December 31, 1933, the partnership net income for any taxable year of 
the partncrslilp beginning before January 1, 1934, shall be computed 
under the Revenue Act of 1032, without regard to sections 101 and 186 
thereof (relating to capltal net gain and capltal net lose) but a s  if 
section 117 of tlils Act (except subsectloll ( d )  thereof) had formed a 
part  of Title I of the Revenue Act of 1032. 

PARTNERSHIP. 

ART. 188-1. Different taxable years of partner and partnership.-See- 
tion 188 (b) applies to cases where a partnership has a taxable year 
beginning in 1933 and ending within any member’s taxable year 
beginning after December 31,1933. I f  in such a case the partnership 
sells or exchanges capital assets 11s defined in section 117 (b) of the 
Revenue Act of 1934, the gain or loss recognized upon such sale or 
exchange to be taken into account in computing partnership net 
income for the purpose of computing the net income of any member 
for his taxable year beginning after December 31,1933, within which 
ended the taxable year of the partnership, shall be in accordance with 
section 117 of tlre Revenue Act of 1934 (except subsection (d) there- 
of) and without regard to sections 101 and 186 of the Revenue Act 
of 1932, but in all other respects the.partnership net income shall be 
coniputed under the Revenue Act of 1932, as amended by section 218 
of the National Industrial Recovery Act. Pursuant to the provisions 
of section 23 (r) and (s) of the Revenue Act of 1932, as amended by 
section 218 (b) and (c) of the National Industrial Recovery Act, 
losses so taken into account from sales or exchanges of stocks and 
bonds (as defined in section 23 ( t )  of the Revenue Act of 1932 and 
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which are not capital assets as defined in section 101 of that Act) 
shall bo allowed as deductions only to tlie extent of the gains, also 
so taken into account, from such sales or exchanges (including any 
gain derived from the retirement cf the partnership's own ob l i a -  
tionu). This paragraph may be illustrated by the following example: 
Example: The M Company is a partnership composed of two 

members, -4 and B. The taxable year of the M Company is the fiscal 
year ending June 30. The taxable year of both A and B is the 
caleiidar year. The M Company is not a person which is excepted, 
under section 23 (r) (3) of the Revenue Act of 1932, as amended by 
section 218 (c) of the National Industrial Recovery Act, from the 
limitation on losses provided in section 23 (r) (1) and (8) of the 
Revenue Act of 1932. For the fiscal year of the M Company ended 
June 30,1934, its entire net income was derived from sales of capital 
assets (as defined in section 117 (b) of the Revenue Act of 1934) as 
follows : 

I)oscrlytlon of pmmrty 

L 

Btock _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Btock _ _ _ _ _ _ _ _ _ _ _ _ _ _  
U O I I ~ B  _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Ooln nr luss rwcopnlred under 
section I 12 of the Revenue 
Act of 1982 

Oaln Loss 

$5,000 

$40, 000 
_____-_.__ $15,000 

PerM asset 
wa8 held 

I nue Act of lU341 nue Act of 1031 

I I 

Under section 117 (a) of tho R e v e ~ i ~ o  Act of 1934, the amount of 
the gain recognized upon tk . f the stork lield for one year to be 
taken into account in computing net income is $5,000 and the amount 
of the loss recognized upon the sale of the stock held for two years 
to be so taken into account is $12,000. Since neither the stock held 
for one year nor the stock held for two years is a capital asset as 
defined in section 101 of the Revenue Act of 1932, the amount allow- 
able as a deduction for tho loss taken into ncciount under section 
117 (a) of the Revenue Act of 1934 upon the sale of the stock Iie!cl 
for two years is liinilcd pursuant to section 23 (r) of the Revenue 
Act of 1932, as amended by section 218 of tlie National Industrial 
Recovery Act, to  the gain t&en into account iii:(ler section 117 (H) 
of the Revenuo Act of 1934 iipon the sale of the .dock held for one 
year, or $5,000. The net i i i co i r l t !  of thv M Coiiipiiry €or its fiscal yew 
ended June 30, 1934, for tlw purposc~ of computing the net income of 
A and the net iiicorne of 11 for their trixiible yctir (the calendar yeur 
1934) is $lO,OOO ($5,000 plu~$16,000 iiiinus &OW). 

I 
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Title I of the Act, as provided in section 1, npp1ic.s t o  tamblo 
years bepiiining nftw Dcceiiiber 31, 1933, untl the inroliir tiix riites 
provided by tlie Act tipl)ly to the net iiicoiric of a pirtiier for 'hi+ 
taxable yeur beginning aifter Decenibei- 31. 1933: including his rntirr 
distributive share of the net income of  n pirtiiership inclodille iintlcr 
section 188 (a) in computing Iris net inconle. irrespective of wlietller 
tho taxable year of the pa~tnersliip ltyaii h fo re  J~ii111ii-y 1, 1034. 
As to tlie nieuriiiig of .' tumble yeur," see section 48 (a). 

t 
I 
i 
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[SEC. 201. TAX ON LIFE INSURANCE COMPANIES.] 
( c )  Fur the purpose only of the t ax  Imposed by thls section there 

shall be allowed a s  a credit against net income (or, In  the case of n 
foreign life insurance cornpimy, agaiust net incwme from sources within 
the United States) the amount received as interest upon obligations of 
the United Btates or of corimrations organized under Act of Congress 
which is allowed to an  individual as a credit for purposes of normal tux 
by section 25 ( a )  (2) or (3). I n  the case of n foreign life insuriince 
company the credit shall not exceed nil niiiount which bears the same 
rutlo to the amount otherwise allowed as a credit as the reserve funds 
required by law and held by it a t  the end of the taxable year upon busi- 
ness transacted within the United States is of the reserve funds held 
by i t  at the end of tlre taxnble year upon all business transacted. 

ART. 201(c)-1. Credits.-” life insurance company is entitled to  R 

credit against net income (or in case of a foreign life insurance com- 
pany, against net income from sources within the United States), for 
the purpose only of the tax imposed by section 201, of the same 
amount received as interest (not entirely exempt from tax) upon 
obligations of the United States or of corporations organized under 
Act of Congress as is allowable to an individual as a credit for pur- 
poses of nornial tax under section 25 (a) (2) or (3). (See also 
section 26.) I n  the case of a foreign life insurance company, such 
credit is limited to the same proportion of the entire credit otherwiso 
allowable as the reserve funds required by law and held at  the entl 
of the taxable year upon business transacted within the United 
States is of the reserve funds held by it a t  the end of the taxablu 
year upon all business transacted. For definition of reserve funds 
see article 203(a)(2)-1. As to foreign companies, see also sectioii 
203 (c). 

SEC. 202. GROSS INCOME OF LIFE INSURANCE COMPANIES. 
( 1 1 )  I n  the case of a life insurance company the term “gross In- 

come ” means the gross amount of income received durliig the trixulile 
year from Interest, dividends, nnd rents. 

(b)  The term “ reserve funds required by l aw”  includes, in the cnse 
of nssessinent insurance, sums actually deposited 11s any compnny 01. 

assuclatlon wlth Rtnte or Territorial utllcers pursunnt to lnw a s  mnr- 
anty or reserve funds, and any funds malntalnetl uuder the cliurter or 
artlcles of incorporation of tlre company or ussoclation exclusively for 
the payment of clulms nrisinl: under certiflcrites of nrenibersliip or 
policlcs issued upon the asscsouient plnn trntl not siibject to any other 
use. 

SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES. 

‘‘ uct income ” means the gross lucoine less- 
(a) General rule.-In the cnse of 11 life iusrir:uice conii1:lii). the term 

Am. 203 (n)-1. General limitation on deductions.-In rtldition to the 
limitations on deductions lieruinafter spwifically referred to, life 
insurance conipunies arc subject to n genernl liniitatioii on dediic- 
tions. See section 24 (a) (5). 

CHAPTER XXV 

INSURANCE COMPANIES 
Supplement Q-Insurance Companles 

SEC. 201. TAX ON LIFE INSURANCE COMPANIES. 
(a) Dellnition.-When used in this title the term ‘‘ life insurance 

compnny ” meuns a n  insuruiice conipany engaged in the business of 
issuing life insurance and annulty contracts (includlng contracts of 
combined life, health, and accideut insurance), the reserve funds of 
which held fur the fulflllment of such contracts comprise more thnn 
50 per centurn of its total reserve funds. 

Am. 201 (a)-1. Life insurance companies: Definition.-The term 
“life insurance company” US used in Title I is defined in section 
201(a). I n  determining whether an insurance company is a “life 
insurance company ” as defined in section 201 (a), no reserve shall be 
regarded as held for the fulfillment of an insurance contract unless 
it conforms to the definition of “reserve” contained in article 
203(a) (2)-1. 

[SEC. 201. TAX ON LIFE INSURANCE COMPANIES.] 
(a) Bate of tax.-In lieu oP the tux iniposed by sectlon 13, there shall 

be levied, collected, and paid for each taxable year upon the net income 
of every life insurance company a tux as follows: 

(1) In  the case of a domestic life lnsurunce company, 13% per 
centum of the amount of its net income in excess of the credit 
provided in subsection (c) of this section ; 

(2) In  the case of a foreign llfe insurance company, 13% per 
centurn of the amount of its net income from sources within the 
United Stntes In excess of the credlt provided in subsection (c) 
of this section. 

ART. 201(b)-1. Life insuranoe companies: Bate of tax.-Life insur- 
ance companies art3 subject to the tax imposed by section 201 (b), in 
lieu of the tax imposed by section 13. The rate for 1034 and for 
subsequent years is 13% per cent, and the net income upon which the 
tax is imposed differs from the net income of other corporations. 
Life insurance companies are not subject to the provisions of section 
117 (capital gains and losses). 

All provisions of the Act and of these regulations not inconsistent 
with the specific provisions of sections 201-203 are applicable to the 
assessment and collection of the tax imposed by aection 201 (b), and 
life insurance companies are subject to the same penalties as are pro- 
vided in the case of returns and payment of income tax by other 
corporations. The return shall be on Forin 1120 L. 

(296) 
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[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES,] 

'' net income " means the gross income less-j 
[(a) Oeneral rule.-In the cnse of a life Insurance coiiipuny the term 

(1) T A X - F ~ C  INTmumT.-The amount of interest received during 
the taxable year which under section 22 (b)  (4)  is  excluded from 
gross Income ; 

ART. 203(a) (1)-1. Tax-free interest.-Interest which in the case of 
other taxpayers is excluded from gross income by section 22 (b) (4) 
but included in the gross income of a life insurance conipany by 
section 202 (a) is allowed as a deduction from gross income by sec- 
tion203 (a) (1). 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 
[(a) General rule.-In the case of a llfe liisurance company the term 

(2) Rar5vm FWNDS.-A~ amount ffiuul to 4 per centum of the 
mean of the r e m e  fuuds required by law and held a t  the begin- 
ning and end of the taxable ycur, except tliut in the case of any 
such reserve fund which is computed at a lower Interest assumptlon 
rate, the rate of 3% per centnin shall be sabstltuted for 4 per 
centum. Life Insurance companies issulng pollcies covering life, 
health, and accident insurance combined in oue policy issued on 
the weekly premium payment plun, continuing for life and not sub- 
ject to cancellatlon, shall be allowed. in addition to the above, a 
deduction of 3% per centwn of the meun of such reserve fonds 
(not requlred by law) held a t  the beginning and end of the taxable 
year, as the Commiasioner'flnds to be necessary for the protwtlon 
of the holders of such policies only; 

Am. 203(a) (2)-1. Reserve funds.-In general, the reserve contem- 
plated is a sum of money, variously computed or estimated, which, 
with accretions from interest, is set aside (reserved) as a fund with 
which to mature or liquidate, either by payment or reinsurance with 
other companies, future unaccrued and'contingent claims. It must be 
required either by express statutory provisions or by rules and r ey la -  
tions of the insurance department of a State, Territory, or the Dis- 
trict of Columbia when promulgated in the exercise of a power con- 
ferred by statute, but such requirement, without more, is not eml- 
clusive; for example, it does not include reserves required to be m a h  
tained to provide for the ordinary running expenses of a business 
definite in amount, and which must be currently paid. by every com- 
pany from its income if its business is to continue, such as taxes, 
salaries, reinsurance and unpaid brokerage ; the reserve or net value 
of risks reinsured in other solvent companies to the extent of the rein- 
surance; reserve for premiums paid in advance; annual and deferred 
dividends; accrued but unsettled policy c l a i p  i lpsses incurred but 
unreported ; .liability on supplementaq' contracts not involving life 
contingencies; estimated ualue of future premiums which have been 
waived on policies after proof of total and permanent disability. 

net Income " means the gross incoiiie less-] 

' 
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I n  any case where reserves are claimed, sufficient information must 
be filed with the return to enable the Commissioner to  determine the 
validity of the claim. Reference should be made to the item in 
which the reserve appears in the annual statement aiid to the statute 
or  insurance department ruling requiring that such reserves be held. 
Only reserves which are so required, which are peculiar to  insurance 
companies, and which are dependent upon interest earnings for their 
maintenance will be considered. A company is permitted to make 
use of the highest aggregate reserve called for by any State or Terri- 
tory or the District of Columbia in which i t  transacts business, but 
the reserve must have been actually held. 

I n  the case of life insurance companies issuing policies covering 
life, health, and accident insurance combined in one policy issued on 
the weekly premium payment plan, continuing for life and not sub- 
ject to  cancellation, it is required that reserve funds thereon be based 

I 
1 '  
1 

I 

I 

upon recognized tables of experience covering disability benefits of 
the kind contained in policies issued by this particular class of com- 
panies. The deduction in respect of such reserve funds (not required 
by law) is 3% per cent of the mean of such reserve funds held a t  
the beginning and end of the taxable year. 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 

'' net income " means the gross Income less-] 
[(a) Oeneral rule.-In the case of a life insurance compnny the term 

(3) DIVIDENDS.-The amount received as  ilivldenda from a d* 
mestic corporation which Is subject to taxation under this title, 
other than a corporatlon entltled to the beneflts of section 251, and 
other than a corporation organlzed under the Cliina Trade Act, 

ART. 203 (a) (3)-1. Dividends.-The deduction allowed by section 
203 (a) (3) for dividends received from other corporations is identi- 
cal with the deduction allowed other corporations by section 23 (p). 

1922 ; 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 
[(a) General rule.-In the case of n life Insururlcc compnny the term 

*' net income " means the gross income less-] 
(4) Rmlsvm FQB DIVIDENM.-bn amount equal to 2 per centum of 

any sums held a t  the end of the taxable gear as a reserve for divl- 
dends (other than dividends pugable duriug the yeur following the 
taxable year) the payment of which Is deferred for a period of not 
less than five years from the date of the policy contract ; 

(6) INVRZJTMIUNT amPmsea--lnvestment expenses pald duriug the 
taxable year: proui&d, Thnt if any general expenses are in part 
usslgned to or included In the investment espenses, the total deduc- 
tion under thle paragraph shall not erceed one-fourth of 1 per 
centum of the book value of the menu of the iuveated assets held 
at the beginning and end of the taxable year; 
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h. 203(a) (5)-1. Investment expenres.-The term " general ex- 
penses " as wed in the A h  means any expense incurred for the benefit 
of more than one department of the company rather than for the 
benefit of e particular department thereof. Any assignment of such 
expense to the investment department of tlie company for which e 
deduction is claimed under section 203 (a) (5) shall operate to sub- 
ject the total investment expenses to the limitation provided in that 
section. 

I f  no general expenses ere assigned to or included in investment 
expenses the deduction may consist of investment expenses actually 
paid during the taxable year in which case an itemized schedule of 
such expenses must be appended to the return. 

Invested assets for the purpose of section 203 (a) ( 5 )  and this arti- 
cle ere those which are owned and used, and to  the extent used, for 
the purpose of producing the income specified in section 202 (a). 

The maximum allowance of one-fourth of 1 per cent will not be 
granted unless it is shown to the satisfaction of the Commissioner 
that such allowance is justified. 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 

"net income" means the gross Income less-] 
[(a) Qeneral rule.-In the case of a life Insurance company the term 

(6) REAL ESTATE ExPENSEs.--'l'uxes and Other expenses pald 
during the taxable year excluslvely upon or with respect to the 
real estate owned by the company, not including taxes assessed 
against local beneflts of a kind tending to increase the value of 
the property assessed, and not including any amount pald out for 
new bulldlngs, or for pernitinent improvements or betterments 
made to increase. tlie vnlue of any property. The deduction 
allowed by this paragraph shall be allowed in the case of taxes 
imposed upon a shareholder of a company upon hle interest as 
ahareholder, which are pald by the conipnny without reimburse 
ment from the shareholder, but In such cases no deduction shall be 
allowed the shareholder for the amount of puch tnxes; 

Am. 203(a) (6)-1. Taxes and expenses with respect to  real estate.- 
The deduction for taxes and expenses under section 203 (u) (6) in- 
cludes taxes and expenses paid during the taxablu year exclusively 
upon or with respect to real estate owned by the company and any 
sum representing taxes imposed upon a shareholder of the company 
upon his interest as shareholder which is paid by the company with- 
out reimbur6eMent from the shareholder. No deduction shall be 
allowed, however; for taxes, expenses, and depreciation upon or with 
respect to  any reel estate owned by the company except to  tbe extent 
used for the purpose of producing investment income. (See article 
203 (a) (5)-1.) As to  real estate owned end occupied by the company 
see article 203 (b)-1. 
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[SEC. 203. N E T  INCOME OF LIFE INSURANCE COMPANIES.] 

'' net income " iiieuns the gross income lexs-1 
[(a) General rule.-h tlic cuse of u life lnvuruiice comiuiiiy the terrd 

(7)  l)b.rmcrnTioN.-A reasonublr ullowunce, as provided 111 
sewtion 2:i ( I ) ,  for the Exhnustiun, wcw niid tcur o f  Iwoperty, in- 
dudlng i i  rwisoiiiiblc ullo\vuiicc for obsolewencc: tinil 

Am. 203 (a) (7)-1. Depreciation.-The deduction alloivcd by bCC- 

tion 203 (a)  (7) for depreciation is, except as provided in articlc 
203 (b)-1, identicul with that dlowetl otlicr corporations by bectioii 
23 (1). The iiiiiount allowed by section 23 (1) in the cabe of life 
insurance companies is limited to depreciation sitstained on the prop- 
erty used, and to tlie extent iiscd, for the purpose of producing the 
income specified in section 202 (a). 

[SEC. 203. NET INCOME OF L l F E  INSURANCE COMPANIES.] 

I 

[(a) Qeneral rule.-IIi tlie caw of ti life lnsuruiice compciliy the  term 
'' net income " ineiins tlie gross income lens-] 

( 8 )  INTU~KSRT.-A~~ interest I,uitl wltliin the ttixuble year o ~ i  ltu 111- 

debtedness, excvpt on iiidebtedrirxs incurred o r  contiuued to purchase 
or mrry obllgations (other tliuii obligiitlons of the United Stutm lsuued 
rtfter September 21, l D J i ,  iuid origiiiully subscrlbd for by the tar-  
Iiayer) the interest upon which Is wliolly cxtwipt froni turntion uiitler 
this title. 

ART. 203 (a) (8)-1. Interest.-'l'lie deduction allowed by section 203 
(a) (8) for interest on indebtoclness is the same as that allowed other. 
corporations by section 23 (b) but this deduction includes interest on 
dividends held on deposit uiitl siirreritlcred during tho taxable year. 
Reserve funds as dcfiivd in article 203 (a) (2)-1 are not indebtedness. 
Dividends left with the coinpuny to uccuiiiulate a t  interest are IL debt 
and not u reserve liability. 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 
(b) Xental value of real estate.-The clctluctlon under subsection 

(a )  (6) or (5) of this sectloii un uc&ulit of uliy reul cxtutc owned and 
occupied in wliole or in p i r t  by u lire irixurance comyuny, shall be 
Ilmitcd to aii amount wliich burs llic siime ratio to tiuch iieductlun 
(computed without regurd to this subsection) ns the rentalvalue of the 
space not H) cmmi)itrl bc.iirs to tlic reiitul viiliie of 1 1 1 ~ .  entire prulerty. 

ART. 203 (b)-1. Real estate owned and occupied.-The amount allow- 
able as e dediiction for tuxes, cxpc~iscs, ant1 depreciation upon or 
with respect to any real estate owned rind occupied hi whole or in part 
by a life insurance coiiipariy is iimitcd to tin aiiiount which bears tlrc 
same ratio to such deduction (coiiil)iitivl witliolit rrgard t ( J  this limita- 
tion) us the rcntttl value of tlic"sptlc:c not so occripictl bears to tlic 
rental value of the entire property. For cxanrple, if the reiitiil vuliir: 
of the space not occupied. by the conipaey is equal to one-half of the 
rental valuu of tlie eiitire property, tlic deduction for ttixcs, wpenscs, 

I 
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and depreciation is one-half of the taxes, expenses, and depreciation 
on account of the entire property. Where a deduction is claimed as 
provided in this article, the parts of the property occupied and the 
parts not occupied by the company, together with the respective 
rental values thereof, must be shown in a statemunt accompanying 
the return. 

[SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES.] 
(c) Foreign life insurance companies.-In the case of 11 foreign life 

lnsurance company the amount of i t s  net income for any taxable yenr 
from sources within the United Stales shall be the same proportion 
of ita net income for  the taxable yeur from sources within and with- 
out the United States, which the reserve funds required by law and 
held by it at the end of the taxable yrur upon business trunsacted 
within the United States is of the reserve funds held by it at the end 
of the taxable year upon all business transacted. 

ART. 203(c)-1. Foreign life insurance companiea.-Foreign life in- 
surance companies holding reserve funds upon business transacted 
within the United States nre taxed under section 201 (b) (2) upon 
their net income from sources within the United States in excess of 
the credit provided in  section 201 (c). All business transacted by 
a United States branch or agency of a foreign life insurance wm- 
pany, for which a reserve fund is required by the laws of any 
State or Territory of the United States or of the District of 
Columbia, will be regarded as business transacted within the United 
States. A foreign life insurance company not doing an insurance 
business within the United States and holding no reserve funds upon 
business transacted within the United States, but which derivea in- 
come from sourcea within the United States as defined in section 119, 
is subject to the tax imposed by section 13 upon income derived from 
sources within the United States. (See sections 231-238.) 

SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR 

(a) Impodtion of tax.-In lieu of the tax Imposed by section 18 of 
this title, there shall be levied, collected, nnd puitl for each tnxable 
year upon the net income of every insurance company (other than a 
life or mutual insurance company) a tau as follows: 

(1) In the case of spch a domestic insurunce company, l 3 q L  
per centwn of the amount of I t s  net income in excess of the credit 
provided in subsection ( f )  of this section ; 

(2) In the case of such n foreibm Insurunce company, IS% per 
centum of the amount of ita net income from sourees witbln the 
United States in escess of the credit provided in eubsection ( f )  
of this sectlon. 

MUTUAL. 

ART. 204(a)-l. Tar on haranoe companies other than life or ma- 
tna1.-For the calendar year 1934 and subsequent years all insurance 
companies (other than life or mutual companies) aro subject to the 

I 

J 

tax imposed by section 204. The term “insurance companies” as  
used in this article and in articles 204(b)-1, 204(c)-1, and 204(f)-1, 
means only those companies subject to  the tax imposed by section 204. 
The rate of the tnx imposed by section 204 is 13% per cent and the net 
income upon which the t a r  is imposed, as defined in section 204, dif- 
fers from the net income of other corporations. All provisions of the 
Act and of these regulations not inconsistent with the specific provi- 
sions of section 204 are applicable to the assessment and collection of 
the tax imposed by section 204(a), and insurance companies are sub- 
ject to  the same penalties as provided in  the case of returns and pay- 
ment of income tax by other corporations. Since section 204 provides 
that the underwriting and investment exhibit of the annual statement 
opproved by the National Convention of Insurance Commissioners 
shall be the basis for computing gross income and since the annual 
statement is rendered on the calendar year basis, the first returns 
under section 204 will be for the taxable year ending December 81, 
1934, and shall be. on Form 1030. 

[SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR 

(b) Definition of income. eta.-In the cuse of an insurance company 

(1) OBOS~ I I P C O M I L - “ ~ ~ O ~ ~  income” means the  sum of (A) the 
combined gross amount earned during the taxable year, from in- 
vestment income and from underwriting income as provided in 
this subsection, computed on the basis of the undemrlting and 
investment exhibit of the annual statement approved by the Na- 
tional Convention of Insurance Commlssioners, and (B) gain during 
the taxable year from the sale or other dlspoeition of property, 
and (C) all other items constituting gross income under section 22; 

(2) N m  INCOME-“ h’et income ” nieans the gross income as de- 
tlned in  paragraph ‘(1) of this subsection less the deductions 
allowed by snbsectlon (c) of tills section; 

(8) I A V ~ C ~ T Y E ~ T  IACDME-“ Investment income’’ means the grosa 
amount of income earned during t h e  taxable year from interest. 
dividends, and rents, computed as follows: 

To all  Interest, dividends and rents received during the taxable 
year, add interest, dividends and renta due and accrued a t  the end 
of the taxable year. and deduct all Interest, dividends nnd rents 
due and accrued at the end of the preceding taxable year; 

(4) U~omtwnmno  IIOMB-“ Underwriting income ” means the 
premiums earned on insurance contracts during the taxable year 
lees losses incurred and expenses Incurred ; 

( 5 )  PPnrm~t~ carnrm.-“Premiuma earned on insurance con- 
tracts during the taxable year” means a n  amount computed aa 
rollowe: 

From the amount of gms premiums written on insurance con- 
tracts during the taxable year, deduct return premiums and preml- 
ums paid for reinsurance. To the result so obtained add unearned 

MUTUAL.] 

subject t o  the tax imposed by this section- 
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p m l u m s  on outstandlng buslness a t  the end of the precedlng 
taxable year and deduct unearned premiums on outstanding bud- 
ness a t  the end of the taxable year; 
(6) ~oeerrj XNOUPPPL' Losses incurred " means losses incurred 

durlug the taxable year on Insurance contracts, computed a s  
follows : 

To losses pald during the taxable year, add salvage and reln- 
gurance recoverable outstanding a t  the end of the precedlng tax- 
able year, and deduct salvage and mlnsurance recoverable outntand- 
ing a t  the end of the taxable yeor. To the result so obtained add 
all unpaid losses outstanding ac the end of the taxable year and 
deduct uupald losses outstanding a t  the end of the pmedlng tax- 
able year ; 

(7) E x m a k e  XI--" Expenses incurred " means all ex- 
penses shown on the annual statement approved by the National 
Conventlon of Insurance Commlsslonera, and shall be computed as 
follows : 

To all expensea pald during the taxable year add expenses un- 
pald a t  the end of the taxable year and deduct expenses unpaid a t  
the end of the precedlng taxable year. For the purpose of comput- 
ing the net income subject to the tax lmposed by thin sectlon there 
shall be deducted from expemks incprred a s  deflned in  thle para- 
graph all expenses incurred whlch are not ullowed as deductlons 
by subsection (c) of this section. 

ART. 204(b)-l. Oross income of insurance companies other than life or 
mutual.-Gross income as defined in section 204 (b) means the gross 
amount of income earned during the taxable year from interest, 
dividends, rents, and premium income, computed on the basis of the 
underwriting and investment exhibit of the annpal statement ap- 
proved by the National Convention of Insurance Commissioners, as 
well as the gain derived from sale or other disposition of property, 
and all other items constituting gross income under section 22. See 
section 22 (a), (b), and (c). It does not include increase in liabili- 
ties during the year on account of reinsurance treaties, remittances 
from the home office of a foreign insurance company to the United 
States branch, borrowed money, grow increase due to adjustments in 
book value of capital assets, and premium on capital stock sold. The 
underwriting and investment exhibit is presumed clearly to reflect 
'the true net income of the company, and in so far as it is not incon- 
sistent with the provisions of the Act will be recognized and used as a 
basis for that purpose. All items of the exhibit, however, do not 
reflect an insurance company's income as defined in the Act. By 
reason of the definition of investment income, miscellaneous items 
which are intended to reflect surplus but do not properly enter into 
the computation of income, such as dividends declared, home office 
remittances and receipts, and special deposits, are ignored. Gain or 

'loss from agency balances and bills receivable not admitted as assets 

I 
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on the underwriting and investment exhibit will be ignored, except- 
ing only such agency balances and bills receivable as have been 
charged off the books of the company as bad debts or, having been 
previously charged off, are recovered during the taxable year. 

[SEC. 204. INSURANCE COMPANIES O T H E R  T H A N  LIFE OR 

(a) Deductions allowed.-Iu computlng the net income of an insur- 
ance company subject to the tax imposed by this section there shall 
be nllowed as deductlons: 

(1) All onllnary nnd necessary expenses incurred, as provided 
in section 23 (a )  ; 

(2) All iuterest as  provided In section 23 (b) ; 
(3) Taxes as provided in sectlon 23 (c) ; 
(4) Losses lncurred as deflned In subeectlon (b) (6)  of this 

section ; 
( 5 )  Subject to the llmltatlon contalned in section 117 (a). 

losses sustnlned during the taxable year from the sale or other 
dlsposltlon of property; 

( 8 )  Bad debts ln the nature of agency balrinces and bllb re- 
celvable ascertalned to be worthless and charged off within the 
taxable year; 

(7) The amount recelved as dlvldends froni corporations ns 
prorlded In sectlon 23 (p) ; 

( 8 )  The amoutit of Interest enrned during the tasable year 
which under sectlon !22 (b)  (4) is excluded from gross income; 

( 0 )  A reasonable allowance for the exhaustlon, wear aud tear 
of property, as provided In section 23 ( I ) .  

MUTUAL.] 

ART. 204 (c)-1. Dednctionr allowed insnranae companies other than life 
or mutual.-The deductions allowable are specified in seetion 204, but 
are subject to  a general limitation. 

Among the items which may not be deducted are income and 
profits taxes imposed by the United States, income and profits taxes 
imposed by any foreign country or possession of the United States 
(in cases where the company signifies in its return its desire to 
claim to any extent a credit for such taxes), taxes assessed against 
local benefits, donations, decrease during the year due to adjustments 
in the book value of capital assets, decrease in liabilities during the 
year on account of reinsurance treaties, dividends paid to sharehold- 
ers, remittances to the home offide of a foreign insurance company 
by the United States brnnch, and borrowed money repaid. 

I n  computing net income of insurance companies other than life or 
mutual losses sustained during the taxable yenr from the sale or other 
disposition of property are deductible subject to tho limitation con- 
tained in section 117 (d) but the graduated percentage reduction of 
gains and losses contained in section 117 (a) does not apply in the 
case of insurance (or other) corporations. 

(See section 24 (a) (J).) 
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[SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR 

(d) Deduction8 of foreign oorporat1ona.-In the case of a foreign cor- 
poratlon the deductions allowed In this section shall he allowed to 
tlie extent provltied In Supplement I. 

(e) Double deductIonr.--Nothlng in thls section shall be construed to 
permit the same Item to be twlm deducted. 

( f )  For tlie purpose only of the t n r  imposed by this section there 
shall be allowed as a credit against net Income (or, in the case of a 
foreign corporation, against net income from sources wlthin tlie Unlted 
States) the amount received as  interest upon obllgatlona of the United 
States or of corporatlons organized under Act of Congrees which Is 
allowed to an Individual as a credit for purposes of normul tax by 
section 25 (a)  (2) or (3). 

MUTUAL.] 

ART. 204(f)-l. Cndita.-Insurance companies are entitled to  n 
credit against net income (or in the case of a foreign corporation 
against net income from sources within the United States) for the 
purpose of the tnx imposed by section 204 in the same amount received 
as interest (not ciitirely exempt from tax) upon obligations of tho 
United States or of corporations organized under an Act of Con- 
gress, aa is allowable to an individual as a credit for purposes plf 
normal tax under section 25 (a) (2) or (3). (See also section 26.) 

As to credits allowed a domestic insurance company for income, 
war-profits, and excess-profits taxes paid or accrued during the tax- 
able year to a foreign country or a possession of the United States, 
see section 205. 

SEC. 205. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of income, war-proftt6, and excess-prdlta taxea imposed 
by foreign countries or poesesslorp of the United Stat- shall be allowed 
as a credlt against the tax of a domestic insurance company subject 
to the tax impoeed by section #n or !U)4, to the extent provided in the 
case of a domestic corporation In sectlon 181, and In such c a m  “net  
income” a s  used in that section means the net Income a s  dellned In 
this Supplement. 
SEC. 206. COMPUTATION OF GROSS INCOME. 

The gross Income of Insurance companies subject to the tax imposed 
by section 201 or 204 shall not be determined iu the manner provided 
in section 119. 
SEC. 207. MUTUAL INSURANCE COMPANIES OTHER THAN LIFE. 

(a) Applloation of title.-Mutual lnsurance companles, other than 
life insurance companies, shall be taxable In the same manner a8 other 
corporations, except as  herelnafter provitled in thls ~ectlon. 

(b) Qrors income.-Mutual marine-Insurance companles shall include 
in gross income the gms premiums collected and recelved by them 
less amounts pald for reinsurance. 

(c) Deductions.-In addition to the deductlons allowed to corpora- 
tions by section 23 the following deductlons to iusurance companiee 
shall also be allowed, unless otherwise allowed- 

OF UNITED STATES. 

c 
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(1)  MUTUAL INCIUUNCB OOYPANIEB WJ%EB THAN UFll INSUE- 

AXIX.-IU the caw of mutual insurance companies other than life 
Insurance companles- 

(A)  the  net addition required by law to be made witliln the 
tiixable year to reserve fun& (Including In the case of assess- 
ment Insuranm courpanie8 the actual delmlt of suais with 
State or Territorial offlcem pursuant to law as addltions to 
guarantee or reserve funds) ; and 

(B) the sums other thun dividends pald w i t h  the tuxable 
year on policy nnd annuity contracts. 

(2) MUTUAL MAIUNE IlsUBANOE O O M P A N 1 ~ . - h  the Case Of mu- 
tual marine insurance companies, in addition to  the deductlorn 
allowed in paragraph (1) of thls subsection, unless otherwise 
allowed, aniounls repaid to pollcyholders on account of preiniums 
prevlously paid by them, and Interest paid upon such amounts 
between the ascertaiument and the payment thereof; 

mNE-In the cwe of mutual insurance companies (lncludlng inter- 
Insurers and reciprocal underwrlters, but not including mutual life 
or mutual marine Insurance companies) requiring their membem 
to make premium depolilts to  provide for lossev and expenses, the 
umount of premium deposits returned to  their policyholders and 
the aniount of premium deposits retnlned for the payment of losees, 
expenses, and relrisiirance reserves. 

(3) MUTUAL INSUIWNCBI ODMPANIE:8 OTEm THAN IAW AND MA- 

AI~T. 207-1. Classes of mutual insurance companies other than life.- 
The torin, “ mutual insuranco coniyanies other than life insurance 
companies,” as used in the Act and these regulations, includes the 
following : 

Class (a), those that operate on a limited li_ability basis, charging 
a stipulated cash premium for their policy of insurance; 

Class (b), thoso that operate on an assessment basis, 
(1) requiring dcposits in advance, 
(2) not requiring deposits in advance; 

C&s (c) , reciprocal insuranco exchanges or associations; and 
Class (d), mutual marine insurance companies. 
( A )  CZuss (a).-Companies coining within class (a) will return 

the amount of net premiums written within the year in addition to 
the items of Pncomc which are rcquired to be returned by corporations 
generally under section 22. 

In  addition to  the deductions and credits to which corporations 
genorally are entitled as defined and limited under sections 23, 24, 
and 26, insurance companies of this type are entitled to deduct from 
gross income the special deductions mentioned in section 207 (c) (1) 
(A) and (B). For a general definition of reserve funds ” 6 e ~  arti- 
cle 203(a)(?)-l. I n  the case of companies falling within class 
(a) the only reservo fund commonly recognized is the “unearned, 
premium ’’ fund. Dividends are not deductible. The term “divi- 
dcnds ” ns used in section 207 (c) (1) (B) includes distributions 

04760’--56-22 
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made, and commonly referred to as dividends, by mutual insurance 
companies other than life, and is not limited to the definition appli- 
cable to corporations generally. 

(23) 6'7a.s~ ( 6 )  ( I )  and (B).-companies coming within class (b)  
(1) and (2), if not exempt under section 101 ( l l ) ,  will make their 
returns as follows: 

( I )  Class (b) (l).-In addition to the items of gross income 
which are required to  be returned by corporations generally un- 
der section 22 and the regulations thereunder companies falling 
under class (b) (1) will return the amount of premium deposits 
received or receivable during the year, depending upon the basis 
on which the books are kept and the returns are made, plus tho 
amount of such deposits retained for the payment of losses, cx- 
penses- and reinsurance reserves a t  the close of the preceding tax- 
able year. 

I n  addition to the deductions and credits to which corporations 
generally are entitled as defined and limited under sections 23, 
24, and 26, insurance companies of this type are entitled to 
deduct from gross income : 

(1) The amount of premium deposits returned to  policy- 
holders during the year ; 

(2) The amount of premium deposits retained at  the end 
of the taxable year for the payment of losses, expenses and 
reinsurance reserves. As used in this article the term 
" losses " means incurred losses; the term '' expenses " means 
accrued expenses and the term " reinsurance reserves " 
means the amount necessary to reinsure outstanding policies 
for their unexpired terms; 

(3) The actual deposit of sums, if m y ,  made out of tho 
income of the taxable year with Stth or Territorial officers 
pursuant to law as additions to guarantee or reserve funds. 

(11) Class (b) (2).-Companies coniing within class (b) (2) 
will include in gross income, in addition to tho items of gross in- 
come which are required to be xvturned by corporations gener- 
ally under section 22, the amount of assessinents receivcd or 
receivable during the year depending upon the basis on which 
the books are kept and the returns are made. 

I n  addition to  the deductions and credits to which corporations 
generally are entitled as defined and limited under sections 23, 24, 
and 26, insurn-nce companies of this type are entitled to deduct from 
gross income the amount of assessments returned to policyholders 
during the year and the actual deposit of sums, if any, made out of 
the income of the tnxable year with State or Territorial officer.s 
pursuant to law as additions to guarantee or reserve funds. 

(See section 115 (a) .) 
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(0 )  0lase ( 0 )  .-Reciprocal insurance exchanges or associations 
operate generally on the premium deposit plan. Such companies are 
subject to the same requirements, are permitted 'the same deductions, 
and will make returns under the same conditions and in the same 
manner as assessment premium deposit companies. 

( D )  CaSs (d) .-Mutual marine insurance companies will include 
in gross income the amount of gross premiums collected and received 
by them less amounts paid for reinsurance in addition to the items of 
gross income required to be returned by corporations generally under 
section 22. 

I n  addition to deductions and credits to which corporations gen- 
erally are entitled as defined and limited under sections 23,24, and 26, 
and to which mutual insurance companies other than life are entitled 
under section 207 (c) (1) insurance companies of this type are 
entitled to deduct from gross income amounts repaid to policyholders 
and interest thereon as provided in section 207 (c) (2). 

(E) CJmerd.-If the business of a mutual insurance company 
other than life partakes of the character of more than one of the 
classes hereinabove described its aggregate income from all classes 
shall be determined by computing the income received from each 
class separately according to the method applicable to that class. 

A copy of the report made to the insurance department of the 
State, Territory, or District of Columbia which shows the reserves 
used in computing the net income reported on the return shall be filed 
therewith. The return shall be on Form 1030. 

As to the limitation on deductions generally, see section 24 (a) (5).  
Mutual insurance companies other than life not coming within the 

specific provisions of section 207 (b) and (c) shall make their returns 
under the same provisions of the law and regulations and shall be 
taxable in the same manner as corporations generally. 
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CHAPTER XXVI 

NONRESIDENT ALIENS 
Supplcnient 11-Nonrealtient Allcn Intllvldunls 

SEC. 211. GROSS INCOME. 
(a) Qeneral rule.-In the cnse of a ~ionresldent dien Indivldunl gross 

income includee Only the gross income from source8 wlthln the United 
States. 

(b) Bhipr under foreign flag.-The income of a nonresident nllen 
individual which consists exclusively of enmlngs derived from the o p  
erntion of a shlp or ships documented under the Jnws of n foreign coun- 
try which grants an equivalent exemption to citizens of the United 
Stntea and to corporations orgnnized in the Unlted Stutes, shall not be 
included in grow income and eliull be exempt from tuxution under this 
title. 

ART. 211-1. Definition.-A " nonresident alien individual " means 

(a) Whose residence is not within the United States; and 
(b) Who is not a citizen of the United States. 
An alien actually present in the United States who is not a mere 

transient or sojourner is a resident of the Unitsd States for pur- 
poses of the income tax. Wliether he is a transient or not is deter- 
mined by his intentions with regard to the length and nature of his 
stay. A mere floating intention, indefinite as to time, to return to 
another country is not sufficient to consditute him a transient. I f  he 
lives in the United States and has no definite intention as to his stay, 
he is a resident. One who comes to the United States for a definite 
purpose which in its nature inay be promptly nccomplislld is a 
transient; but if his purpose is of such a nature that an extended 
stay may be necessary for its accomplishment, and to that end the 
alien makes his home temporarily in the United States, he becomes a 
resident, though it may be his intention a t  all times to return to  his 
domicile abroad when tho purpose for which he came has been con- 
summated or abandoned. An alien whose stay in the United States 
is limited to a definite period by the immigration laws is not a resi- 
dent of the United States within the meaning of this article, in the 
absence of exceptional circumstances. 

Am. 211-2. Alien seamen, when to  be regarded as iwidents.-In order 
to determine whetliw an  alien seniriail is a resident within the mean- 
ing of the income tax law, it is necessary to decide whether the pre- 
sumption of nonresidence is overcome by facts showing that he has 
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an individual- 

established a residence in the United States. Residence may be es- 
tablished on u vessel regularly engaged in coastwive trade, but the 
mere fact that a sailor aiiultes his home on a vessel flying tlie United 
States flag and engaged ill foreign trade is not sufficient to establish 
residence in the Uiiibd States, even though tho vessel, while carrying 
on foreign radc, touches a t  Aiiierican ports. An alien seaman may 
acquire an actual residence in the Unibd States within the rules laid 
down in article 211-3, altliough the nature of his calling requires him 
to be absent for a long period from the place where his residence is 
established. An alien seaman may acquire such a residence a t  a 
sailors' boarding house or  hotel, but such a claim should be carefully 
scrutinized in order ta make sure that such residence is bona fide. 
The filing,of Form 1078 or taking out first citizenship papers is 
proof of residence in the United States from the time the form is 
filed or the papers taken out, unless rebutted by other evidence show- 
ing an intention to be a transient. The fact that a head tax has been 
paid on behalf of an alien seaman entering the United States is no 
evidence that he has acquired residence, because the head tax is pay- 
able unless the alien who is entering the country is merely in transit 
through the country. 

ART. 211-3. Proof of residence of alien.-The following rules of evi- 
dence shall govern in deterniiniiig whether or not an alien within 
the United States has acquired residence therein within the meaning 
of the Act. An alien, by reason of his alienage, is presumed to be a 
nonresident alien. Such presumption may be overcome- 

(1) In  the case of an alien who presents himself for determination 
of tax liability prior to departure for his native country, by (a) 
proof that the alien, a t  least six months prior to the date he 80 pre- 
sents himself, has filed a declaration of his intention to become a citi- 
zen of the United States. under the naturalization laws, (b) proof 
that the alien, at least six months prior to the data he so presents him- 
self, has filed Form 1078 or ite equivalent, or ( c )  proof of acts and 
statements of the alien showing a definite intention to acquire resi- 
dence in the United States or showing that his stay in the United 
States has been of such an extended nature as to constitute him a 
resident j 

(2) I n  other cases by (a) proof that the alitn has filed a declara- 
tion of his intention to become a citizen of the United States under 
the naturalization laws, (6) proof that the alien has filed Form 1078 
or its eqiiivalent, or (c) proof of acts and statellleiits of an alien 
showing a definite intention to acquire residence in the United States 
or showing thnt his stay in the United States has 4ccn of such an 
extended nature as to constitute him a resident. 

P 
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I n  any case in wliicli an alien seeks to overcome the presuxnption 
of nonresidence under (1) (c) or (2) (c), if the officer who examines 
the alien is in doubt as to the facts, such officer may, to assist hini 
in determining the facts, require an affidavit or affidavits setting 
forth the facts relied upon, executed by some credible person or per- 
sons, other than the alien and members of his iamily, who have 
known the alien a t  least six months prior to the date of execution of 
the affidavit or affidavits. 
ART. 2114. Lorn of residenoe by alien.-An alien who has acquired 

residence in the United Stntes retains his status as a resident until 
he abandons the same nnd actually depnrts from the United States. 
An intention to change his residence does not change his status as R 

resident alien to that of a nonresident alien. Thus an alien who has 
acquired a residence in the United States is taxable as a resident for 
the remainder of his stay in tlie United States. 
ART. 211-5. Duty of employer to  determine status of alien employee.- 

I f  wages are paid to aliens without withholding the tax, except as 
permitted in article 214-2, the employer Rhould be prepared to prove 
the status of the alien ns  provided in the foregoing articles. An 
employer may rely upon the evidence of residence afforded by the 
fact that an alien has filed Form 1078, or an equivalent certificate of 
the alien establishing residence. An employer need not secure Form 
1078 from the alien if he is satisfied that the alien is a resident alien. 
An employer who seeks to account for failure to withhold in the 
past, if he had not a t  the time secured Form 1078 or its equivalent, 
i s  permitted to prove the former status of the alien by any compe- 
tent evidence. The written statement of the alien employee may 
ordinarily be relied upon by the employer ns proof that the alien is 
a resident of the United States. 

ART. 211-6. Qrosr income of nonresident alien individuals.-In the 
case of nonresident alien individuals ‘‘ gross income ” means only the 
gross income from sources within the United States, determined 
under the provisions of section 119. (See articles 119-1 to 119-14.) 
The i t i n s  of gross income from sources without the United States 
and therefore not taxable to nonresident aliens are described in sec- 
tion 119 (c). As to who are nonresident alien individuals see articles 
211-1 to 211-6. 

Income received by a resident alien from sources without the 
United States is taxable though such person may become a nonresi- 
dent alien subsequent to its receipt and prior to the close of the tax- 
able year. Conversely, income received by a nonresident alien from 
sources without the United States is not taxable though such person 
may become a resident alien subsequent to its receipt and prior to tho 
close of the taxable year. 

I 
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Am. 211-7. Exclusion of earnings of foreign ships from gross home.- 
So much of the income from sources within the United States of a 
nonresident alien individual as consists of earnings derived froin the 
operation of a ship or ships documented under the laws of a foreign 
country which grnnts an equivalent exemption to citizens of the 
United States nonresident in such foreign country and to  corpora- 
tions organized in the United States, shall not be included in gross 
income. Foreign countries which either impose no income tax, or, 
in imposing such tax, exempt from tnxation so much of the income 

and of a comoration organized in the United States as consists of 
of a citizen of the United States nonresident in such foreign coun@y - 

earnings der:ved from tie operation of a ship or ships documented 
under the laws of the United States are considered as granting an 
equivalent exemption within the moaning of this article. ** 

SEC. 212. DEDUCTIONS. 
(a) General rule.-In the caw of n nonreeldent allen lndlvldual the 

deductlons shall be allowed only lf and to the extent that they are 
connected wlth income from sources wlthln the United Statee; and 
the proper apportionment and allocation of the deductlons wlth 
respect to sources. of income wlthln and wlthoot the Unlted Statea 
@hall be determlned as  provided In sectlon 119, under rules and regu- 
latlons premlbed by the Commissioner with the approval of the 
Secretary. 

(b) Lome#.- 
(1) The deductlon, for losses not connected with the trade or 

business lf lncurred in transactions entered into for prdt ,  allowed 
by sectlon 23 (e)  (2) shall be allowed whether or not connected 
wlth lncome from eources wlthln the Unlted Stat-, but only lf the 
profit, lf such transaction had resulted in a profit, would be taxable 
under thls tltle. 

(2) The deduction for losses of property not connected wlth the 
trade or buslnees if arlslng from certaln cnsunltles or theit, al- 
lowed by sectlon 23 (e) (S), ahall be allowed whether or not con- 
nected wlth income from sources wlthln the Unlted States. but 
only if the loss 1s of property wlthln the United Stntea 

(a) ChAritable, eta., aontribut1onr.-The eocalled “ charitable CGZ 

tributlon” deduction allowed by sectlon 23 ( 0 )  shall be allowed 
whether or not connected wlth income from sources wlthln the Unlted 
States, but only as  to contributions or glfts made to domestlc corpora- 
tlons, or to communfty cheets, Nnds, or foundatlone. created In the 
Unlted States, or to the vocntlonal rehablllatlon fund. 

ART. 212-1. Dedaotioncl allowed nonrerident alien individuah.-In the 
case of a nonresident alien individual the deductions allowed by 
section 23 for business expenses, interest, taxes, losses in trade, bad 
debts, depreciation, and depletion axe allowed only if and to the 
extent that they are connectad with income from sources within the 
United States. I n  the case of such tax- 
payers, however, (1) losses sustained during the taxable year and 

(See also section 214.) 
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not compensated for by insurance or otherwise, if incurred in any 
transaction entered into for profit, though not connected wit11 the 
trade or business, are (if otlierwise allowable) deductible only if and 
to tho extent that tlio profit if sricli truiisuction liutl resulted in 11 

profit would have been tuxable as income froiii sourccs within the 
United States; (2) losses sustained during the taxable year of 
property not connected with tlie trade or business if arising froin 
fires, storms, shipwreck, or other casunlty, or froin theft, ni id  if not 
compensated for by insurance or otherwise, are declmtible only if 
tlie property was located within tlie United States; and (3) con- 
tributions or gifts made within the taxable year are deductible only 
if made to domestic corporations or to community chests, funds, or 
€oundations, created in the United Stntes of the type specified in 
section 23 (o), or to the vocational rehabilitation fund, subject to the 
limitation provided in section 23 (0). 

Losses embraced undcr clause (2 )  of the preceding paragraph aro 
deductible in full from items of gross income specified as being 
derived in full from sources within the United States, and, if greater 
than the sum of such items, the unabsorbed loss may be deducted 
from the income apportioned to sources within the United States 
under tho provisions of article 119-12. Losses embraced under clause 
(1) are deductible in full (as provided in article 119-10 or article 
119-11) when the profit from the transaction, if i t  had resulted in a 
profit, would have been taxable in full as income from sources within 
the United States, but should be deducted under the provisions of 
article 119-12 when the profit from the transaction, if i t  had resulted 
in profit, would have been tnxable only in part. 

SEC. 213. CREDITS AGAINST NET INCOME. 
In the cnse of n nonresldent nllen Indfvldual the I>ersonnl esemp- 

tion allowed by section 25 ( I ) )  (1) of tlils tltle shall be only $l,ooO. 
The credit for dependents allowed by section 2LI (b) (2) shall not be 
allowed in the case of a nonresident nlleu lndlvldunl unless he Is a 
resident of n contlguous country. 

ART. 213-1. Credit8 to  nonresident alien individual.-The personal 
exemptiou allowed as a credit against net income by section 25 (b) 
(1) shall be $l,OOO in the case of a nonresident alien individual irre- 
spective of his status. The credit for dependents provided by section 
25 (b) (2) is allowed to  nonresident alien individuals only if they are 
residents of Canada or Mexico. If the status of the taxpayer as to 
dependents changes during the taxablo year, the credit for dependents 
shall be determined as provided in article 25-5. 

SEC. 214. ALLOWANCE OF DEDUCTIONS AND CREDITS. 
(a) Baturn to oontain informatton.-A nonresldent nllen lndlvldual 

shall recelve the beneflt of the deductlons and credits allowed to him 
In thle tltle only by flllng or cauvlng to be flled wlth the collector a true 
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and accurate return of his total Income received from all aourCes In 
the Unlted Stutea, in the manner prescribed In this title; Inchdlug 
therein nll the luformatlon whlch the Cornmissloner mny deem neceu- 
snry for the cnlrulntion of such deductlons and credits. 

(b) T a r  withheld at rouroe.-The benefit of the personal exemption 
and credlt for dependents, may, In the dlecretlon of tlie Commlseloner 
nud under regulullons preserlbed by hlin wlth the nyprovnl of the Sec- 
retary, be recclved by a noiiresldent nllen lndlvlduul entitled thereto, 
by flllng a clalnl therefor wlth the witbholdlng agent. 

ART. 214-1. Allowanoe of deduations and oredit8 to nonresident alien 
individuals.-Unless a nonresident alien individual shall file, or caum 
to be filed with the collector, a true and'accurute return of income 
from sources within the United States, regardless of amount, the tax 
shall be collected on the basis of the gross income (not the net in- 
come) from sources within the United States. Where a nonresident 
alien has various sources of income within the United States, so 
that from any one source or from all sources combined the amount 
of income shall call for the assessment of a surtax, and a return of 
income shall not be filed by him or on his behalf, the Commissioner 
will cause a return of incomo to be made and include therein the in- 
come of such nonresident alien from nll sources concerning which 
he has information, and he will assess the tax and collect i t  from one 
or more of the sources of income of such nonresident alien within 
the United States, without allowance for deductions or credits. The 
benefit of the credits allowed against net income for the purpose of 
the normal tax may be claimed by a nonresident alien only in his 
individual return, except that the personal exemption (and credit 
for dependents in the case of a resident of Canada or Mexico) 
may be obtained by filing a claim therefor with the withholding 
agent in accordance with the provisions of articles 14- and 21&2. 
ART. 214-2. Allowanm 02 persod exemption to nonnrident alien em- 

ployee.-A nonresident alien employee may claim the benefit of the 
personal exemption (sections 25 (b) (1) and 213) by filing with his 
employer Form 1115 duly filled in and executed under oath. I f  the 
alien employee is a resident of Canada or Mexico, he may also obtain 
the benefit of the credit for dependents (sections 25 (b) (2) and 213) 
by filing Form 1115 with his employer. On the filing of such a 
claim the employer shall examine it. I f  on such examination it 
appears that the claim is in due form, that it contains no statement 
which to the knowledge of the employer is untrue, that such employee 
on the face of the claim is ehtitled to credit,.and that such credit has 
not yet been exhausted, such employer need not until such credit is 
in fact exhausted withhold any tax from paymenfs of salary or 
wages made to such employee. Every employer with whom olaima 
on Form 1116 are filed by employees shall preserve such claims nnt,il 
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the following calendar year, and shall then file them, attached to  his 
annual withholding return on Form 1042, with the collector on or 
before March 15. I n  case, however, when the following calendar 
year arrives such employer has no withholding to  return, he shall 
forward all such claims directly to the Commissioner, with a letter 
of transmittal, on or before March 15. Where any tax is withheld 
the employer in every instnnce shall show on the pay envelope or 
shall furnish some other memorandum showing the name of the 
employee, the date, and the amount withheld. This article applies 
only to payments of compensation by an employer to an employee, 
(See also section 143.) ~~ 

I 

I 
I 

I 

SEC. 215. CREDITS AGAINST TAX. 
A nonresident allen Incllviduiil rliiill not IK! iillowetl the credits 

agiilnst the tnu for tnxes of foreign countries nnd 1)ossessions of the 
United Statee allowed by section 131. 

SEC. 216. RETURNS. 
In the case of a nonresident alien lntllvldual the return, In lieu of 

the time prescrilml in sectlon 53 (a )  ( l ) ,  shall be madeon or before the 
flfteenth day of the slxth month following tho close of the flscal year, 
or, if the return is made on the basls of the calendar year, then on or 
before the flfteenth day of June. 

ART. 2161. Return of home  of nonresident alien individuals.-Re- 
turns in the m e  of nonresident alien individuals iiiust be made on 
or before the 16th day of the sixth month following the close of the 
fiscal year or on or before the 15th day of June, if on the basis of the 
calendar year. A nonresident alien individual shall make or have 
made a full and accurate return on Form 1040 I3 of his income re- 
ceived from sources within the United States, regardless of amount, 
unless the tax on such income has been fully paid a t  the source. The 
responsible representatives or agents of nonresident aliens in con- 
nection with any sources of incoine which such nonresident aliens 
may have within the United States shall make a return of the income 
from such sources, and shall pay any norinal tax or surtax assessed 
upon the income received by them in behalf of their nonresident 
alien principals, in all cases where the tnx on income so in their 
receipt, custody, or control shall not have been withheld at the 
source. The agency appointment will determine how completely 
the agent is substituted for the principal for tax purposes. A bank 
or trust company which collects interest or dividends on deposited 
securities of a nonresident alien, executes ownership certificates in 
connection therewith, and sells snch securities under special instruc- 
tions shall not 'be deemed merely by reason of such acts to-b the 
responsible representative or agent of the nonresident alien, and, shall 
not be required to make a return of the income received by it in 

. 

I! 
I 

I 
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connection with such deposited securities or to pay any tax thereon, 
except in cases where the amount of such income is $l,OOO or over, 
unless specially appointed for that purpose or unless by reason of 
other facts it has become such responsible representative or agent. 
Where upon filing a return of income it appears that a nonresident 
alien is not liable for tax, but nevertheless a tax shall have been 
withheld at  the source, in order to obtain a refund on the basis of 
the showing made by the return there should be attached to it a 
statement showing accurately the amounts of tax withheld, with the 
names and post-office addresses of all withholding agents. (See 
article 143-4.) 

SEC. 217. PAYMENT O F  TAX. 
(a) Time of payment.-In the case of a nonreeident allen lndivldunl 

the total' amount of tax Imposed by thb tltle shall be pald, in lieu of 
the time prescribed in section aS(a), on the flfteenth day of June fol- 
lowing the close of the calendar year, or, if the return should be made 
un the basls of a flacal yew, then on the flfteenth day of the alxth 
nionth following the close of the flscal year. 

(b) Withholding at ronroa.-For withholding at source of tax on 
Income of nonresident allens, see section 143. 

ART. 217-1. Date on which tax shall ba paid by nonresident alien 
individual.-In the case of a nonresident alien individual the tax is 
to be paid on or beforb the 15th day of June following the close of the 
calendar year, or, where the return is made on the basis of a fiscal 
year, on or before the 15th day of the sixth month following the 
close of the fiscal year. As to payment of the tax in installments, see 
article 561. 



FOREIGN CORPORATIONS 
Sligplriilcnt I-Forcl$W Corliorilll~iiS 

SEC. 231. GROSS INCOME. 
(a) General rule.--In the ctise of n EoivIgn cnrpornllon gross income 

illclutles olllg the p r o ~ s  iiiconic rroiu miurces w:Ihlii the IJnIted Statea 
(b) Bhlpr under foreign 8ag.-Tlie lnceinr of ti foreign corporutlon, 

\vliic*ll cwnslats excluslvrly of earnlngn derlvecl froui the operntlon of n 
sliip or slilpn titwumeiited under the laws of 11 ftWeigi1 country wlllcll 
jirtllits 1lii cvlrihultwt extmptioii to cltlxciio of llie Ilnltetl State8 and 
tu corporutIoiiR orgun1eetl 111 tlir Uuitetl Htuka, aliiill nut be includetl 
ill gross iiicwnv unit slinll I)c csrnq,t from tuxntion under thls title. 

ART. 281-1. Oross income of foreign corporations.-The gross inconle 
pf a foreign corporation, including a mutual insurance company 
otlier thnn n life insurance cniiipany, means its gross income from 
sources within the I7nitetl States, as defined nnd tlescribecl in section 
119. As to foreign life insurance companies, see article 203(c)-1. 

ART. 281-2. Exclusion of earnings of foreign ships from gross in- 
come.-A foreign corportltion inay exclude froin gross income under 
section 231 (b) so niucli of its income from sources within tlie United 
States as consists of earnings derived from tho operation of a ship 
or ships tlocwiiiented under the laws of n foreign coiiiitry, to tlie same 
extent as nonresident alien individrinls as provided in  article 211-7. 

SEC. 232. DEDUCTIONS. 
111 tlie cnse of a forelgn rorlmrnlioii 1 1 1 ~  tletliictions din11 be nllowed 

ouly if and to the extcilt that tliey nrc miiiit'cted with Income from 
sourceH wlthiii the Uiiltetl States ; nnd tlie proper upportioilment and 
t i l la t i t ion of tlir deduvtloiis wlth wqwt to st)urwk~ \I lflilii nnd without 
the UnIted Stntes shall be cl(~trriii1iietl IIW 1)rovIclcd In swtlon 110, under 
rules nut1 rcgulntlons ~irzsc~ril~cul Itg thr ('oa~liilsnloncr \\ 1111 the npprovnl 
of tile SecTettlry. 

ART. 232-1. Deduction8 allowed foreign corporations.-Foreign corpo- 
rations are nllowed the same detluctions f roiii their gross income 
arising from sources within the llnitetl States ns are illlowed to 
clomestic corporations to tlie extent that such tleductions are con- 
nected with sncli gross inconie. The proper npportionnient nnd al- 
location of thc deductions with respect to soiiwes within and without 
the United States shall be determined as provided in section 119. 
As to foreign life insurance conipanies, scy! urticle 203(c)-1. 

w a )  
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SEC. 233. ALLOWANCE OF DEDUCTIONS AND CREDITS. 

A foreign corporatlon shall receive the beneflt of the deductlons and 
credits nllowed to It In thls title only by flliug or causing to be flied 
with the collector a true and accurate retnrn of Its total income received 
from all sources In t%e United States. In the manner prescrlbed In thIs 
title; including therein all the informatlon whlch the Commlssioner 
may deem necewary for the cnlculatlon of such deductions and credlts. 

SEC. 234. CREDITS AGAINST TAX. 
Fvrelgn corporations shall not be allowed thc credits agninst the tax 

for tuxes of forelgn countries and posscsslons of the Uiilted States 
allowed by sectfon 131. 
SEC. 235. RETURNS. 

In  the case of a forefgn corporatlon not havlnfi any offke or plnce of 
buelnew in the Uulted States the return, In Ilcu of tlre t h e  lirescrlbed 
in section 6 3 ( t i )  (1). shnll be made on or before the fifteenth day of the 
sixth month followlng the close of the fiscal yenr, or, i f  the return i s  
made on the basis of tile calendar year then on or before the flfteenth 
day of June. If any foreign corporutlon has do ofllcc or place of busl- 
new in the United States but has an agent In the Unlted States, the 
return shall be made by the agent. 
SEC. 236. PAYMENT OF TAX. 

(a) Time of payment.-In the case of a foreign corporation not havlng 
any oltice or place of business in the United States the total amount of 
tax Inrposed by this tltle shull be paid, in lieu of the time prescribed In 
sectlori 56(a), on the fifteenth day of Juirc following the close of the 
calendar year, or, if the return should be inade on the bash of a fiscal 
year, then on the fifteenth day of the slrth month followlng the c l m  
of the flacal year. 

(b) Withholding at 8ouroe.-For wlthholdlng at  source of tux on 
Income of Porelgn corporutlorla, we sectlon 143. 

ART. 236-1. Date on which tax shall be paid by foreign cowmtiom,- 
I n  the cas6 of a foreign corporation not having any office or place 
of business in the United States the tax is to be paid on or before 
the 15th day of June following the close of the calendar year, or, 
where the return is made on the basis of a fiscal year, on or before the 
15th day of the sixth month following the close of the fiscal year. 
As to payment of the tax in inshllments, see article 56-1. 

SEC. 237. FOREIGN INSURANCE COMPANIES. 

Supplement G. 
S.EC. 238. AFFILIATION. 

other corporation wIthIn tlie lucuninp of section 141. 

For special provisions relatlng to forclgir insurance compenles, ~ e e  

A fore& corporation s i i a ~  not IE t1cwued to i e  ufiiiipted with any 



CHAPTER XXVIII 

INCOME FROM SOURCES WITHIN POSSESSIONS 
OF UNITED STATES 

Supplement J-Posseolrsions of the United Itntes 

SEC. 251. INCOME FROM SOURCES WITHIN POSSESSIONS OF 

(a) Qeneral rule.-In the caw oP citizens of the United Statw or 
donleetic corporations, satisfying the fOliOWing conditions, grow iu- 
come means only grow incomc from wources witliin the United 8tates- 

(1) If 80 peer centitin or more oP the gross incollie of wucli 
citizen or domestic corporation (coui1)uted without the benefit of 
ti& section), for the three-year lmiod immecllttteip p r e c c d i ~  the 
close of the tnxable year (or for surli part of Milch per id  imulc- 
diately preceding the clone of such tiixablc ycur US muy be alwii- 
cable) was derived from sources witllili u posstwsion of tile U d t d  
States; and 

(2) If, in the aue  of such corporation, 50 per ccntum ur more 
of ib groae income (computed without tlie benefit of tilie section) 
for such period or such purt thereof wuw derived from the active 
conduct of a trade or business witliin 11 ~wsweeion of the Uliited 
States: or 

(3) If ,  in case of such citizen, rfi per centum or niore of hie 
gross income (computed without the benefit of this fwtion) for 
siich period or such part thereof was derived from the actlve 
conduct o! a trade or buslnese wlthin a powension of the United 
states either ou hln own account or as an employee or agent bi 
another. 

(b) Amounts received in United Statei.-Notwitlietanding the provl- 
slona of subeectlon ( a )  there shall be included in groes luconie nil 
amounts received by such citizens or corporations within the United 
States, whether derived from sources within or without the United 
States. 

( 0 )  Dednition.-As used In tiiia section the term ‘‘ poolruesalon of the 
United States” does not include lhe Virgin Islandu of the United 
States. 

UNITED STATES. 

(d) Deduotion8.- 
(1) Citizens of the United 8tatPM enlitled to the benefits of tlils 

‘saction shall have the same deductions as are allowed by Supple- 
ment H in the case of a nonresldent allen individual. 

(2) Domecrtic Qrporatlons entitled to the Fnefits of thle aec- 
tion shall have the same deductions a8 are allowed by Supplement 
I in the case of a foreign corporatlou. 

(e) Credit8 against net inoome.-A clllren of the I:nlted Stntes en- 
titled to the benefits of this section wlinli be allowed n personul 
exemption of only $l,OOO and shall not be allowed the credit for d e  
pendents provided In section 26 (b) (2). 

(1) Allowance of deductions and creditr.4ltizenrt of the Ultltrtl 
States and dumestlc corporatluns ciititied to the bcwflts of this section 

(320) 
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shall receive the beneat of t he  deductions and credits allowed to them 
in this Utlo only by filing or canslug to be filed with the collector a 
true arid accurate return of their total income received from all m u m  
in the United States, in the manner p r d b e d  in thle tltle; including 
therein all the information which the Commlseioner may deem neces 
sary for the calculation of such deductlm and credits 

(0) arsditr againat tax.-Pemnn entitled to the benefite of this m- 
tion shall not be allowed the credits against the tar for taxes of 
f o r e l p  countries and poesessions of the United States allowed by 
section 131. 

(h) drmiation.-A corporation entitled to the benefits of this &ion 
shall not be deemed to be amllated with any ather corporation within 
the meaning of section 141. 

I 

Am. 251-1. Citizens of the Unittd States and domestio oorpomtionr 
deriving inoome from ulnrcw *thin a pornmion of the United Stab, 
In the case of a citizen of the Unitad States or a domestic corporation 
satisfying the following conditions, gross income mew only gross 
income from sourcea within the United S tab-  

(1) If  80 per cent or more of the gross income of such citizen or 
domestic corporation (computed without the benefit of &ion 261) 
for the %year period immediately preceding the close of the taxable 
year (or for such part of such period immediately preceding the close 
of such taxable year as may be applicable) was derived from source8 
within a possession of the United States, and 

(2) If  60 per cent or more of the gross incomaof such citieen or 
domestic corporation (computed without the benefit of section 251) 
for such period or such part thereof was derived from the active con- 
duct of a trade or business within a possession of the United Stptes. 
I n  the case of a citizen, the trade or business may be conducted on 
his own -unt or as an employee or agent of another. Dividend 
w i v e d  by a citizen from a corporation whose income was derived 
from the active conduct of a business within a possession of the 
United States, although such citizen was actively engapd in the 
management of such corporation, doea not represemt income derived 
from the active conduct of a trade or business within the poesession of 
the United States, either on the taxpayer’s own account or as an em- 
ployee or agent of another. 

For a determination of the income from sources within the United 
States, see section 119. A citizen entitled to the benefits of section 
251 is required to file with. his individual return the echedule on 
Form 1040 E. 

E0ampk: On July 1,1984, A, who is a citizen of the United States, 
went to Puerto Rico and &tablished a business there which he ac- 
tively conducted during the remainder of that year. His pose in- 
come from the business during such period was $20,0oO. I n  addition, 
he made a profit of $12,000 from the sale during the latter part of 
19% of some h e r t o  Rican real estate not connected with hie t d e  or 
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business. I n  the first six months of 1934 he also derived $8,000 gross 
ificome from rental property locnted in the United States. He de- 
rived a like amount of gross income from such property dtlring the 
last six months of 1934. I n a s n d i  as  for tlie applicable part (July 
1, 1934, to Deceniber 31, 1934) of the 3-year period immediately pre- 
ceding the close of the tnxable year (the calendar year l!X34), 80 per 
cent of A’s gross income ($32,000, or 80 per cent of $40,000) was de- 
rived froin sources within a possession of thc United States and as 
50 per cent or more of his gross incorne ($20,000, or 50 per cent of 
$40,000) for such part of the %year period was derived from the ac- 
tive conduct of a trade or business within a possession of the United 
States, he is required to report in gross income in liis return for 1034 
only the gross income derived by him frorn sources within the United 
States ($16,000 from the rentul property located in the United 
States). 

ART. 251-2. Income received within the United States.-Notwithstand- 
ing the provisions of section 251 (a), there shall be included in the 
gross income of citizens and domestic corporations therein specified 
all amounts, whether derived from sourccs within or without the 
United States, which are received by such citizens or corporations 
within the United States. But bee section 116 (a). From the 
amounts so included in gross income there sliall be deducted only the 
expenses properly apportioned or allocated thereto. The term 
“ United States ’’ as used herein includes only the States, the Terri- 
tories of Alaska and Hnwnii, and the District of Columbia. The 
term ‘‘ possession of tlie United States ” as wed in section 251, article 
251-1, and this article, includes Puerto Rico, the Philippine Islands, 
the Panama Canal Zone, Guam, Tutuila, Wake, and Palmyra; it does 
not include the Virgin Islands. 

ART. 2513.  Deductions allowed citizens and domestic corporations en- 
titled t o  the benefits of section 261.--In the caw of a citizen entitled to 
the benefits of section 251, the deductions allowed by section 23 for 
business expenses, interest, taxes, losses in trade, bad debts, deprecia- 
tion, and depletion are allowed only if and to the extent that they 
are connected with income from sources within the United States. 
The provisions of article 212-1 relating to the allowance to nonresi- 
dent alien individuals of the deductions provided in paragraphs (2) 
and (3) of section 28 (e) for losses not connected with the trade or 
business are applicable in the case of citizens entitled to the benefits 
of section 251. The provisions of that article pertaining to the 
allowance to nonresident alien individuals of deductions for contri- 
butions provided in section 23 ( 0 )  are also applicable in the c a s ~  
of such citizens. Corporations entitled to the benefits of section 251 
are allowed the same deductions from their gross income arising f rom 
sources within the United States as are allowed to domestic corpora- 
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tions to the extent that such dediictions are connected with such gross 
income. The proper apportionment and allocation of the deductions 
with respc t  to  sourccs within and without the United States shall 
be determined BS provided in section 119. 

ART. 251-4. Allowance of deductions and credits to  oitiwns and domea- 
tic corporations entitled to  the benefits of section 261.-Unless a citizen of 
the United Stutes or u donleatic corporation entitled to the bcnefits of 
section 251 shall file, or cause to be filed with the collector, a true 
and accurate return of inconio from sources within the United States, 
regardless of amount, the tax shall be collected on the basis of tho 
gross income (not the net income) from sources within the United 
States. Where such u citizen or corporation has various murces of 
income within the United States so that from any one source or froni 
all sources combined thc a n m n t  of income shall call €or the assess- 
ment of a tax, and a return of income shall not be filed by or on 
behalf of the citizen or corporutiot~, tho Coliinlissiolier will causc 
return of income to be made and include therein the income of such 
citizen or corporation from all sources concerning which he has 
information, and hc will assess the tax and collect i t  from one or 
more of the sources of income of such citizen or corporation within 
the United States without allowaxice for deductions or creditu. 

SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 
(n) Any lndivitlunl who 1s a cltlzrn of nny possesslon of tlie Unltccl 

Stutes (but riot otherwise u citlzeri of the United States) and who 1s 
not a resident of the United States, shull be subject to tnxation under 
this title only as  to Income derlved from sources within the United 
States, und lu such case the tax shall be computed und paid in the samc 
mnnner nnd subject to the sun18 condltlons us in the ctlw of other 
persons who are taxable only as to lncome derived from such sources. 

( b )  Nothlng in thls section sliull be construed to alter or amend the 
provislons of the Act entitled “An Act muklng approprlations for the 
naval seirlw for the flvcal gear endlng June 30, 1922, nnd for other 
purposes,” approved July 12, 1021, ‘relating to the Imposition of Income 
tares hi tlie Vlrgln Islands of the United States. 

ART. 252-1. Status of citizens of United States possession.-A citizen 
of a possession of the United States (except the Virgin Islands), who 
is not otherwise a citizen or a resident of the United States, includ. 
ing only the States, the Territories.of Alaska and Hawaii, and the 
District of Columbia, is treated for the purpose of the tax as if ho 
were a nonresident alien individual. (See sections 211-217.) His 
income from sources within the United States is subject to withhold- 
ing. (See section 143.) The Act referred to in section 252 (b) pro- 
vides that income tax laws then or thereaft.fr in force in the United 
States shall apply to tho Virgin Islands, but that the taxes shall be 
paid into the treasury of the Virgin Islands. Accordingly, persons 
are taxed there under the provisions of the Revenue Act of 1934. 

O475O0--3G-23 



CHAPTER XXIX 

CHINA TRADE ACT CORPORATIONS 
Supplenient K-China ‘I’riidc Act CorIicirationa 

SEC. 261. CREDIT AGAINST N E T  INCOME. 
(a) Allowance of credit.-For the purpose only of tpe tcix Impnsed -y 

section 13 there shall be allowed, in the case of a corWrution organ- 
hed under the China Trade Act, 1922, In addltlon to the credit pro- 
vlded In section 26, a credit against the net income of an aniount equal 
to the proportlon of the net Income derlved from source8 within Chlna 
(determined in a siiiiilar manner to that  provided In sectlon 119) which 
the par value of the sliures of stock of I I i e  corl~oriitlon owned on the 
last. day of the taxable year hy (1) Iiertioiirc relridviit In Chlna, the 
Unitcad States, or ~ ( M R W S ~ ~ I I M  of the United Stutea, end (2) iiidlvltlual 
citiwns of the Unlted Stutes or Chliia wherever resldent, h r s  to the 
par  value of the whole number of @hurt% of stock o f  the corporation 
outslandlng on such diite : Procf fkd ,  That in no caw shall t h e  amount 
by whlch the tax imposed by sectlon 13 1s diminlslied Iiy reuson of such 
credit exceed the nniount of the specie1 divldend certlfied under sub- 
Rection (b )  of thls sectlon. 

(b) Special dividend.-Such credlt shall not be allowed unless the 
Secretary of Commercw has certified to  the Comniissloner- 

(1) The amount which, during the year ending on the date fixed 
by law for filing the return, the corporation has distributed as 
a speclal divldend to or for the benefit of such persons as on the last 
day of the taxable gear were resident in Chlna. the United States, 
or possesslons of the Unlted States, or were lndividunl citizens of 
the United States or China, and owned shares of stock of the 
corporation ; 
(2) That  such spedal dividend was in addition to all other 

amounts, payable or to be payable to  such persons or for thelr 
benefit, by reawn of thelr Interest In the corporation ; and 
(3) That such dlstrlbution has been made to  or for the beneflt 

of such p e r m s  In proportion to the par value of the shares of 
stock of the corporation owned by ench; except that  if the cor- 
poratlon has more than one class of stock. the certldcates ehall 
contain a statelnent that  the articles of Iiicorporution provlde a 
method for the apportionnretlt of such speCiul dlvldend ainong 
such persons, and that the amount certlfied hus been distrlbuted 
in accordance wlth the method so provided. 

(c) Ownerrhip of rtock.-For the purposes of thls aection shares of 
stock of a corporatlon shall be consldered to  be owned by the person 
in whem the equitable right to the iiicoirie from such shares Is In 
good faith vested. 

(a) Definition of China.-As used In tlils st?ctlca the term ‘’ Clilnn ” 
shall have the same meanlng as when used in the Chlna Trade Act, 
1922. 

(324) 
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SEC. 262. CREDITS AGAINST T H E  TAX. 
A corprat lon organized uuder the China Trade Act, 1922, shall 

not be ullowed the credits against the tax for  taxes of forelgn countrlee 
and possessions of tlie Unlted States allowed by sectlon 131. 

S I C .  263. AFFILIATION. 
A corporatlon or6anlzcd under the Chlna Trade Act, lS22, shall 

not be cleeiiied to be ateliated with any other corporation withlri the 
meanlng of sectlon 141. 
SEC. 264. INCOME OF SHAREHOLDERS. 

For escluslon of tlivldends from gross Income, see section 116. 

ART. 261-1. Income of China Trade Act corporation8.-The items of 
gross income to be included in the return of a corporation organized 
under the China Trade Act and the deductions allowable are the 
same as in the case of other domestic corporations. 

ART. 261-2. Credit8 allowed China Trade Act oorporation8.-In addi- 
tion to the credit allowed under section 26, a China Trade Act 
corporation is, under certain conditions, allowed an additional credit 
for the purpose of computing the tax imposed by section 13. This 
credit is an amount equal to the proportion of the net income derived 
from sources within China (determined in a similar manlier to that 
provided in section 119) which the par value of the shares of stock 
of the corporation, owned on the last day of the taxable year by 
(1) persons resident in China, the United States, or possessions 
of tlie United States, and (2) individual citizens of the United 
States or Chiiia wherever resident, bears to the par value of the whole 
number of shares of stock of the corporation outstanding on that date. 
The decrease in tax by reason of such credit must not, however, exceed 
the amount of the special dividend referred to in section 261 (b), 
and is not allowable unless the special dividend has been certified to 
the Commissioner by the Secretary of Commerce. A China Trade 
Act corporation is not entitled to  the credit for taxes paid to foreign 
countries and possessions of the United States allowed to domestic 
corporations under the provisions of section 131. 

ART. 2613. Meaning of term8 used in oonnection with China Trade Act 
corporations.-A China Trade Act corporation is one organized under 
the provisions of the China Trade Act, 1922. 

The term “ China ” means (1) China, including Manchuria, Tibet, 
Mongolia., and any territory leased by China to any foreign govern- 
ment, (2) the Crown Colony of Hongkong, and (3) the Province of 
Macao. 

The term “special dividend” means the amount which during 
the year ending on March 15 succeeding the close of the corporation’s 
taxable year is distributed as a special dividend to or for the benefit 
of such persons as on the last day of the taxable year were resident 



326 

in China, the United States, or possessions of the United Stales, 
or were individual citizens of the United States or China, and owned 
sliares of stock of the corporation. Such special dividend does not 
include any other amounts payable or to bo payable to such persons 
or for their benefit by reason of tlieir interest in tlie corporation 
and must be made in proportion to the pur value of the shares of 
stock of the corporation owned by each. 

For tlie purposes of section 261 the shares of stock of a China 
Trade Act corporation are considered to be owned by the person in 
whom the equitable right to  the income from such shares is in good 
faith vested. 

Lb Net income derived from sources within China " is the sum of 
the net income from sources wholly within China and that portion 
of the net income from sources piirtly within and partly without 
China which mny be allocated to sources within China The method 
of computing this income is similar to that tlcseribed in section 119. 

ART. 2614. Withholding by a China Trade Act corporation.-Divi- 
dends paid by a Cliinu Trade Act coqwrution to persons other than 
'residents of China are subject to botli normnl tax and surtax. Ac- 
cordingly, tax should be withheld from such dividends when paid 
to persons.(other than residents of China) who are (1) nonresident 
alien individuals, (2) nonresident partnerships (see article 801-8) 
composed in whole or in pnrt of nonresident aliens, or (3) non- 
resident foreign corporations (see article 801-4, uqless under section 
119 (a) (2) (A) the dividends are not treated as income from sources 
within the United States. In  the case of a n  individual shareholder 
or partnership, the rate of withholding is 4 per cent, and in the case 
of a corporation, 13% per cent. Withholding in the case of payments 
made to individual shareholders before the enactment of the Revenue 
Act of 1934 (11.40 a. m., eastern standard time, May 10, 1934) is a t  
the rate of 8 per cent in lieu of the rate of 4 per cent provided in 
this article. A Filipino (not a citizen of the 
United States) shareholder of a China Trade Act corporation, when 
resident without the United States, is treated as a nonresident alien 
for the purpose of the income tax, and withholding is required from 
taxable dividends paid to such shareholder. 

: 

(See article 143-8.) 

CHAPTEI{ ?3;x?L 

ASSESSMENT AND COLLECTION OF DEFI- 
CIENCIES 

Suiipleiiirnt &Assessment and Collection o f  Deflciericies 

SEC. 271. DEFINITION OF DEFICIENCY. 
AM use4 in thir title In respect of a tar l i n p w i l  1)s tlils title " t leA-  

clency " nieiiii8- 
( a )  The amount by which tbe tux imposecl by this title escceth tlie 

nmouirt shown ns the tax by tlie taxpyer  upon 111s return; but tlic 
amount no shown on the return shall first be Illcreased by the niriouuta 
lirevloualy asswed (or collected without ciNaesamcrit) u s  a dcflclericy, 
and decreased by the nmounts I)revlously ahtetl ,  credited, relirntletl, 
or othcrwisiu repnid in respect of such tar ; or 

( b )  If no nmount 1s shown as  tlie,tax by the taxpayer upon hls re- 
turn, or If no return is mnde by thc taxpayer, then tlic amount by nhidi 
the tas esceeds the amounts previously astessed (or collected with- 
out asaessment) as a deticiency ; but s u d ~  oniounts previously nsseswd, 
or collected without assessment, shall tlrst be decreased by the amounts 
previously ubatctl, credited, refundctl, or otherwlse repaid in rcspcct 
of such tar. 

ART. 271-1. Deficiency defined.-Section 271 by its definition of the 
word " deficiencby " providcs u term wliicli will npply to any ~ l l l ( J l i l l t  

of tax determined to be due in respect of any taxable year beginning 
after December 31, 1933, in exces of the amount of tax reported by 
the taxpayer for such year; or in excess of the aiGount reported by the 
taxpayer as adjusted by way of prior assessments, abatements, credits, 
refunds, or collections without assessment. I n  defining the term 

deficiency " section 271 recognizes two classes of cases-one, where 
the taxpayer inakes n return showing some tax linbility ; the other, 
where the taxpayer makes n return showing no tux  liability, or where 
the taxpwycr fnils to inaltc a return. Additional tax shown on an 
" amended return," so called, is n deficiency within the nieaiiing of 
the Act. 

When a case is consitlwctl for the first tinic, tlic ilcficiency is the 
excess of tlie ninoiiiit determinecl to bo the correct niirount of the tax 
ovcr the nniount shown as the tas  by the tnspnyer on his return, or, 
if i t  is a case where no tnx IVBS reported by the taspuyer, the de- 
ficiency is the nniount deterinined to be the correct anioiint of the 
tax. Subsequent information sometimes discloses that the amount 
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previously determined to be tlie correct amount of tho tax is less 
than the cocrect amount, and that a redetermination of tho t a r  is 
necessary. I n  such a case the deficiency on rcdctcrinination is the 
excess of tho amount determined to be the corrcct aiirouiit of the 
tax over the sum of the amount of tax reported by the taxpayer and 
the deficiency assessed in connection with the previous determination. 
If it is a case where no tax was reported by the taxpayer, the de- 
ficiency is the excess of the amount deterniinod to be the correct 
amount of the tax over the nmourit of the deficiency disclosed by tho 
previous determination. If the previous determination resulted in LL 

credit or refund to the taxpayer, the deficiency upon the second 
determination is the excess of the amount determilied to be the correct 
amount of the tax over the amount of tax reported by the taxpayer 
decreased by the amount of. the credit or refund. 

SEC. 272. PROCEDURE IN GENERAL. 
(a) PetiHon t o  Board of Tax Appeal8.-If In the case of any taxpayer, 

the Comml~loner deternilnes thut there Is a deflclenc@y In nspCct of the 
tax Imposed by thls tltle, the Commlssloner Is a u t h o r l d  to m i d  notlcc 
of such deflclency to the taxpayer by registered mall. Wlthln 90 dayu 
after such notice I s  mailed (not countliig Sunday or a l e p l  Iiollduy In 
the Dlstrict of Oolumbla as  the nlnetletli day), tho tuxpayer may flle a 
petltlon wlth the Board of Tax Appeals for a redebrnilnatlon of the 
deflcleney. No aeseeement of a deflcleiicy In respect of the tax Imposed 
by thls tltle and iio dlstralnt or proceeding 111 cmrt  for 1te collectlou 
shall be made, begun, or prosecuted untll surh nollce line been mailed 
to the taxpayer, nor untll the explratlon of such Wday perlod, nor, If a 
petltlon has been flled wlth the Board, uiitll the dwislon of the Board 
has become flnal. Notwltlistandlng the provlslons of sectlon 3224 of the 
Revised Statutea the niaklng of such awesamelit or the begirinlng Of 
such proceeding or dlstralnt durliig the tlmo such prohlbltlon 1s in 
force may be enjoined by a proceedlng In the prolm court. 

For exceptlons to the restrlctlons IiupWed by thls subeectlon, see 
(1) Subaectlon (d)  of thls sectlon, relatlnp to walvere by the 

(2) Subeectlon ( f )  of thls section, relatlng to notlflcntloiis of 

(3) Section 213, relatlng to jeopnrdy assessments; 
(4) W l o n  274, relatlng to bankruptcy and recelvershlpa: and 
(6) Sectlon 1001 of the Revenue Act of 1020, as amentled, relat- 

lng to assessment or collectlon of the amount of the deflclmcy 
determlned by the Board peiidlng court redew,. 

(b) Colleotion of dedoieney found by Board.-If the tuxpayer flles a 
ptitlon wlth the Board, the entlre amount redelermlned (18 the defl- 
elency by the declelon of the Board whlcli has beconie final shull ho 
assessed and shall be pald upon notice and demand iron1 the collector. 
No part of the amount determlned 88.8 dedclency by the Comnilssloner 
but dlllallowed as such by the declslon of the Hoard whlch hrs  become 
l b u l  shall he a n d  or be collected by dldralnt or by proceedlng In 
court with or without assesement 

taxpayer : 

mathernatlcal errors appearlng upon the fnce of the return : 
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( 0 )  Failure to nle petition.-If the taxpayer does not flle a petitlon 

with the Board wlthlu the time prerrlbed in subaectlon (a) of tlils 
section, the deflclency. notice of which has been malled to the taxpayer, 
shall be assessed. and shall be paid upon notice aiid demand froiu the 
collector. 

(d) Waiver of re8triotionr.-The tuxpayer shrill at any time huve the 
right, by a slgned notlce In wrltlng filed with tlie Commlasloner, to 
waive the restrlctlous provlded In subsection (11) of tlils uectlon on tlie 
assessment and collection of the whole or uny part of the deflclency. 

(e) Inoream of deflclenoy after notloe mailed.-The Bourd shnll have 
jurlsdlctlon to redetermine tlie correct aniouiit of the defldency even If 
the amount 80 redetermined 1s greuter than tlie amonnt of the drh  
clency, notlce of wlilch lrris been malled to the tuxpayer, and to deter- 
mine whether ariy penalty, addltlonal emouut or addltloii to the t a r  
should be assessed-If claim tliei-efor Is asserted by the Comnilssloner 
at or before the heurlnp or a reliearlng. 

(f)  Purther dedclenoy letter8 rertrlcted.--If the Commlnsioner hris 
mnlled to the tnxpayer notlce of H dellclemy as provlded In nubsee 
tlon (a) of thls nectlon, and the taxpayer fllw a petltlon with the 
Bmrd wlthlu the t h e  prescribed Iir such subuectlon, the Couiiiilwloirer 
shall have no right to determlne any acldltlonal deflc4enc.y In rcwpect 
of the enme taxuble year, except In the case of fraud, aiid except as 
provlded in subaectlon ( e )  of thls nwtlon, reliitliig to asmrtlon of 
greuter deflclencle8 before the Board, or I n  aectlon 253 (c) ,  relatliig to 
the muklng of jeopardy nsuessmeuta If tlie taxptiyer I s  notlfic.d flitit, 
on accmint of n matlieiiiatlcal error uppeurlng upon the face of the 
return, un amount of tnx in excwu of that shown upon the return Is 
due, and that uu uwmsurent of the tax has k e n  or wlll be iiiade on the 
hsls of what would have been tlie correct aiuount of tux but for the 
nrathemntlcal error, suclr notlce shall not be conelder& (for the pur- 
pones of thls subuectloii, or of sllbsectlon ( a )  of thls sectlon, prO~i1b~t~iig 
assessment and collection uutll notlce of deflcleney has k e n  malled, or 
of seetlon 822 (c), prohlbltlirg credlts or refunds after petltlon to the 
Boanl of Tax Appenls) as a notlce of a denclency, and the taxpayer 
alinll have no right to flle a petltlon wlth the Board based on such no. 
tlce, nor sliall such asseeenlent or collectlon be prohlblted by the 
provlslons of eubwctlun (a) of thls sectlon. 

(g) Juri8dlction over other taxable years.-The Board In redetennln- 
lng a de6cIeiicx In respect of any tcixable rear sliull Eonslder such facts 
wlth relatlon to the taxes for other taxable gears as uiay be necmaary 
correctly to  redetermine tlie uwount of such deflclency, but 111 so dolng 
shall liere no jui-l&llctlon to determine whctlier or iiot the tax for nny 
other taxable year has been overpnlcl or underpaid. 

(a) Final decision8 of Board.-For the purposes of tlils tltle the date 
on wlilch a declelon of the Board beconies fllral shnll k deteriiilned 
according to the I)rorlslons of sectlon 1005 of the Rwenue Act of 1828. 

(i) Prorating of deaclenoy t o  lnrtallmentr.--If the taxpayer lins 
elcvtcd to 1)a.v the t a r  Iii l~iwtrillnieirts and a tleflclency line been 
aclSeWd, the deflclency shaU be Iworrited to  the fonr iiietallments. 
Except as provlded In sectlon 253 (relntlng to jeopardy aeeessllutub), 
thot part oE the dellelenicy 80 prorated to anr lnstallliient the date for 
m p i e n t  of which has nut arrlved, shall he collected at  the same time 
ns nnd as part of such installment. Thnt part of the tleflclency SO pro- 

' 
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rated to any installment the date for payment of which has arrived, 
shall be ?id upon notice and demand from the cvllector. 

(j) Extension of time for payment of deflc1encies.-Where it Is shown 
to the satisfaction of the Cornmissioner that the payment of a defl- 
ciency upon the date prescrlkd for the l m y n w i t  tlicrcof will result in 
undue hardship to the tnxpuyer the Commissioner, wllh the approval 
of the Secretary (except where the deficieucy is due to negligence, to 
intentional disregard of rules aud regulations, or to fruud with intent 
to evade tnx),  may grant an extendon for the payment of such defl- 
ciency or any part thereof for a period not in excess of eighteen months, 
and, in exceptionnl cuees, for n further period not in excess of twelve 
months. If nn extension is grunted, the Conimlssloner may require the 
taxpayer to furnish a bond in such aiiiouiit. not exceeding double the 
amount of the de5ciency, and with surli sureties, nn tlie Coininisaiouer 
deems necessury, conditioned upon the pnynient of the deficiency in 
accordance with the terms of the extension. 

(Is) Addresr for notice of dedcienoy.-In the absence of notice to the 
Commissioner under sectioii 312 (n) of the existence of a flduciary rela- 
tionship, notice of a deflciency in respect of a tux impwed by this title, 
if mailed to the tuxpuyer at hi8 last known address, shull be sufficient 
for the purposes of this title even if such taxpayer Is deceased, or is 
undera legal disability, or, in tlie case of n corporation, hns terminated 
it8 existence. 

ART. 272-1. Assessment of a deflcienoy.-If the Commissioner deter- 
mines that there is a deficiency in respect of the income tax imposed 
by Title I (see sections 57 and 271), the Commissioner is authorized 
to  notify the taxpayer of the deficiency by registered mail. Within 
90 days after such notice is mailed, a petition may be filed with the 
Board of Tax Appeals for a redeterniination of the deficiency. I n  
determining such 90-day period, Sunday or a legal holiday in the 
District of Columbia is not to be counted as the ninetieth day. Ex- 
cept as stated in paragraphs ( l ) ,  (2),  (3) ,  (4), and ( 5 )  of this article, 
no assessment of a deficiency in respect of a tax imposed by Title I 
shall be made until such notice has been mailed to the taxpayer, nor 
until the expiration of such 90-day period, nor, if a petition has 
been filed with the Board, until the decision of the Board has 
become final. As to  the date on which a decision of the Board 
becomes final, see section lo05 of the Revenue Act of 1926 (paragraph 
16 of the Appendix to these regulations). 

(1) If a taxpayer is notified of an additional amount of tax due 
on account of a mathematical error appearing upon tlie face of the 
return, such notice is not to  be considered as a notice of a deficiency, 
and the taxpayer has no right to  file a petition with the Board upon 
the basis bf such notice, nor is bhe assessment of such additiorial tax 
prohibited by the provisions of section 272 (a). 

(2) I f  the Commissioner believes that the assessment or collection 
of a deficiency will be jeopardized by delay, such deficiency shall be 
assessed immediately, as provided in section 273. (See article 273-1.) 
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(3) Upon the adjudication of bankruptcy of any taxpayer or the 
nppointiiient of R receiver for any taxpayer in any receivership yro- 
coeding before any court of the United States or of any State. or  
Territory or of the District of Columbia, any deficiency determined 
by the Comiiiissioner in respect of the tax sliall be assessed iniinedi- 
ably,  irrespective of the provisions of section 272 (a) ,  if such defi- 
ciency lias not been asscssed in accordance with law prior to the 
adjudication of bankruptcy or the appointment of a receiver. (See 
sections 274 and 298 ant1 articles 274-1 and 274-2.) 

(4) ( a )  If the Board renders a decision nnd determines that tlierc 
is a deficiency, and, if tlie taxpayer duly files a petition for review 
of the decision by u circuit court of appeals (or the Court of Appeals 
of the District of Columbia), the filing of the petition will not oper- 
ate 4s a stay of the assessment of any portion of the deficicncy deter- 
mined by the Board unless he has filed n bond with the Board as 
provided in section 1001 (c) of the Revenue Act of 1926, as amended 
(paragraph 13 of the Appendis to these regylations). I f  in such a 
case the necessary bond has not been filed by the taxpayer, tho 
amount detcrininccl by the Board as tlie deficiency will be assessed 
imnicdiatrIy nftrr tIie filing of such pvtitich. 
(6) If the Commissioner files a petition for review and (1) if the 

taxpayer lias not filed a petition for review within three months 
after the decision of the Board is rendered, or (2) if siicli petition 
has born filed by the taxpayer, Lilt the necessary bond referred to in 
section 1001 (c) of the Revenue Act of 1926, as amended, has not 
been filed with the Board, the ainount cleteniiined by the Uoarcl as 
the deficiency will be assessed in the case of (1),  iiniiiediately after 
the expiration of the 3-month period, and in the case of (2), iiiiiiie- 
diately aitcr the filing of the pelition for review by the taxpayer. 

( 5 )  Tlie taxpayer may a t  any tiiiir by a signed notice in writing 
filed with tlie Cominissioner waive the restrictions on the assessment 
of the whole or any part of the deficiency. The notice must in all 
cases be filed with tlie Commissioner. The filing of such notice with 
the Board does not constitute filing with the Cominissioiier within 
the meaning of the Act. After such waiver has been acted upon by 
the Commissioner and the assessiiient lias been niade in accordhnce 
with its ternis, the waiver can not be withdrawn. 

Where a petition is filed with tlie Board, the taxpayer should 
notify tlie Commissioner that the petition has been filed, in order t o  
prevent nn assessinmt by the Comiiiissioner of tlie amoiint deter- 
mined to be the deficiency. If no petition is filed with the Board 
withiii tlic period prescribed, the Coininissioner sliall assess the 
aniourit determined by him as the deficiency and of which he has 
notified the taxpayer by registered mail. I n  such caw Ihe Com- 
missioner mill not be prccluded from determining a further defi- 

' 
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ciency and notifying the taxpayer thereof by registered mail. Where 
a petition is, filed with the Board, the entire amount redetermined 
as the deficiency by the decision of the Board which has h o m e  
6nal shall be assessed by the Commissioner. I f  the Commissioner 
mails to the taxpayer notice of a deficiency, and the taxpayer files a 
petition with the Board within the prescribed period, the Commis- 
sioner is barred from determining any additional deficiency for the 
same taxable year except in the case of fraud and except as provided 
in section 272 (e) relating to the assertion of greater deficiencies 
before the Board or in section 273 relating to jeopardy assessments. 
ART. 272-2. Collection of a defiaienoy.-Where a deficiency aa rede- 

termined by a decision of the Board which has become final ie as- 
seased, or where the taxpayer has not filed a petition and the deficiency 
as determined by the Commissioner has been assessed, the amount SO 
messed shall be paid upon notice and demand from the collector. 
As to caeea coming within the provisions of paragraphs (2), (a), and 
(4) of article 272-1, me sections 273 (i) and 298 of the Revenue Act 
of 1934 and 1001 '(c) of the Revenue Act of 1926, as amended (para- 
graph 13 of the Appendix to these regulations). As to interest on 
deficiencies, we section 292. 

ART. 272-3. Mnaion of time for payment of a deflcienoy.-If it is 
ahown to the satisfaction of the Commissioner that the payment of a 

. Mciency upon the date or dates prescribed for the payment thereof 
will result in undue hardship to the taxpayer, the Commissioner, with 
the approval of the Secretary, may grant an extension of time for the 
payment of the deficiency or any part, thereof for a period not in 
cixc~ss of 18 months, and in exceptional case8 for a further period not 
in excess of 12 months. The extension will not be granted upon 0 
general statement of hardship. The term " undue hardship " m w  
more than an inconvenience to the taxpayer. It must appear that 
substantial financial loss, for example, due to the sale of property at  
a sacrifice price, will result to the taxpayer from making payment of 
the deficiency at  the due data. ,If a market exists, the sale of prop- 
erty a t  the curnent market price is not ordinarily considered as result- 
ing in M undue hardship. The Act provides that no extension will 
be granted where the deficiency is due to negligence or intentional 
disre-gard of rules and regulations or to fraud with intent to 
evade tax. 

An application for an extension of time for the payment of a de- 
ficiency should be made under oath on Form 1127 and must be accom- 
panied or supported by evidence showing the undue hardship that 
would reuult to the taxpayer if the extension were refused. A sworn 
stabment of asseta and liabilities of the taxpayer is required and 
should accompany the application. An itemized statement showing 
all receipts and disbursements for each of the three months preced- 
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ing the due date of the tax shall also be submitted. The application, 
with the evidence, mrist be filed with the collector, who will at once 
transmit it to the Conmissioner with his recommendations as to the 
extension. When it is received by the Commissioner, it will be 
exnmined immediately and, if possible, within 30 days will be re- 
jected, appro\-ed, or tentatively approved subject to certain condi- 
tions of which the taxpayer will be immediately notified. The Com- 
missioner will iiot consider an application for rn extension of timo 
for tho payment of deficiency unless such application is made in 
writing, and is made to the collector on or before the date pre- 
scribed for payment thereof, as shown by the notice and clemnntl 
from the collector, or on or before the date or dates prescribed for 
payiimrt in any prior extension granted. 
As a condition to the granting of such an extension, the Commis- 

sioner will usually require the tuxpayer to furirish a bond on Forni 
1127 B in an uiiiouiit not exceeding double the aniount of the defi- 
ciency or to furnish other Gciirity satisfactory to the Commissioner 
for the paynrent of the liability on or before the date or dates 
prescribed for payiuent in the extension, so that the risk of loss to 
the Government will not be greater at the end of the extension period 
than it was at the beginning of the period. I f  a bond is required it 
must 1m filed with the collector within 10 clays after notification by 
the Commissioner that such bond is rocpired. It did1 1 ~ )  conditioned 
upon the paylwnt of the cleficieucy, interest, arid additionlrl aiiiountv 
assessed in connection therewith in accordance with the terms of 
the extension grnnted, and shall be executed by a surety company 
holding a certificate of authority from the Secretary of the Treasury 
as an ucceptablo surety on Federul bonilrr, and sball be subject to the 
approval of the Commissioner. In lieti of guch n bond, the taxpayer 
may file a bond secured by deposit of Liberty bonds or other bonds 
or notes of the United States 0s provided in section 1126 of the 
Revenue Act of 1926. The amount of the deficiency and additions 
thereto shall be pnid on or beforr the expiration of the period of 
the extension withoiit the necessity of notice and demand from tlre 
collector. Payment of the deficiency uritl additions thereto beforo 
the expiration of the extension will not relieve the taxpayer from 
paying the entire amount of interest provided for in the extension. 
(See section 296.) 

SEC. 273. JEOPARDY ASSESSMENTS. 
(a) Authority ror making.-If the Commissioner helIeves that the 

fissehsmwit or collection of ti clc*tlcIc.uey   ill be jeopardlzed by delay. 
lie shall ininicxllutdy assess such cletlrienc*y (together wvitli all interest, 
additional niiiouuts, or adtlitims to the tax provided for by law) nnd 
notice and (lewaiitl shall be made by the collector for the payment 
tllereor. 
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(b) Defloiency letter#.-If the jeopnrdy asseesnient Is made before any 

notlce in respect of the tax to whlch the jcr)piircly asllervlment relates 
has been mailed under sectlon 272(a), then the Coiiimlmloner shall mall 
a notlce under socli subsection wltliln slxty days ufter the making of 
the awessment. 

(c) Amount ariesroble before decision of Board.-The jeopurdp amem- 
meiit may be mude In respect of u deflclency greater or less than that 
notlce of which has been malled to  the tuxpayer, desplte the provlslons 
of sectlon 272 ( f )  prolilbltlng the deternilnutloii of adtlltlonnl deflclw- 
cles, nnd whether or not tlie taxpayer has theretofore flled a petltlon 
wlth the B a r d  of Tax Appenls. The Comnilsnloiier shall notify the 
Board of the amount of such aswessiiient, If the lwtltlon Is filed wlth the 
Board before the mukliig of tlie unscwnient or Is sulieeqwntly flled, crud 
the Board nhall have jurltxllctlon to rcvlNcrinlne the entire amount oz 
the deflclency und of (111 uinooiits i i ~ s e ~ ~ i ~ l  ut the wlme t h e  In connec- 
tion therewlth. 

(d) Amount arreirsble after deoliion of Board.-If the jeopurcly useesti- 
ment In made ufter the dtrlsloii of tlie llotirtl Is reiidered such assess- 
nient may be made only I n  respect of the deflclency determliied by the 
Board in its declslon. 

(e) Expiratlon of right to arrerr.-A Jeopurtly iixeewment may not be 
made after the dwlslon of the Roiird has I ) ~ ~ c i m e  fliial or after the tar- 
payer hns flled a petltlon for revlew of the declHIori of the Board. 

(f) Bond to rtay oolleot1on.-When n jeopardy uesessment has  been 
made tlie taxpayer, wlthln 10 drys after notlce nnd demand from the 
collector for the puyniriit of the aniount of tlie at?sessment, may obtaln 
a stuy of collectlou of the wliole or uiiy part  of the amount of the 
assessment by fillng wlth the collector n bond In such emount, not ex- 
ceeding double the amount a8 to whlch the stay is deslred, and wlth 
nuch auretles, as the collector deems necesmry, condltloned upon the 
payment of 80 much of the nmount, the collectlon of whlch le stayed 
by the bond, as 18 nut ubrrted by II dirlwlon of the Iiourd whlch hus be- 
come flncil, together with interest thereon us provided I n  wctlon 207. 

(g) Same-Further condition#.-If tlie bond Is given before the tax- 
payer hns flled hls petltlon wlth the Boqrd under sectlon !272 (a ) ,  the  
bond shall contaln a further rondltlon that If a petltlon Is not flled 
wlthln the perlod yrovlded I n  nucli subwctlon, then the amount the col- 
leetlon of whlch Is stayed by the bond wlll be paid on notlce nnd demand 
ut  any t h e  ufter the cxplratlon of nuch Iierlotl, together wlth Interest 
thereon a t  the rate of 6 per ceiitum per ennuiii from the date of the 
jeopardy notice and demand to  the date of notlce aiid demund under thle 
subsectlon. 

(h) Waiver of #tay.-Upon the flllng of the boiid the collection of BO 

much of the amount nmossed as Is covered by the bond shall he stayed. 
The tnxpayi3r ehull liuve the rlght to walve such stay a t  any t h e  in 
rcsirct of the whole or uny purt of tlie umount covered by the bond, and 
If as a rwnlt of sucli wuiver m y  part  of the amount covered by the bond 
is [iuld, then the boiid shull, H t  tlie request of the tnxpayer, he propor- 
tionately reduced. If the Bourd determlnes that the anywut assessed 
is greater than the urnouiit whlch should have beeii assessed, then when 
the declslon of the Bourd Is rendered the bond shell, u t  the request of 
the taxpayer, be proportlonately reduced. 

(i) Collection of unpaid amountr.-Wien the 1wlltiuii hurt beeu flied 
wlth the Board and wheu the amount which should have been assessed 

1 
1 .  
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bas been determined by a deeislon of the Board which baa become final, 
theii any unpald portlon. the collectlon of whlch hns been stayed by 
the bond, shall be collected as part  of the tax upon notice and demand 
from the collector, aud any remalning portion of the assessinent shnll 
be abated. If the anionnt already collected exceeds the amount dc- 
termlned as the amount whlch should have been asaeased, such excesu 
eliall be credlted or refunded to the taxpayer as provlded In sectlon 822, 
wlthout the fllliig of clulm therefor. I f  the amount determined as the 
amount which should have been asnessed is greater thnu the amount 
actually assessed, then the difference shall be assessed and shall be 
collected as part  of the tax upon notlce and demand from the collector. 

(1) Claims in abatement.-No clalm in ubatement shall be filed Ip 
resped of nny iiswwment In respect of uiiy tux lmpuwd by thle tltle. 

ART. 278-1. Jeopardy arwrrmentr.-If the Conimivsioncr believes 
that the assessment or collection of a deficiency will be jeopardized by 
delay, he is required to a m w  such deficiency inunediately, together 
with the interest and other additional amounts provided by law. I f  
a deficiency is assessed on account of jeopardy after the decision of 
the Board of Tax Appeals is rendered, the jeopardy aswsument may 
be made only with respect to the deficiency determined by the Board. 
The Commissioner is prohibited from making a jeopardy assessment 
after a decision of the Board has become final (see section lo05 of 
the Revenue Act of 1026, paragraph 16 of the Appendix to them 
regulations) or after the taxpayer has filed a petition for review of 
the decision of the Board. 

If  notice of a ,deficiency was mailed to the taxpayer (see section 272 
(a))  before it was discovered that delay would jeopardize the assess- 
ment or collection of the tax, & jeopardy assessment may be made in 
an amount greater or less than that included in the deficizncy notice. 
On the other hand if the assessment on account of jeopardy was made 
without mailing the notice required by section 272 (a), the Commis- 
eioner must within 60 days after the making of the assessment send 
the taxpayer notice of the deficiency by registered mail. The tax- 
payer may file a petition with the Board for a redetermination of tho 
amount of the deficiency within 90 days (not counting Sunday or a 
legal holiday in the District of Columbia as the ninetieth day) after 
such notice is mailed. If the petition of the taxpayer is filed with 
the Board, either before or after the making of the jeopardy assess- 
ment, the Commissioner is required to notify the Board of such 
assessment, and the Board has jurisdiction to redetermine the amount 
of the deficiency together with all other amount8 assessed at the sqme 
time in connection therewith. 

After a jeopardy assessment has been made, the list showing such 
assessment will be immediatelv transmitted to the collector. Upon 

(See section 273 (c).) 

I 

I 
I 

I 

receipt of the list containing t i e  assessment, the collector is required 
to send notice and demand to the taxpayer for the amount of the 
jeopardy assessment. Regardless of whether the taxpayer has 6led 

I 
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10-day period lie files with tlie collector u boirtl oil Form 1120 of the 
character hereinafter prescribed. The bond inust be in such amount, 
not exceeding double the amount for which tlie stay is desired, as the 
collector deems necessary and must bo executed by sureties satisfac- 
tory to the collector. It must be conditioned upon the payment of 
so much of the amount included therein as is not abated by a decision 
of the Board which has become final, together with the interest on 
such amount provided for in section 207. If the bond is given before 

a further condition that if a petition is riot filed before the expira- 
tion of the 90-day period provided for tlie .filing of such petition, 
the amount stayed by the bond will be paid upon notice and demand 
at  any time after the expiration of such period, together with interest 

the taxpayer has filed his petition with the Hoard, i t  must contain - -  
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the amount determined by the Board, the collection of which hns 
been stayed by the bond. The collector is required to include in the 
notice and demand for the unpaid portion, interest a t  the rate of 
6 per cent per annum from tlie date of the jeopardy notice antl 
demand to the date of the notice and demand referred to  in this 
paragraph. If the amount of the jeopardy assemment is less than 
the amount determined by the B o d ,  the difference, together with 
interest as provided in section 292, will be assessed, and collected as 
part of the tax upon notice and d e m ~ n d  froin the collector. I f  the 
amount included in tlie notice and demand made after the decision 
of the Board is not paid within 10 days after such notice and demand, 
there shall be collected as part of the tax, interest as provided in 
section 204 (b). If the amount of the jeopardy assessment is in 
cxcess of the amount determined by the Board, the unpaid portion of 
such excess mill be abated. If any part of the excess amount has 
been paid, it will be credited or refunded to the taxpayer as provided 
in section 822. 

As to bankruptcy, proceedings for tho relief of debtors, and 
receivership cases, see sections 274 and 298 and articles 274-1 and 
274-2. 

SEC. 274. BANKRUPTCY AND RECEIVERSHIPS. 
(a) Immediate aasesrment.-Upon the ntijucilratlon of bunkruptcy of 

any taxpayer In tiny baukruiitcy praveding or the appointment of a 
receiver for any taxpayer in any receivership proceeding before any 
court of the United States or of any State or Terrltory or of the Dls- 
trict of Columbia, any deflclency (together with all interest, additional 
amounts, or additions to the t a r  provided for by law) determlned by 
the Commisvloner in respect of a tux iniposed by thls title upon such 
taxpayer shall, despite the restrictions imposed by sectlon 272 (a) 
upon assessments be Immedlately assessed if such deflciency has not 
theretofore been assessed In accordance with law. In  such cases the 
trustee in bankruptcy or receiver shall glve notice In writing to the 
Commissioner of the adjudication of bankruptcy or the appointment 
of the receiver, and the running of the statute of limitations on the 
maklng of assessments shall be suspended for the period from the 
date of adjudication In bankruptcy or the appointment of the receiver 
to a date 80 days after the date upon which the notlce from the trustee 
or recelver is received by the Comniissioner : but the suspension under 
this sentence shall in no case be for a period in excesa of two years. 
Clalms for the deflclency and tmch interest, additional amounts and 
additions to the tux may be presented, for adjudication in accordance 
with luw, to the court before which the bankruptcy or receivership 
proceeding is pending, despite the pendency of proceedings for the 
redeterminutlon of the deflciency In pursuunce of a petition to the 
Board; but no petition for any such redetermlnntlon shall be flled with 
the Bonrd after the udjudication of bankruptcy or the appolntment 
of the receiver. 

(b) Unpaid c1aimr.-Any portion of the claim allowed in such bank- 
ruptcy or rdceivership proceerling whlch is unpaid hall  be pald by 
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the taxpayer upon notice and demand from the collector after the de- 
termination of such proceeding, and may be collected by dlstraint or 
proceeding In court wlthin slx years after termination of such proceed- 
ing. Extensions of tlme for such payment rney be had in the same 
manner nnd subject to the inmc ~ I W V I H I W I M  rind Hmltntlons as ure 
provldetl in sect1011 2'Ct ( f )  and section 2uo I n  the case ef a deflclency 
in a tax imposed by thls title. 

ART. 274-1. Bankruptcy, prooeedinga for the relief of debtors, and re- 
beiverahipa.-During bankruptcy proceedings, or proceedings for the 
relief of debtors in Federal courts under sections 74, 77, and 77B 
of the National Bankruptcy Act of 1898, as amended, o r  during 
equity receivership proceedings in either Bedernl or State courts, 
the court which makes the adjudication of bankruptcy, or which 
approves a debtor's petition or answer in a proceeding for relief 
of debtors, or which appoints a receiver for !my taxpayer, has con- 
trol over the assets of surh taxpayer, and the collection of taxes 
due can not be made by distraining upon such assets while the 
bankruptcy, debtor, or receivership proceeding is pending. How- 
ever, assets of a farmer who hns filed a petition in a proceeding for 
relief of debtors under section 75 of tlie Nutional 13nnkiuptcy Act, 
as amended, and asseb acquired by a banltrupt or debtor in a pro- 
ceeding for the relief of debtors, subsequent to the adjudication or 
the approvaJ of the debtor's petition or answer in a proceeding for 
tho relief of debtors, which are not in control of the bankruptcy 
court may be subject to distraint. 

A thstee in brinkruptcy or a receiver appointed in a bankruptcy 
proceeding, or a person designated by order of the court as in 
control of the assets of a debtor in a proceeding for.the relief of 
debtors, or a receiver in any receivrrship proceeding, is required 
to give notice in writing to tlie Commissioner in Washington, D. C., 
of the adjudication of bankruptcy, the filing of u debtor's petition 
or answer in a proceeding for the relief of debtors under sections 
74, 75, and 77 of the National Bankruptcy Act, as amended, the 
approval of the debtor's petition or answer under section 77B of 
that Act, or the appointment of tho receiver. 

Collectors should, proaiptly after notice of outstanding liability 
against a taxpayer in bunkruptcy, or in proceedings for the relief 
of debtors, or in receiveidlip, file cluini in the npproprintc court 
whether unpaid taxes involved httve been assessed or not, except 
in cnses where departmcntiil iiistriictions dircct otherwise ; for ex- 
ample, where taxes of the banltriipt, debtor, or iiisolvcnt taxpayer 
are secured by a sufficient bond. 

Under sections 3466 and 3467 of the Revised Statutes (paragraphs 
40 and 41, respectively, of the Appendix to  these regulations) and 
section 64 (a) of tlie Nutionnl Bankruptcy Act, as amended, taxes 
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take priority over claims of general creditors in cases of bankruptcy, 
receivership, proceedings for the relief .of debtors, and insolvency, 
and the trustee, receiver, person in control of the assets of a debtor, 
or assignee niay be lield I~ersonally liablo for failure on his part 
to protect the priority of the Government respecting taxes of which 
he has notice. Bankruptcy courts have jurisdiction under the 
National Bankruptcy Act, as amended, to determine all disputes 
regarding the unioiint and validity of taxes of a bankrupt or of a 
debtor in proceedings for relief of debtors. Bankruptcy proceed- 
ings, proceedings €or the relief of debtors, and receivership pro- 
ceedings do not foreclose or discharge any portion of a claim of the 
United States for taxes which have been allowcd by the court having 
jurisdiction over the same and wliicli remain unsatisfied after ter- 
mination of the bankruptcy, debtor, or receivership proceeding. Such 
unpaid portion of the cluini allowed in a bankruptcy, debtor, or 
receivership proceeding shull be collected with interest as provided 
in section 298. 

ART. 2742. Immediate asseaementa in bankruptoy, proceeding8 for the 
relief of debtors, and receivership cases.-Wliere the Coiriiriis&ner lias 
determined that a deficiency is due in respect of inconie tax and the 
taxpayer lias filed a petition with the Board of Tax Appeals prior to 
adjudication of bankruptcy, or the filiiig of a debtor's petition or  
answer for relief in a debtor proceeding in a Federal court under 
sections 74, 75, and 77 of the National Bankruptcy Act, as amended, 
or the approval of the debtor's petition or  answer in a debtor's pro- 
ceeding under section 77B of the National Bankruptcy Act, as 
amended, or the appointment of a receiver, the trustee or receiver 
appointed by the court or the person designated by order of tlie court 
as in control of the assets of the debtor, may prosecute tho taxpayer's 
appeal before the Board as to  that particular determination. I n  no 
case sliall a petition be filed with the Board for a redetermination of 
the deficiency after the adjudication of bankruptcy, the filing of a 
debtor's petition or anbwer in a Federul court in proceedings for the 
relief of debtors under sections 74, 75, and 77 of the National Bank- 
ruptcy Act, as amended, the approval of the debtor's petition or 
answer in a debtor proceeding under section 77B of the National 
Bankruptcy Act, as amended, or  the appointment of a receiver. 

Claim for the amount of a deficiency, even though pending before 
the Board for consideration, may be filed with the bankruptcy or 
equity court without awaiting final decision of the Board. I n  case 
of final decision of the Board before determination of the bank- 
ruptcy, debtor, or receivership proceeding, a copy of the Board's de- 
cision niay be filed by the Commissioner with the bankruptcy or 
equity court. 

94759"-38-24 
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While the Commissioner is required by section 274 to make imme- 
diate assessment of any deficiency, such assessnient is not a jeopardy 
assessment within the meaning of section 273, and consequently the 
provisions of that section do not apply to any assessment made under 
section 274. Therefore, the notice of the deficiency provided for in 
section 273(b) will not be mailed. Although such notice will not be 
issued, nevertheless a letter will be sent to the taxpayer, or to the 
trustee or receiver in the bankruptcy proceeding, the person desig- 
nated by order of court as in control of the assets of the debtor in the 
proceeding for tlie relief of debtors, or receiver in the receiversliip 
proceedings, notifying hiin in detail how the deficiency was com- 
puted, that the deficiency was assessed under the provisions of section 
274, that he may furnish evidence showing wherein the assessment is 
incorrect, and that upon request he will be grqnted a hearing with re- 
spect to such assessment. If after such evidence is submitted and 
hearing held any adjustment appears necessary in the assessment, 
appropriate action will be taken looking to the submission of an 
amended claim in bankruptcy or receivership or in proceedings for 
the relief of debtors. A copy of the notification letter will be at- 
tached to the assessment list as the collector’s authority for fililig 
claim in a bankruptcy, debtor, or receivership proceeding for the 
amount represented by the assessment, plus interest a t  the rate of 6 
per cent per annum for the period from tlie date of filing claim by 
the collector to the date of termination of the bankruptcy, debtor, or 
receivership proceeding, or to the date of payment if payment is 
made in full prior to such termination. At  the same time claim is 
filed with the bankruptcy or receivership court, the collector will 
send notice and demand for payment to the taxpayer together with 
a copy of such claim. 

I f  any portion of the claim allowed by the court in a bnnkruptcy 
or a receivership promeding or proceeding for the relief of debtors 
remains unpaid after the termination of biich proceeding, the collec- 
tor will send notice and demand for payment thereof to the tax- 
payer. Such unpaid portion with interest as provided in section 298 
may be collected from the taxpayer by distraint or proceeding in 
court within six years after the termination of the bankruptcy, 
debtor, or receivership proceeding. Extensions of time for the pay- 
ment of such unpaid amount may be granted in the same manner and 
subject to the same provisions and limitations as provided in sections 
272(j) and 297 in the case of a deficiency in respoct of income tax. 
(See article 272-3.) 

This article deals only with immediate assessments provided for 
in section 274 and the procedure in connection with such assessments. 
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SEC. 275. PERIOD OF LIMITATION UPON ASSESSMENT AND 
COLLECTION. 

Except as provided in aection 278- 
(a) General rule.-The amount of income taxes imposed by this title 

shall be assessed within three years after the return was flled, and no 
proceeding in cwurt without assessment for the collectlon of such taxes 
shall be begun after the expiration of such period. 

(b) Bequert for prompt aerearment.-In the case of Income received 
during the lifetime of a decedent, or by his estate during the period of 
administration, or by a corporation, the tux shall be assessed, and any 
proceeding in court without assessment for the collection of such tax 
shall be begun, within eighteen nioriths after written requeet therefor 
(flled after the return is made) by the executor, administrator, or other 
flduciary representing the estate of such decedent, or by the coryora- 
tion, but not after the expiration of three years after the return was 
flled. This subsectlon shall not apply In the cuse of a corporation 
u n l e w  

(1) Such written request notllles the Commlssioner that  the cor- 
poration contemplates dissolutiou at or before the expiration of 
such 18 months’ period; and 

(2) The dlssolutlon is in gootl fuitli begun before the expiration 
of such 18 months’ period; and 
(3) The dissolution is completed. 

( 0 )  Omirdon from grorr inoome.-If the taxpayer omib  from grots 
income a n  amount properly includible therein wlilch is in excws of 26 
per centum of the amount of gross income etuted in the return, the tux 
may be assessed, or a proceeding in court for the coliectiop of such tax 
may be begun without assessment, at any time wlthin 6 years after the 
return was flied. 

(d) For the purposes of subsections (a), (b) ,  and (c), a return flied 
before the last day prewrlbed by law for the dling thereof ahall be 
considered as dled on such last day. 

(e) Corporation and ahareholder.-If a corporation makes no return 
of the tax Imposed by this tltle, but enc*h of the sharehoiclers includes 
In his return his distributive share of the net inwme of the corporation, 
then the tax of the corporation shall be assessed wlthin four years after 
the lust date on which any such shareholder’s return was ffled. 
SEC. 276. SAME-EXCEPTIONS. 

(a) Balm return or no return.-In the case of a false or fraudulent 
return with intent to evade tax or of a failure to flle a return the t ax  
may be assessed, or a proceeding in court for the collectlon of such tax 
may be begun without assessment, at any time. 

(b) Waivers.-Where before the expiration of the tlme prescribed in 
section 276 for  the assessment of the tax, both the Commlssioner and 
the taxpayer have consented in writing to i ts  aseessment af ter  such 
time, the tux may be assessed at any time prior to the expiration of the 
period agreed upon. The period so agreed upon may be extended by 
subsequent agreements in writing made before the expiration of the 
period previously agreed upon. 

( 0 )  Collection after aarerrment.-Where the assessment of any income 
tax imposed by this title ha8 been made wlthin the period of limita- 
tion properly applicable thereto, such tax may be collected by distraint 
or by a proceeding in court, but only if begun (1) within six years 



342 

after the assessment of the tax, or (2) prior to the expiratlon of any 
period for collection agreed upon in writlug by the Cummissloner and 
the taxpayer before the expiratlon of mc.11 six-ycnr ycrlod. Thc perlotl 
80 agreed upon may be extended by subsequent ngreements In writing 
made before the explrntion of the period previously ugrcccl upon. 
SEC. 277. SUSPENSION OF RUNNING OF STATUTE. 

The running Of the statute of Hmltatto~is provlcletl In section 275 
or 278 on the making of assessments and the bt‘glnnlng of distraht nr a 
proceedlng In court for collection, in rcstact of ling tledclency, shul l  
(after the mailing of a notice under section 272 (a))  be suspended for 
thE period durlng whlch the Commlssioiier 1s prohlblted froin making 
the aseessnient or beglnnlng dlatruint 01’ u procc-ding in court (and 
in any event, if a proceeding In  respect of the deficiency is placed on 
the docket of the Board, untll the decision of the  Board becomes Anal), 
and for sixty days thereafter. 

ART. 275-1. Period of limitation upon assessment of tax.-The amount 
of income tax imposed by the Revenue Act of 1934 inust be assessed 
within three years after the return mas filed. For the purposes of 
subsections (a), (b), and (c) of section 275 of the Act, a return filed 
before the last day prescribed by law for tho filing thereof shall be 
considered as filed on such last day. Bsceptions to tho period of 
limitation stated in this paragraph are as follows : 

(1) I n  the case of income received during the lifetime of a de- 
cedent or by his estate during the period of administration, or by a 
corporation contemplating dissolution, tlie tax shull be assessed 
within 18 months after written request therefor by the fiduciary or 
legal representative of the estate of the decedent or by the corpora- 
tion, but not after the expiration of 8 yenrs after the retiirn was filed. 
The effect of this provision is to limit the period in which the 
Commissioner may assess the tax in such cases to a period of 18 
months from the date the request is filrd, even though inore than 18 
months still remain of the regular 3-year period in which the assess- 
ment may under ordinary circumstaiices be made. The request, in 
order to be effective, must be made nfter the retiirn is filed and must 
be in such language as to make it clear to the Commissioner that i t  is 
desired to take advantage of the provisions of section 275 (b). I n  
the case of a corporation the 18-month period of limitation shall not 
apply unless- 

(a) the written request notifies the Commissioner that the corpora- 
tion contemplates dissolution a t  or before the expiration of such 
period, 

(a) the dissolution is in good faith begun before the expiration of 
such period, and 

( 0 )  the dissolution so begun is completed either before or after 
the expiration of such 18-month period. 
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Such a request does not have the effect of extending the regular 
period of liniitution even though the request is made less than 18 
niontlis before the expiration of the regular period of limitation. 

(2) If a corporatiol? makes no income tux return under the Act, 
but each of tlie sharcholders includes in his personal return his dis- 
tributive share of the net income of the corporation, the tax of the 
corporation shall be assessed within four years after the last date on 
which any such sliureholder’s return was filed. 

(3) In  the case of a false or fraudulent return with intent to evade 
tax, the tux may be assessed a t  any time after such false or fraudulent 
return is filed. 

(42- I f  there is omitted from the gross income stated in the return 
an amount properly includible therein which is in excess of 25 per 
cent of the gross income so stated, the tax may be assessed at  any 
time within five years after the return was filed. 

(5) In  the event the taxpayer fails to  file a return, the amount of 
tax due may be assessed a t  any time after the date prescribed for 
filing the return. . (gut  so0 paragraph (2) of this article.) 
(6) I f  before the expiration of the tiine prescribed in section 275 

for the assessment of the tax the Commissioner and the taxpayer 
have consented in writing to  tho assessment of the tax after such 
time, the tux lnay be assessed at  any time prior to the expiration of 
the period agreed upon. The period agreed upon may be extended 
by subsequent agreements in writing made before the expiration of 
the period previously agreed upon. 

(7) If a notice of a deficiency has been mailed to the taxpayer 
under the provisions of section 272 (a), then the running of the 
statute of limitations on assessment of any deficiency shall be sus- 
pended for the period during which the Commissioner is prohibited 
from making the assessment (and in any event, if a proceeding in 
respect of the deficiency is placed on the docket of the Board, until 
the decision of the Board becomes final), and for 60 days thereafter. 
I f  the Commissioner mails to a taxpayer a notice of deficiency within 
the statutory period of limitation and the taxpayer does not appeal 
therefrom to the Board, the notice of deficiency so given does not 
suspend the running of the period of limitation on assessment for the 
purpose of any additional deficiency shown to be due in a subsequent 
deficiency notice. 

(8) I n  bankruptcy or receivership proceedings or proceedings in a 
Federal court for the relief of debtors the running of the statute of . 
limitations on the making of assessments is suslx:nild froin (1) the 
date of adjudication in bankruptcy, (2) the date of the filing of a 
debtor’s petition or answer in proceedings for the relief of debtors 
under sections 74, 75, and 77 of the National Bankruptcy Act, aa 
amended (relating to individuals and to railroad corporations en- 
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gaged in interstate commcrcc), (3) the date when the debtor's peti- 
tion or answer was approved in proceedings for the relief of corpo- 
rate debtors iinder section 7713 of the Nutionul Uaiiltruptcy Act, as 
amended (relating to  corporutions other tliuri railroad corporations 
ciigagcd in intcrstntc comiiwcc), or (4) the (lute of the appointment 
of a reccivibr in recciversliip proceeclings, to  (late 30 clays after the 
date upon which the notice provided for in section 274 (I\) is received 
by the Conimissioiicr in Wusliington, I). C., but in 110 case shall the 
suspension be for n period in csccss of two year$. Scc tjection 274 
(a)  antl articlcs 274-1 i i i id 274-2. 

With respcct to tlie pcriod of liiiiitutioii for iiswbing tlic amount 
of the liiibility of u trunsfcrre o f  prol)(*rty, or for cissewing tho 
iiniouiit of the liability of a fitlwiary uiitlcr section 3467 of the 
Hcviscd Statiitcs (paragi*apli 41 of tlic A p p r d i s  to fliese regdu- 
tioss), sco section 311. 

AI~T. 2'75-2. Period of limitation upon colleotion of tax.-In the atsc 
of the income titreu iriipowl by tho A d ,  it procvrtling iii court without 
nssessment for the collection of such tiix must be h g u n  within thrm 
yeurs after the return was filed. 

The exceptions to the period of liniitutioii I I ~ O I I  c:ollcction of the 
tiix without assessiiicnt stated in the prcccding 1)arugraph are ag 
€allows : 

(1) I n  the caw of incoine received (luring tlic lifetime of a dc- 
ccdent or by his estate during the pcriotl of administration, or by a 
corpomtion, n proceeding in court for the collection of the tux with- 
out asscssiiimt must be begun within 18 ~nonths a€tcr a writton re- 
qiiest tlicrefor by the cxccutor, ridininistrutor, or otlirr fiduciary rep- 
rcscnting the cstatc of the tlccwleiit or by tlic corporntion, but not 
ufter the expiration of 3 years :iftw the rcbrn was filcd. Such R 
rcquest docs not liuve the effect of c*strntling tlic regular period of 
limitation within which I L  procwtlirig i i i  court without assessment 
may be begun, even though the rcqiiwt is riintlu less than one year 
before the expiration of the rcyylar pcriocl of liinitation, nor is it 
of any effect if mudo before tho retiirn is filctl. I n  the case of u 
corporation the conditions slritetl in (u), (a), aiid (c) of puragrnph 
(1) of article 275-1 also must bc inet. 

(2) A proccctling in court for the collection of tho tiix without 
assessnieiit niay be begiiii :it any time- 

(n) I n  cnsc the tiixpiiycr files ti fiilhc or friiiiclulrnt rctiiim with 
intent to cvatle tux; antl 

( h )  In rusc the taxpayer failcd to file i i  rctiirii. 
(3) If thcrc is omittctl froin 1110 gross inconic. statctl in the return 

an amouIit properly includible thcrcin which is iri cxcess of 25 per 
cent of the gross income so stutcd, u proccediag in court for the col- 
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lection of the tax may be b e y n  without assessment a t  any time 
, within five years after the return wus filed. 
I I n  any case in which the tax has been assessed within the statutory 

period of limitation properly applicable thereto, a proceeding in court 
or distraint for the collection of such tax may be begun within six 
years after the assessment thereof, or prior to the expiration of any 
period for collection agreed upon in writing by the Commissioner and 
the taxpayer before the expiration of such 6-year period. The 
period so agreed upon may be extended by subsequent agreements in 
writing made before the expiration of the period previously agreed 
upon. I n  determining the running of the statuto of limitations in  
respect of distraint, the distraint shall be held to have been begun, 
in the case of personal property, on the date on which the levy upon 
such property is made, or, in the case of real property, on the date on 
which notice of the time and place of sale is given to  the person 
whose estate i t  is proposed to  sell. 

deficiency has been mailed to the taxpayer under 
the provisions of section 272 (a) (see article 272-l), then the running 
of the statute of limitations on the beginning of distraint after assess- 
ment, or on the beginning of a proceeding in court after askessment 
or without assessinent, in respect of any deficiency, shall be suspended 
for the period during which the Commissioner is prohibited from 
beginning such distraint or proceeding in court (and in any event, if 
a proceeding in respect of the deficiency is placed on the docket of the 
Board, until the decision of the Board becomes final), and for 
days thereafter. 

With respect to the period of limitation upon the collection of the 
tax on unpaid claims in bankruptcy or receivership proceedings, yee 
section 274 (b) and article 274-2. 

I 

I 1 

If a notice of 



CHAPTER X S X I  ' 

INTEREST AND ADDITIONS TO TAX 
Supplcnient M-hittwst nrid Atldltlona to the Tits 

SEC. 291. FAILURE TO FILE RETURN. 
I n  vase of any fallure to iiinke tint1 lllc n rctnrn rrquired by this 

tltle, wltliin tlie tilne iwmwilmi IJS 1:iw or Imwrlbeti Ijy tile Com- 
miaaloiier In pilrsuullce of lnw, 25 iwr celltiin1 of the tiix sllull bo added 
to tlie tar, except that wlicii u rulurii IY t l l r c l  ufler mcli tllrie and i t  
shown lliat tlie fuilurc to file It \ v w  due to rensonable cttuxe nnd iiot 
due to willful neglect no sucli ntldltion shii11 l)e mutle to the tux. The 
nmouiit so added to any tux sliull be collwted tit the snnle time und 
in tlie slime munnw niid us u part of tlie tax u~ilesv the tax has been 
paid before the dlscovery of the neglect, in  whicll c'axe the alnount so 
atlcled allall be collected in (lie a u n ~ e  iiiiiiiiier us  tlic tux. Tlie tinlotint 
cidcled to tlie tux under tlria sectlou sliall be in lleu I J ~  tlie "3 per ccrrtum 
atldltlon to the tux provided 111 section 3176 of the ltevlued Statutes, 
as amended. 

ART. 291-1. Addition t o  the tax in case of failure to flle return.-In 
case of failure to make and file a return required by Title I witllin 
the prescribed time, 25 per relit of the aiiiount of the tas  is ndded 
to tho t a r  unless the return is later filed a d  failure to file the return 
within tlic prescribed tinlo is shown to tlie sutisfaction of the Com- 
missioner to be due to reasonable cuuse uncl not to willful neglect. 
Two classes of delinquents are subject to this addition to  the tax: 

( u )  Tliose wlio do not file returns and for wlioi~i returns are made 
by a collector or the Comnlissioner, untl 

(a) Tliose alio file tardy returns i i i i t l  arc uiiuble to show renson- 
able cause for the delay. 

A taxpayer who files a tardy return und wislles to avoid the addi- 
tion to  the t a s  must ninke an alfiriiititive showing of all facts alleged 
as a reasonable cnuse for failure to file the return on time in the 
form of an affidavit which slionl~l be nttvcliecl to tho return. I f  
such an affidavit is furoished with the return or upon tho collector's 
demand, the collector, unless otherwise directed by tlie Commissioner, 
will forward the affidavit with the return, and, if the Commissioner 
determines that the delinquency mus due to a reasonable cause and 
not to  willful neglect, the 25 per cent addition to the tax will not be 
assessed. I f  the taxpayer exercised ordinary business care and 
prudence and was nevertheless unable to file the return in the pre- 
%ribad time, then the delay is due to reasonable cnuse. 

(346) 

347 

I f  the 25 per cent addition to the tax for delinquency in filing 
the return has been added, the nmount so added shall be collected 
in the same manner as tho tax. 

For  addition to the tax in case of a deficiency due to fraud with 
intent to evadu tax, see section 293. As to the making of returns for 
taxpayers by collectors or the Commissioner in the case of delin- 
quency in filing a return, or in the case of a false or fraudulent 
return, see section 3176 of the Revised Statutes, as amended (para- 
graph 54 of the Appendix to tliese regulations). 

SEC. 292. INTEREST ON DEFICIENCIES. 
Interest upon the amount tletermlned us n deflciency shall be assessed 

a t  the same time as the deflciency, shall be paid upon notice untl t lc -  
mand from the collector, and shall be collected as  a part of tile tux, 
a t  the rate of 6 per centum per nnnum from the date prescribed for the 
payment of the tax (or, If the tax is paid In Installments, from the date 
preacrlbed for the payment of the flrat Installment) to the date the d c  
flclency la assessed, or, in the case of a waiver uiider section 272(d), 
to the thlrtieth day after the dllng of such waiver or to the dnte the 
deflcienry la asseaued whichever is the earller. 

SEC. 293. ADDITIONS TO THE TAX IN CASE OF DEFICIENCY. 
(a) Negligence.-If any part of tiny cleficlency is due to negllgence, 

or intentlonnl disregard of rulw and regulations but without intent to 
defraud, 6 per centum of the total urnount of the deflclency (in addltlon 
to  such deficiency) shall be assessed, collected, and paid in the same 
manner as if i t  were a deficiency, except that the provislons of Bectlon 
272(i), reluting to the prorntlng of a deflclency, and of section 20% 
relating to lutereat ou dcflclenclr8. dial1 not be applicable. 

(b) Fraud.-If uny part of any deflclency is clue to fraud with Intent 
to evade tax, then 50 per centum of the total amount of the deflclency 
(in addltlon to such deficiency) shall be so assessed, collected. and 
paid, in lieu of the 60 per centum addltlon to the tax pwvlded In 
sectlon 3176 of the Revised Statutes. a8 amended. 

SEC. 294. ADDITIONS TO THE TAX I N  CASE OF NONPAYMENT. 

(1) GENEBAL EULE.-Where the amount determined by the tax- 
payer as tlie tax imposed by thls title, or any Installment thereof, 
or any pnrt'of such amount or installment, ie not paid on or before 
the date prescrlbed for Its pnyment, there shall be collected as a 
part of the tax, interest upon such unpaid amount a t  the rate O€ 
1 per centum a month from the date prescribed for  ita payment 
until i t  is paid. 

(2) Ia EXTWBIOI OEANTCD.-where an extension of time for pay- 
ment of the amount so determined 88 the tax by the tnxpayer, or 
any Installment thereof, has been granted, and the amount the 
tlme for payment of whlch has been extended, and the interest 
thereon determined under section 296, is not pald in full prior to 
the expiration of tne period of the extension, then, in lieu of the 
Interest providtul f?r in paragraph (1) of tlila subsectlon, interest 
at the rate of 1 per centum a ponth shall be collected on such 

1 

(a) T u  mhown on return.- 

L 
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zifter fiucli notice nud demiintl, llieti there shall be collected, ns part  of 
the tnx, lntrrcst upon the uiipnld itmouut a t  the rate of 1 pcr rrntum 
IL nionth (or, for i iuy  prrlod the rstute of the titxpayer i u  held by a 
fltlnciliry nppoiutc'd lty iiny csourt of cotupctcnt jurisdiction or by will, 
u t  the rutc of U per ceiiluui per iin~iuni) from the date of such notice 

SEC. 298. BANKRUPTCY AND RECEIVERSHIPS. 
I t  t lw snpiii i l  portion of tlie c-lrrlni nl\owcd In it bnnkruptcy or re- 

c~ivrrship priwcwiitig, 21s Itroviilcvl 111 src41on 274, Is not pald in full 
wlthiu ten tlitys froni tlie dittc (it twllce and dctnnnd from the collector, 
iltrn thcrc* Nllilll it(> rollcctetl ns II port of such amount interest upon 
thc uitpi~id p O ~ ~ ~ ~ J l t  tlicwof t i t  i Iw riite of 1 per centuol a month from 
tlw d:itv of such tiotlcc aitd deinitud untll payment. 

SEC. 299. REMOVAL OF PROPERTY OR DEPARTURE FROM 

For udtlitious to tiix lit ciiw o f  leuving the United SttIte8 or conceal- 
lng property In ~ u c h  tuanuer us  to  hlnder collectiou of the tax, we 
sectlon 146. 

1111d clcnl;ultl until i t  is ljilill. 

UNITED STATES. 

unpaid amount from the date  of the eipiratlon of the period of 
the extenslon until it is pald. 

(a) Deflciency.--\Vhere R deflclency, or any Interest or addltional 
amounts assessed In connection therewith under section 282, or under 
sectlon 293, or any additlon to the tux in case of delinquency provided 
for in section 291, is not pnld in  full withln ten days from the dnte of 
notice and demand from the collector, there shull be collected 11s pnrt 
of tlie tax, interest upon the uupald amount nt the rate of 1 per centurn 
a nionth froni the date of siicli notlce and demuud until I t  is paid. 
If any part of a deAden;y prorated to any unpaid Installment under 
sectlon 252 ( I )  is uot pald Iu full on or before the date prescrlbed for 
the payment of such installment, there shall be collected as par t  of the 
tax iuterest upon the wpa ld  amount at  the rate of 1 per centum a 
month from such date until I t  is wid. 

(0) Piduciarier.-For any period nn estate 1s held by a flduciary np- 
pointed by older of ang court of competent jurisdictlon or by will, 
there shall be collected interest at the rate of 6 per centum per annum 
in lieu of the interest provided in sohsectlons ( a )  and ( b )  of this 
section. 

(d) Piling of jeopardy bond.-If a bond is Bled, us 1)rovidecl in sec- 
tion '"73, the provlslons of subsections ( b )  and ( c )  of tltls section shall 
not upply to the nmouiit covered by the bond. 

SEC. 295. TIME EXTENDED FOR PAYMENT OF TAX SHOWN ON 

If the time for payment of the amount determlned u s  llie tax by the 
taxpayer, or any lnstallnient thereof, I s  exteutled under the nuthorlty 
of sectlon 56 ( c ) ,  there shall be collected ns a part of such amount, 
interest thereon a t  the rate of 6 per ceutuin per annum from the date 
when sucli plyittent should have been mude 1P no extenslon hud been 
granted, until the explratlon of tlte perlod of the extendon. 
SEC. 296. TIME EXTENDED FOR PAYMENT OF DEFICIENCY, 

I P  the time for the payment oP auy part  of n deficiency is extended, 
there shall be collected, ns a pnrt of the tux, Interest on the part of 
the deflcienry the time for pnyment of wliich Is 80 extentled. at  the 
rate of 0 per ccntum per annum for the perlod of tlie extension, and 
no other interest shnll be collected 011 such pnrt of the deflclency for 
surh period. If  the part of the deflriency the t h e  for payment of 
~ v h l r h  Is so extended 1s not pnld 111 accordnttce with the Iertns of the 
extension, there shiill be collected, ux n pnrt o f  tlic tnx, IntpreHt on such 
hnpnid nmount a t  the rate of 1 prr c*cntum II  month for the period from 
the t h e  flxi'd by the ternis of tlw'cxttwiim for I I H  iiuytnrut ulltll i t  
1.r pnld, and no other interest shnl l  1~ rolli~cted on buch uitpriid amount 
for such perlod. 

SEC. 297. INTEREST IN CASE OF JEOPARDY ASSESSMENTS. 
In the case of tlte nmouut collected under seetion 273 ( i )  there shall 

be collwtcdynt the snme time as such nniount, ~ i n d  11s II pitrt of tile tux, 
lntiwst a t  the rnte OP 0 pcr ceirtuni per I I I I I I I I I I I  nlnui b u v h  tinloutit from 
the date of the jropnrtly riotlce anti deittuuil to  the dote OP uotice and 
dcniitnd w~clri  sectlon 273 ( i ) ,  or, i n  tlrc c'iise of the :~niount collected 
in ('xces~ of the amount *r the jropnrdy nsscesnlrnt, lilterrst ne provided 
in sectlon 292. If the nmourtt inclucled I n  tlte notice ant1 tleniiintl from 
the collector under section 273 ( i )  is not paid in full within ten dogs 

RETURN. 



CLAIMS AGAINST TRANSFEREES AND FIDU- 
CIARIES 

Supi)leluent N-Claims Aguinst Tr:insfereee and Fiduciaries 

SEC. 311. TRANSFERRED ASSETS. 
(a) Method of collection.-The nmonnts of tlie following llubiiities 

shiill, except as hepAiiafter in tlils w.ctloii provldecl, be asseeaetl, col- 
lected, 'and paid I n  the same mrinner uiid bubj,jt.ct to the same provl- 
sions arid llmitutlons as Iii the case of a cleflclencby in n tax Iniposed by 
this title (includlng the provislons lu case of dvllnquency 111 payliient 
after notlce and demund. the provisions autlioriziiig dletriilnt eIid pro- 
ceedings i n  court for collectlon, and the provlk&nis prohibiting clalms 
and sults for refunds) : 

(1) TnrarEu5s.--The liability, a t  law r)r in equity, of a trans- 
feree of property of a taxpayer, in rcxspect of the tax (iiicludlng 
luterest, addltlonal amounts, and addltlons to the tnx provided by 
law) imposed upon the taxpayer by this tltle. 

(2) FIDucrrsIee.-The liability of a flduciary under s'ection 3467 
of tlie.Revlsed Statutes in respect of the payment of any such tax 
from the estate of the taxpayer. 

Any such llnbility muy be eltlier ns to  the rimount of tiix shown on 
the return or a s  to any deflclency In tax. 

(b) Period of limitatioa.-Tho period of iimltatioii for ns.sercsment of 
any such llubility of a transferee or fltlucinry xhull Iic u s  follows: 

(1) In  the cnse of tlie lltibility of uii liiitliii trniiefei-ee of the 
property of the tnxpa.\'er,-wlllilii onc y c w  aetw the rxpiratloii 
of the lwrlod of Ilmltntlon for assessnient ugiiliiet the taxpayer; 

( 2 )  111 the case of the llubility of II trunsferee of a triinsferee 
of the property of the taxi)uyer,-withln oiie xerr after the cxplra- 
tlon of thc period of Ilmitutlon for assessment ugriliist the preced- 
ing transferee, but only if wlthlii tlirine y t u w  after the cxplratloii 
of the period of Ilinltrtlon for iinsexsnirnt rigiiliivt Ilii? tuxpayer ;- 

escept that  l i  before the explratloii of the periiid of limltutlun for the 
assessment of the linbility of tlic triiiixfcwc, u cviurt 1)roceedllig for the 
collectioii of the tux 01' 1Iubiiit.v i i i  rtwpcct thcreof h u s  beeii bcguii 
against the taxpnyer or lnst preceding tr:ineferee, respectively,-then 
the period a Ilm1t:ltlon for assesmnent of the liability of the trans- 
feree shall pwpire one ycnr af ter  the rc-turn of execution in the court 
procwding. 

(3) Iu the case of the liiibiiity of a flcluc.iiwy,-not Iiiter thun 
one yenr niter the liability arises or not later thaii the explratlon 
of the period for collectloii of the tux In respect of which such 
linbility arises, whlcliever I s  the later. 

( 0 )  Period for arserrment against taxpayer.-For the purposes of this 
section, if the taxpayer is dece:ised, or in the case of a corporatlon, 
bas terniinated its exlstence, the period of lilnltntlon for assessment 
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against the taxpayer shall be the perIodYhat would be in effect had 
death or termination of existence not occurred. 

(d) Buspension of running of rtatate of limitationr.-The ruuning of 
the statute of limltations upon the assessment of the liability of a 
transferee or flduciary shall, after the mailing to  the transferee or 
flduciary of the notice provided for In section 272 ( a ) ,  be suspended 
for the period during which the Commissioner is prohibited from mak- 
ing the assessment In respect of the liabillty of the transferee or fldu- 
ciary (and in any event, if n proceeding in respect of the liability is 
placed on the docket of the Board, until the declslon of the Board 
becomes flnal), and for slxty days thereafter. 

(e) Address for notice of liability.-In the absence of notice to the 
Commissioner under section 312 (b) of the existence of a flduclary r e  
lutionshlp, notlce of liability enforceable under thie section in respect 
of a tax imposed by this tltle, Lf mailed to  the pereon subject to the 
llabiiity at hls lust known address, &all be sufeclent for the purposee 
of this title even If such person is deceased, or Is under a legal dls- 
abillty, or, in the came of a corporatlon. has terminated Its existence. 

tranrferee ".-As used in' this section, the term 
'' trunsferee " Includes heir, legatee. devisee, and distributee. 

(f) Dennition of 

ART. 311-1. Claim8 in aanei of tramferred a#rdr.-The amount for 
which a transferee of the property of a taxpayer is liable, a t  law or 
in  equity, and the amount of the personal liability of a fiduciary 
under section 3467 of the Revised Statutes, in  respect of any income 
tax imposed by the Act (paragraph 41 of the Appendix to t h e  
regulations), whether shown on the return of the taxpayer or deter- 
mined as a deficiency in the tax, shall be assessed against such trans- 
feree or such fiduciary, as the case may be, and collected and paid in 
the same manner and subject to the same provisions and limitatione 
as in the case of a deficiency in a tax imposed by the Act, except aa 
hereinafter provided. The provisions relating to delinquency in 
payment after notice and demand and the amount of interest attach. 
ing because of such delinquency, the authorization of distraint and 
proceedings in court for collection, the prohibition of claims for 
abatement and claims and suits for refund, the filing of a petition 
with the Board of Tax Appeals, and the filing of a petition for review 
of the Board's decision, ar0 included in the sections and articlee 
relating to deficiencies in tax imposed by Title I. 

The term (( transferee" as used in this article includes an heir, 
legatee, devisee, distributee of an &tats of a deceased person, the 
shareholder of a dissolved corporation, the assignee or donee of an 
insolvent person, the suqessor of a mrpoFation2, a party to a reorgan- 
ization as defined in section 112, and all other classes of distributees. 
' The period of limitation for assessment of the liability of a trans- 

feree or of a fiduciary, referred to in  the first paragraph of this 
article, is as follows: 
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(1) In  the case of the liability of an initial transferee of the prop- 
erty of the taxpayer one year after the expiration of the period of 
limitation for assessment against the taxpayer (see sections 275-277) ; 

(2) I n  the case of the liability of a transferee of a transferee of 
the property of the taxpayer, one year after the expiration of the 
period of limitation for assessment against the preceding transferee, 
or three years after the expiration of the period of limitation for 
assessment against the taxpayer, whichever of the two periods (the 
1-year period or tlie 3-year period) first expires; 

(3) I f  a court proceeding against the taxpayer or last preceding 
transferee for the collection of the tax or liability in respect thereof, 
respectively, has been b e y n  within the period of limitation for the 
bringing of such proceeding, then within one year after the return 
of execution in such proceeding; and 

(4) I n  the case of the liability of a fiduciary, not later thap one 
year after the liability arises or not later than the expiration of the 
period for collection of the tax in respect of which such liability 
arises, whichever is the la*. 

For the purpose of determining the period of limitation for assess- 
ment against E transferee or a fiduciary, if the taxpayer is deceased, 

corporation, has terminated its existence, the 
period of limitation for assessment against the taxpayer shall be the 
period that would be in effect had the death or termination of exist-. 
~ n c e  not occurred. 

If a notice of the liability of a transferee or the liability of a 
fiduciary has been mailed to such transferee or to such fiduciary 
under the provisions of section 272 (a), then the running of the 
statute of limitations shall be suspended for the period during which 
the Commissioner is prohibited from making the assessment in re- 
spect of the liability of the transferee or fiduciary (and in any event, 
if a proceeding in respect of the liability is placed on the docket of 
the Board, until the decision of the Board becomes final), and for 
60 days thereafter. 

-or, in the case of 

SEC. 312. NOTICE OF FIDUCIARY RELATIONSHIP. 

(a) Fiduciary of tarpayer.-Upon Ihotlce to the Cummisdoner thirt 
nny person is actlng In a fldudary capaclty sudi fiduciary shall assume 
the powers, rlghts, duties, and prlvlleges of the taxpayer in respect of 
a tax imposed by thls tltle (except as  otherwise specltically provided 
and except that the tax shall be collc!tcd from the estate of the tax- 
payer), untll notice Is glren that the flducinry capacity has terminated. 

(a) Fidnciary of traniferee.-Upon notlce to tlie Commlssloner that 
nny person is acting In a flduclary capacity for a pcrson subject to the 
lhblllty speclfled In sectlon 811, the flduelary shall assume, on bellale of 
such person, the powers, rlghts, duties, and privileges of such peelton 
under such sectlon (except that the llabllily shull Ije collected from tlic 
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estate of such person), until notice is given tliat the fldndary capadty 
has terminated. 

( 0 )  Xanner of notice.-Notfce under subsectlon (a)  or (b) shall be 
given in accordance wlth regulations prescribed by the Oommiseioner 
with the approval of the Secretary. 

ART. 312-1. Fiduciaries.-As soon as the Commissioner receives 
notice that a person is acting in a fiduciary capacity, such fiduciary 
must, except as otherwise specifically provided, assume the powers, 
rights, duties, and privileges of the taxpayer with respect to income 
tax imposed by the Act. If the person is acting as a fiduciary for a 
transferee or other person subject to the liability specified in section 
311, such fiduciary is required to assume the powers, rights, duties, 
and privileges of the transferee or other person under that section. 
The amount of the tax or liability is ordinarily not collectible from 
the personal estate of the fiduciary but is collectible from the estate 
of the taxpayer or from the estate of the transfer- or other person 
subject to the liability specified in section 311. The “notice to the 
Commissioner ” provided for in section 812 shall be a written notice 
signed by the fiduciary and filed with the Commissioner. The notice 
must state the name and address of the person for whom the fiduciary 
is acting, and the nature of the liability of such person; that is, 
whether i t  is a liability for tax, and, if so, the year or years involved, 
or a liability a t  law or in equity of a transferee of property of a tax- 
payer, or a liability of a fiduciary under section 3467 of the Revised 
Statutes (paragraph 41 of the Appendix to these rbgulations) in re- 
spect of the payment of any tax from the estate of the taxpayer. Any 
such rtritten notice which has been filed with the Commissioner 
since the enactment of the Revenue Act of 1926 shall be considered 
as sufficient notice to the Commissioner within the meaning of 
section 312. Unless there is a1re:tdy on file with the Commissioner 
satisfactory evidence of the authority of the fiduciary to act for 
such person in a fiduciary capacity, such evidence must be filed with 
and made a part of the notice. I f  the fiduciary capacity exists by 
order of court, a certified copy of the order may be regarded as 
such satisfactory evidence. When the fiduciary capacity has termi- 
nated, the fiduciary in order to be relieved of any further duty 
or liability as such, must file with the Commissioner written notice 
that the fiduciary capacity has terminated as to him, accompanied 
by satisfactory evidence of the termination of the fiduciary capecity. 
The notice of termination should state the name and addreas of 
the person, if any, who has been substituted as fiduciary. 

I f  the notice of the fiduciary capacity described in the preceding 
paragraph is not filed with the Commissioner prior to the sending 
of notice of a deficiency by registered mail to the last known sddress 
of the taxpayerL(x?e section 272 (a)), or the last known address of 
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the transferee or other person subject to liability (see section 311), 
no notice of the deficiency will be sent to the fiduciary. I n  such a 
case the sending of the notice to the last known address of the tax- 
payer, transferee, or other person, as ;he case may be, will be n suf- 
ficient compliance with the requirements of the Act, even though such 
taxpayer, transferee, or other person is deceased, or is under n legal 
disaljiIity, of, in the cnse of n corporation, has terminated its exist- 
ence. Under such circumstances if no petitioh is filed with the Board 
of Tax Appeals before'the espirtttwn of 90 days from the sending of 
the notice to the taxpayer, transferee, or other person, thetas ,  or lia- 
bility under section 311, will be assessed immediately upon the ex- 
piration of such 90-dny period, and demand for payment will be 
made by the colltrtor. The term fiduciary is defined in section 801 
(a) (6) to mean a guardian, trustve, executor, administrator, receiver, 
conservator, or any person ncting in 'any fiduciary capacity for any 
person. 

This article, relating to the provisions of section 812, shall not be 
taken to  abridge in any way the powers and duties of fiduciaries pro- 
vided for in other sections of the Act. 

C A A ~ R  XXXIII 

OVERPAYMENTS 
Supplement e O v e r p a y m e n t s  

SEC. 321. OVERPAYMENT OF INSTALLMENT. 
If the taxpayer has paid as an Installment of the tax more than the 

m o u n t  determlned to be the correct amount of such installment, the 
overpayment shall be credited agalnst the unpald Installments, if any. 
If the amount already paid, whether or not on the basis of Installments, 
exceeds the amount determlned to be the correct amount of the tax, the 
overpayment-shall be credited or refunded as provided in  eectlon 322. 
SEC. 322. REFUNDS AND CREDITS. 

(a) Authoriration.-Where there has becn an  overpayment of any tax 
imposed by thls title, the amount of such orerpajment shall be credited 
agalnst any income, war-proflts, or  excess-proflts tax or installment 
thereof then due from the tarpayer, nnd any balance shall be refunded 
Immediately to the taxpnyer. 

(b) Limitatton on al1owanoe.- 
(1) PEBIOD OF uarrnmori.-Unless a claim for credit O r  refund 

IY flled by the taxpayer within three yenm from the tlme the return 
was fllM by the taxpayer or within two gears from the tlme the 
tax was pald, no credit or refund sholl be allowed or made nfter 
the expiration of whichever of such perlods expires the later. I f  
no return is flled by the taxpayer, then no credit or  refund shall 
be a l l o w e  or  made after two years from the tlme the tax wae pald, 
unless before the ewirntion of such period a claim therefor is flied 
by the taxpayer. 

the credit or refund shall not exceed the portion of the tax paid 
during the three years Immqdiately preceding the flling. of the 
clalm, or, if no claim was flled, then durlng the three years Im- 
mediately precedlng the allowance of the credit or refund. 

(a) Effect of petition to Board.-If the Cummissloner has mailed to 
the taxpayer a .notlee of deficiency under section 2'72 ( a )  and if the 
taxpayer flles a petltlon with the Board of Tax Appeals wlthln the time 
prescribed in such subsection, no credit or refund In respect of the tar 
for the taxnble year In respect of whlch the Commlseloner has deter- 
mined the deflciency sliall be allowed or mdde and no. sult by the tax- 
payer for the recovery of any psrt of such tax shall be instltuted In 
any court except- 

(1) As to overpayments deterniined by a decision of the 
board which has become final; and 

(2) As to any amount collected in excess of an amount com- 
puted in accordance wlth the dectslon of the Board which has 
become flnal; and 

(2) LIXIT ON AMOUNT OF CBEDIT OB BePo;vo.-The amOLnt Of 

(3455) 94 768 '-35-26 
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(3) As  to any amount collected after the period of liinltatlon 
upon the beginning of dlstralnt or a proceeding in court for Col- 
lection has expired; but in uny mrh clriiln for credlt or refund 
or in any such suit for refund the decision of the Board whlch 
hits become flnnl, 11s to whether such perloel has expiretl before the 
notice of clcflclcncy was niailcd, shall be cowluxlvc. 

(d) Overpayment found by Board.-If the Roardl finds that them Is 
no deflc*iency nncl further flnde that the taxpayer has made an over- 
payment of tax In respat of the taxable year ln respect of wlilch the 
Oonimissioner determined the deflc'lcnry, the Board fihull have jurls- 
diction to determine the aniount of mich overiwyment, and such ninount 
shall, wlwl the derlslon of the Hcmrtl has become flnnl, be crcdlted or 
refunded to the taxpayer. No such crcvlit or refund shull be made of 
any portlon of the tHX unless tpc Board determines as part of its deci- 
sion thnt i t  wan paid wlthin t h e e  years before the Bling of the clalm 
or the flllng of the petitton, whlchever Is earller. 

(e) T v  withheld at  aource.-P'or refund or rredlt 111 rase' nf exces- 
slve wlthholdlng a t  the source, see sectlon 143 ( f ) .  

ART. 322-1. Authority for abatement, oredit, and refund of tax.- 
Authority for tlic credit a d refund of any overpayment of any 

Section 273 ( j )  prohibits the filing of claims for abatement by tax- 
payers with respect to assessments of income tax imposed by the Act. 

ART. 322-2. Credit ma refund adjustments.-Overassassments and 
overpayments of income taxes will be adjusted by means of certifi- 
cates of overassessment. Credits or refunds of overpayments on the 
basis of such certificates of overassessment may not be nllowed or 
made, however, after the expiration of the statutory period of limita- 
tion properly applicable unless prior to the expiration of such period 
a claim therefor on Form 843 has been filed by the taxpayer. The 
claim, together with appropriate supporting evidence, must be filed 
in the ofice of the collector for the district in which the tax was paid. 
Where an amount of tax in excess of that properly due has been paid 
by a withholding agent, the credit or refund of such excess amount 
shall be made to the withholding agent unless the amount of such 
tax was actuully withheld by the withholding agent. (See section 
143 (f).) As to  interest in case of credits or refunds, see section 614 
of the Revenue Act of 1928 (paragraph 37 of the Appendix to these 
regulations) and section 615 of the Revenue Act of 1928, amending 
section 177, United States Judicial Code (paragraph 88 of the 
Appendix to these regulations). 
h. 322-3. Claims for refund by taxpayers.--Claims by the taxpayer 

for the refunding of taxes, interest, penalties, and additions to tax 
erroneously or illegally collected shall be made on Form 843, and 
should be filed with the collector of internal revenue. A separate 
claim on such form shall be made for each taxable year or period. 

income tax iniposed by the A ct is contained in section 322. 
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The claim must set forth in detail and under oath each ground 
upon which a refund is claimed, and facta sufficient to apprise the 
Commissioner of the exact basis thereof. No refund or credit will 
be allowed after the expiration of the statutory period of limitation 
applicable to  the filing of a claim therefor except upon one or more 
of the grounds set forth in a claim filed prior to  the expiration of 
such period. A claim which does not comply with this paragraph 
will not be considered for any purpose as a claim for refund. With 
respect to limitations upon the refunding or crediting of taxes, see 
article 822-6. 

I f  a return is filed by an individual and a refund claim is thero- 
after filed by a legal representative of the deceased, certified copies 
of the letters testamentary, letters of administration, or other sim- 
ilar evidence must be annexed to the claim, to show the aathority of 
the executor, administrator, or other fiduciary by whom the claim is 
filed. I f  an executor, administrator, guardian, trustee, receiver, or 
other fiduciary files a return and thereafter a refund claim is filed by 
the same fiduciary, documentary evidence to establish the legal nii- 
thority of the fiduciary need not accompany the claim, provided a 
statement is made in the claim showing that the return was filed by 
the fiduciary and that the latter is still acting. In  such cases, if a 
refund or interest is to be paid, letters testamentary, letters of adniin- 
istration, or other evidence niay be required, but slioiild be submitted 
only upon the receipt of a specific request therefor. If a claiiii is filed 
by a fiduciary other than the one by whom tlie return was filed, the 
necessary documentary evidence should accompany the claim. Tho 
affidavit may be made by the agent of the person assessed, but in 
such case a power of attorney niiist accompany the claim. 

Checks in payment of claims allowed will be drawn in tlie names 
of the persons entitled to the money and may be sent to such persons 
in care of an attorney or agent who has filed a power of attorney 
specifically authorizing him ta receivg such checks. The Coiiimis- 
sioner niay, however, send any such check direct to the claimant. 
I n  this coiinection, see section 3477 of the Rovised Statutes, wlricll 
provides : 

Smc, 3477. All transfers and nsslgnnients made of any cltilm up011 the 
United States, or of any part or share thereoi, or interest therein, 
whether absolute or conditioiial, and whatever may be the canslderation 
therefor, and all powers of attorney, orders, or other authorltles for r e  
ceiring payment of any euch clnlm, or of ally part or share thereof, eliali 
be nbsolutely null tind void, unless they nre freely made and exeruteci 
In the presence of a t  least two attesting wltnesees, nfter the allowance 
of such 11 clalm, tile ascertuinnient of the amount due, nnd the Issuing 
of a warrant for the payment thereof. Such transfers, asslgtimente, 
and powers of attorney. lnust rec*lte the Wnrrant for payment, and 
must be acknowledged by the person maklng them, bePore au olficer 
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having authorlty to take acknowledgments of deeds, and shall be certl- 
fled by the omcer ; and it must appenr by the certlflcote thab the offlcer, 
at the time of the ncknowkdgnlent, rend alld fully explained the 
transfer, asslgnment, or warrant of uttorney to the person ncknowledg- 
ing the wme. 

The Commissioner has no authority to refund on equitable grounds 
penalties or other amsunts legally collected. As to  claims for refund 
of sums recovered by suit, se0 articles 322-4 and 3"iM. 

ART. 322-4. Claim for pafment of judgment obtained against oolleo- 
tor.-((a) A claim for the amount of a judgment against a collector 
of internal revenue for the recovery of taxes, penalties, or other sums 
should be made under oath, on Form 843, and filed directly with the 
Commissioner of Internal avenue ,  Washington, D. C. Two certi- 
fied copies of the final judgment, a certificate of probable cause, and 
an itemized bill of the court costs paid, receipted by the clerk or 
other proper officer of the court should be attached to the claim. 

. With respect to the certificate of probable cause, section 989 of the 
Revised Statutes provides : 

SEC. gSg. When a recovery la had In any suit or proceeding agalnat a 
collector or other officer of the revenue for any act done by blrn, or for 
the recovery of any money exacted by or puld to him and by him pald 
Into the Treasury, in the performance of hie omclal duty, and the court 
certi6es that there was probable Cause for the act done by the collector 
or other officer, or that he acted under the dlrec*tIona of the Secretary of 
the Treasury. or otber proper olRcer of the Government, no execntlon 
shall Issue against such collector or other ofncer, but the amount 80 
recovered shall, upon Anal judgment, be provided. for and pald out of 
the proper appropriation from tlie Treasury. 

I f  the judgment was affirmed on appeal, two certified copies of 
the mandate of the appellate court should also be attached to the 
claim. A judgment will not be paid until the period for appeal has 
expired unless a stipulation, signed by both parties to the suit, waiv- 
ing the right to appeal, has been filed with the clerk of the court, 
and two certified copies of such waiver are furnished to the Com- 
missioner. 

(6) I f  the judgment debtor shall have already paid the amount 
movered against him, the claim should be made in his name, accom- 
panied by two certified copies of the final judgment, and an itemized 
bill of the court.costa paid. A certificate of the clerk of the court in 
which the judgment was recovered (or other satisfactory evidence), 
showing that the judgment has been satisfied and specifying the 
exact sum paid in its satisfaction, should accompany the claim. (See 
further article 322-3.) 

ART. 822-6. Claim for payment of judgment obtained in United Stater 
diatriot oonrt against the United States.-A claim for the payment of a 
judgment rendered by a Unitsd States district court against the 
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United States representing taxes, penalties, or other sums should be 
made under oath, on Foriii 843, in duplicate, and filed directly with 
the Comiiiissioner of Internal Revenue, Washington, D. C. Two 
certified copies of tlie final judgment and an itemized bill of the 
court costs paid, receipted by the clerk or other proper officer of the 
court should be attached to the claim. I f  the judgment was affirmed 
on appeal, two certified copies of the mandate of the oppellate court 
should also be attached to the claini. A judgment will not be prid 
until the period for appeal hw expired unless a stipulation, signed by 
both parties to the suit, waiving tlie right to appeal, has been filed 
with the clerk of the court, and two certified copies of such waiver am 
furnished to the Conmissioner. 

ART. 322-0. Claim for payment of judgment obtained in the Court ot 
Claimr against the United States.-A claim for the payment of a judg- 
ment rendered by the United States Court of Claims against the 
United States, representing taxes, penalties, or other suiiis ehould be 
made under oath, on Form 843, in duplicate, and filed directly with 
the Commissioner of Internal Revenue, Washington, D. C., accom- 
panied by a certificate of judgment issued by tlie clerk of the court 
and two copies of the printed opinion of the court, if an opinion was 
rendered. A judginent will not be paid until tlie period for appeal 
has expircd unless a stipulation, signed by both parties to  the suit, 
wiiiving tlie right to appeal, line been filed with the clerk of the court, 
and two certified copies of soch wtliver are furnislled to the Commis- 
sioner. 

ART. 822-7. Limitations upon the crediting and refunding of taxen 
paid.-((a) Unless a claim for credit or refiind is filed within tliree 
years froin the time the return wns filed by the taxpayer or within 
two years from tlie time the tax was pnid, the Commissioner is pro- 
hibited from nllowing or niaking a credit or refund of income tax 
imposed by tlie Act after both periods have expired. If no return is 
filcd by the tuxpnyer, the Coinmissioner is prohibited from allowing 
or inukiiig ti credit or refund of such ths uftw two years from the 
titno tlw tes wns paid unless before the expiration of such 2-year 
period D cltiiiii therefor is filed. The nniourrt of  the credit or refund 
in any case slinll not exceed the portion of tlie tux paid during tlie 
%year period iniinerlitttely preceding tlic date of the allowance of 
tlic crcvlit or refund, or, if tlie credit or refund is based upon a 
cluiiii, the uinolrnt of the credit or refund shall not exceed tlie por- 
tion of tlic tax paid cliirirlg the 3-gear period imniediately preceding 
the date of filing such claim. The provisions of this paragraph are 
subject to the exceptions provided in paragraph (6) of this article. 
(6) In  any case where a person having a right to file a petition 

with tlie Board of Tax Appenls with respect to a deficiency in income 
tax imposed by the Act files such petition within the prescribed time, 
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no credit or refund of the tax for the year to which the deficiency 
relates shal1,be allowed or made, and no suit for the recovery of any 
part of such tax shall be instituted by the taxpayer, except t h a t  

(1) If the Board finds that there is no deficiency but that the per- 
son has overpaid his tax for the year to which the notice of deficiency 
relates, and the decision of the Board as to the'amount overpaid has 
become final (see section 1005 of the Revenue Act of 1926), the over- 
paynient shall be credited or refunded, but no buch credit or refund 
ahall be made of any portion of the tax unless the Board determines 
as part of its decision that it was paid not earlier than three years 
before the filing of the refund claim therefor or the filing of the 
petition, whichever event occurs first in point of time, or if no claim 
is filed, not earlier than three years before the filing of the petition. 

(2) I n  the case of a jeopardy assessment made under section 273, 
if the amount which should have been assessed as determined by a 
decision of the Board which has become finul is less than the amount 
already collected, the excess payment shall be credited or,refunded 
subject to a determination being made by the Board with respect to 
the time of payment as stated in ( 6 )  (1) of this article. 

(3) If the amount of the deficiency determined by the Board (in 
a case where collection has not been stayed by the filing of a bond) 
is disallowed in whole or in part by the reviewing court, then the 
overpayment resulting from such disallowance shall be credited or 
refunded without the making of claim therefor subject to a deter- 
mination k i n g  made by the Board with respect to the time of pay- 
ment as stated in (6) (1) of this article. (See section 1001 (d) of 
the Revenue Act of 1926, as amended, paragraph 13 of the Appendix 
to these regulations.) 

(4) Where the tlniount collectetl is in exc(!sy of the amount corn- 
puted in accordance with the decision of the Board which has become 
final, the excess payment shall be ciwlibd or refunded within the 
period of limitation provided i n  wction 322 (b). 

( 5 )  Where an aniount is collected after the statutory period of 
limitation upon the beginning of clistraint or a proceeding in court 
for collection has expired (see articlc 275-2), the taxpayer may file 
a claim for refund of the amount so collected within the period of 
limitation provided in section 322 (b). I n  any such case, the decision 
of the Board as to  whether the statutory period upon collection of 
the tax expired before notice of the deficiency was mailed shall, when 
the decision becomes final, be conclusive. 

X 

CHAPTER X X X I V  

SURTAX ON PERSONAL HOLDING COMPANIES 
Title IA-Additional lncome Tuxes 

SEC. 351. SURTAX ON PERGONAL HOLDING COMPANIES. 

(a) Imposition of tax.-Tliere ~ l t 1 1 1 1  be levied, collected, and paid, for 
each tuxable year, upon the uudistributed adfusted net lucome of every 
personal holding company u surtax equal to tile sum of the following : 

(1) 30 per c-iitum of tile aniount thereof not in excess of 

( 2 )  40 per centuni of tlie amount thereof i n  excess of $100,000. 
(b) Dednftions.-Ae used In this tltie- 

(1) The tern) " personal iioldlng conipany " means any corporn- 
tlou (other thun u corporution exempt from taxation under section 
101, and other than a bank or trust  company incorporated under 
the laws of the United Slates or of uny State or Territory, a sub- 
stantial part  of whose business is the receipt of deposits, and other 
tliau u lifeinsurance comijany or surety company) if-(A) at 
least 80 per centum of i ts  gross iucome for tlie taxable yenr is 
derived from royalties, dividends, interest, annuities, and (except 
in the cuse of regular dealers in stock or securltles) gains froni the 
suie of stock or securities, and (B) a t  uny time during tlie last half 
of tile taxable year more than 60 per centuni in value of i ts  out- 
stuncllng stock is owned, directly or Indirectly, by or for not more 
tlian five indlviduula. For the purpose of determining tlie owner- 
Ship of stock in n persoon1 ho~dillg company-(C) stock owned, 
directly or.indirectiy, by a coriiorution, partnership, eekte,  or t ru s t  
slinll be considered us being owntad proportiollately by i ts  share- 
Iioiders, purtners, or beiieHc.iurlen; ( D )  an lndivldual shall be COW 

sldrred as obvnlng, to the e+cluslon of niiy other inclividual, tile 
stock owned, directly or  indirectl~,  by hls family, and this rule 
siiali be aplilied i l l  Sucii munner as to produco tlie smallest possible 
n1Inilier uf I i i t l lv l th i la  o\vniiig. dlrcu.tly or Lntlircctly, more than Mb 
iier rentuiti In vulUe of tlie outslanding stock; and (E) tile family 
of an indlrlduuf ehull include nnlx his brothers and slaters 
(whether by the allole or haif blood), spouse, tllicestol's, and lineal 
tlescendari ts. 

(2) Tile term '' uiidistributed udjusted net inconie " means the 
adjusted net liicoine mliiua tile sum of: 

(A) 20 Per centuln of tlie excess of the adJusted net income 
over tlrr amount of dirltlentls received from Iwrsonni i ioidi~~p 
companies wiiirli a r e  allowable rks n clcductfoii for the pnrposes 
of the tux impost~ci by section 13 or 201; 

(11) Amounts used or set uulde to retire indebtedness in- 
curred prior to January 1, 1931, if such amoullts ilre reason- 
able with referelice to the size nnd terms of such indebtetllless ; 
and 

$ioo,ooo; gius 

(361) 
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(C) Dividends pald during the taxable year. 
(3) The term “adjusted net Income” means the net income 

computed without the allowance of the dlvidend deduction other- 
wise allowable, but minus the sum of: 

( A )  Federal lncome, war-proflts, and excess-proflts taxes 
paid or accrued, but not including the tnx imposed by th ls  
sectlon ; 

(B)  Contrlbutlous or glfta, nob otherwise allowed as a d e  
ductlon, to or for the use df donees described in sectlon 23(0 )  
for the purposes thereln speclfled; and 

( C )  Lasea from sale8 or exchanges of capltal assets whlch 
are dlsullowed as a deduction by section 117(d). 

(4) The terms used in thls sectlon shall have the same meanlng 

( 0 )  Adminiatratire provlalonr.--All provlslons of law (Including 
penalties) appllcable in  respect of the taxes lniposed by Title I of 
this Act, shall lnsofar as not lnconslstent wltli thls sectlon, be appll- 
cable In respect of the tax lmposed by thls section, except that the 
provbions of section 131 of that title shall not be nppllcable. 

(d) Payment of iurtar on pro rata #harer.-Tlie tax imposed by thls 
section shall not apply if all the shareholders of the corporntlon 
Include (at the time of flllng thelr returns) In thelr gross Income thelr 
entlre pro rata shares, whether dietributed or not, of the “adjusted 
net income” of the corporation for such year. Any amount so ln- 
cluded in the gross income of a shareholder shall be treated ns a 
dlvldend recelved. Any subsequent dlstrlbution made by the corpora- 
tion out of earnlngs or  proflts for such taxable year shall, if  dlstrlb- 
uted to any shareholder who hus 60 included In 111s gross income his 
pro rata share, be exempt from tnx in the amount of the share so 
Included. 

(e) Improper aooumalation of iarplur.-For surtax on corporntlons 
which accumulate surplua to uvolcl surtax on stocsk1holder8, see .aecLion 
102. 

as when used in Title I. 

ART. 351-1. Surtax on personal holding companies.-Section 351 of 
Title I A  imposes an additional graduated iircoiiie tax or surtax 
upon corporations classified as personal holding companies. Cor- 
porations 80 classified are exempt from the surtax on corporations 
improperly accumulating surplus imposed by section 102 of Title I, 
but are not, exempt from the other taxes iriipnsed by that title. 
Unlike the surtax imposed by section 102, the surtax imposed by 
section 351 applies to all personal holding companies defined as such 
in aPticle 351-2 regardless of whether or not they were formed or 
availed of to accumulate gains and profits for the purpose of avoid- 
ing surtax upon shareholders. 
ART. 351-2. Clawifloation of a personal holding company.-A personal 

holding company is defined as any corporation (other than a cor- 
poration specifically exempt), first, 80 per cent or more of whose 
gross income for ths taxable yew was derived froin royalties, divi- 
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den&, interest, annuities, and gains from the sale of stack or secu- 
rities; and, second, more than 50 per cent in value of whose outstand- 
ing stock was owned, directly or indirectly, a t  a*ny time during the 
last half of the taxable year by or for not more than five individuals. 
Tho only corporations specifically exempt from this tax are as 
follows : (1) Corporations exempt from taxation under section 101 
of Title I; (2) banks and trust companies (incorporated under the 
laws of the United States, or of any State or Territory), a substan- 
tial part  of whose business is  the receipt of dcposits; (3) life in- 
surance companies; and (4) surety companies. 

It is the nature of the gross income and the ownership of the out- 
standing stock which determine the classification as a personal hold- 
ing company, and the several conditions with respect t o  both must 
bo satisfied to bring a corporation within the classification. Gross 
income must be determined for the entire taxable year and thc 
owncrship of the stock outstanding must be determined accord- 
ing to its ownership a t  any time during the last half of the taxable 
year. Inasmuch as such circuinsbnces can vary from year t o  year, ~1 

corporation iriay constitute u pcrsonal holding company for some 
years and not for other years. 111  that case, the surtax liability shall 
be determined undcr.section 351 oiily for the years in which the 
corporation conies within the classification as a personal holding 
company, while thc liubility for surtax as to tho othcr years will 
depend upoii whether the corporatioa c0111es within the provisions 
of section 102 with respect to such years. 

The gross income for purposes of section 381 iiieans the gross in- 
come as computed under sections 22, 204, and ‘231 and the articles 
thereunder, for purposes of the taxes iiiiposed by Title I. Accord- 
ingly, items crcluded from the gross income under Title I are not 
to be incliided in determining gross iricoiiic under section 351. Gross 
inconie is iiot synonyiiious with gross rcceiptrs. For example, in the 
case of u sale or exelurnge of property, i t  includes only the excess of 
tlie aniouiit realized therefrom over the adjusted basis provided for 
in section 113 (b). It does not iiiclude gains which are not recog- 
nized under section 112 (b). I n  tho caso of (L corporation reporting 
on the installment basis, it includes only that portion of the gain 
returnable as income under section 44. I n  the case of a nianufactur- 
ing, merchdndising, or mining business, ‘‘ gross income ” menus the 
total sales, less tho cost of goods sold, plus any iricomo from invest- 
lnentv and from incidental or outside operations or sources. I n  de- 
termining gross income, subtractions should not be made for deprc- 
ciation, depletion, selling cxpenscs, or losses, or for items not 
ordinarily used in computing the cost of goods sold. Sales of capitnl 
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assets d~fined in section 117 niust be treated as  separate transac- 
tions and only those sales which individually resulted in profits shall 
be considered in determining the gains derived from such source. 
Gains from all transactions involving stock in  trade, etc., are de- 
termined for the taxablo year as a whole instead of separatcly. 

From the standpoint of the nature of the gross income, a corpora- 
tion comes within the definition of a personal holding company for 
any taxable year when 80 per cent or more of its gross income for 
such taxable year was derived from the following sources: 

royalties ” includes amounts received 
for the use of or for the privilege of using patents, copyrights, secret 
processes and formulas, good will, trade marks, trade brands, fran- 
chises, and other like property. It does not include rents, nor over- 
riding royalties received by  an operating company. As used in this 
paragraph tho term (‘ overriding royalties ’’ means amounts received 
from a sublessee by the operating company which originally leased 
and developed the natural resource property in respect of which such 
overriding royalties are paid. 

(2) D&k€ends.-The term ‘‘ dividends ” means dividends as de- 
fined in section 115 (a). It does not include stock dividends, liquid- 
ating dividends, or other capital distributions referred to in section 
115 (c), (a), and (f). 

(a) Interest.-The term “interest” means any amounts received 
for the use of borrowed money which a.m includible in gross income 
under Title I. 

(4) Alznudt&u.-The tarm (‘ annuities ” refers only to annuities to 
the extent includible in the computation of gross income under 
Title I. 

(5) Bairn from the s d e  of stock M se&ies.-’Phe term “gains 
from the sale of stock or securities ” applies to all gains (including 
gains from liquidating dividends and other distributions from capi- 
tal) from the sale or  exchange of stock or securities includible in 
gross income under Title I. The term “ stock or securities ” includes 
shmes or certificates of stock or interest in any corporation (includ- 
ing any <joint-stock company, insururice company, association or 
other organization classified aa a corporation by the Act), certificates 
of interest or participation in any profit sharing agreement or in 
any oil, gas, or other mineral royalty or lease, collateral trust certifi- 
cakes, voting trust certificatea, stock rights or warrants, bonds, de- 
bmtureu, certificates of indebtedness, notes, car trust certificates, 
bills of exchange, obligations issued by or on bha l f  of 8 Govern- 
ment, State, Territory, or a political subdivjdon thereof, etc. In 
the case of regular dealers in stock or securities ” the term does 
not include gains derived from ths sale or exchange of stock or 

(1) RoyuZties.-The term 
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securities made in the normal course of business. The term rep-  
lar dealers in stocks or securities” means corporations with an 
established place of business regularly engaged in the purchase of 
stock or eecurities and their resale to customers. A corporation 
which is a regular dealer in stock or securities but which buys or 
sells or holds stock or securities for investment or speculation is not 
a dealer with respect to such stock or securities. 

Froin the standpoint of the ownership of the outstanding stock, 
a corporation comes within the definition of a personal holding com- 
pany for any taxnble year if a t  any time during the last half of the 
taxable year riiore than 50 per cent in value of the outstanding stock 
was owned, directly or indirectly, by or for not more than five indi- 
viduals. The ownership of the stock shall be determined in accord- 
ance with the following rules : 

(a) All forms and classes of stock, however denominated, which 
represent the interests of the shareholders, members, or beneficiaries 
in the corporation shall be taken into consideration. For the pur- 
pose of determining such Ownership, the Act provides that stock 
owned, directly or indirectly, by a corporation, partnership, estate or 
trust shall be considered as being owned proportionately by its share- 
holders, partners, or beneficiaries. For example, if A and B, two 
individuals, are the exclusive but equal beneficiaries of a tNSt or 
estate, and, if such trust or estate owns the entire capital stock of 
the X Corporation, and, if the X Corporation in turn owns the en- 
tire capital stock of Y Corporation, then the stock of both the 
X Corporation and the Y Corporation shall be considered as being 
owned equally by A and B as the individuals owning the ultimate 
beneficial interests therein. 

( 6 )  The stock outstunding only during the last half of tho taxable 
year shall be taken into consideration. However, and in the event 
of any change in the stock outstanding during such period, whether 
in the number of shares or classes of stock or whether in the owner- 
ship thereof, the conditions existirig immcdiutcly prior and subsc- 
qucnt to each change must be taken into consideration, since n cor- 
poration comes within the classification if the stntutory conditionh 
with respect to stock ownership are present at any time during the 
period specified. 

(c) The stock owned by an individual shall include all stock i n  
the same corporation owned, directly or indirectly, by the members 
of his family. For this purpose the family of an individual shall 
include only his brothers and sisters (whether by the whole or linlf- 
blood), spouse, ancestors, and lineal descendants. The Act provides 
that this rule shall be applied in such manner as to produce the 
smallest possible number of individuals owning, directly or indi- 
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Relationship Shares 

rectlj, more. than 50 per cent in value of the outstanding stock. For 
.example, thq M Corporation at  some time during the last half of the 
taxable year had 1,800 shares of outstanding stock, 450 of which 

’were held by various individuals having no relationship to  one 
another and the remaining 1,350 were held by 50 shareholders hav- 
ing relationships and individual share holdings as follows : 

Sharas S b u a  

D m~ 
DF 10 
DW 40 
DB 10 
DS 40 

DSHS 40 
DBW 160 
D W F  10 
D W B  10 
DWBW 10 

An Individual__________________._ 1 A 110 1 B 1 gF !JO Hlafatber _ _ _ _  ~ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  i_ AF 10 BF 10 
Biswlfe __..___ ~ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  . . A W  1 0 B W  4 0 C W  40 
Bisbrotb er.... _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ~ A B  10 BB 10 C B  10 
Htsmn ._.____________________ _.__ AS 10 BS 40 CS 40 

m 
EF 10 
EW 40 
E B  10 
ES 40 

ESHS 40 
EBW 10 
E W F  10 
E W B  10 
EWBW110 

Hla dau btw by formamyr*le 

H h  brother’s rlfe _ _ _ _ _ _ _ _  ~ _ _ _ _ _ _ _  
Hla rlfe’sfsther ...... ~ _ _ _ _ _ _ _ _ _  _ _  
Hb rlfe’s brother. _ _ _  _ _ _ _ _ _ _ _  _ _ _ _  
Hts wlfe’s brother’s wife---- _ _ _ _ _ _  

(aon’s%alfslste). . . - - - -. ~ - . . - - . ASH8 10 
ABW 10 
A W P  10 

AWBW 10 
AWB. 10 

BSHS 40 CSHS 40 
RRW 10 CBW 10 
R W F  10 C W F  110 

BWBW 10 CWBW 10 
Rwn 10 CWB 10 

I n  the above example by applying the statuto 
viduals owned more than 50 per cent of the ou 
follows : 

y rule, five indi- 
rtanding stock aa 

Total, or more than 50 per cent -___---_------_-__________________ 910 

Individual A represents the obvious case where the head of the 
family owns the bulk of the family stock and naturally is the head 
of the group. Individual B represents tlie case where he is still 
head of the group because of the ownership of stock by his immedi- 
ate family. Individuals C and D represent cases where the indi- 
viduals fall in groups headed in C’s case by his wife and in D’s case 
by his brother because of the preponderance of holdings on the 
part of relatives by marriage. Individual E represents the case 
where the preponderant holdings of others eliminnh that individual 
from the group. 

(d) In  determining wlietlier the statutory conditions with respect 
to stock ownership are present a t  any time during the period speci- 
fied, the phrase in value ” shall, in the light of all the circumstances, 
be deemed the value of the corporate stock outstanding at  such time 
(not including treasury stock). This value may be determined upon 
t,he basis of the company’s net worth, earning and dividend paying 
capacity, appreciation of assets, and any other factor having a bear- 
ing upon the value of the stock. If a value of stock is used which 
is greatly a t  variance with that reflected by the corporate books, 
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the evidence upon which such valuation is based should be filed 
with the return. I n  any case where there are two or more classes 
of stock outstanding, the total value of all the stock Ehould be 
allocated among the different classes according to the relative value 
of each class therein. 

Am. 351-3. Computation of undistributed adjuated net income.-In 
ascertaining the tax basis for personal holding companies, the “ ad- 
justed net income ” is first computed. This is accomplished by add- 
ing to the corporate net income, as defined in Title I, the amount 
of dividends received from domestic corporations which are de- 
ductible under section 23 (p), and by subtracting therefrom (u)  
Federal income, war-profits, and excess-profits taxes paid or accrued, 
but not including the surtax imposed by section 351, (a) contribu- 
tions or gifts not otherwise allowed as a deduction to or for the use 
of donees described in section 23 . (o)  for the purposes therein speci- 
fied, and ( c )  losses from sales or exchanges of capital assets which 
are disallowed as a deduction by section 117 (a). The foreign tax 
credit permitted by section 131 with respect to  the taxes imposed by 
Title I is not allowed with respect to the surtax imposed by section 
851. However, the deduction of foreign taxes under section 23 (c) 
is permitted for the purposes of the surtax even if for the purposes 
of the corporate tax imposed by Title I a credit for such taxes is 
taken. 

The “ undistributed adjusted net income ” is computed by subtract- 
ing from the “ adjusted net income ” described above, (a) an amount 
equal to 20 per cent of the excess of the adjusted net income over 
the amount of dividends received from personal holding companies 
which are allowable as a deduction for the purpose of the tax im- 
posed by section 13 or 204, ( 6 )  reasonable amounts used or set aside 
to retire indebtednem incurred by the taxpayer prior to January 1, 
1934 (see article 351-4), and (c) any dividends paid during the 
taxable year. 

The credit against net income for certain interest received upon 
obligation& of the United States, or of corporations organized under 
Act of Congress, is not allowable for purposes of the surtax. 

Am. 3514. Amounts ured or set mide to retire indsbtednesr incurred 
prior to Jpnaory 1, lQM.-If, pursuant to a bona fide plan for the 
retirement of its bonds, debentures, or similar obligations represent- 
ing indebtednessiincurred prim to January 1, 1984, for the purpose 
of raising capital (or assumed prior to that date in  connection with 
the acquisition of capital assets by which such indebtedness is 
secured) the taxpayer- 

(1) retires during the taxable year an amount of such indebt- 
’ 

edness, or 
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(2) establishes a sinking fund or reserve for the retirement 
of such indebtedness during the taxable year, and sets aside in 
such fund or reserve an amount fqr the retirement of mch 
indebtedness- 

in determining the undistributed adjusted net income for the tax- 
able year, a deduction from the adjusted net income is allowable 
in a reasonable amount in respect of the amount so paid or set aside 
in such fund or reserve during the taxable year. 

The amount allowable as a deduction in any case must be reason- 
able, considering the nature, purposes, scope, conditions, amount, 
maturity, and other terms of the indebtedneas. No deduction is 
allowable unless it appears, either from the covenants of the obliga- 
tions or from a recognized business and accounting practice respect- 
ing the retirement of such indebtedness, that provision for retire- 
ment,must be made out of earnings for the taxable year before dis- 
tribution of such earnings may be made. The reasonableness of the 
deduction shall be determined by existing conditiom known a t  the 
close of the taxable year. The fact that amounts have not been used 
6r set aside in prior years will not entitle the taxpayer to deduct in 
any taxable year a greater amount than would otherwise be allowable. 
Amounts paid or set aside to discharge current liabilities for expenses, 
salari-, wages, taxes, interest, the purchase of any property for 
resale, dividends, balances due brokers, bank or other commercial 
loans, or any other current liability (whether represented by nego- 
tiable instruments, balances on account, or otherwise) do not consti- 
tute allowable deductions. This is true as respects liabilities which 
are payable a t  the convenience of either the debtor or the creditor, 
or on the demand of either. 
No deduction will be permitted under this article with respect to 

any item for which a deduction is otherwise allowable under Title IA 
or Title I of the Act or under any applicable prior income tax Act. 

A resolution, specifying the particular indebtedness to be retired, 
the plan of retirement, and the specific assets to be used for that 
purpose, passed by the board of directors or corresponding author- 
ity during the taxable period. or prior thereto, will be considered 
sufficient to meet the statutory requirement that the amounts must 
be “set aside.” A certified copy of such resolution must accompany 
the return on Form 11U)H. 

The burden of proof will rest upon the taxpayer to sustain the 
deduction claimed. Therefore, the taxpayer must furnish the infor- 
mation required by the return, and such other information as the 
Commissioner may require in substantiation of the deduction 1 

claimed. 
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ART. 351-5. Bate of surtax.-The surtax is to be computed a t  the 
rate of 80 per cent upon the amount of the undistributed adjusted 
net income not in excess of $100,000, and a t  the rate of 40 per cent 
upon the amount of the undistributed adjusted net income in excess 
of $100,oO0. 
Am. 3514. Illustration of computation of Undistributed adjusted net 

income and surtax.-The method of computation of the adjusted net 
income and undistributed adjusted net income as outlined in article 
351-3 may be illustrated as follows: 

The M Corporation, a personal holding company, finds the follow- 
ing facts relating to 1934: 
(a) Taxable net incoine, as computed under Title I, amounts to 

(6) Divideids received from taxable dorriestic corporations amount 
to $40,000, of which $25,000 was from another personal holding 
company. 

(c) Income and excess-profits taxes imposed by section 13(a) and 
section 702, amount to $13,750 and $1,250, respectively. 

(d) Contributions or gifts not otherwise allowed as a deduction, 
to or for the use of donees described in section 23(0) for the purposes 
therein specified, amount to $l,oOO. 

(e) No gains from sales or excliunges of capital assets were re- 
alized during the year but  losses in the uniount of $11,000 were sus- 
tained, of which only $2,000 was allowed under section l17(d) as a 
deduction in  computing the tnxable net income, thus leaving a bal- 
ance of $9,OOO of the $11,000 item of capital losses not allowable as 
a deduction from 1934 gross income. 

The “ adjusted net income ” of the M Corporation, as contemplated 
in section 851(b) (a), is as follows: 

To the net income ($l00,Oo0) is added the dividend deduction 
($aO,OoO) taken in determining such net income, thus making a 
total of $140,000. Froin this total should be subtracted the aggre- 
gate of the above items, $13,750, $1,250, $1,0oO, and $9,000 (a total of 
$25,000), which leaves n resulting “ adjusted net income” of 
$115,000. 

I n  addition to the above-stated facts, the M Corporation set aside 
$5,000 of its “ adjusted net income ” ($115,000) to apply toward the 
retirement of an indebtedness of $50,000 incurred prior to January 1, 
1934; and also distributed to its stockholders $3O,Oo0 as dividends 
during the taxable year 1934. 

I n  determining the ‘‘ undislributed adjusted net income,” as con- 
templated in section 851(b)(2), there will be subtracted from the 
“adjusted net incomo” ($115,000), the $53,000 aggregate sum of 

$100,000. 
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the following items: (0) 20 per cent of the $90,O00 excess of the 
$115,000 adjusted net income over the $25,000 part of the $4O,OOO 
dividend income of the M Corporation, received during the year 
from another personal holding company, 20 per cent of $90,000, or 
$18,000; (b) the $5,000 item set aside to apply toward the retirement 
of an indebtedness of $50,000, incurred prior to January 1, 1934; 
and ( 0 )  the $30,000 of dividends distributed to its stockholders dur- 
ing the taxable year 1934. This leaves $62,000 ($115,000 less $53,000) 
as the u undistributed adjusted net income,” contemplated in sec- 
tion 351 (b) (2), on which the 30 percent surtax rate of bracket (1) of 
section 351(a) applies, making the 1934 surtax of the M Corpora- 
tion, $18,600. 

ART. 351-7. Payment of surtax on pro rata shares.-The surtax im- 
posed by section 351 does not apply to any taxable year if e v e q  
shareholder includes, a t  the time of filing his return, in his gross 
income his e d i r e  pro rata share of the adjusted net income of the 
corporation for the taxable year of such corporbtion ending with or 
during his taxable year. 

Ordinarily it is not necessary for a corporation to distribute all of 
its gains and profits in order for section 351 to be inapplicable. Ih 
the illustration given in article 351-6, the surtax imposed by section 
381 would not apply if the corporation distributed to its shareholders 
a t  least 92 per cent of its net income or $92,000. If, however, the 
corporation made no distribution and all the shareholders elected to 
be taxed under the provisions of section 351(d), the entire “ adjusted 
net income” of $115,000 must be reported by the shareholders. 
Thus, it will be seen that, in most cases, it will be advantageous for 
the’corporation to make actual distributions to its shareholders. 
Am. 351-8. Beturn and payment of tax.-A separate return is re- 

quired for the surtax imposed under section 851. Such return shall 
be made on Form 1120H. In  the case of a personal holding company 
which is a domestic corporation, the return is required to be made 
within the time prescribed in section 53 and in the case of a foreign 
corporation within the time prescribed in section 235. The tax shown 
by the corporation on its return must be paid in the case of a domes- 
tic corporation within the time prescribed in section 56 and in the 
case of a foreign corporation within the time prescribed in section 
236. The same provisions of law relating to the period of limitation 
for assessment and collection which govern the taxes imposed by 
Title I also apply to the surtax imposad under Title IA. However, 
since the surtax imposed under Title IA is a distinct and separate 
tax from those imposed under Title I, the making of a return under 
Title I will not start the period of limitation for assessment of the 
surtax imposed under Title IA. If the corporation subject to section 
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851 fails to make a return, the tax may be assessed a t  any time. If 
the Commissioner finds a deficiency in respect of the tax imposed 
by section 351, he is required to follow the same procedurc which ap- 
plies to deficiencies in income tax under Title I. The penalties 
applicable to  the income taxes imposed under Title I, as well as the 
provisions of Title I relating to interest and additions to the tax, 
also apply to the surtax imposed by section 351. The administrative 
provisions applicable to the surtax imposed by section 351 are not 
confined to those contained in Title I but embrace all administrative 
provisions of law which have any application to income taxes. 

ART. 351-9. Determination of tax, assessment, collection.-The deter- 
mination, assessment, and collection of the tax imposed by section 
351, and the examination of returns and claiins in connection there- 
with, will be made under such procedure as may be prescribed from 
time to time by the Commissioner. 

26 04750°--36- 



CHAPTER XXXV 

GENERAL PROVISIONS-DEFINITIONS 
Title VI-Qeneral Provlsloiis 

SEC. 801. DEFINITIONS. 
(a )  When used Iir thiu Avt- 

(1) The term ‘’ person ” iiieaiis UII iiidlvlduiil, 11 trust or estate, 
a partnershlp, or n corporatlon. 

(2) The term “ corpomtlon ” .ncludes nrswlutlons. jolnt-stock 
companlex, and Insurnnce companies. 

(3) Tlie term “ lwrtncrslilp ” Iiiriiitlt.s u syndlc*tite, group, pol ,  
jolnt venture, or other unlncorporated orgunizatlon, through or by 
means of wlilch any busineee, dnanclul operation, or venture is 
car r ld  on, aud wlilcli Is not, wlthln the nieiinlng of tlilw Act, n 
trust or estate or u corporation; and the term “partner“ lncludw 
a meniber In such a-syndlcnte, group, p o l ,  jolnt venture, or 
organlzation. 

(4)  The term 66domestlc” when applled to a corporation or 
pnrtnershlp meunr created or orgiiulsed in the United States or 
under the luw of the Unlted States or of nny State or Territory. 

(5) The term “foreign” when nppllecl to a corporatlon or part- 
nershlp meunn a corporatlon or purtnership whlcli Is not domestlc. 

(6). The term “ fiduciary ” meane ir gunrdian, trustee, exeeutor, 
ndnilnistrntor, recelver, conaervutor, OF iiny person acting In nny 
flauclnry capacity for any person. 

(7) The term “ withlioltlliip ugeiil ” meuiis nuy person required 
to deduct tind wlthliold any tiix under tilo provisions of sectlon 
143 or 144. 

(8) The tern1 “etock” includrs the 8hiii.e In an assoclatlon, 
joint-stock comIuiiig, or Insiirnncv compmy. 

(0) !@he term “shureholder” Iiiclutlrn a nicnibeer ln an aseoda- 
tlon, joliil-stock coinlmny, or Iiisururiibv coiiipuny. 
(10) The term “Unltcd Staten” wlicm U H C ~  in I I  ywgrnplilcal 

llense lncliicles only the Sttrter, the Torrltorles o f  Alanka and 
Hawnli, and the Diwtrlct of Columbia. 

(11) The term ‘‘ Secretnry ” rneiin1) tlie Stwetnry of the 
Treasnry. . 

(12) The term ‘‘ Commlasioner ” means tho Coiiimlssloncr of 
Internal Revenue. 
(13) The term “ collector ” means collector of internal revenue. 
(14) Tile term “ taxpiiyer” menns uny person subject to a tax 

(b) The terms “Inclutlc%” nnd “inclutllng” when u d  in u defl- 
nltlon contalned in thle Act sliull nut be deemed to exclude other 
things otherwise withiu the meaning of the term drflnccl. 

imposed by this Act. 

ART. 801-1. Cleanifloation of trrxablbn.--For the 1mrpose of tuxation 
the Act makes its own clussifications and pkescrihs its own standards 
of classification.. Local law is of no importanco in this connection. 

(372) 
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Thus a trust may be classed as a trust or as an association (and, 
therefore, as a corporation), depending upon its nature or ita activi- 
ties. (See article 8014.) The term partnership ” is not limited 
to the common law meaning of partnership, but is broader in its scope 
and includes groups not commonly called partnerhips. (See article 
m1-4.) The term “corporation” is not limited to the artificial 
entity usually known as a corporation, but includes also an associa- 
tion, a trust classed as an association because of its nature or its 
activities, a joint-stock company, an insurance company, and certain 
kinds of partnership. (See articles 801-2 and 801-4.) The defini- 
tions, terms, and classifications, as set forth in section 801, shall have 
the same respective meaning and scope in these regulations. 

ART. 801-2. Aumoiation.-The term LL association ” is not used in 
the Act in any narrow or technical wxm. It includes any organiza- 
tion, created for the transaction of designated affairs, or the attain- 
ment of some object, which, like a corporation, continua notwith- 
standing that its members or participants change, and the affairs 
of which, like corporate &airs, me conducted by a single individual, 
a committee, a board, or same other group, acting in a representa- 
tive capacity. It is immaterial whether such organization is cre- 
ated by an agreement, a declaration of trust, a statute, or otherwise. 
It includes a voluntary association, a joint-stock association or com- 
pany, a “business ” trust, a Massachusetts ” trust, a LL common 
law ” trust, m investment’’ trust (whether of the fixed or the 
mwragement type), an interinsurance exchange operating through an 
attorney in fact, a partnership axsociation, and any other type of 
organization (by whutever name known) which is not, within the 
meaning of tho Act, a trust or an estate, or a partnership. I f  the 
conduct of the affairs of a corporation continues after the expiration 
of i b  churter, or the termination of its existenco, it bccomea an 
association. 

ART. 801-3. Anmiation dirtingainbed from trunt.-The term 6L trust,” 
as used in the Act, refers to an ordinary trust, namely, one created 
by will or by declaration of the trustees or tlie grantor, the trustees 
of which take title to the property for the purpose of protecting or 
conserving it as customarily required under the ordinary rules ap- 
plied in chancery and probate courts. The beneficiaries of such a 
trust generally do no more than accept the benefits thereof and are 
not the voluntary planners or creators of the trust arrangement. 
Even though the beneficiaries do create such a trust, it is ordinarily 
done to COILserve the trust property without undertaking any activity 
not strictly necessary to the attainment of that object. 
As distinguished from the ordinary trust described in the preced- 

ing paragraph is an arrangement whereby the legal title to the prop- 
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erty is conveyed to trustees (or a trustee) who, under a declaration or 
agreement of trust, hold and manage the property with a view tu 
income or profit for the benefit of beneficiaries. Such an arrange- 
ment is designed (whether expressly or otherwise) to  afford a 
medium whereby an income or profit-seeking activity may be carried 
on through a substitute for an  organization such as a voluntary 
association or a joint-stock company or a corporation, thus obtaining 
the advantgges of those fornis of organization without their disad- 
van tages. 

I f  a trust is an underhlting or arrangement conducted for income 
or profit, the capital or pi*operty of the trust being supplied by the 
beneficiaries, and if the trustees or other designated persons are, in 
effect, the managers of the undertnking or arrangement, whether the 
beneficiaries do or do not appoint or control them, the beneficiaries 
are to be treated as voluntarily joining or cooperating with each 
other in the trust, just as do members of an association, and the 
undertaking or arrangement is deemed to be an association classified 
by the Act as a corporation. 

By means of such a trust the disadvantages of an ordinary part- 
nership are avoided, and the trust form affords the advantages ’If 
unity of management und continuity of existence which are charac- 
teri?tic of both associations and corporations. This trust form also 
affords the advantages of capacity, as a unit, to acquire, hold, and 
dispose of property and the ability to sue and be sued by strangers 
or members, which are characteristic of a corporation; and also fre- 
quently affords the limitation of liability and other advantuges char- 
acteristic of R corporation. These advantages which the trust form 
pmvides are frequently referred to as resemblance to the general 
form, mode of procedure, or eflectiveness in action, of an association 
or a corporatioa, or ns “ quasi-corporate form.” The effectiveriebs 
in  action in the case of a trust or of a corporation does not depend 
upon technical a r r an~~n ien t s  or devices sucli as the appointment or 
election of a president, secretary, treasurer, or other (‘ officer,” the 
use of a “seal,” the issuance of certificates to tho beneficiaries, the 
holding of meetings by iiiaiingers or hiieficiaries, the use of a ‘( char- 
ter ” or ‘‘ by-laws,” the cxistcncc of “ control ’’ by the beneficiaries 
over the affairs of the organization, or upon other minor eleiiients. 
They serve to emphnsizo the fact that an orpnization possessing 
them should be treated as a corporation, bbt they are not essentinl 
to surh classification, for the fundariierital benefits enjoyed by a car- 
poration, as outliiied above, are attained, in the case of tl trust, by 
the use of the trust form itst#. The Act disregards the technical 
distinction between trust agreement (or declaratiort) and ordinary 
articles of association or a corponrh charter, and d l  otlier differences 
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of detail. It treats such a trust according to its essential nature, 
namely, ES an association. This is true whether the beneficiaries 
form the trust or, by purchase or otherwise, acquire an interest in 
en existing trust. 

The mere size or amount of capital invested in the trust is of no 
importance. Sometimes tho activity of the trust is ft small venture 
or enterprise, such us the division and sale of a parcel of land, the 
erection of a building, or the care and rental of an office building or 
apartment house; sometimes the activity is a trade or business on a 
much larger scale. The distinction is that between the activity or 
purpose for which an ordinary strict trust of the traditional type 
would be created, and the activity or purpose for which a corporation 
for profit might have been formed. 
ART. 8014. Partnerahipa.-The Act provides its own concept of a 

partnership. Under the term “ partnership ” it includes ,not only 
a partnership as known at  common law but, as well, a syndicate, 
group, pool, joint venture, or other unincorporated organization 
which carries on any business, financial operation, or venture, and 
which is not, within the meaning of the Act, a trust, estate, or a 
corporation. On tho other hand the Act classifies under the term 
‘‘ corporation ” an association or joint-stock company, the members 
of which may be subject to the personal liability of partners. If an 
organization is not interrupted by the death of a member or by a 
change in ownership of a participating interest during the agreed 
period of its existence, and its management is centralized in one or 
more persons in their representative capacities, such an organization 
is an association, taxable as a corporation. As to the characteristice 
of an association, see also articles 801-2 and 8014. The following 
examples will illustrate some phases of these distinctions : 

(1) If A and B buy some acreage for the pirpose of subdivision, 
they are joint adveAturers, and the joint venture is classified by the 
Act as a partnership. 

(2) A, B, and C each contributes $lO,OOO for the purpose of buying 
and selling real estate. If A, B, C, or D, an outside party (or any 
combination of them as long as the approval of each participant ie 
not required for syndicate action), takes control of the money, prop- 
erty and business. of the enterprise, and the syndicate is not tarmi- 
nated on the death of any of the participante, the syndicate is clessi- 
fied as an association. 

ART. 801-5. Limited partnership as aorporation.-Limited partner- 
ships of the type of partnerships with limited liability or partner- 
ship associations authorized by the statutes of Pennsylvania and a 
few other States are only nominally partnership. Such so-called 
limited partnerships, offering opportunity for limiting the liability 
of all the members, providing for the transferability of partnership 
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shares, or having other material characteristics of corporate form, 
must make returns of income and pay the tax as corporations. In  
all doubtful cases limited partnerships will be treated as corporations 
unless they subinit satisfactory proof that they are not in effect so 
organized. A Michigan partnership association is taxnble as a 
corporation. 

ART. 801-6. Limited partnership as partnership.-Limited partner- 
&ips of the type authorized by the statutes of New York and many 
other States are ordinarily partnerships and not corporations within 
the meaning of the Act. Such limited partnerships, which can not 
limit the liability of the general partners, although the special part- 
ners enjoy limited liability so long as they observe the statutory con- 
ditions, which are dissolved by the death or attempteil transfer of the 
interest of a general partner, and which can not take real estate or 
sue in the partnership name, are so like common law partnerships as 
to render impracticable any differentiation in their treatment for tax 
purposes. 

ART. 801-7. Insurance company.-Insurance companies include both 
stock and mutual companies, as well as mutual benefit insurance 
companies. A voluntary unincorporated ussoihtion of employees 
formed for the purpose of relieving sick and aged members and the 
dependents of deceased members is an insurance company, whether 
the fund for such purpose is created wholly by membership dues 
or partly by contributions from the employer. A corporation which 
merely sets aside a fund for the insurance of its employees is not 
required to file a separate return for such fund, but the income 
therefrom shall be included in the return of the corporation. 

ART. 801-8. Domestic, foreign, resident, and nonresident persons.-A 
domestic corporation or partnership is one orgnnized or created in 
tlie Ur.ited States, including only the States, the Territories of 
Alaska and Hawaii, and the District of Columbia, or under the law 
of the United States or of any State or Territory. A partnership 
created by articles entered into in San Francisco between residents 
of the United States and residents of China is a domestic partner- 
ship. A foreign corporation or partnership is one which is not 
domestic. A domestic corporation is a resident corporation even 
though it does no business and owns no property in the Unitecl 
States. A foreign corporation engaged in trade or business within . 
the United States or having an office or place of business therein is 
referred to in these regulations as a resident foreign corporation, and 
a foreign corporation not engaged in trade or business within the 
United States and not having any office or place of business therein, 
as a nonresident foreign corporation. A partnership engagecod in 
trade or business within the United States or having an office or 
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place of business therein is referred to  in these regulations as a resi- 
dent partnership, and a partnership not engaged in trade or business 
within the United States and not having any office or place of busi- 
ness therein, as a nonresident partnershlp. Whether a partnership 
is to be regarded as resident or nonresident is not determined by the 
nationality or residence of its menihrs or by the place in which it 
was created or organized. 

ART. 801-9. Fiduoiary.-" IMucinry " is a term which applies to 
persons that occupy positions of peculiar confidence toward others, 
such as trustees, executors, and administrators. A fiduciary for 
income tas  purposes is a person who holds ill trust nn estate to which 
another has the beneficial title or in which another has a beneficial 
interest, or receives and controls income of another, as i n  the case of 
receivers, A comn~ittee or guardian of the property of an incompe- 
tent person is a fiduciary. 

ART. 801-10. Fiduciary distinguished from agent.-There may be a 
fiduciary relationship between an agent and a principal, but the word 
'' agent " does not tlenote a fidncinry. An agent having entire clinrge 
of property, with authority to effect and execute leases with ten- 
ants entirely on his own responsibility and without consulting his 
principal, merely turning over the llet profits from tlie property pe- 
riodically to his princ,ipal by virtoc? of authority conferred upon 
him by a power of attori~ey, is not it fiduciary within the iiieaning 
of the Act. I n  cases where no legal trust has been created in the 
estate controlled by the agent and ilttorlley, the liability t o  make a 
return rests with the principal. 

SEC. 802. SEPARABILITY CLAUSE. 
If any provldon of thfs Act, or the application thereof to any person 

or clrcumetctnces, 1s held invdid, the remiitnder of the Act, and the appli- 
cation of such provieions to other persons or clrcumstancW, shall not be 
affected thewby. 

SEC. 803. EFFECTIVE DATE OF ACT. 

enactment. 
EncspL as otliimvlse provfdetl, thle Act ahall tuke evect upon I t s  

Am. 803-1. Effective date of Act.-Tho Act was approved M a y  10, 
1934, 11.40 a. m., eastern standard time. 

In pursuance of the Act the foregoing regulations are hereby 
prescribed. 

G ~ Y  1'. HELVEBINQ, 
Comi~iseioncr 01 Intt'rtrd Rcvcnue. 

Approved February 11,1935. 
H. MOEQENTITAU, JR., 

Secretary of the T r e w r y .  
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ADJUSTMENTS OF CARRIERS' TAX LIABILITIES TO CONFORM TO 
RECAPTURE PAYMENTS 

I1rBaoaaPH 1. The Interstate Commerce Commlsslon shall, a s  soon as prac- 
ticable after its order with respect to tlie niuouiit recoverable from any car- 
rler nuder the provisions of sectlou 15a of the Interstate Commerce Act, an 
ciniended, for any yenr or portion thereof has become flnal, and such amount, 
if any, has been paid, certify to the Comiiiissioner of Internal Revenue the 
amount so ynld. 1 If the nniount so pald by such carrier differs from the amount 
allowed ns so recovernbie 111 computliig the incoiiie or escess proflts t a r  liablli- 
lles for auy taxable perlod of such carrier, or of uiiy corporatiou whose income 
or escess proflts t a r  llahiilty 1s affected, the Commissioner of Internal Revenue 
shall deteriiilne nny dettcleucy or overpnyiiient nttrlbutnble to such difference. 
Notwitlistnucling any other provision of luw, (1) nuy siicli deficiency may be 
assessed wltiiiii two years from tiie tiate of such certitlcntioii, and, if so as- 
sessed, shall be paid upon notice and deninnd froin tlie collector, and (2) any 
such overpnyinent may be credited or refuuded wlthin two years from the date 
of such certlflcation, but not after unless, before the expiratloo of such period, 
a clniiu therefor is flied. This section sbnii not be held to affect the provisions 
of sectlon 1100 (b) of tiie Revenue Act of 1928 or 600 of the Revenue Act of 
1928. (Section 1107, Revenue Act of 1032.) 

ADMINISTRATIVE REVIEW 
PIE. 2. In the absence of frnud or mistake in matliemntlcnl calculation, the 

flndlngs of facts in and the decision of the Commissioner upon (or In case the 
Secretary is nuthorized to approve the snme, tben niter such npproval) the 
nierlts of any claim presented under or autborlzed by the lnternal-revenue laws 
shall not, except a s  provlded in Tltle IX of the Iterenue Act of 1924, as 
amended, be subject to review by any other administrative or accounting officer, 
employee, or agent of the Unlted States. (Sectlon 1107, Revenue Act of 1020.) 

BOARD OF TAX APPEALS 

PAR 3. The Bonrd of Tax Appeals (hereinafter referred to IIS the " Board ") 
is hereby contlnued as  nn lndepcndent ngeiicy iu the Mxecutive Urancii of the 
Oovernment. The Bonrd sliail be composed of 16 members; except that such 
llmltation shall not be held applicable. to nny' member holding otece under an 
appointment made before the enactment of the Revenue Act rf 1926, in aecord- 
ance wlth the law in force prlor to the enactment of such Act. (Sectlon 900, 
Revenue Act of 1924, as  added by sectlon lO00, Revenue Act of 1MB.) 

P A &  4. (a )  Members of the Board sliall be nppointed by the hesldent, by 
and with the advice and consent of the Senate, solely on the grounds of fltnese 
to perform the duties of tlie otece. Members of the Board may be removed by 
the President, after notice and opportunlty for public hearing, for inellkiency. 
neglect of duty, or malfeasance in olfice, but for no other cause. Each member 
shall receive salary a t  the rate of )lO,OOO per annum. 

(382) 

(b) The terms of ofEce of all membera who are to compose the Board prior 
to June 2,lsZS. shall expire at the close of business on June 1,1928. The terms 
of oface of the slxteen members flrst taking omce after such date shall explre, as 
deefgnated by the President' a t  the tlme of nomination, four at the. end of the 
sixth year, four at the end of the eighth year, four at the end of the tenth year, 
and four at  the end of the twelfth year, after June 2, 1926. The terms of oface 
of all succeiewm shall expire twelve years after the explration of the terms for 
which their predeceseors were appointed: but any member appointed to flil a 
vacancy occurrlng prlor to the expiratlou of the term for which his predecessor 
was appointed shall be appointed only for the unexplred term of hls predecessor. 
(Section 901, Revenue Act of 1924, a8 added by sectlon lo00, Revenue Act 
of lsza.) 

PAR 5. A member of the Board removed from oface in aceordance with sub- 
dlvlelon ( a )  of sectibn 901 #hail not be permitted a t  any tlme to practice before 
the Board. (Sectlon a02 Revenue Act of 1924, as added by sectlon lO00, Revenue 
Act of 1SZa) 

OBaARIUTION AND PWaDUBU 

PAR 6. The Board shnil at least blennlally designate a member to act as chair- 
man. The Board shall have a seal wiilch shall be judicially noticed. (Sectlon 
OW, Revenue Act of 1824, 8s added by section 10o0, Revenue Act of l a )  

The Board and I t s  divisions shall have such jufisdlction as L conferred on 
'them by Title I1 and Title I11 of the Revenue Act of 1928 or by subsequent laws. 
The Board is authorlzed to, impose a fee in an amount not In excess of $10 to be 
flxed by the Board for the flilng of any petitlon for the redetermlnation of a 
deildency after the enactment of the Bevenue Act of 1928 and for the hearing of 
any proceeding pendlug a t  the tlme of such enactment. (Section 904, Revenue 
Act of 1924, as added by section lO00, Revenue Act of l a )  
A majority of the members of the Board or of any dlvislon thereof shall 

COMfitUte a quorum for the transactlon of the buslneee of the Board or of the 
dlvislon, reapectlveiy. A vacancy In the Board or in any divlslon thereof shall 
not lmpalr the powera nor affect the dutles of the Board or divislon nor of the 
remaining members of the Board or division, respectlveiy. (Sectlon 906, mve- 
nue Act of 10N, a s  added by sgtlon 1O00, Revenue Act of W f A )  

PAIL 7. ( a l  The chairman may from tlme to tlme dlvlde the Board into 
divisions of one or more members, asslgn the members of the Board thereto, and 
in case of a dlvislon of more than one member, designate the chief thereof. 
If a divislon, as a result of a vacancy or the absence or lnabliity of h member 
aseigned thereto to serve thereon, is  composed of less than the number of 
members deslgnated for tbe dlvislon, the chairman d a y  assign other members 
to the dlvislon or dlrect the divislon to proceed with the transaction of business 

, without awaitlng any additional aealgnnient of members thereto. A dlvlslon 
sha4l hear, and ninke a determinatlon upon, any proceeding instituted before the 
Board and any motion in connection therewith, assign& to such dlvision by the 
cbalrman, and shall make a report of any such determination which constltutea 
its fhai disposltlon of the proceedlng. 

(b)  The report of the divlsion shall become the report of the Board wlthin 
30 days after sucli report by the dlvlsion, unless wlthln such period the cbair- 
man has directed that such report shall be reviewed by the Board. Any p r e  
ilmlnary action by a .divlslon which does not form the basis for the entry of 
the flnal decision shall not be subject to review by the Board except in accord- 
ance with such rules as  the Board may prescribe. The report of a dlrlsion 
shall not be a part of the record in any case in which the chairman directs that 
such report shall be reviewed by the Board. 

' 
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(c) If a petition for o redetermillation of a deficiency has been filed by the 
taxpayer, a decision of the Board dismlsslng the prcreedlog shall be consldered 
as its decislon that the deflclency in the amowit deterulined by the Commie- 
sloner. An order specifying such awount shall be entered iu the records of the 
Board unless the Board can not deterruine such ulllouiit fbom tlle record In the 
p m e d l n g ,  or unless the dlnmlssal la for lack of jurlsdictlon. 

(d)  A declslon of the Board (except a declsloli dlsmissllrg a proceedlng for 
lack of jurisdiction) shall be held to be rendered upon the dote that an order 
specifying the amount of the deflclency Is entered in the records of the Board. 
If tire Board dlsldlseee a proceeding for reamns other than lack of jurlsdictlon 
and 1s unable from the record to deterliilne the ainount of the deflclency de- 
termined by tho Conrmlssioner, or If the Boar6 climilsws a Imceedliig for lack 
of juriadlction, an order to that effect uiiall be entered In the records of the 
Board, and the declslon of the Board shall be held to Irt! retidered upon the date 
of such entry. 

(e) If the assessment or collection of any tux la barred by any statute of 
limitations, the decision of the Board to that effect shall be coiisldered as its 
d&slon that there is no deflclency In r e a p t  of such tar. 

( f )  The fliidlnys of the Board iiiade in connection wlth any declelon prior 
to the enactment of the Revenue Act of 1926 sliaii, notwltlistandllig tile enact- 
ment of such Act, contlnue to bc prima facie evldence of facts thereln stated. 
(&tion 900, Revenue Act of 1924, as ndded by section lO00, Revenue Act of 
1028, and aniended by sectlon 801, Revenue Act of 19'28.) 
. PAP R. In )  Notice and opwrtunlty to be licard upm any proceeding _-- _. . , 
Instituted before the Board shall be glvcn to tlic torpayer and the Com- 
mluloner, aiid a report upon the proceeding and II declaion thereon shall he 
ma& as quirkly us practicable. The declnlon shall be made by u member In 
trccordaiice with the report of the Board, and stich deciaion so made nliull, when 
r.lrtered, be tho declslon of the Iburd. If tin opportllnlty to In? heard upon tilo 
p w d i n g  is given before a ~ I V I U I ( J I I  of tho Isoard, nelther the torpager nor 
the Comoilssioner shall be eiitltled to notice and opportunity to be iieard before 
tile Board upon review, except upon n spclflc order of the cliulrmali. €learings 
before the Board and its dlvislonn shall be open to the publlc, and the testl- 
lnony, and, if the Board so requlren, tire trrguiiieut shall be stenogrclphlcally 
reported. The Board In authorlzed to contract (by renewal of contract or 
othepvlse) for the reporting of sucli hearings, and in such contract to d X  tho 
terms and conditlone under which trunscrlpts will be suplilled by the con- 
tractor to the  Board and to other persons and ugencles. The proceecling, of 
the Board and its divlslons shall be conducted 111 accordance wlth such r u l a  
& practlce and procedure (other than rules of evldenor) as the Board may 
prescdbe and in accordunce wltli the rules of evldeuce uppllcable 111 courts of 
equity of the District of Columbla. I n  any proceeding Involving the llwue 
whether the petltloner has been guilty of fraud with intent to evade tax, where 
no hearlng has been held before the enactmelit of the Revenue Act of lazS, the 
burden of proof In respect of such Insue shall be ulion the Coinmissioner. The 
nialllng by registered mail of uny pleadlng, decision, order, notlce, or process In 
respect of proceedings before tlie Board.lrliall be held suUIdent service of such 
ple .ding, deelslon, order, notice, or process. 

(b) It shall be the duty of the Board and of each dlvlelori to Include In its 
report upon any proceeding its flndlngs of fact or oplnlon or memorandum 
oplnlon. The Board shall report In wrltlng all its flndlngs of ,fact. oplnlone 
ond memorandum opinio~. 
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(c) All reports of the Board and all eF1dence received by the Borrd and its 

divlaloos, Including 0 tranecript of the stenographic report of the harlngs, 
shall be public records open to the lnspectlon of the publlc; except that after 
the decision of the h r d  In any proceeding has become flnal the W r d  may, 
upon motion of the tnxpayer or the Commlwloner, perwt the wlthdmtral by 
the party entltled thereto of origlnnls of booka, documents, and reem&, and of 
models, diagrams. and other exhlblts, introduced in evidence before the Board 
or any dfision; or the Board may, on its own motion. make such other dis- 
position thereof as it deemr advisable.. 

(d)  The Board shall provide for the publication of Its reporb tit the Govern- 
ment Printing Once in such form and manner as muy be best adapted for 
public Information and nee. and such a u t h o r h d  publleatlotl Wi be comge- 
tent evidence of the reporb of the Board therein contained In d l  courts of the 
United States and of the several Btatee without any further proof or authenti- 
cation thereof. Such reports &all be subject to Bale io the mme manner and 
upon the same terms as other public documenta 

(e) The prlnclml m e  of the Board shall be in the Dletrict of Colrunrbia, but 
the Board or any of ita dlvlslons may slt at any place within the Uni td  Statea 
The times and places of the meetlnpe of the Board and of its dlvlsious shall 
be prescribed by the chalrman wlth a view to aecurlng reaeonable wor tuni ty  
to tarpayem to appear More the Board or any of its dlilelona, with M little 
lnconvenlence and expense to taxpayers as is practlcable.. 

(f) The Secretsry of the Treaeury shall provjde tho Board wlth suitable 
moms In courthouses or other bulldings when necessary for har ing ,  by tilo 
Board. or any dlvislon thereof, outslle the District of Ooluiubla. 

(g) When the locumbent of the 05ce of Commissioner changes, no substi- 
tutlon of the name of hl, succensor hall  be requlred In proceedings pendlng 
after the date of the enactment of the Revenue Act of lssI before any apmi- 
late court reviewlug the actlon of the Board. (Section 807. Revenue Act of 
1M4, aa added by sectlon lo00. Revenne Act of l a  and amended by mUon 801, 
Revenue Act of lB28, subseeUon (g) belng added by section 610, Revenue Act 
of 193rl.) 

Wrrriasm 
PAR 9. For the -lent admlnlatration of the functions vested In the Board 

or any dlvlelon theloof, any member of the Bonrd, or any employee of the 
Board desfgnated in wrltlng for the purpae by the chairman, may adminbter 
oaths, and any member of the Board may examlne witnesses and requlre, by 
subpaena ordered by the Board or any divlelon thereof and dm4 by the m a -  
ber, (1) the attendance and testlmony of witnesses, and the productloll of all 
n-rg mtum& .bwW Papem doeamenta, correspondence, and other evi- 
dence, from any place in the Unlted States a t  any dedgnated place of hearlng, 
or  (2) the taking of a deposition before any designated lndividnal competent 
to adminleter oaths under thb Act. In the case of a deposition the Mtimony 
Bhali be reduced to wrltlng by the lndlridual taklng the deposltlon or under 
hlr direction and shall then be subscribed by the dewneat. ( h t l o n  908, 
Bevenue Act.of 1924, us added by section lo00, Revenue Act of lm) 

(a) Any wltneae summoned or  whose deposltlon is taken under section 008 
shall reeelre the same fees and mlleage a@ w l t n e ~ ~ ~  in courta of the U4ted 
Statea 8uch fees and mileage and tbe expense% of taklng any such deposltlon 
shall be pald M follom: 
(1) In the case of wltneseea for the Commimloner, ouch payments ahall be 

made by the Llacretaq out of any moneys approprhted for the collection of 
internalrevenue taxes, and may be made In advance. 
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(2) In  the case of any other witnrrrries, such iiuymenta shall be made, subject 
to  rules prescribed by the Board, by the party a t  whose instance the wltnees 
appears or the deposition Is taken. 

(b) This section shall take effect as of June 2, 1924. In the case of fee& 
mileuge, or expenaes accrued prior to, but remuirtirlp unlitlid a t  the time of, the 
enactment of the Revenue Act of 1B2n. (Section 90% Revenue Act of 1921, as 
added by section 1O00, Revenue Act of 1926.) 

E X p U h l I I 1 U K ~ s  A A I )  I’mLfwNhm 

p a  10. The meinhers of the Board shiill receive necessary traveling expenses, 
and expenses actually incurred for sulisiutenc*e wliile traveling an duty and 
away from their designated stntiolis, subject to the same Iimltatlolis In amount 
as are now or may hereafter be applicable to the Board of General Appraisers. 
The employees ‘of the Board shall receive tlielr necessary truvelillg cxpenses. 
and expenses actually Incurred for subsistence wliile traveling on duty and 
away froiii their designated stations, in an alllourit not to exceed $5 per day. 
The Board is authorized in uccortlani*q Wltli tire civil service lnws to appoint, 
and in amordance wltli the Clnssiflivtion Act of 19S to Ax the compelisation of, 
sucil employees, and to make such exiieiiditures (Inclutllng exgeridltures for 
personal services and rent a t  the seat of Governmelit nnd elsewhere, and for 
law books, books of reference, ant1 pwiodlcals), IIR ni l iy  be necessary efflcleiitly 
to execute the functions vested in the Boartl. All es[wutlItures of the Board 
shall be allowcd nnd paid, out of any moneys approlirietrd for the purposes of 
the Hoard, upon presentntion of itrmizett vouchers therefor slgned by the  
chairman. A11 fees received by the Board sliull be covered into the Treasury 
J ~ S  miscellaneous receipts. Section S7Og of the Ilevised Statutes of the United 
States shall not be construed to apply to any purchase or service rendered for 
the Board when the aggregnle aInouat involved tltws not exceed the sum of 
$23. (Section 010, Revenue Act of 1924, as  ndtled by section 1o00, ltevenue Act 
of lW6.) 

Feno~ouu A r r w  

I ’ a a  11. Whenever i t  niipeurs to the I3oard that proceedlugs before it have 
been instituted by the tnxpnyer merely for delay, damages in nn amount not 
in excess of $600 shall be awarded to the Uiilted States by the Board in its 
decision. Damages 80 awarded shall be assessed a t  the snuie t h e  as the 
deficiency and shall be paid upon notice and dellland from the collector, nnd 
sfiall be collectcd as a part of (he tnx. (Section 011, ltevenue Act of 1924, as 
added by wection 1O00, Revenue Act of 1020.) 

“ e \ N S k W  ~ ’ I I O ~ I N O E  

BUBUEN OY I ’ W O ~ ~ P I U C L I M I N . \ B Y  DXAMINATION 

PAIL 12. In proceedings before the Board the burden of proof shall be 
upon the Commlssioner to show that a petitloner Is liable us a transferee of 
property of a taxpayer, but not to sllow that the taxpayer was liable for the 
tax. (Section 81% Revenue Act of 1 W ,  as  added by section SOZ, Revenue Act 
of 1828. ) 
Upon applicatinn to  the Board, a transferee of property of a taxpayer shull 

be entitled, under rules prescribed by the Board, to a preliminary examlnn- 
tlop of books, papers. documents, correspondenm. und other crldencc of the 
mxpayer or a preceding transferee of the taxpayer’s property, if tbe transferee 
making the application is a petitioner before the Board for the redetermlna- 
tion of his liability ln reapect of the t a r  (Lncluding Interest, penaltles, additional 
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amounts, and additions to  the tax provided by law) lmpnned upon the taxwyer. 
Upon such application the Board may require by subwna,  ordered by ttre Board 
or any division thereof and signed by a member, the production of all such 
books, papers, documents, correspondence, and other evldence within the United 
States the production of which, In the opinion of the Board or division thereof, 
18 necessary to ennble the transferee to ascertain the liability of the taxpayer 
or p ~ ! ~ e d i n g  transferee and will not, result in undue hardship to the taxpayer or 
preceding transferee. Snch examination shall be had a t  such time and place 
a s  may be designated In the submnn. (Section 913, Revenue Act of 1a24, as 
added by section 602, Revenne Act of l W 8 )  

REVIEW OF BOAUD’S DECISION BY h w m  
PAIL 13. (n) The dec i s io~~  of the Board rendered after the enactment of thla 

Act (except us provided in subdivision ( j )  of section 283 nnd in subdivkion 
( h )  of seetion 818) may be revlewd by a Clrcult Court of Appeale, or the 
Court of Appeals of the District of Columbia, as  hereinafter provided, if a 
petit:on for such review is flied by either the Commlssioner or the taxpayer 
within three nronths after t:xJ decislon Is  rendered. 
(b) Such courts are authorlzed to adopt rules for the flling of such petition, 

the prepnrntion of the record for review, und the conduct of procdings  aimn 
such review and, until the adoption of snch rules, the rules of such courts 
relating to appellate proceedings upon a writ of error, so far as  applicable, shall 
govern. 

(c)  Notwith6tanding any provision of law imposing restrictions on the as- 
sessnrent and collection of deflclencies, such review shall not operate as a stag of 
assessment or collection of any portion Of the amount of the deflcieney deter- 
mined by the Board unless a petition for review in respect of such portion ie 
duly Bled by thetaxpayer, and then only if the taxpayer (1) on or before the 
time ble petition for review is flied has flied wlth the Board a bond in a a m  
flred by the Board not exceeding double the amount of the portion of tile 
deflciency in respect of whlclr the petition for revlew Is flied, aud with surety 
approved by the Board, conditioned upon the payment of the detlclency as 
flnally determined, iogether with any interest, additional nmounta, or additions 
to the tam provided for by law, or (2) has flied a jeopardy bond under the 
income or estate tax laws. If as a result of a waiver of the reetrictiom on the 
assessurent and collection of a deflclency any part of the amount deterininmi 
by the Board is paid after the flllng of the review bond, such bond shall, a t  the 
repneat of the taxpayer, be proportionately reduced. 

(d)  In cases where aeeessment or cokction has not been stayed by the 
flling of a bond, then If the amount of the deficiency determined by the Board 
Is dieallowed in whole or in part by the court, the amount so disallowed shaU 
be credlted or refunded to the tarpayer, without the making of clalm therefor, 
or, if collection has not been made, shall be abated. 

(e)  Nothing in subdivision (c) shall be construed as  relieviag the petitioner 
from maklng or tiling such undertuklngs as  the court may require as a condition 
of or In connection with the revlew. (Section 1001, Revenue AcL of 1928, as  
amended by section 608, Revenue Act of lD28, and by section 1101, Revenue ,Act 
of 1982) 

VENUPl 

PAB 14. ( a )  Except as provlded in subdivision (b), such decision may be 
revlewed by the Circuit h u r t  of Appeal6 Zor the circnit in whlch Is located 
the collector’s omce to which was made the return of the tax in mpeet  of 

94m*--86--27 
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which the liability arlges or, if n o  return was mcide, then by the Court of 
Appails of the District of Columbia. 

( b )  Notwlthstandlng the Iirovisioris of subaeclion ( a ) ,  such declslon may be 
reviewet1 by any Clrcult Court of Appcals, or the Court of Appeals of the 
District of Columbin, which muy be dchiiyiiutetl by tlie Ounlinlssloller and the 
tuxiIayer by stilmlutlon in writing. (8cctlon 1W2, Hcvenue Act of 1916, a8 - -  
aineiicled by section 519, Revenue Act of 1W.) 

1 ” ~  15 ( a )  The Circuit Courts of Aiyieals and the Court of Appeals of the 
District of Columbiu shnll have exclusive jurlstlictlon to revlew the decleio~l~ 
of the 13onrd (except as  provided in section 230 of the Judicial Code, as 
ctmended) ; and the juclginent of riny such court sliall he flniil, ercept that i t  
shall be subject to revlew by the Suiweiile Court of the United Stntes upon 
ccrllorarl. In the manner provided in section 240 of the Judlclal code, as 
animdetl. 

( b )  Upon such review, such courts sliull hnve power to afflrm or, if the 
dtqlsion of the Board is not in accordance with law, t o  motlify or to reverse 
the decision of the Board, with or without reiiiulltling the case for n rehearing, 
21s justice muy require. (Section 1003, Revenue Act of 1926.) 

( a )  The Circuit Courts of Appeuls, the Court of  Aplieuls of the District 
of C:olumbiu, und the Suprenle Court shall huve power to Impose dumages in 
any cam where the decision of the Ibnrd is anlrnied and i t  nlipears that the 
petition was flled merely for delily. 

(b)  The Bonrd is uuthorized to flr a fee, not In excess of the fee  flxed by 
law to be charged and collected therefor by the clerks of the district courts, 
for comparing, or for preparing and coml~ilring, a transcrlpt of the record, 
or for copying any record, entry, or other paper nnd the eomparleon and 
reriiflc-ation thereof. (Section 1004, Revenue Act of 1928, as  amended by section 
l lW, Revenue Act of 1032.) 

DATEI \VIXEN I~OAIIP’B 1)ECISION IbXOMEII l*’lNAL 

P A R .  10. (11) Tho declslon of the Board shall bc-come flnal- 
(1) Upon the esplrutlon of the tline ailo\vrcl for flllng 11 pctltlon for revlew, 

(2) Upon the expiratlon of the t h e  ailo\ved for flllng a petltlon for cer- 
tiorari, if the declslon of the Bonrd bas twen ufllrmed or the petltlon for revlew 
dislnisaed hy the Circuit Court of AliL)eul3 and uo petition for cert_lorarl ha8 

if uo such pt?tltiOn hHS k n  duly flled Wltlllll HUch t illlC; O r  

been duly flled; or 
(3) Upon the clenlul of a petition Poor crrtlurari, i f  tlie decivloii nf the Board 

has Imn afnrmed or the petitlon for revlew dlsliilased by the Circuit Court of 
Appeals; or 

(4 )  Upon the explmtlon of 80 days from the date of Issuance of the mandate 
of the Supreme Court, If such Court directs that the tleclsloq of the Board be 
umrmed or the petition for review d l s n l i ~ d .  

(b)  If the Supreme Court direct% that the tlecivlon of tve Board be modifled 
of  reversed, the declslon of the Board renderal in awordance with the manctnte 
of the Supreme Court shall become flnal upon the expiration of 30 days from 
the time it waa rendered, unless with111 such 30 days either the Commissioner 
or the taxpayer has Instituted procwdings to have surlr declslon corncted to 
iiccorcl with the mandate, in which event the declslon of the Board shall become 
anal when so corrected. 

(c) If Uie declslon of the Boar11 Is mtdlAetl or reversed by the Circuit Court 
of Appeals, and if (1 )  the time allowed for filing u ptltlon for certlorarl kae 
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expired and no such petition has been duly flled, or (2) the petition for w 
tlornri has been denied, or (3) the decision of the C w r t  has been a m m d  by 
the Supreme Court, then the decision of the Board rendered In accordance 
with the mandate of the CIrcnlt Court of Appeals shall become f l u 1  on the 
expiration of 30 days from the time such decision of the Board was rendered, 
unless. m-lthin such 30 days either the Commissioner or the taxpayer bas insti- 
tuted proceedings to have such declslon corrected so that i t  will accord with the 
mandate, In which event the deckion of the Board shall become flnal when 80 

corrected. 
(d) I f  the 8upreme Court orders a rehearing; or if the case is remanded by 

the Circuit Fourt of Appeale to the Board for a rehearlng, and if (1) the tittle 
allowed Zor’ftling a petition for certiorari has expired, and no such Petition 
has been duly flled, or (2) the petition for certlorarl has’been denied, or (3) 
thq declsiob of the court has been amrmed by the 8upreme Court, then the 
decislon of the Board rendered upon such rehearing shall become h a 1  in the 
same mnnner as though no prior declslon of the Board had been modered. 

(e) As used In this sectlon- 
(1) The term “Clrcult ~ Court -~ of Appeals” lodudes the Court of A p w k  

of the Distrlct of Columbia; 
(2) The term “niundate,“ in case a mandnte has been recalled prlor to the 

expiration of 30 d a y  from the date of issuance thereof, means the flnal man- 
date. (Sectlon 1005, Hevenue Act of 1SZa) 

CLOSING AGREEMENTS 
PAP.. 17. (a )  Autlcorizalion.--Tbe Commlssioner (or any ofacer or employee 

the Bureau of Internu1 Revenue, including the fleld service, au thor lw In wrlt- 
ing by the Commissioner) Is authorized to enter into an agreemellt In writing 
with any person relatlng to the liability of such person (or of t l ~ e  permwor 
estate for whom he acts) In respect of uny internal-revenue tax for any turable 
period ending prior to the date of the agreement. 

( b )  Finality of agreetnents.--If such agreement is approved by the Secretaiy, 
or the Undersecretary, within such time as  muy be stated In such agreenlent, 
or later agreed to, such agreement shall be flnal nnd concluslve, and, except 
upon a showing of fraud or malfeasance, or misrepresentation of a material 
fact- 

(1) the cnse shall not be reopenecl as  to tlie matters ogreed upon or the 
agreement ~odif led,  by any omCer, employee, or agent of the United States, 
and 

(2 )  In any suit, action, or proceeding, such agreement, or any detern1inn- 
tlon, assessment, collection, payment, abatement, refund, or crcdlt made in 
accordance therewith, ahall not be annulled, modifled, set aside, or dls- 
regarded. 

(c) Sectiou 1106 (b) of the Revenue Act of 1916 Is repealed, effective on 
the expiration of 30 days after the enactment of thle Act, but such repeal shall 
not affect any agreement made before such repeal takes effect. (Section m, 
Revenue Act of 1028.) 
PAR la Closing agreements provided for In section 606 mny relate to any 

taxable period ending prior to the dote of the ugreement. Such an agreement 
may be executed even though under such agreement the tarparer is not liable 
for any tax for the period. The matter agreed upon may relate to the totul 
tax liability of the taxpayer or It mny relate to one or more separate items 
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affecting the tax IlabIlIty of the taxpayer. B'or example, an agreement may be 
entered into wlth respect to the amount of gross Income, to deductions for loeses. 
depreclatlon, depletlon, etc., o r  to the value of property on a bask date. Accord- 
ingly, there muy be a serles of agreements relating to the tnx llabillty for p 
single taxable period. Any tax or deficlency In tux determined pursuant to 
such an agreement shall be aasessed und collected, aiid, any overpayment deter- 
mined pursuant thereto shall be credlted or refunded, in accordance with the 
appllcable provlslons of the Act. (Article 1301, Regulations 74.) 

COLLECTION OF TAXES 
ACCEPTANCE 01 TEEASURY CEIIITIFXCATER AND Talcuru~y N m  

PAR 19, Collectors of internal revenue are authorized and directed to receive, 
at par, In payment of income and proflts taxes gayalile a t  the maturlty of the 
certificates or notes, reapectlvely, Treasury certmcates of indebtedness and 
Treasury notes, the maturlty dates of whlch are  the 15th day of any calendar 
month, and whlch accordlng to tlie express t e r m  of their issue are made 
acceptable in payment of Income and protlts taxes. Collectom are  not author- 
ized hereunder to recelve In paynient of Income and profits taxea any Treasury 
ctwtiflcutee of Indebtedness or Treasury notes not expressed to be acceptable In 
payment of Income or proflts taxes, nor aiiy such certificates or notee wlilch 
mature on a date otlier tliun the date on whlch the taxes are payable. When 
the tuxes are due on Sunday, the certitlciites or notes In puymeut thereof may be 
accepted on tlie followlng day. Collectors ure CutltorIzed to recelve Treasury 
certlflcates of Indebtctlness and Treuwry notes wlilch are acceptable as lierdn 
provided In payment of Income und proAts tuxes In itdvarice of the respertlve 
tax-payment dutes. All lnterest coupons attached to Treasury certlflotes of 
Indebtednew und Treasury notes niust be detuched by t h e  taxpayer before 
prewntutlon to tlie collector and collected In ordliiary courie when due. Be 
celpta glven by collectors to taxpayers should sliow the amount and descrfptlon 
of the cert!ficates or iioterj rrcelved in pthyment of taxea. The amount, at  pnr, 
of !l'reasury certlflcates of Indebtednew or Treasury notee presented by nny 
taxpayer in pnyfnent of lncorpe and profits taxw must not exceed the amount 
of the taxes to be pald by IiIm, and collectors slinll In no cuse pay Interest on 
the certlflcutes or notes, or uccept them fa an amount leas or greater than thelr 
face value. (Artlcle 1391, Hrgulatloirs 69, a s  nmeridetl by T. D. 4947, approved 
rugust 9, 1032.) 

PAIL 20. For the purpose of savlng taxwyers the expense of trammittlng 
such certlficntes or notes us  are I ic41l I n  Iq'etlerul reawve cltIos or Federal re- 
wrve branch bank clties to the ofke  of the collector In w l W  dlstrict the 
taxLq ure pngalile, tuxpayers daIrlng to pay Income and proflts tares by such 
Treasury certI6c.atea of Intlelitednetw or Trculcury 1io1w tic.ceptul)le In payment 
of tux-, should commurilcnte wlth the collector of the dletrict In wlilch the 
taxes are payable and reclucwt froill 1i1m autliorlty to d e m l t  such certlficatee 
or notes wlth tlie Federnl reserve hunk In the clty In whkh tlie certl6mtea or 
notes are Iield. Collectnrs ttre adtliorirxtl to pcrmlt depirlts of TreHsury cer- 
tificates of indditedilcsw or 'frwINllry notes I n  uny 1kIerul reserve bank, wlth 
the dlstlnct underetancllng that the I~"cxleri11 rewrve  hank I s  to Inaiie u certlll- 
cate of dcposlt In tlir collector's iiiime roverllig tlie umount of the certlflcntea 
of indebtedness or notes, ut par, t iut l  to stute o? the face of the wrtlflcate of 
deposlt that tlie nmount represented therrhy Is I n  payment of Iliconle and 
profits taxes. The Federal reserve banks sliould forwurtl the origlnal cer- 
tlflcate of deposit to the Treasurer of the Uiilted States wlth Its dally tran- 
script, and transmlt the duplicate to the Commhioner of Internal %Venue, 

' 
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Accounts and Collections Unit, \Vasliington, D. C., and the triplicate to tlie 
collector, nccompanled by n statement gIvIng the name of the taxpnyer ror 
whom the payment is mnde, in order that the collector may make the necessnri 
record. (Artlcle 1302, In part, Regulntlons 69, a s  amended by T. D. 43.47, 
approved August 9. 1032.) 

('WFXKS IN P A Y Y W T  W'TAXE~ 
Pm. 21. It shall be lnwful for collectors of Internal revenue to receive for 

internal taxes and. all publlc dues certified checks d r a a c  on Satlow1 and 
State banks, and trust. companies during such t h e  and under such reguln- 
tlons as the Secretary of the Treasury may preecrlbe. No person, however. who 
may be indebted to the GiiIted States on nccoiiut of Internal taxes who &all 
have tendered a certtfled check or checks a8 provisional payment for such 
duties or taxes, in accordnnce wit11 the terms of thls sectloll, shall be released 
from the obligation to make u l t h a t e  payment thereof untll such certI6d 
check so recelved has been duly pald; and if any such check so receiwd Is  not 
duly pald by the bank on whlch It Is drawn and 80 certlfyiug, the Unlted States 
shall, In additlon to Its riglit to exnct payment iron1 the party ortglnnlly in- 
debted therefor, have a IIen for the nmount of such clieck upon all the assets 
of such bank; and such amount shall be pnld out of Its assets in preference 
to any or all other clnlmR whatsoever ngalnst sald bank, except the necessnry 
costs and expenses of admlnhtratlon and the relmbumment of the United 
Eltates for the amount expended In tlie retlemptlon of the rlrculntidg notes of 
such bank. (Act of Murcb 2, 1911, chapter 191. sectlon 1; Act of March 8, 1918, 
chapter 119; sectlon 1OQ. mile 26, U. S. Code.) 

P A Y h m . r  or AXD I(ECEIIT  on Tams 
P A n  22 ( a )  Collectors uray recelve, nt pur wlth an  ndJiiRtment for accruetl 

interest, notes or certiflcates of liidebteduess h i r e d  by the UiiItetl Stutcs and 
uncertlfled checks 111 payment of income. war-protlts. and excess-prnflts tnxes 
and any other taxes payable other than by ntamp, during such tlme and under 
such rules and remlatlons as the Comnilsrloner. wltli the approval of the 
Sccretnry, shall prescribe; but if a check so recelved Is not pald by the bank 
on whlch I t  la drawn the person by whom such rlierlc has been tendered shall 
remain lluble for the payment of the tax nncl for all legal pwaltles and ad& 
tlons to the same extent as If siich check had not been tendered. 

(b) Every collector to whom ally payment of any income tax ia made shall 
upon request aIve to the Iwrson uiukiiig siicli piyirient R full written or 
prlnted receipt, statlna the amount pa1d end the partlculur account for whlrh 
such pa)ureiit ~ ' 1 1 s  mude; and whenever tiny debtor 1mys ttixem on accouut 
of payments iiindr or to be nmde by hliu to sepurate creditors the cullectur 
shall, If recluested Iiy such debtor, glse a separate receipt for the tax pald ou 
account of earh c d l t o r  In such form that the debtor can couveiiiently produce 
~ u c h  receipts Rrparntcly to lila Pewr.trl rreditors In satlnfactlon of thetr respec- 
ttve demands up to the nmounts stated 111 the lpcelpts; and such recelpt s h l l  
br sumclcnt cvldencc 111 hivyr nf ~ r i ~ l i  tlchtor to justlfy hlm In wIthholdlng from 
h!s iiext priyiueut to 111s credltor tlie uinoiint thcreln stat.&; but the c d l t u r  
may, upon glvlng In Mia clebtm u full written recelpt acknowledglng the pay- 
ment t u  lilm of uny sum nctunlly pald and uccepting the amount of tax pald 
as aforemld ~wpecifying the sane)  n~ R frirther satinfaction of the debt to 
that amount. rtqulrc. the wnrreiider to him of such wllector's receipt. (Sectlon 
1118, In pirt, &venue Act 1mS.) 
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R m ~ r e  FOB PAYMENT 

pu .  23. It shall be the duty of the collectors, or - A r  deputies, in their re- 
sp&ive districts, and they are authorized, to collect all the taxes imposed by 
law, however the same may be desiplatd. And every collector and deputy 
collector shall glve receipts for all sums collected by him, excepting only when 
the mime are in payment for stamps wld and delivered; but no collector or 
deputy collector shall issue a receipt in lieu of a stamp representing a tax. 
(Section 3183, Revised Statutes, as amended by chapter 125, secqion 3, Act of 
March 1, 1879.) 

SUXTS To RWT~AIN, BAILBED 

PA= 24. No mlt for the purpose of restraining the assessment or collectlon of 
(Section 3224, Revlsed Statutes.) any tax shall be maintained in any court. 

UNCEEITFIED CHECKS 

PAIL !26. Collectors may accept uncertlfled checks in payment of income, war- 
profits, and excess-profits tuxes, provided such cliecks are collectlble a t  par, that 
is, for their full amount, without any deduction for exchange or other charges. 
The collector mill stamp on the face of each check before deposit the words 
"This check is in payment of an obligation to the United States and.mnst be 
paid at  par. No protest," with his name and title. The day on which the col- 
lector recelves the check will be considered the date of payment, so fa r  as the 
taxpayer is concerned, unless thc check Is returned dishonored. If one check is 
remitted to cover two or more persons' taxes, the remittance must be accom- 
panled by a letter of transmittal stating- 

( a )  The name of the drawer of the check : 
( b )  The amount of the check; 
(c)  The amount of any cash, money order, or other instrument Included In 

( d )  The pame of each person whose tax Is to be paid by the remittance ; 
(e)  The amount of the payment on account of each person : and 
(I) The klnd of tax pald. 

, 

the same remittance; 

[Article 1393, Regulations 09.) 

ENFOIIQICMENT OF LIABILITY BY)B TAXES Co- 

P a n  20. Whenrrer any person la required to  collect or withhold any internal- 
revenue tax from any other person and to pay such tax over to tlie United States, 
the amount of tax so collected or withheld shall be held to be a special fund in 
trust for the United States. The amount of such fund shall be assessed, rol- 
lected, and paid in the same manner and subject to the same provlslons and Iimi- 
tatlons (includlng peiialitles) a s  are applicrible with resprrt to the tuxes from 
which such fund arose. (Section 607, Revenue Act of 1034.) 

COMPROMISES 
CIVIL AND CRIMINAL Casw 

PA& 27. The Commissioner of Internal Revenue, with the advice and consent 
of the Secretary of the Treasury, may compromise any civil or criminal case 
arising under the lntemal-revenue laws instead of commenclng suit the- ; 
and, with the advice and consent of the said Secretary and the rerommendatlon 
Oi the Attorney General, he may compromise any such cuse after a suit thereon 
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liax bccn commcuced. Whciiewr u cotiiproniise is niiide in uuy case there shull 
be plucetl on flle in the offlcc of tlic Commlssioiier the opiuion af the Sollcitor of 
Internal Revenue, or of tlic offlccr acting iis xuch, with his reuions therefor, with 
a stutemcnt of the amount oP tiiX uxsetwd, the iiniount of additloual tax or pen- 
ulty irnpwcd by law in consriliience of the neglwt or delinquency of the persoii 
tigainst whom the tiir is ahwbhed, uud the riiiiount actually paid 111 accordwiice 
with tlic tcriiis c i f  (lie ciniiproiiilse. (Section 3228, Itwised Stntutes.) 

CO.\CXAI.MLXT OF hShTb 

IJaa a. Atiy ]tcraon wQo. In ccuiiicction with tiny coniproi 
C 2 L  of the ltevlwd Stututes, us amended, or offer of iucli 
cTnnectioT witti ritiy ciosinpigreernent untler rcectioii fm of 
to enter into tiny niicii ugrwment, wlllfiilly (1 ) cn~iceaIs from tiny omcer or 
cmploycc of thc l'nitcd Stiites any prolwrty Iwlongiiig to the estate of a bib- 

payer or  otiicr larhon lliiltlt? in respect of the tux, or ( 2 )  receives, destroys, 
iuutlltctes, or fiilsiflw iiny book, document, or record, o r  makes under oath any 
false stntenicnt, rc l i~ t i i i~  to the extiite or Buanciul condltlon of the taxpayer 
or other pcrsoii Iltihlc I n  rcsltcvt of! tlie tux, shall, upon conviction thereof, Itc 
ilned not uiore tlinn $lO,(Kw) oi* inii~rixuiiivi fur n e t t  iiiorc tiiaii one yeur, c t t  

both. 

~ ~~ 

(Scc~1latti ( i t t i ,  1:cwniie .\ct of! 1928.) 

COURTS-JURISDICTION 
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DEPOSIT OF UNITED STATES BONDS OR NOTES IN LIEU OF SURETY 
PAR 31. Wherever by the laws of the United States or regulations made 

pursuant thereto, any person is required to furnish any recognizance, stipula- 
tion, bond, guaranty, or undertaking, hereinafter called “ penal bond,” with 
surety or sureties, such person may, in lieu of such surety or sureties, deposit 
as security with the official having authority to approve such penal bond, 
United States Liberty bonds or other bonds or notes of the United States in a 
sum equal at their par  value to the amount of such penal bond required to be 
furnished, together with an agreement authorizing such official t o  collect or 
sell such bonds or notes so deposited in case of any default in the performance 
of any of the conditlous or stlpulations of such penal bond. The acceptance 

law shall have the same force and effect as individuul or corporate sureties, 
or certified checks, bank drafts, post-omce money orders, or cash, for  the penalty 
or amount of such penal bond. The bonds or notes deposited hereunder and 
such other Whited States bonds or notes as may be substituted therefor from 
time to time as such security, may be deposited with the Treasurer of the 
United States, a Federal reserve bank, or other depositary duly designated for  
thnt purpose by the Secretary, which shall issue receipt therefor, describing 
such bonds or notes so deposited. As soon as security for the performance of 
such penal bond is  no longer necessary, such bonds or notes so deposited shall 
be returned to the depositor : P&d, Thut In case a person or persons supply- 
ing a contractor with labor or material as provided by the Act of Congress, 
approved February 24, 1905 (33 Stat. Sll), entitled “An Act to amend an  Act 
approved August thirteenth, eighteen hundred and ninety-four, entitled ‘An 
Act for the protection of persons furnishing materials and labor for the con- 
struction of public works,”’ shall ale wlth the obllgee, at any time af ter  a 
default in the performance of any contract subject to said Acts, the applica- 
tion and aftldavit thereln provided, the obligee shall not deliver to the obligor 
the deposited bonds or notes nor any surplus proceeds thereof until the expira- 
tion of the time llmlted by said Acts for the institution of suit by such person 
or persons, and, in case suit shall he instituted wlthln such tlme, shall hold saici 
bonds or notes or proceeds subject to the order of thc court having judsdiction 
thereof: Provided furthe?, That nothing herein contalned shall affect or im- 
pair the priority of the claim of the United States against the bonds or notes 
deposited or any right or remedy granted by said Acts or by this section to the 
United States fo r  default upon any obligation of mld penal bond: Provided 
furthe*, That all laws inconsistent with this section are hereby so modlfled 
as to conform to the provisions hereof: dnd provided further, That  nothing 
contained herein Rhall oUect the authority of courts over the security, where 
such bonds are taken as securlty in judicial proceedings, or the authority of 
any administrative offlcer of the United States to rece!ve United States bonds 
for security in caw authorized by existing laws. The Secretary inay prescribe 
rules and regulations necessary and proper for carrying this section into Met. 
(Sectlon 1126, Rcvenue Act of 1926.) 

xlf Lwch united st&teEl bau38 o€ & e s h ? k & ~ ~  reflaired by - 

DISCLOSURE OF INCOME-TAX RETURNS PROHIBITED 
P A a  32 It shall be unlawful for any collector, deputy collector, agent, clerk, 

or other omcer or employee of the United States to divulge or to make known 
in rny manner whatever not provided by law to uny Iiermn tht. operatlon8, 
style of work, or apparatus of utiy Iiiuilufucturw or I)rwlucc.r visited hy liini in 
the diwharge of hls official duties, or the rimoiint or source of income, profits, 

395 

losses, expenditures, or any particlllar thereof, set forth or disclosed in any 
income return, or to permit any income return or copy thereof or any  book con- 
taiiiing any nbstract or particulars thereof to be seen or examined by any per- 
son except as provlded by law : and it shall be unlawful for any person to print 
or publisli in any innnner whatever not provided by law any inconre returns, or 
any part thereof or source of income, profits, losses, or expcndttures appearing 
in any income return : and any oIt’ense agninst the foregoing provision shall 
be a misdemeanor and be punished by a fine not exceeding $l,OOO or by impris- 
onment not exceeding one sear, or both, at the discretion of the court;  and i f  
the offender be an officer or employee of the Uiiited States he shall be disniissed 
from ofllcc or discharged from employment. (Section 3167, ILeviwd Statutes, 
as reenacted by section 1115, Revenue Act of 1B26.) 

EXAMINATION OF BOOKS AND WITNESSES 
PAR 33. The Commissioner, for the purpose of ascertaining the correctnew 

of any return or for the purpose of niuking a return wlirre none has been made, 
is hereby autborizcd, by uny officer or employee of the Bureau of Internal Rev- 
enue, including tile field service, designated by iiini for that  purpose, to examine 
any books, papers, records, or memoranda bearing upon the matters required to 
be included in the return, and may require the attendance of the person render- 
ing the return or of any ofllcer or  employee of such person, or the attendance 
of any  other person having knowledge In the premises, and may take his testi- 
mony with reference to the matter required by law to be included in such 
return,  with power to administer oaths to such person or persons. (Section 
1104, Hevenue Act of 1920, u s  amended by Hection 618, Revenue Act of 193.) 

T E l i Y S F E s ~ ~  

PAR 34. The Commissioner, for the purlme oP tletermlnlng the lirbility at 
law or 111 equity of a transferee of the iiroperty of any person with respect to 
any Federril taxes imposed upon such person, is  hereby authorized, by any  
ofecer or employee of the Bureau of Internal Revenue, including the fleid Berv- 
ice, derrignated by him for that purpose, to examine any books, papers. records, 
or memoranda bearing upon such llubility, aud may requlre the attendance 
of the transferor or tra!isferec, or of any ofllecr or employee of aucli person, or 
the tittendunce of any other person biiving knowledge in the premisvs, aud may 
take hls teatiiiiony with reference to the matter, with power to administer oaths 
to xucli person or persons. (Section 507, Re\’enue Act of 1934.) 

UNNECESB.\BY EXAMINATIONS 

PAR 36. No taxpayer shall be subjected to unnecessary examinations or in- 
vestigations, and only one inspection of a taxpayer’s books of account shall be 
made for each taxable year unless the tnxpnycr requests otherwise or unless 
the Commissioner, after investigation, notifies the taxpayer in writing that  an 
addltionak inspection is necessary. (Section 1105, Revenue Act of 1928.) 

INFORMERS 
PAR 30. ( a )  Any pcraon liable for tax on airy Income from iiiegaliy produced 

petroleum, who willfully falls to make return showlng such income within the 
time prescribed by law or 30 days after the enactment of this Act, whichever 
expires later, shall, in addition to all other penalties prescribed by law, be liable 
to a clvll penalty of $500 plus $60 for eaeh day during which such fuilure 
continues. 
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(b) Any person not an officer or employee of the United States who furnishes 
to the Commisuioner or any collector original information leading to  the recov- 
ery from any other person of any penalty under this section may be awarded 
and paid by the Commissioner a compensation of onohalf the penalty so r e  
covered, a s  determined by the Commissioner. 

(c)  &i used in thls eection, tile term “income froin illegally produced petro- 
leiim” means any income (not shown on a return made wlthin tlie time pre- 
scribed by law or 30 days after the enuctment of tlils Act. whichever expirea 
later) arising out of any sale or purclia~e of crude petrolwin withdrawn from 
the ground srihsequent to January 1. 1B32, in violation of any State or Federal 
law (not including withdrawal in vlolatlori of any code of fair competition ap- 
proved under the National Industrial Recovery Act or illegal withdrawal the 
m a l t l e s  for d c h h v e  hem mltigated OF s&Mktl in pursttttaee of law prfor 
to the enactment of this Act), or arising out OP aiiy fee derived from acting 
us agent for any seller or purchaser in  connectloii wlth‘a snle or  purchase of 
such petroleum or  products thereof, or any amount Illegally received by any 
person charged with the enforcement of law with respect to  such petroleum 
or products thereof. (Section 614, Revenue Act of 1034.) 

INTEREST 
OVEUUAY YENTS 

PAR 37. (a)  Interest shall be allowed and pald upon any overpayment In 
respect of any Internal-revenue tax, a t  the rate of 0 per centum per annum, 
as follows: 

(1) In the case of a credit, from the date of the overpayment to the due 
date of t h e  amount against which the credit is taken, but if the amount 
against which the credit is taken is an atlditional ussessment of a tax im- 
posed by the Revenue Act of W!l or any subsequent revenue Act, then to 
the date of the assessment of that amount. 

(2) In the case of n refund, from the date of the overpayment to a date 
preceding the date of the refund check hy not more than 30 days, such 
date to be determined by the Commissioner. 

(b) As used In this section the term “adtlitional assessment” means a fur- 
ther assessment for a tax of the saine charncter previously paid in part, and 
lnclucles the assessment of a deflciency of any income or estate tax imposed by 
the Revenue Act of 1924 or by any subsequent revenue Act. 

(c)  Section 1110 of the Revenue hct of 10’20 Is repealed. 
(d)  Subsections ( a ) ,  (b) ,  und ( c )  shall tuke effect on tlie expiration of 

thirty days after the enactment of this Act, lint1 shill1 be applicable to any 
credit taken or refund paid after the explration of siich perlod, even though 
allowed prior thereto. (Section 614, lleveiiuc Act of 10’28.) 

Juwlusxn, 
PAR 38. (a )  No interest shall he nllowed on nny claim up to the t h e  of the 

rendition of judgment by the Court of Claims, unless upon contract expressly 
stipulating for the payment of Interest, except as  proviclcd In  subclivision (h).  

(b)  In any judgment of any court rendered (whether against the United 
States, a collector or deputy collector of internal revenue, a former collector or 
deputy collector, or the personal representathe In case of death) for any over- 
payment in respect of any internnl-revenue tax, interest shall be allowed a t  
the rate of 6 per centum per annum upon the amount of the overpayment, 
from the date of the payment or collection thereof to u dute preceding the date 

i 
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of tho refund check by not more than thirty days, such date to he determlnecl 
by the Commissioner of Intern81 Revenue. (section 616, Revenue Act of 1928, 
amending bection 1’7’7, Uiiited States Judicial Code.) 

LIENS FOR TAXES 
PAIL 39. ( a )  If nny person liable to pay any tax neglects or refuses to pay 

the same after demand, the nniount (iilcluding any Interest, penalty, addl- 
llonal amount, or uddltion to such tax, together with any costs that may accrue 
in addition thereto) shall be a lien in favor of the United States upon all 
property nnd rights to  property, whether real or personal, belonglug to  such 
person. U n l ~  anotler date is speclflcally hebhp  hw. the lien shnll a r b  at 
the time the assessment list mas received by the collector and shnll continue 
until the liability for such amount is sntisflcd or becomes unenforceable by 
reason of lapse of time. 

(b) Such lien sh8ll not be valid as ngnlnwt any ruortgngee, purchaser, or 
judgmeut creditor until notice thereof hus been flied by the collector- 

(1) in accorclancv with thc law of the IJtnte or Territory in wltlcll the proii- 
erty subject to the lien is sltunted, whencver tlie State or Territory hus by 
law provided for the fllinp of such notice; or 

(2) In the office ol the clerk of the C‘nltect Slates Difitrict Court for thv 
judicial district in which the property subject to the lien LLI situated, whenever 
the State or Territory has not by Inw provicletl for the flliirg of such notice; or 

(3) in the office of the clerk of the Siiprcme Court of the Distrlct of Coluni- 
bia. if the property subject to the llrn is sltuattvl I n  the District of Coluinbiu. 

(c) Subject to such regulations as tlie Conrmisllioncr of Internal Revenue, with 
the approval of the Secretary of the Treusurg, inuy prescribe, the collector 
of internal rcvenue cluurged with an as.w*ssnient in respmt of any tar- 

(1) May issiie n certlflcnte of releusc of the lien If the collector flnda that 
the liability for the uniouut asucssed, togetlicr with all intcrest in respewc 
thereof. has been satlsfled or has become uiienforcenblc; 

(2) May iNsne a certlficnte of relcnw of tlie llen if there is furnished to the 
collector and accepted by him a bond that Is conditioned upon the payment 
of the amount ustiewed, together with all Interest in respect thereof, within tlie 
time prewrllacl by law (Inc.lutling nny exteunlon of such time). and thnt is In 
awortlance with such reyuireiiients reluting to tcrms, conditions, and forin sf 
thc bond and siireties thereon, as may be specifled In the regulations; 

(3) May issue a crrtiflcate of pnrtiul dischargr of any purt of the property 
subject to the lien if the collector flncls t’int the frill murket v u l i i ~  of that part 
of such property renialnlng subject to  lire lien is a t  least double the amount 
of the Iiubillty reniuining un8utisfled in respwt of such tax and thc amount of 
all prior llcnv u p n  sncli propcrty. 

(4 )  Mny lnsue ii certiflcnte of diseliarge of uny part of tlie property sulk 
ject to the lien if there is prlid over to tile collcctor in part satMaction of the 
liability in respect of siicli tax nn uniount cleteriiilnetl by the Commissioner, 
which shall iiot be I t w  t l i i in  Llic vnliic. n s  dcterinlned by hlm. of the intercxt 
o P  tlir Unitetl Htiitcs in the part to IJC No dlschurged. I n  determlnlng such 
vuliic the Cuuiiiilnxloncr shull glvc conxlclerntion to tile fulr iiiarket value of the 
pnrt to bc so dlacli:lrgtvl anti to such licmn thereon us linvc priority to the lieii 
of the Uiiltccl Htuten. 

( (1)  A crrtiflc4iite of relcnse or o l  liurtlul dlychurge isxurd nndcr this clectlon 
,shrill lie lirld cwiic.luslvc tliut the lieu upon thc liroperty covcrcd by the certifl- 
catc L extiuguibhcd. 
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ehall be consldered an overpayment and shall be credlted or refunded to  the 
taxpayer if clalm therefor Is flled wlthln the perlod of llmltatlon for flllng 
such clalm. (Section 607, Revenue Act of 1928.) 

PBCI~ECUTIONI FOB IKTERNAL REVENUE ORElpsre 

PAB. 44. (a)  The Act entltled “An Act to llmlt the t h e  wlthln whlch prose- 
cutlons may be instituted against persons charged with violatlng Internal reve- 
nue laws,” approved July 6,1884, as  amended, and as reenacted by section 1110 
of the Revenue Act of 1928, Is amended to read as follows : 
. “That  no pewon shall be prosecuted, tried, or punished, for any of the 

various offenses arising under the Internal revenue laws of the United States 
the indictment is found OP the infwmatbn fiiatituted wfthfn t h m  years 

next after the commlsslon of the offense, except that the perlod of llmltatlon 
shall be six years- 

“(1) for offenses lnvolrliig the defraudlng or attemptlng to defraud 
the United States or any agency thereof, whether by conspiracy or not, and 
in any manner, 

“(2) for the offense of willfully nttemptlng In nny manner to evade or 
defeat any tax or the payment thereof, and 
“(3) for the offense of wlilfuli~ aldlng or assisting In, or procurlng, 

counselling, or advlslng, the preparatlon or presentntlon under, or in coa- 
nectlon with any matter arislng under, the lnternal revenue laws, Of a 
false or fraudulent return, a5davlt, claim, or document (whether or not 
such falsity or fraud Is wlth the knowledge or consent of the pereon au- 
thorized or required to present surh return, aadavlt, claim. or  docriment). 

“For  offenses arlslng under section 37 of the Crimlnal Code, where the object 
of the consplracy 1s to attempt in any manner to evade or defeat any tax or 
the payment thereof, the period of llmlhtlon shall also be slx yeam me time 
durlng whlch the person commlttlng any of the offenses above mentioned le 
nbsent from the district whereln the same le committed shall not be taken as 
any part of the tlme limlted by law for the commencement of such proceedings. 
Where a complalnt le Instituted before a commissioner of the Unlted States 
wlthln the period above limlted, the time shall be extended untll the dlacharge 
of the grand jury a t  Its next sesslon wlthln-the dlstdct.” 

(b) The amendment made by subsectlon ( a )  of thls sectlon Shdil apply to 
offenses whenever commltted; except that it shall not apply to offenses the 
prosecution of whlch was barred before the datc of the enactment of thls Act. 
(Sectlon 1108, Revenue Act of 1932.) 

PENALTIES 
P o .  45. (c) Any person who willfully alds or nsslsts In, or procures, counsels. 

or advlses, the preparatlon or presentation nndcr, or In counectlon wlth any 
matter arising under, the lnternahevenue laws, of a false or  fraudulent return, 
nfsdavlt, clalm, or document, shall (whether or not such falsity or fraud 1s wlth 
the knowledge or consent of the person authorized or requlred to present such 
return, a5davlt. clalm, or document) be gullty of a felony and, upon conviction 
thereof, be fliied not more than $lO,OOO, or Impriwned for not more than flve 
;years, ur both, together wlth the costs of prosecution. 

(e) Any person In possession of property, or rights to property, subject to d l s  
tralnt, upon which a levy has been made, shall, upon demand by the collector 
or deputy collector making such levy, surrender such property or rlghb to 
such collector or deputy. unlew euch property or right Is, at the tlmc of such 
demand, subject to nn attachment or execution under any judldal process. Any 

(e) The Commhloner of Internal Revenue, wlth the approval of the S w r e  
tary of the Treasury, may by regulation provlde for the acceptance of a slngla 
bond complying both wlth the requirements of sectlon 272 (j)  oi the Revenue 
Act of 1928 (relatlng to the extenslon of tlme for the payment of a defldency), 
or of any slmllar provlslons of any prior law, and the requirements of subsec 
tlon (c) of thls section. 

( f )  Subsections (c), (d) ,  and (e)  of thls sectlon shall apply to a llen in 
respect of any internal-revenue tax, whether or not the Hen Is lmposed by thls 
sectlon. (Sectlon 8186, Revlsed Statutes, a s  amended, and further amended by 
section 613, Revenue Act of 1928, and by section 609, Revenue Act of 1W.) 

I 

. ,.* 
PIUOEITY OP D m  DUE U N ~  STATES 

~~~~~~~ 

faB 40; mhaePerpani Cr%hiniebteid to the United States le Insolvent, or 
whenever the estate of any deceased debtor, in the hands of the executors or 
admlnlstrators, 1s lnsumcient to pay all the debts due from the deceased, the 
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debts due to thd Unlted Statea slinll be flrst Eatisfled; and the priority hereby 
established shall extend as well to cases in which a debtor, not havlng sufticlent 
prnperty to p y  all hls debts, makes a voluntary asslyment thereof, or In which 
the estate and effects cf an absCondlng, concealed, or absent debtor are attached 
by process of law, as  to cases In which an act of baukruptcy le committed. 
(Sectlon 3468, Reviaed Statutes.) 

PAIL 41. Every executor, administrator, or asslgnee, or other person, who 
pays, in whole or. In part, any debt due by the person or estate from whom OT 

for which hc acts before he satl8fles and i)iiys the debts due to the United 
States from such person or estate, shall become answerable in his own person 
and estate to the extent of such payments for the debts so due to the United 
Stntes, or for so niuch thereof as  may remnln due and unpald. (Sectbn 3467, 
Revised Statutes, a s  amended hy section 518, Revenue Act of 1034.) 

LIMITATION 
E~FDLYC OF EXPW-TZOA OF PEnrOD OI LIMITATZON AGAINBT TAXPA- 

PAR 42. A refund of ang portion of an Internal-reveitue tax (or any Inter&, 
penalty, addltlonnl amount, or nddltlon to such tax) made after the enactment 
of thls Act, shall be considered erroneous- 

( a )  If made after the expiration of the period OK iirnltatlon for filing claim 
therefor, unless wlthln ~ u c h  perlod claim was flied; or I 

(b)  In the case of a clalm flled wlthln the groper tlnie and disallowed by the 
Commlssloner after the enactment of this Act, i f  the refund was made after 
the expiration of the period of llmltatlon for filing Rult, u r i l e s e  

(1) wlthln such period sult was tiegitti 1)s the taxpayer, or 
(2 )  wlthln such period, tlte Iu1lttjt.r and tile (‘oinmls~inner agreect in 

wrlting to suspend the running of the Rtatute of lirnitatlons for fllltig Liult 
from t4e dnte of the agreeinent to the date of flnai clt.clsion In one or more 
named c a m  then pending before the United Rtntes Bocird of Tax Appeuls 
or the courts. If such agreement lins been entered Into, the running of 
such statute of limitations shnll Ire susiiendecl In ticcmla1ic.e with the terllts 
of the agreenieiit. (Iwtfon W8, Itervnuc* Act of 11)2H, 11s tiinended by sectlon 
503, Revenue Act of 1034.) 

EFFECT OF EXPIUTXOS I ’ ~ o u  OF LIMITATION AGAIXST I;nrm> STA- 
PAL 43. Any tar (or any interest, ~wnnlty, ntltlitloiiitl i t n i w i i i t ,  or ntltlition to  

euch t a r )  assessed or yald (wbcthcr lrcftrrc Or after tbc riiuctirieirt of tills Act) 
after the explratlon of the period of llmltutlon properly upi)llcable tlierctc 

i 
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person who fails or refuses to so surrender any of such property or rlghtrr shall 
be liable in his own person and estate to the United Stntes in a eunl equal t o  
the vnlue of the property or rlghta not so surrendered, but not exceeding the 
amount of the taxes (including penalties and interest) for the collection of 
whlcil such levy has been niade, together wlth costs and Interest from ;he date 
of such levy. 

( f )  The term "person" as used In this Rection includes an ofecer or employee 
of a corporatlon or a member or employee of a partnership, who as  such oacer, 
employee, or member is under a duty to perform the act in respect of which 
the violation occurs. (Swtion 1114, in Part, Revenue Act of 1926.) 

~ PENALTY BWIS FALSE CLAIM 

PAR 46. Whoever shall make or cnuse to  be niacle or present or came to be 
presented, for payment or approval, to or by any person or omcer In the cldl. 
mllltary, or nnval service of the Unlted States, or any department thereof, o r  
any corporation in which the United States of America is a etockholder, any 
claim upon or against the Government of the United Stntes, or any department 
or ofecvr thereof, or any corporation i n  which the United States of Amerlca 
1s a stockholder, knowing such claim to tie false, flctltlous, or fraudulent; or 
whoever shall knowingly and wlllfully falsify or mnceal or cover up by any 
trick, scheme, or device a mnterinl fact, or make or cause to be made any false 
or fraudulent statements or representations, or make or use or rause to be made 
or used any false bill, recelpt, voucher, roll, account, claim, certlflcnte, amdavit, 
or deposition, knowlng the same to contaln any fraudulent or flctltlous state- 
ment or entry, in any matter within the jurisdlction of any department or 
agency of the Unlted Statcs or of any corporatlon In which the United States 
of Amerira Is a stockholder; * * or whoever shall enter into any agree- 
ment, com1)inatInn. or conspiracy to defraud the Government of the United 
States, or any department or omcw thereof, or m y  corporation In whlch the 
United LZltatcs of Amerlcn is a stockholder, by obtalnlng or aldlng to obtaln the 
payment or rillowunce of nny fnlse or fruutlulent c.lulm; * * shall be 
fined not more thnn $10,000 (w Iinprlso1ic4 not more than ten years, or both. 
* (Swtlon 36, CrimInHl Code of the United States, us amended by the 
Act approved June IS, 1034, Publli., No. :t!M.) 

REFUND OR CREDIT 
ASHIlINl\lP;NT OF (;l.Alkl VOID I ~ E b O I t h  A'LLOWANCIE 

Part. 47. All trarirfer8 nnd urxlgnnmcntx made oP any c*lnim upon tlre United 
States, or of any part or shnre thereof, or intwehts therein, whether absolnte 
or condltionul, and whulrver may be tlic coiislclwatlon therefor, und  rill powers 
of attorney, onlers, or othcr nulliorities for reWiVilig payment of any such 
claim, or of any part or shnre thrnwf, ditill be absolutely null and voitl, unles% 
they are freely mnde and ercvuttd in thr prewaire of nt lcnst two attesting 
witnesses, after the allmvnnce of suc'li IL chim, the nscvrtulnment of the 
amount due, und the Issuing of n nnrrrrnt for the payment thcrcof. Such 
transfers, awlgnments, and pnwcrs of rittornry. niust iwlte the wnrrant for 
payment, and must be acknowletlgiul Iiy the pt'rson nmkihl: them, before 
nn Officer hnvlng IlUtllOrily to fakc. rlc~kiiowlt~db~nc~Ilt Of tlerclx, ulltl N ~ l 1 1 ~ 1  be 
c*ertlfictl by the offtccr ; iind it must akipwir by tlic cwtitivritc thut the omcer, 
a t  the tlme of the iic.kriowli.cl~nrelit, rerid i c ~ i t l  fully t~xlilnint~tl flie transfer, 
assignment, or warnint of uttomey to tlic perwn uc*kiiowletlglng the snme. 
(Section 3477, Revised Statutes.) 
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EBBONBY)UB CBKDITS 
PAR 48. (a )  Ci'edit against bavred dt$ofencyl.-Any credlt against a Iiabillty 

In respect of any taxable year shall be void if any payment in respect of such 
Iiabillty would be considered an overpayment under section 807. 

(b)  Crcdit of barrcd overpayment.-A credlt of an overpnyinent In respect of 
any tax shall be void if a refund of such overpyment would be considered 
erroneous under section 608. 

(c) Appliactlon of 8eCthh-The provislons of this section shall apply to any 
credit made before or after the enactment of this Act. (Section 600, Hevcnuc 
Act of 1928.) 

PAR 49. Any tax (or any interest, penalty, aclditlonal amount, or addition to 
such tax) assessed or paid (whether before or niter the enactment of this Act) 
after the explratlon of the period of llmltatlon properly appllcable thereto shall 
be considered an overpasruent and shall be credlted or refunded to the taxpayer 
If claim therefor is flled wlthln the perlod oP lirnltatlon for filing such claim. 
(Section 607, Revenue Act of 1918.) 

RwovEaY OF AMOUNTS E~RONEOWSLY I~WUSDS~,  

PAB. 60. ( a )  Any portlon of an internal-revenue tax (or any interest, pen- 
nlty, addltlonnl amount, or addition to such tux) refund of which Is erroneously 
made, within the meaning of section 608, after the enactment of this Act, may 
be recovered by suit brought in the nume of the United States, but only if snch 
suit is begun within two years after the mnklng of such' refund. 

(b) Any portion of an internal-revenue tax (or any Interest, penalty, addi- 
tlonal amount, or addition to such tax) which has been erroneously refunded 
(if such refund would not be considered as  erroneous under section 808) mny 
be recovered by sult brought in the name of the United States, but only if such 
suit Is begun before the expiration of two years after the maklng of such 
refund or before May 1, 1M8, whlchever date Is Inter. 

(c) Despite the provislons of subsections ( a )  and (b)  such suit may be 
brought a t  any tlme within five years from the maklng of the refund if it  
appenrs thut any part of the refund wns Induced by fraud or the niisrepre- 
Rentation of a materlul fact. (Section 610, Revenue Act of 1923. as amended, 
subsection (c)  addttd by section 602, Reveriue Act of 1934.) 

SUIT MAY NOT BE IIROUUHT U h ~ p a s  CLAIM IN $'ILED; LIMITATION 

PAR 51. No suit or proceeding shall be malntained In any court for the 
recovery of any internal-revenue tax alleged to have been erroneously or Illegally 
assessed or collected, or of any pennlty clnlined to have beeu callectt.cl without 
authority, or of nny sum alleged to have been excessive 01' In any ~iiunner 
wrongfully collected until a claim for refund or credit has been duly flletl with 
the Commimtoaer of Internal Revenue, accoriling to the provisions of 1uw in 
that regard, and the reylatlons of the Secretary of the Treasury rstablishml 
in pursuance thereof; but such sult or proceedlng mny be mnlntained, whether 
or not such tar ,  penalty. or sum hns been pnitl under protest or duress. No 
such sult or proceeding shall be begun before the explrutlon of slx iiio~~tlis from 
the date of filing such claim unless the Commlssioiier renders n tlrclslon thereon 
withln that t h e .  nor nfter the explrntlon of two gcurcl frorii the date of nrall- 
ing by reglutered mail by the Comiliissioner to the taxpngcr of 11 notice of the 



402 

disallowance of the part of the claim to wblch such sult or proceeding relates. 
(Section 8226, Revlsed Statutes, as amended by sectlon 1108, Revenue Act 
of 1932.) 

REGULATIONS 
RETBOACTIVE RI~.UUI.ATIONS 

PAB. 62. ( a )  The Secretary, or the Commlssloner with the approval of the 
Secretary, may prescribe the extent, if any, to whlch any rullng, regulatlon, or 
Treasury Decision, relating to the Internal-revenue laws, shall be applied with- 
out retroactive effect. (Sectlon 1108, Revenue Act of 1826, as  amended by seo- 
tion 605, Revenue Act of 1928, and by section 606, Revenue Act of 1984.) 

PAX 63. RegulatloM when hw (s &anged.-The Commissioner may make all 
such regulatlons, not otherwise provlded for, as may have become necessary by 
reason of any alteration of law in relation to internal revenue. (Section 3441, 
Revlsed Statutes; U. 8. Code, Title 26, section I891 (21.) 

RETURNS 
FAILoplll 'I0 MAKE; PBW3XlvPg; PENALTIIPB 

PAL 54. If any person, corporation, company, or assoclatlon falls to make 
and ale a return or list a t  the tlme prescribed by law or by regulation made 
under authority of law, or makes, willfully or otherwise, a false or fraudulent 
return or list, the collector or deputy collector shall make the return or list 
from his own knowledge and from such information as he can obtain through 
testimony or otherwise. In any such case the Commissioner of Internal Reve- 
nue may, from hla own knowledge and from such information as  he can obtain 
through testimony or otherwise. make a return or amend any return made by 
a collector or deputy collector. Any return or list so made and aubecrlbed by 
the Commissioner, or by a Collector or deputy collector and approved by the 
Commissioner. ahall be prima facie good and sufecient for  all legal purposes. 

If the failure to flle a return (othef than a return of lncome tax) or a llst 
is due to sickness or absence, the collector may allow such further tlme, not 
exceeding 30 days, for maklng and Bilng the return or list as  he deems proper. 

The Commissioner of Internal Revenue shall determine and assew all taxes, 
other than stamp taxes, as to whlch returns or ligts are so made under tho 
provisions of tala seetion. In  case of any fallure to mube aqd 5le a return 
or list withls the tlme prescribed by law. or prescrlbed by the Oommissloner 
of Internal Revenue or the collector in pursuunce of law, the Commlssloner 
shall add to the tar XS per centum of its amount, except that when a return 
is Uled after such time and it 1s shown that the fuilure. to flle It was due to a 
reasonable cause and not to willful neglect, no such addltlon shall be mnde 
to the tax. I n  case a false or fraudulent return or list 1s willfully made, the 
Commlssloner shall add to the tax 60 per centum of ltx amount. 

T;le amount 80 added to any tux shnll be collected at  tlie eume tline and in the 
same manner and as  a part of the tnx uiiless the tux has been paltl before the 
dlscovery of the neglect, falsity, or fruud, in which case the amount so uclded 
shall be collected 111 the sunie manner u s  the tax. (Section 3176, Hevised 
Statutes, as  amended by section 1105, Bevenue Act o! 1820, nnd by section 619, 
Revenue Act of 1928.) 
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Noncm AND 8UUMONe 

PAB. 55. It shall be the duty of any person, partnership, flrm, aseoclation, or 
corporatlon, made liable to  any duty, special tax, or other tax imposed by law, 
when not otherwise provided for, (1) in case of a special tax, on or before the 
thirty-flrst day of July in each year, and (2)  in other cases before the day on 
which the taxes aecrue, to make a list or return, verifled by oath, to the collector 
or a deputy collector of the district where located, of the articles or objects, 
inclu ing the quantity of goods, wares, and mercliandlse, made or sold and 
cha I t  ed with a tax, the several rates and aggregate amount, according to the 
forms aDd regulatlons to be prescribed by the Commissioner of Internal Rev- 

m m  uahle: Pr-That if any 
person llable to pay nny duty or tax, or ownlng, possessing, or having the care 
or management of properly, goods, wares, and merchandise, article or objects 
llable to pay any duty, tax, or license, shall fall to make and exhlblt a list or 
return required by law, but shall consent ta disclose the particulars of any and 
all the property, goods, warn,  and merchandise, articles, and objects liable to 
pay any duty or tax, or any business or mupation llable to pay any tax as 
aforesnld, then, and in that case, it shall be the duty of the collector or deputy 
collector to make such llat or return, which, belng dlstinctly rend, consented to, 
and signed and verlfled by oath by the person so ownlng, possessing, or having 
the care and management as  aforesald, may be received as  the llet of such per- 
son : ProvkEed further, That In case no annual list or return has been rendered 
by such person to the collector o r  deputy collector as required by law, and the 
person shnll be absent from his or her residence or place of b u s l n h  a t  the tlme 
the collector or a deputy collector shall call for the annual libt or return, it  
shall be the duty of such collector or deputy collector to leave a t  such place of 
n=sMence or business, with some one of sultable age and discretlon, lf such be 
present, otherwlse to deposlt in the nearest post otflce, a note or memorandum 
addressed to such person, requlring him or her to render to such collector or 
deputy collector the list or return required by law within ten days from the 
dnte of such note or memorandum, verlfled by oath. And If any person, on be 
lng notified or requlred as aforesuld, shall refuse or neglect to render such list 
or return wlthin the tlme requlred as aforesaid, or whenever any person who is 
requlred to  deliver a monthly or other return of objects subject to tax fails to 
do so a t  the time requlred, or delivers nny return which, In the oplnion of the 
collector, is erroneous, false, or fraudulent, or contains any undervaluation or 
understatement, or refuses to allow any regularly authorized Government 
officer to examine the books of such person, firm, or corporutlon, it sliall be law- 
fuLfor the collector to summon such person, or any other person having poe- 
session, custody, or care of books of account containing entrles relating to the 
business of such person or any other person he may deem proper, to appear 
before him and produce such hooks at a tlme and place named in the summons, 
and to glve testimony or answer interrogatories, under oath, respecting any 
objects or lncome llable to tax or the returns thereof. The collector may sum- 
mon any person residing or found within the State or Territory In whlch his 
district lies; and when the person intended to be summoned does not reside 
aud can not be found wlthln such Sfate O r  Territory, tie may enter any collec- 
tion dlstrlct where such person may be found and there make the examlnatlon 
liereln authorized. And to this end he may there exercise all the authority 
which he inight lawfully exercise in tho district for whlch he WILB commis- 
sloued : Provided, That " person," ns Used In tlils sectlon, shall be construed to 

enue, with the approral of the Secretary of the Treasury, for which such person, . <" 

' 

04 750 "-36-28 
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include any corporation, joint-stock company or associntlon, or insurance com- 
pany when such construction is necessary to curry out its Ijrovisions. (Sectlon 
3173, Itevlsed Stntntes, ns reencirtetl lry section 1115, Rc.\enue A1.t of 1WG.) 

I’UHLIC I~UJ(’().HIIS 

P u .  MI. (n) lleturny upon whlch the tax lir~s Iicrli determined by the ColU- 
missioner shull constitute public records ; but, excrqjt us hereinafter provided 
in this section and section l!!O3, they shall be open to iiisp?ction only upoll order 
of the President and under rules and reylt1tlow prescribed by the Secretary 
nnd approved by the President. Whenever a rcturn is open to the inspection 
of any person a certUled copy thereof slrnll, ulvon request, be furuished to such 
person under rules and regulations prescribed by the Comliiissloner with the 
approval of the Secretary. The Coirimlssioner inuy prescribe a reasonable fee 
for furiilshlng such copy. 

(b)  (1) The Secretary and any ofeeer or enlployee of the Treasury Depart- 
ment, upon requerl from the Commlttee on Waxs and Means of tlie House of 
Representntives, the Committee on Finance of the Senale, or a select comniittee 
of the Senate or House specially nuthorizecl to lnvestlgate returns by a resolu- 
tion of the Senate or House, or n joint coiiimlttche P o  autliorlzed by concurrent 
resolutlon, shall furnish such committee sitting in execative session wlth any 
data of any character contained in or shown Iiy any return. 
(2) Any such comniittee shull have the rlght, ncllng directly u s  a commlttee, 

or by or through such exumillers or llgents as it 111ny desigunte or appoint, to 
iiispect any or all of the returns a t  such times nnd in such manner as i t  may 
determine. 
(3) Any relevant or useful lnforinntlon thus obtniiieil may be Irubmitted by 

the committee obtnlning i t  to the Senate or tlie IIousc, or to both the Senate 
and the IIouse, as the case mny be. 

(c) The proper ofecers of oily State muy, upon the request of the go\’ernor 
thereof, hnve access to the returns of any corporation, or to an abstract thereof 
whowing tlip tintile anti iiicoine of the ~or~~~ ir1111t i11 ,  a t  HWII tiines nnd in xurli 
manner cis tlic Secretary iiiay. prescribe. 

( ( I )  All bonu dde ~hriretioldrrs of rewrtl ilwninz 1 pnr ccnturn or more of the 
outstunding stock of tiny corporiitloii bhull, opm maklng rfquest of the Cotn- 
missioner, be alhiwvd l o  c~rnnilnt~ t lw  U I I I I I I I I ~  I I I C ~ I I I ~  returns of surh corpora- 
tlon and of its ~ulr4iliurlew. Any sllurcl~oltlcr \\ ho purquant to the proyislons 
of tlils sei*tioti 1.. xrll~mwl to  esuniine the return of any corporcitlon. and wlto 
innkiw knowii 111 I I I Q  i i i i i n n c v  wlinlevcr not prci\ ltled by law llie uwount or 
source oC lnccrnie, profits, lonnrrc, rrlic~ndl I urw,  or any Iinrtlcular tlirrcof, pet 
forth or dixclosetl in uny rcwh rcBtiirii, sliilll I i c  gullty of a mlsdrllwlnor uiitl be 
~~nulslietl by II Ant. not ~ ~ u c c ~ c ~ l l i i g  $1,000 or  Iiy Inrlwisoniiicnt not c~ri~rwling OIIO 

pwr, or I i o t h .  
( p )  Tlie Comnilxsionrr slitill n s  soon ns prncticnble in each year ciiiise to be 

iweliiired and uiade uvnilallli~ to I)III)~IC inspection in snch maiiiwr i i x  lit. may 
tlcternilue, in the office of thP collrrtor i l l  eadl intt~riicil-lovenu(.~enu(~ tllsli‘ict and in 
such other places as lie niay detet ~lilrlc,  lists contnlnliig tlie i i i i n i c  nnt l  1 1 1 ~  post- 
tifflcc address of each person iuiiklni t i n  I n c * o i i i c  t.ix rt-lurii I I I  ~ c l i  district. 
(Sjotltin %i, It(w!nne Art trf Ik26.) 

. 

SUITS TO RESTRAIN ASSESSMENT OR COLLECTION 
l’.\ll. 57. KO wuit for  tlIV l’llrpo~e of rcstl‘i\ininl: tlrc Ilh..(~h\llIClit 01‘ l o l l c c ~ l l o l l  

(Brctlon 32”4, I&iwlwtl Hti i tu tcs . )  of iitiy tau sliiill IIV nltiilltnilltrl i i i  iiny court. 
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SUITS TO RESTRAIN ENFORCEMENT OF TAX LIABILITY 
TBANSFEBEE OB FIDUCIABY 

PAB. 58. No suit shall be maintained in any court for the purpose of re- 
straining the assessment or collection of (1) the amount of the liobility, a t  
law or in equity, of a transferee of propexty of a taxpayer in respect of any 
Income, war-profits, excess-proflts, or estate tax, or (2) the amount of the 
liability of a flduclary under section 3487 of tlie Revised Statutes in respect 
of any such tax. (Section 604, Revenue Act of lW8.) 

4: 
I TAX ON TRANSFERS TO AVOID INCOME TAX 

PAB. 59. There shall be imposed upon the transfer of stock or secnritiee by 
a citizen or resident of the United States, or by a domestic corporation or 
pnrtnership, or by a trust which Is not a forelgn trust, to a forelgn corporation 
as paid-in surplus or as  a contribution to capital, or to a foreign trust, or 
to a foreign partnership, an excise tax equal to 26 per centum of the excess 
of (1) the value of the stock or securities so transferred over (2) its adjusted 
basis in the hands of the transferor ns determlned under section 113 of this 
Act. (Section 901, Revenue Act of 1932.) 

PAB. 60. The tux imposed by section 901 shall not apply- 
(a) if the transferee is an organization exempt from income tax under 

section 103 of this Act: or 
(b) if prior to the transfer it has been established to the satisfaction of the 

Commissioner that such transfer Is not in pursuance of a plan having a s  one 
of Its principal purposes the avoidance of Federal income taxes. (Section 902. 
Revenue Act of 1939.) 

PAB. 61. A trust shall be considered a foreign trust within the mennlng of 
this title if, assuming a subsequent sale by the trustee, outside the United 
States and for cash, of the property 80 transferred, the proflt, if any, from 
such sale would not be included in the gross income of the trust under Title 
I of this Act. (Section 003, Revenue Act of 1932.) 
PAR. 62. ( n )  The tax Imposed by section 901 shall, without assessment or 

notice and demnnd, be due and payable by tlie transferor a t  the tlme of the 
transfer, and shull be assessed, collected, and paid uuder regulations prescribed 
by the Commlssloner with the approval of the Secretary. 

(b)  Under regulntIons prescrllied by the Commlasioner with. the approval 
of the Secretary the tax mny be abated, rernltted, or refunded if after the 
transfer it has been established to the sntlsfaction of the Commlssloner that 
such trnnsfer was not In pursuance of a plnn having as  one of its principal 
purposes the avoidance of Federal income taxes. 

(c) All administratlve, speclal, or stamp provisions of law, including penal- 
ties and Including the law relating to the assessment of taxes, 80 far as 
applicable, are hereby extended to and made a part of this title. (Section 
904, Revenue Act of 1932.) 

PAIL 83. Section 901 Imposes an excise tax upon transfers of stock or securi- 
ties mnde after the enactment of the Act (5  p. m., eastern standard time, June 
6, 1932), by a citizen or resident of the United States, or by a domestic corpora- 
tion or partnershlp, or by a trust whlch is not a foreign trust, to a foreign cor- 
poration as  paid-In surplus or as  a contributlon to capital, or to a foreign 
trust, or to a forefgn partnership. The t a r  is in an amount equal to 25 per 
cent of the excess of the fair market value of the stock or securities at the 
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tlmr of the trnnsfcr ovcr file cost or other basis of the stock or securitlea 
provlded 111 sertlon 113 (n), adjusted as provlded in section 113 (b).  

The tax Imposed by section 901 does not apply- 
( a )  if tlie trnnsfcwe IY n n  orjinnlentlon exemlit from Income tnr  untlcr sec- 

tion 103; or 
(b)  if prior to the traiIsfer I t  hirs h e n  cstnlilished to the satisfnctlon of the 

CommIssloner that the transfer Is not In pursuance of a plan hnvlnl: ns one of 
Its principal purposes the nroidrince of b'ederul inconie tuxen. 

Whether a tl.ailRfer of stock or Seciir~ties Is In pursuaiirr of n plnn lini lng n8 
one of Its prlnclpnl I)urposes the nvoidnnc%= of Federal income ttixes is a ques- 
tion to be detenhlnd from the fncts nnd drcumstances of encli pnrticulnr 

T a w .  In niiy such case whrw a tnxvayrr ~h~ bostnbltsh tlint the transfer 
is not In pur*ntinre of surli a plan, a stntt~ment under onth, of the facts re- 
lating to tile l~lrin under whlch thr transfer is to lie made or was mnile, together 
with'n copy of the plan I f  I n  wrlting, shall he forivardcwl to the Commlssloner 
of Internal Rrvenuq \Vnshington, D. C., for n rullng. A letter notlfylng the 
taxpnycr of the ('ommissioner's detetminntlon will bc mnlled to the taxpuyer. 

Every person mnking a trniisfrr ilescrilicd in sectlon 001 slinll make a return, 
under oath, to the collector of intcrtial revciiiie on the diis on wlilcli the trans- 
fer 1s ,made and, iinlesn the trunsfer Is nontarnble under srcllon .W, pay the 
tax due on such tmnsfer. Ihe return shnll be mnde on E'~)I in 828 and shall be 
flled with the cnllector for tile dlstrlrt wltli whom a Fedrrul income Lnx return 
would be flletl. The return ~ I i n I 1  set forth I n  detail the following lnformntlon : 

(1) Name and address of transferor, find plncc of orgnniztitlon or crentinn, 
if  n corporation, Iinrtnership, or trust. 

(2) Niimr nncl nddress of transferee, plitcc of orgunirat Ion or rrciitlon, mil 
whether the trunsfrree Is a foreign corporutlon, n forelgp trust, or a forclgu 
pnrtnershlli. I f  tlw trnnwferee Is n foreign trust or a foreign Iinrtnernltip tho 
name and address of the flduclary und each beneflclary, In the case of a trust, 
or of each partner, in the cnse of n partnership, must be shown. 
(3) Description nnd amount of stork or sccnritlrv transferred, the date of 

transfer, and a complete statement ~howli ig 1111 the facts relatlng to the trans- 
fer, nccompanletl by a copy of the plan untlinr whlch tlie transfer was made. 

(4) The fuir miirkct value of the stork or serurlties trntisferrecl as of tlie 
date of transfer, nntl thr cost or othcr Ii.islx thereof I n  the Iinntlq of the trnns- 
feror determined n u ~ i  itdjiistecl III acrortlunc*e with section 113. 
(5) Whrllirr 1111. irnnsfer was rnade In pursunncc of a plun subniittctl to nnd 

approved by tliv Coniniissloiier of Internal Rcvcnue us not b ~ v l n g  as  one of its 
prlnclpal yurposca the nroltlnnce of Frtlc~ral Inc~ome taxes. If t1.e plan lins k c n  
80 approved, 11 ropy of t I i ( 3  ~'~~l t ini l~~l i i i r i~r 'x  letter UppI'UVillR tlie Iilrln s~ronltl 
nccompnny the retit 1.11. 

~ 

(a) Sucli other Informnticin as niny lie rtrliiired Iiy the return forin. 
If tlie transferre of lht' stock or secwitles, the triinfrr of ivhlrlt Is reported 

i r t  the retarn, is u forrigti wgiiiilzntioit inceting tlie tests of exemption from 
jnconie tax provltletl In wc~rtion 103. und the taxpayer op tlint nrcourit rliilms 
that 110 llnblllty for tnx In intposetl by N w t l m  001. mitnt llle an nfRdtirlt 
cs@blishing the exrinl~tlon of tlie traiinl'erce tintlcv- scrtlon 103. T11l.c uffldtlvit 
Hhould accompany the return t i n i l  slioitltl contrtln coipylt-tc iiiforlnutlcin showin:. 
the cliurncter of thcb traiiafiwc, tlicb IIII r~wse for w1ilc.h 11 wus orgt~tilzetl, it# 
actual activitles, tlic st)urrr of its liicoiiie nnd its tllspoultion, wlictlicr or not 
any of its Income is crvdltcd to siirplus or inuy inure to tlic benefit of nny prl- 
vute sliarelioliicr 01' Iiiillvltlital, iirid In grtic*rUI t i l l  facts relullng to Its oparationa 
wliicli uflcct Its rlglit to trrcwiplioii. To #uc*li iiHltlavit ylioit l i l  be uttnclieil n copy 
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or the charter or articles of Incorporlitlon, the by-laws of the organization, and 
the latest flnanclnl statement, showhg the asscts, liab~lltles, recdpts, and dis- 
bursements of the organlzatlon. 
A trust is to be considered u " foreign trust" within the meaning of Title VII 

if, assuming a subsequent sale by tho trustec, outside the United States and 
for cash, of the property transferred to the trust. the proflt, i f  any, from such 
sole (belng Income from sources Without tlie United States) would not be In- 
cluded In the gross iiiconie of the trust under Title 1. A domestic corporation 
or partnership Is one organized or crentctl In the Uiiited States, tnch~ding only 
the States, tlie Terrltorles of Alnska and EIawnll, ancl the District of Cc~lumbla, 
or, under the law of the Unlted Stutce or of any State or Territory; and a 
foreign co_rporation or partnership is one w91Jch Is uot domestic. 

The determination, asse8snient, and collection of the tax ancl the examlna- 
tion of returns and claims filed pursuant to Title V I I  and this nrtlcle wlll be 
made under such procedure as may be prescribed from time to time by the Com- 
missioner. (Article 1231, Beguintlons 77.) 

A 



EXCESS-PROFITS TAX REGULATIONS 
T. D. 4469-Excess ~ ’ R O F I T ~  TAX 

W U L A T I O N S  BELATINO TO TIIffi EMOJLV3S-PROFITS T A X  IYPOSEI) BY SEUl‘ION 7 0 2  OIP 
THIU PEVENW Am OF 1034. 

T I i E A s u B Y  l)lcpABTlrENT, 

OSlrrolD OF CoYMISsIONE8 OF h T 5 t N A L  R ~ E N ~ E ,  
- 4 ’  

W‘nehfngton, D.  0. 
To Collectoru of Internal R e v m e  an& Ofhcvo Concerned: 

-PAUA(~MPH A. Section 702 (Title V) of tile Ittwiiue Act of 1934 provides: 

“ (a )  There is hereby imposed upon tlie net income of every corporation, for 
each income-tax tuxable year endlng after the close of tile flrst year in respect 
of which i t  is tuxable under section 701, un excess-proflt8 tax equivalent to 6 per 
centum of such portion of its net income for sucli iircoine-tux taxable year as  is 
in excess of 12% per centum of the adjusted tlec*laretl value of its capital stock 
(or In  the case of a foreign corporation the adjusted declared value of capital 
employed in the transaction of Its business 111 the United States) as  of the close 
of the preceding iiicome-tax tuxable year (or as  of the tlate of organlzalion if it 
had no precediiig income-tax taxable year) determlned as provided in sectlod 701. 
If the income-tax taxable year in respect of wiilcli the tax under this section 
is imposed is a period of less than 12 months, such adjusted declared value sliull 
be reduced to an amount whicli bears the same ratio thereto as  the number of 
months in the period bears to  12 months. For the purpmes of this section the 
net inconie sliall be the same as tiie net income for income tux purposes for the 
year in respect of which the tux under this section is imposed. 

“(b)  All provisions of 1:iw (including penalties) applicable in‘respect of the 
taxes imposed by Title I of this Act, shall, insofar a s  not inconsistent with this 
section. be applicable in respect of the tax imposed by this section, except 
that the provisions of sectloti 131 of that title shall not be applicable.” 

PAIL B. Section 703 (Title V) of the Revenue Act of 1934 provides: 

“ SmC. 702. EXCWS-PBOFITB TAX. 

*‘ 6EU. 708. CAPITAL fiToCK TAX AND EXC’EBE-PROBITH T A X  IMPOHkX) BY NATIOXAI. 
INDUSTIUAL REcovleer Am. 

“Sections 217 (d)  and ( e )  of tlie Nutional Intluntrlal llrcovery Act are 

‘‘ ‘ (a)  The capital-stock t a r  iIiIpoSei1 by siTtlon 215 shall not apply to rlny 

“‘(e)  The excess-proflts tax imposed by section 216 shall not apply to tiny 

PAB. C. Rection 701 (Title V-Cupltul Stock tint1 Excaeax.ProHts Taxes) of the 

amended to read as  follows: 

taxpayer in respect of any year except tlie year ending June 30, 1933. 

taxpayer in respect of any taxable Sear ending ufter June 30, 1M4.‘ 

Revenue Act of 1934 provides : 
“ Sm. 70l. CAPITAL STOCK Tax. 

“ (a )  For each year ending June 30, beginning with the gcar ending June 
SO, 1934, there is hereby imposed upon every domestic corporiition with respect 

(408) 
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to carrying on or doing business for any part of such year a n  excise tax of 
$1 for each $l,OOO of the adjusted declured value of its capital etock. 

“(b) For euch yeur entllng June 30, be&ming with the year ending June 
30, 1B34, there is hereby imposed upou every foreign corporation with respect to  
currying on or doing busi~ioss in tlie Uiiltctl States for uiiy part of aucli year 
nn excise tax equivulrul of $1 for ewll $l,W of the udjusted dtrhrc!! value of  
capitul employed in the truirsaction of its business in the United States. 

“(c) The tuxes imposed by this sec-tioii xliull nnt up~oiy- 
“(1) to any corporittlon eiiunierutcd i i i  section 101 ; 
“(2) to any insurtmce company subjwt to the tax imposed by Hectlon 201, - ~~ ~- 204, or 207; 
“(3) to any doniestic corporation in respect of the year ending June 90, 

1934, if it  did not carry on or do business during a part of the period from 
the date of the enactlnent of this Act to June 30. 1934, both dates inclusive; or  

“(4) to any foreign corporation in respect of the year ending June 30, 1934, 
i f  i t  did not carry on or do business in the United States during a part of the 
period from the date of the eniictment of this Act to June 30, 1934, both 
dates inclusive. 

“ (a )  Every corporation liable for tiir uiitler this section shall muke a returir 
under oath withln one month ufter the close of tlie yeur with respect to which 
such tax is imposed to the collector for the district in which is  located its 
principal place of business or, if it hiis no principal place of business in the 
United States, then to the collector a t  Baltimore, Maryland. Such return shall 
contuin such iiiformution and be mude in such manner us  the Conimissioner 
with the apgroval of the Secretary niay by regulations prescribe. The tax 
shall, without assessment by the Conimissioner or notice from the collector, 
be due und yoyuble to the collector lefore the expirution of the period for 
fllhg the return. If the tux .1~  not puid wlieii due, there shall be added 88 purt 
of tiie tax interest a t  the rate of 1 per centum a month from the.tlme when 
the tax became due until puld. All provisions of law (iucluding penalties) ap- 
plicable in respect of the taxes impowd by section 800 of the Revenue Act of 
1926 shall, insofar as  not inconsistent wlth this section, be applkable in respect 
of the tuxes imposed by thls section. The Conimlssloner may extend the time 
for making tiie returns and paying the taxes iiiiposed by this section, under 
such rulcs and regulations a6 he may prescribe xi th  the approval of the Elecre- 
tury, but no such extension shall be for morc than sixty days. 

“(e)  Returns required to be flletl for the purpose of the tax imposed by this 
section shall be open to  inspection in the same manner, to p e  same extent, 
and subject to the eunie provisions of law, including penaltlee, a8 returns 
mude under Title I1 of the llevenue Act of 1026. 

“( f )  For the flrst year ending Julie 30 in respect of which a tax is imposed 
by this section upoii any corporation, the adjusted dwlared value shall be the 
value, us declared by the corporation in its flrst return under this section 
(which declaration of value cannot be amended), a8 of the close of its  Last 
income-tan taxable gear ending a t  or prior to ,the close of the year for whlch 
the tax is impused by tbia section (or 8s of the date of organizati6n in the 
cuse. oi a corporutlon having no income-tux taxable year ending at or prior 
to the close of the year for which the tax is imposed by this section). For 
any subsequent yeur eiidilig June 30, the adjusted declared \slue in the case 
of a domestic corporation shall be the orldnal deciarccl value plus (1) the cash 
and fair market value of property paid in for stock or shurea, (2) paid in 
surplus and contrlbutions to capltal, (3) its net income, (4) the ex- of ita 
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income wholly exempt from the tares Iiiiposed by Tltle I over the amount 
disallowed as  a deduc4ion by eectlon 24 ( a )  ( 6 )  of Ouch title, and (6 )  the 
amouut of the dlvidcnd deductiou nliowabie for Income tax purposes, and 
minus (A) the value of property distribsted In liquidation to shareholders, 
(B) distributions of earnlngs or proflts, and ( C )  the excess of the deductlons 
allowable for Income tax purposes over Its gross Income; adjustiiient belng 
made for each incoiiie-tax taxable year Included In the period from the date 
n s  of which the original declared value was declared to the close of I t s  last 
inmmctax taxable year ending at or prior to tlie close of the ycnr for whlch 
the tax is imposed by this section. The amount of such adjustment for each 
such year shall be computed (on the basis of a separate return) according to 
the income tax law applicable to such year. For auy subsequent year ending 
June So, the adjuated declared value In the case of a foreign corporatlon shall 
be the originnl declared value udjusted (for the same Income-tax taxable yeqm 
as  In the case of a domestic corporatlon), In nccordance wlth regulutions pre- 
scribed by the Commiesloner wlth the approval of the Secretary. to refleut 
Increases or decreases I n  the capltal employed in the truusaction of its businew 
In the United States.” 

- 

PAR D. Sectiuii 68 (Title I-Iucoitte Tux) UP the Ileveiiue Art of 1934 pro- 
vides : 

“ 8Qc. 62. COBFORATION RETWEXS. 
I‘ Every corporatlon subject to taxation under thia title xliall make a return, 

stating speclflcally the Items of Its gross lncoine and the deductlons and credits 
allowed by this tltle. The return shall be sworn to by the president, rice presi- 
dent, or other prluclpal omcer and by the treasurer, assistant treasurer, or ohief 
nccountlng officer. In  cases where receivers, trust& In bankruptcy. or as- 
signees are operatlng the property or business of corporations, such receivers; 
trustees, or asslgnees shall make returns for such corporations in the same man- 
ner and form as corporations are  requlred to make returns. Any tax due on 
the basis of such returns made by receivers, trustees, or asslgnees &all be 
collected in the same manner a s  If collected fro111 tlie corlioratlons of whose 
busincss or property they have custody and control.” 

P u .  E. Section 53 (Tltle I-Income Tax) of tile Revenue Art of 1064 pro- 
vldes, in part. as follows: 

‘‘ SEc .  63. TIME AND PLAclll FOB FmNa RETUBNH. 
“ ( a )  TIME FOB FILIN0.- 

“(1) Ueneval rule.-Returns made on the liasls of the ralendar year shall 
be k a d e  ou or before the 15th day of March following the close of the calendar 
year. Returns made on the basis of a flscai year shall be made on or before 
the 15th day of the thlrd month following tlie4ose of the flscai year. 

“(2) Eofeneion of tCms.-The Commlssloner may grant a reasonable exten- 
sion of tlme for flling returns, under such rules and regulatlons as  he shall 
prescrlbe wlth the approval of the Secretary. Except In the case of taxpayers 
who are abroad, no such ertenslon shall be for more than sir months. 

“(b)  To WHOM BEWON MADE.- 
* 

“(2) CorporatConr.-Return8 of corporatlons shall be made to the collector of 
the distrlct in -1ch is located the princlpal place of business or principal 
olllce or agency of the corporatlon, or, If I t  has no prlnclpal place of business or 
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principal ofRce or agency 10 the Unlted States, then to fhe collector at Baltimore, 
Maryland.” 

P a  F. Section 56 (Title I-Income T a r )  of the Revenue Act of 1934 pm- 
vides, in part, as follows: 

66 8Ea. MI. PAYMENT OF TAX. 

be pald on the fifteenth day of March following the close of the calendar year, 
or, If the return should be made on the basis of a fiscal year, then on the 
flfteentli day of the thlrd month following the close of the fiscal year. 

“ (a )  TIME OF PAYYENT.-The total amount Of tax hlPOSed by this title ehall 

* 
”(C)EXTENBIOI m TIME 108 pAYymT.-At the request of the taxpayer. t h e  

Oonimissioner may extend the tlme for payment of the amount detemlned as 
the tax by the taxpnyer, or any installment thereof, for a period not to exceed 
SIX months from the dute prescribed for the payment of the tax or an installment 
thereof. Xu such caee the amount In respect of whlch the extenslon is granted 
shall be pald on or before the date of the expiration of the period of the 
extension.” 

P m  0. Election 145 (Title I-Income Tax! of the Revenue Act of 3934 

Sw.  146. PENALTIES. 
“(a)  Any person requlred under thls tltle to pay any tax, or required by Inw 

or regulations made under authority thereof to make a return, keep any 
records, or supply any informatton, for the purposes of the computation, assess- 
ment, or collection of any h x  imposed by thls title, who wlllfully falls to pay 
such tax, make such return, keep such records, or supply such lnformatlon, a t  
the time or tlmes requlred by law or regulatlons, shall, in addition to other 
penalties provided by law, be gullty of a mlsdeliieanor and, upon conviction 
thereof, be flned not more than $lO,OOO, or Impfigoned for not more than one 
year, or both, together with the coste of prosecutlon. 

“(b) Any person requtred under thie title to collect, account for, and pny 
over any tax impoaed by thls title, who wlllfully falls to collect or truthfully 
accoupt for and pay over such tax, and any person who willfully attempte in 
any manner to evade or defeat any tax I m p d  by this tltle or the payment 
thereof, shall, In addition to other penalties provlded by law, be guilty of a 
felony and, upon convictlon thereof, be flned not more than $lO.OOO, or im- 
prlsoned for not more than flve years, or both, together wlth the costs of 
proaecutlon. 

”(c) The term person ’ as used in thls section lnclndes an oUlcer or employee 
of a colporatlon or a member or employ- of a partnersblp, who a8 such 
ofllcer, employee, or member is upder a duty to perform the act in respect of 
which the violation occurs.” 

Paa H. Sectlon 61 ( n t l e  I-Income Tax) of the Reveune Act of 1934 

provides : 

provldes : 
“ SEC. 81. L A W S  Yauy: APPLIcABLa 

“A11 administrative, special, or $tamp provlsions d Iaw, including the law 
relating tQ the aesesement of tax* LY) fa r  as appucable, are hereby extended to 
and made a part of W title.” 
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PAIL I. Section 62 (Title I-Income Tax 
provides : 

‘‘ Sm. 82. R u u s  AND R~ov~nnoaa.  

of the Heveuue Act of 1W4 

‘‘ The Commlssloner, With the aiiliroval of tho Secretury, sliall p rewr ib  
and publish all needful rules nnd regulations for tlto cuforceiuent of this 
title.” 

Pursuant to the ubovequotecl provisions uiid oilier p r o v i ~ i ~ ~ t s  of tlie internal 
revenue laws, the followlug regulations are hereby prescribed with respect 
to the excess-proflh tax Imposed by the Revenue Act of 1931: 

Arn01.6 1. De,%kit4ons.-As used in t h e e  regulatlonn, the terni-- 
( a )  “ddjcrsted declared wllce” means In the case of a clornestlc corporation 

the adjusted declared value of Its cuiiltal stock us deterntlued under swtion 
701 of the Revenue Act of 1W4 and the regul~rtionw issued respecting the 
capital stock tax imposed by that rrcctlan and in the of a forclgl corpora- 
tlon the adjusted declared value of capltul employed In tile trtlusuctloli of Its 
buslness in the Unlted States ns determined under such Hectlon nnd regulations. 

(b) ‘* Tnz,” except as otherwise indicated, meuns tlie c.xrcss-proflts tax imposced 
by section 702 of the Revenue Act of 114. 

(c) “Income-tam toeable year” nienne the caleudur year, the fiscal year 
ending during such calendur year, or tire fructionul purl of a year, uiion the 
basis of which tlie corporatlon’s net Income is computed ant1 for which Its 
income tax returns are  made for Federal income t a r  iiurposes. 

(d)  “ N e t  fnconte” means (1) in the case of an Income-tar taxable year 
governed hy tire Revenue Act of 1932, us amended by swtioa 218 of the 
Natioual Iniiustrtnl Recovery Act, net income ” wlthln the contcmplatlon of 
section 21 of the Revenue Act of 1932, and (2 )  iii tlic. ciise of tin 1nc.ome-tas 
taxable yenr governed By the Revenue Act of 1984, ’‘ net Income ’’ wlthln the 
contemplutlon of section 21 of the Revenue Act of 1034. Tile crcdils nllowcvl 
corporatlons agninst net Income (for example, the credit trllowcd by section 
20 of the Revenue Act of 1034) are  not uppllcalile. 

ABT. 2. Elcope or taa.-The excess-profits tax, iitiposcd by seclion 702 of thc 
Revenue Act of 1034, Is Imposed upon a certain portion of the net Incoine of 
cvery corporation for each Income-tax taxable year ending after the close of 
the flrst year In respect of wlilch the $orporntion is bulijcct to the capital stock 
tax impyscd by section 701 of that Act. 

ABT. 3. Mcaeur* and rate of tai.-(u) Dometic.  and forcigrb corporutwt1u.- 
The tax Is imposed in an amount equirulent to 5 per cent of such mrtlon of the 
corporntlon’s net Income for the iclcolne-tnx taxulh Scar as  1s In excess of 12% 
per cent of the adjusted declared value a s  of the closc of tile last preceding 
lncomc-tax taxable Sear (or a s  of the date of org:tniztition If tile coriioration 
had no precedlng Income-tar taxable year). 

(b) ddjwted dcclared uaZue.-No vnrtufion 1s pennltted IElwc.cn the acl- 
justed declured value set forth iti the corporation’s capital stock tax return 
and the adjusted declared value set forth in its excess-profits tax return, 
oscept tliut lii the case of nn excear-profltn tax return for u n  Income-tux twxable 
yenr wlilcli Is a period of less tltnn 12 montlts IItc utlJuntod tlaltirrd value set 
forth In Its capital stock tax return shall he reduc-d to an amount whlch bears 
the same ratio thereto as the number of months 111 the perlocl bears to 12 
months. 
ABT. 4. Method of m p u t a t h ,  czuny,lca.-‘l’lie uijpllcution of tlio provi- 

sions of article 3 of theso regulatlouv may be Illustrutcd gcncrully by tire fol- 
lowing examples : 

laample (1): The M Corporation, the Incometax taxable year of which Is 
the calendar yenr, la subject to the capital stpck tux imposed by section 701 of 
the Revenue Act of 1934 for the yenr euded June SO, 1934. The value declared 
In Its capltnl stock tax return for the year ended June 30, 1934. of its capital 
stock as  of the close of its precedlng Incometax taxable year (the calendar year 
1933) Is $lCWOO. The net Income of the corporation for the calendar year 
1034 is $24,600. The excess-profits tax for the calendur year 1934 1s $Coo. 
computed as follows : 

Lees : 
Net Income for cnlendar year 1934 ______________________----__-----_- 82% 500 

12% per cent of the value declared In the capitnl stock tax return 
for the yenr ended June 80, 1034, of the copltal etock HB m- - 

December 31, 1933 (12% per cent of $lOO,OOO) ______________ 
~ 

12,600 

Amount subject to excess-proflts tax under section 702 of the Revenue 
12, OOO Act of 1934_---_----__------__----------------------------_------ 

Excess-proflta tax, 6 per cent of $1Z,OOO _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  800 

Emntple ( 8 ) :  The 0 Corporation, the Income-tax taxable year of whlch is 
the flscnl year ending July 31, Is subject to the crpital stock tax impoeed by 
section 701 of the Revenue Act of 1934 for the year ended June SO, 1934. The 
value declared in its capital stock tax return for the year ended June 30, 1934, 
of its capitol stock a s  of the close of Its preceding income-tax taxable year (the 
flscal yenr endctl July 31, 1033) Is $lO8,OOO. The net Income of the corporatiou 
for the flscal year ended July 31, 1934, computed under n t l e  I of the Revenue 
Act of 1032, as  amended by section 218 of the Natioiial Industrlal Recovery Act, 
Is $24,500. (The net Income for Income-tax taxable years beginnlng after 
December 31, 1033, sliall be computed under Tltle I of the Revenue Act of 1991.) 
The excess-proflts tux for the flscal year ended July 81, 1934, is $550. computed 
as  follows: 

Net Income for flwcol yctnr ended July 31, 1034 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $24,500 
Less : 

12% per cent of the value declared in the capital stock tax return 
for the year ended June 30, 1834, of the capital stock a8 of July 
31, 1933 (l2lh per cent of $loS,OOO) ___________________________ 18,600 

Amohnt suliject to excess-profits tax under sectlon 702 of the Revenue 
ActoflW4____-_---___-----_-_--__-----_-__-------_--_--__-___-__ 11,OOO 

Excess-proflts tax, 6 per cent of $ll,OOO -________-__ ___--_-__--_-____ (150 

Am. 6. Reiurn.-Every corporation which is subject to the capital stock tax 
Imposed by section 701 of the Revenue Act of 1934 sliall make an excess-proflte 
tnx return for each Incometax taxable year whlch ends after the close of the 
flrst year In respeat of whlch It is subject to such capital stock tax. There Is 
no provision in the Revenue Act of 1934 which’ authoricee the making of a 
consolldated return by any afUllated group of corporations for the purpose of 
the excess-proflts tax imposed by section ‘102 of that Act. Accordlngly, every 
corporation which 1s llable for the making of an excess-proflts tax return unaer 
sect lo^^ 7 a  of the Revenue Act of 1934 (for any incometax taxable year ending 
after June 80, 1934), whether or not such corporatlon 1s a member of an afflll- 
ated group of corporations, must make I t s  excess-proflts tax return and compute 
its net Income separately, without regard to the provisions of sectlon 141 of the 
Revenue Act of 1932, as  amended by sectlon 218(e) of the National Industrial 
Becovery Act, or section 141 of the Revenue Act of 1854. 



The excess-proflte tax return shall be made withln tlie tlme prescribed for 
maklng the corporation’s Federnl income tax return for the lnconie-tax tasnble 
year, and shall ,bc made to the collector of Internnl revenue wlth whom such 
income tnx return is requlred to be made. 

ABT. 6. Polyrnent of taa-The excess-profits tax for any lncome-tax taxable 
year shall be paid within the t h e  prescribed for puying the Federal Income tax 
for such taxable yenr. See puragraph F, gbove. 

ART. 7. Credits againat la0 prohlbifed.-Forelgn Income and profits taxes 
may not be credited ngulnst the excess-profits tnr hiporred by sectlon 702 of the 
Revenue Act of 1934. 

ABT. 8. Detcmfnotion 01 iaa, arreeasnient, collecflon.-The determlnatlon, 
assessment, and collection of tlie tax, nnd the examination of retnrns aud claima 
In connection therewith, will be made under such piwcedure as may be pre- 
scribed from time to tlme by the Commlssioner. 

WBIQHT MAITEEWS, 
Acting Commiseioirer. 

Approved September 6, 19%. 
H, MOBOGATBAU, Jr., 

Bewetaw of t h  TreamMy. 
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Return_---_-----_-_---_-_------,_,.._ 

H 
Harbor districts, interest on obligations of _ _ _ _ _ - _ _ _ _ _  _ _ _ _ _ _ _  _ _ _  
Hawaii, compensation of teachcrs _ _ _ _ _ _ _  - _ _ _  - _ _ _ _ _ _  - 
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22(b) (4)-1 

116 _ _ _ _ _ _ _ _ _ _ _ _  
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Joint owners, ownership certificates _ _ _ _ _ _ _ _ _ _ _ _ _  --_. 
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No. 87 

Treaeury Regulations No. 87 r e l a t e  t o  taxes  
with respect t o  potatoes imposed by 
the Potato Act of 1935 (T i t l e  IX of the  
A c t  approved.Augllst 24, 1935, Pub. No. 
320, 74th Congress). Approved Decomber 
4, 1935. (Mimeograph. ) 


