TITLE 26—INTERNAL REVENUE

Chapter 1.—INCOME TAX
SUBCIIAPTER A—INTRODUCTORY I'ROVISIONS

§ 1. Application of chapter. 'The provisions of this
chapter shall apply obly lo taxabie years beginning
after December 31, 1085, Income, war-profits, and
excess-profits taxes for taxable years beginning prior
to Jununary 1, 1086, shall not be affected by the provi-
gions of this chapter, hut shall remuin subject to the
appiteable provisions of prior revenue ets, except ns
such provislons ave modified by legislation enuacted
subsequent to this chapter,  (June 22, 1936, 9: 00 p. m.,
¢ 0600, § 1, 49 Stat. 1652.)

This seetlon, ns enacted by the Revenue Act of 106,
gupersedes e corresponding provision of the Revenue Act
of 1031 (Act May 10, 1934, ¢, 277, § 1, 18 Stat. 081).

§ 2. Cross References,

This scctfon wuas reenneted without change by Act June
221036, 9:00 p om, o (90, § 2, 19 Stat. 1662,

§ 3. Classification of Provisions.

This scctlon was reenneted without chanee by Act June
010386, D300 poon., o G600, § 3, 40 Stat, 10652,

§ 4. Special classes of taxpayers. * * *

* * * t *

(1) Foreign personal holding compaunies and thelr
shaveholders—Supplement Q. (As added Ang. 26,
1937, 10 . 1n,, ¢ 813, Title UL, § 207 (a), 50 Stat. 826.)

This seclion was rveenneted without change by Act June
221036, 9100 p om., e, 600, § §, 40 Stat 16H8,

Aet Angust 26, 1937, 10 0. m., ¢ 813, clted to tex(, ndded
stibsection (1),

SUBCIHIAPTER B--GENERAL PROVISIONS
Panr L—RaTES OF TAX
§ 11, Normal Tax on Individuals,

This seetlon was reennctell without chanuge by Act June 22,
1936, 9100 o m., ¢ GO0, § 11, 49 Stat, 1653,

§ 12, Surtax on individuals,

* * * L *
(h) Rates of surtax,
* * * * *

$7T.700 upon surtax vel Incomes of £50,000; and upon

stirtax nel weomes in exeess of ¥50,000 and not in
excess of $56,000, 31 per centun in addition of such
CXCOSS,
0,560 upon surtax net incomes of” $56,000; and npon
surtux net Ineomes in execess of $56,000 and not in
oxcess of 862,000, 35 per ceutum in additlon of such
OXCOSY,

S11,660 npou suvtax net iucomes of $62,000; nud
upen surtax net incomes in exeess of $G2,000 and nof
In excess of $65,000, 89 per centum in addition of sueh
CXCOSS,

$14,0600 upon surtax net incomes of $68,000; and
upon surtax wef incomes in excess of $65,000 and not
in exeess of $71,000, 43 per centum in addition of
suelt exeess,

$10,580 upon suriax net incomes of $74,000; and
tpon surtax net incomes In exeess of $7:4000 and not
in exeess of $80,000, 47 per centum in addiffon of
such exeess,

$19,100 upon surtax net incomes of $80,000; and
upon suriax net incomes in exeess of $80,000 and not.
in excess of $90,000, 51 per centum in addition of
stieh exeess,

$24,5600 upon surtax net incomes of $90,000; and
upon surtax net ineontes in exeess of 500,000 and not
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in excess of $100,000,
such oxcess.

$30,000 npon surtax net ncomes of §100,000; and
upon surlux net incomes in excess of $100,000 and
not in excess of $150,000, 58 per centum in additlon
of such excess,

59,000 upon surtax net incomes of $150,000; and
upon surfax net incomes in excess of §150,000 and
not I excess of $200,000, 60 per centum in addition
of snch exeess.

$89,000 npon snrtax net ineontes of $200,000; and
upon surtax net fheomes Inoexcess of $200,000 and
not In excess ot $230,000, 62 per centum in addition
of such exeess.

$120,000 upon suviax net inconmes of §250,000; und
npon snrtax net incottes in excess of $250,000 and not
ht excess of $300,000, ¢4 per cenlum in addition of
such eacess,

$152,000 upon suriax net incomes of $300,000;5 and
upon suriaX net incomes i oexcess of $300,000 and
not in exeess of $100,000, 66 per centum in addition
of such excess,

£218,000 upon surtax net incones of $100,000; and
upon surtax nef incomes inoexcess of $100,000 and
not In excess of $3500,000, 68 per centum in additlon of
suceh exvess,

£286,000 upon snriax net ineomes of $500,000; and
upon surtax nef incomes in excess of $500,000 and
not in exeess of $750,000, 70 per centum in addition
ol sueh exeess,

$161,000 upon surfax net incomes of $750,000; and
upon surtax net incomes in excess of §$750,000 and not
in excess of $1,000,000, 72 per centum In addifion
of suclt exeess,

$641,000 upan surtax net lncomes of $1,000,000; and
upon suartax net incomes In excess of $1,000,000 and
not in excess of §2,000,000, 73 per centum in addition
of such excess.

$1L,37L000 upon snrtax net incomes of $2,000,0004
and upon surfax net incomes in excess of §2,000,000
and not In excess of $5,000,000, 74 per centum in addi-
tion of such excess.

$3,501,000 upon surtax net incomes of $5,000,000;
and upon sartax nef incomes ln exeess of $5,000,000,
75 per centunt in addition of such exeess,  (As amended
Aug, 30, 1935, 600 p. e 8249, § 101, 49 Stat, 10141,)

(e¢) 'Tax on personal holding companies, For sur-
tax on personal holding companies, see snbehapier 1),
(As amended Aug, 20, 1937, 10 a. n, ¢, 815, Title 1,
§ 2, 50 Stat, 817.)

* * B * *

Section 107 of Act Angust 30, 1935, e, 820, oited to the
text, provided that the amendment to this section by § 101
of such Act should apbly ouly in the case of taxnble years
beginning after Decether 31, 1035

This seetlon, as ameuded by Act Aug, 30, 1035, ¢, 849, §
101, 49 Stat. 1014, was reenaeted without change by Act June
22,1036, 9100 p. om,, ¢ GO0, § 12, 1) Stat, 1603,

§ 13. Normal tax on corporations—(a) Definition.
As nsed in this chapter the term “normaltax net In-
conte’” means the net income minus the sum of—

(1) Interest on obligations of the United States
and its instrumentalities. The credit provided in
seetion 206 (o).

(2) Dividends received, 'The credit provided in
seetion 26 (b)), Such eredit shall not be allowed In the
ase of o mutual investment company, as defined in
section 48,

(3) Dividends paid. TIn the ense of a mufuni -
vestment company fhe credil provided in section 27,
compted without the benetit of subscetion (b) thereof
(relating to dividend carry-over),

o per centum in additien of
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(h) Imposition of Tax. There shall be levied,
collected, aud padd for each taxable year upon the
noruntl-tax het Income ol every corporation, a normal
tuy s follows:

Upon normal tax net incomes not in excesy of $2,000,
& per centin,

$160 upon wormal-tax net incomes of $2,000; and
upon nortal-tax net Incomes inoeacess of 82,000 and
not In exeess of $I15,000, 11 per centum in addition of
steh exeess,

S 1,690 npon normal-fax net Incomes of $15,000; and
npon normal-tnx aet neomes in exeesy of $15.000 and
not in exeess of $10,000, 13 per centum in addition of
sl exeoss,

N1810 npon normal-fax net incomes of $10,000; and
upon normal-tax net incomes In exeess ot $40,000, 15
per centinn in addition of sueh excess,

(¢) Exempt Carporations, For corporations ex-
empt from taxntion under $his title, see seetion 103,

() Banks and Trust Companies., Ilor rate of tnx
on certaln banks and trust companies, sce seefion 107,
(June 22, 1936, 9:00 p. n., ¢, GY0, § 13, 40 Stat, 1005.)

‘Mhis keetion, as enacted by the Revenue Act of 1038, super-
wediy the corresponding provision of the Revenue Act of 1931
(At My 10, 1031, ¢ 297, § 13, 18 Stat, 680, as awended by
Aet e 830, 1945, o, 820, § 102 (), #9 Stat, 1015), It
apelies onty to taxabie years beginning after Dee, 31, 1035, by
sectlon I, ante  See also § 130 of this tltle,

§ 13a. Surtax on undistributed profits—(a) Defini-
tions, A8 used In thls ehapter—

(1) "The teem “adjusted net income” meins the net
incame minus the suin of—

(.\) 'The normal tax hnposed by sectlon 138,

(13) "The credli provided In section 26 (n), relming
to interest on certaln obligatlons of the United States
and Govermnent corporatlons.

() In the ease of o holding conpany afliliate (as
defined I seetion 221a of Title 12 of the wmount al-
lowad as o eredit under seetlon 26 (d).

(D) In the ease of o nationn] mortgnge assocviation
created under Tile 12, section 1716, the amonnt
wllowal as o eredit nnder section 26 (e).

(2) The term “undistribnted net income” means the
adjnsted net fueome minus the sum of the dividends
pald eredit provided In section 27 and the credlt pro-
vided in seetion 26 (e¢), reinting to eontracts restrict-
ineg dividends,

(h) Imposition of Tax. There shall he levied,
colloeted, nnd paid for each taxable year upon the net
Income of every corporntion a swrinx equul to the sum
of the fotlowing, subject to the application of the spe-
clfie eredlt as provided In subsection (e¢) :

7 per centum of the portion of the nndlstributed net
income whieh is not in excess of 10 per centum of the
ajusted net Ineome,

12 per coutum of the portion of the undistributed net
income which is in execess of 10 per centum and not
in excess of 20 per contum of the adjusted net income,

17 per eentun of (he portion of the undlsteibuted net
fncome which is In excess of 20 per eentum and not
f11 excess of 40 per centum of the adjusted net income.

22 per centum of the portion of the undlstvibuted net
fncome which Is In excess of 40 per ecentanr and not
in exeess of GO per ¢centum of the adjusted net income,

27 per centwnn of the portlon of the undistributed net
Income whlelr is In excess of 60 per centum of the
adjusted net Income,

(c) Adjusted Net Income Less Than $50,000,

(1) Specific credit. If the ndinsted net income Is
less than $50,000, there shall be ailowed a specifie
eredit equal to the portlon of the undistributed net
income whieh is In excess of 10 per centinn of the
ndsted net Income and not In excess of $5,000, sueh
eredl to be applied as provided In parageaph (2),

(2) Application of specific eredit. If the corpora-
tion s entitted to a speeifie eredit, the tax shall be
equal to the sum of the following:

(A) A tax computed under subseetlon (h) upon the
nwmount of the andistributed net income reduced by
the amount of the speelfle ervedif, plag

(B) 7 per centum of the amount of the specific
credit,
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(d) Exemption From Surtax. The followiug cor-
porations shall not be snbjeet to the surtax imposed by
thls sceetlon

(1) Banks as deflned In section 107,

(2) Domestle corporatlons which for any portlon of
the taxable year are in bankruptey under the Inws of
the Unjted Stiates, or are Insolvent and in recelvership
In any court of fhe United States or of any State,
Territory, or the Distrlet of Columbia.

(3) Insurance compunies subject to the tax huposed
under seetion 201, 2(4, or 207,

(1) Forelgn corporntlons,

(5) Corporatlons which, by renson of deriving a
Inrge portion of thelr gross income from sonrces within
1 possession of the Unled States, ave entitied to the
benelits of seetion 251,

() Corporations  organized
Title 15,

(7) Joint Stock Land Banks organized under sec-
tlons 811 fo 824 of Title 12,

(e) Exempt Corporations. For corporations cox-
empt from faxaflon under this tifle, sce seetjon 103.

(f) Tax on Personal Holding Companies. For snv-
{nxX on personal holding companies, see subehapler D,

(g) Impraper Accumulation of Surplus. For sur-
tax on corporations which accumulate surplus to aveld
surfax on stockholders, see section 101 (June 22,
1036, 9:00 p. m,, e, 690, § 14, 49 Stat, 1655; as
amended Aung, 20, 1037, 10 0, m,, ¢, 815, Title I, §2,
00 Stat. 817,)

Revenue aets prior to the Reveie Act of 1936 contained no
provistons correspondlng to thls secetlon,  ‘This seetion and
section 14, as enacted by the Revenue Act ot 1936, supersede
sectlon 13, ns_enacti] by the Revenue Act of 1931 (Act May
10, 194, e, 277, § 13, 48 Stat, 6836) and as amended by Act
Aug, 30, 1036, ¢, 820, § 102 (n), 40 Stat, 1015, It applles

obly to taxable yenrs beginning after Dec. 31, 1035, by
section 1, ante,

under chapter 4 of

Parr 11, —CoMpuTaTION OF NiT TNCOME
£ 21, Net Inconme,

Thig sectton was reenacted without ehange by Act June 22,
1930, §: 00 p m, . 690, § 21, 19 Stat. 1657,

§22, Gross Income—(a) General Definition,
“Gross income” includes grins, profits, and Ineome de-
rived from sularies, wages, or compensation for per-
sonul serviee, of whatever kind and in whatever form
paid, or from professions, vocutions, friades, businesses,
commerce, or sales, or dealings In property, whether
real or personal, growing out of the ownership or use
of or inlerest In such property ; wlso from inferest, vent,
dividends, seenrities, or the fransaction of any husiness
carried on for gain or profit, or guins or profits aud
Income derived from any source whatever. In the case
of Presidents of the Unlted States and judges of courts
of the United States taking oflice after Jdune 6, 1932,
the compensation reeeived as such sholl be inelnded in
gross hrcome; and all Aets fixing the compensation
of such Prestdents and judges are hereby amended
accordingty,

(h) Exclusions from Gross Income, T'he followlng
items shall not be included in gross income and shall
be exemipt from {axation under this chapter:

(1) Life insurance. Amounts rvecelverd under a
tfe Insurance contract paid by reason of the death of
the Insured, whether in a single snn or otherwise (hut
if such anounts nre hetd by the insurer under an agree-
nment to pay inferest theveon, the interest payments
shall be included in gross ncome) ;

(2) Aunuities, ete.  Amounts reeeived (other than
amounts pald by reason of the death of the jnsnred
and Interest payments on such amounts nud other {hun
amounts received as annulties) nnder a life Insurance
or endowment contract, but if sueh amounts (when
added to nmounts reeeived hefore the taxable yenr un-
der such contract) exceed the aggregate premiuns or
considorafion paid (whether or not pald durlng the
taxable year) then the excess shall be fneluded in gross
income, Amonuts recelved us an annuity under an an-
nuify or endownment contraet shail be inehuded in gross
income; exeept that there shall be exended from grosy
Income the excess of the nmonnt reeeived in the tax-
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able year over an amount equal to 3 per centum of the
aggregate preminms or consideration paid for sueh an-
mnity (whether or not paild during such year), until
the aggregate amount exciuded from gross income
under this chapter or prior Income tax luws in respect
of such annuity equais the aggregate premiums or con-
sidevation paid for such annulty. In the case of n
transfer for a valuable conslderation, hy assignment or
otherwise, of n iife lnsurance, endowment, or annuity
contract, ov any interest therein, oniy the actual valne
of such consideration and the amount of the premiums
and other sums subsequently pald by the transferee
shall be exempt from taxation under paragraph (1) or
this paragraph;

(3) Gifts, bequests, and devises, The value of
property aequired by gift, bequest, devlse, or inhetlt-
anee (but the lncome from such property shall be
Inclnded in gross ineome)

(1) Tax-free interest. Intevest upon (A) the ob-
ligations of n State, Territory, ov any polltleal sub-
diviston thereof, or the Distrlet of Columbia; or (13)
obligations of n corporation organlzed under Act of
Congress, if such corporation is an jnustrumentality of
the United States; or (C) the obligaifons of the United
States or its possessions,  Wvery person owning any of
the oblgutions enmnerated in clause (A), (Ib), or (C)
shatl, tn the veturn required by this chapter, submit
a statement showing the number aud amount of such
obligations owned hy him and the income received
therefrom, in stuch form and wlth such information as
the Commisstoner may vequnive. In the case of obliga-
tions of the United States issued after September 1,
IMT (other than postal savings eertiticates of deposit)
and in the ease of obligationy of a covporation orgau-
izl under Act of Congress, the interest shali be ex-
empt only if and to the extent provided in the respee-
tive Acts nuthorlzing the issue thereof ag nmended and
supplemented, nnd shall be excluded from gross income
only if and to the extent it is wholly exempt from the
taxes hmposed by this chapter ;

(5) Compensation for Injuries or sickness,
Amounts reecived, through aeecldent or liealth insur-
ance or under workmen's compensation acts, as com-
pensation for personal Injuvies or sickness, plus the
amount of any damages received whether by snlt or
ugreement on account of sueh injuries or sickness;

(6) Ministers. The rendal value of a dwelling
Tonse and appurtenances thereof furalshed to o min-
fster of the gospel as part of his compensation;

(7) Income excmpt under treaty. Income of any
kind, to the extent regnired by any treaty obligation
of the United States)

(8) Miscellancous items. "The following items, to
the extent provided in seetlon 1106:

Lnrned neome from sources without the Unlted
States;

Salaries of eortain Tevritorlal employecs;

The Income of forelgn govermments;

Income of States, munieipaiities, and other politieal
subdivisions;

Recelpts of shdpowners’ mutual protection and in-
demnity assoclations;

Dividends from China Trade Act corporations;

Comprensation of enmployees of foreign governments,

(¢) Inventories, Wlhenever In the oplnlon of the
Commissloner the use of nventovies Is necessary in
order clearly to detevmine the Income of uany tax-
payer, Inventories shall be taken hy such taxpayer
upon such basts as the Commlssioner, with the ap-
proval of the Seeretury, may preseribe us conforming
as neurly as may he to the best acconnting practice
fu the frade or business and iy most elearly refiect-
ing the Income.

(d) Distributions by Corporations, Distributions
by corporations shall be taxable to the shareholders
us provided in sectiou 115,

(¢) Determination of Gain or Loss. In the case
of u salo or other disposition of property, the gain
or foss shatl be computed as provided in section 111,

(f) Gross Jucome from Sources Within and With-
out United States. For computation ol gross income
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from somrces within and without the United States,
see section 119,

(g) Foreign Personal Holding Companies. For
provisions velating to gross income of forelgu persomd
holding companies and of their sharcholders, see see.
tion 320, (June 22, 1936, 9:00 p. m,, ¢ 600, § 22, 40
Stat, 1657, as amended Aug, 26, 1037, 10 a, wm,, ¢, 815,
Titie I1, § 207 (b), 5O Stat. 820.)

This sectlon, ns edneted by the Revenue Ast of 193¢, super-
sedeg the corresponding provislons of the Revenue et of
1034 (Act May 10, 1834, ¢, 277, § 22, 48 Stat. 086). 1t np-
plics only to faxable years beginning alter Dee, 3, 1945, Ly
nectlon i‘. ante. It Is a reenactiment of such provislons \\'“il
the exception of additions to and changes in sabsectlon (O,

Aet of Aug. 20, 19147, ¢, 815, TMtle 11, § 207 (b), 60 Stat, 824,
added subseetion (g).

§ 23. Deductlions from Gross Income. In comput-
ing net income theve shall be allowed ay deductions;

(a) Expenses, All the ordinury and necessary ex-
penses pajd or Incurred during the taxable yeav in
carrying on any trade or business, lncluding a reason-
able allowance for salaries or other compensation for
personal services actunlly rendered ; traveling expenses
(including the entive amount expended for menis and
lodging) while away from home in the pursuit of a
trade or business; and rentais or other puyments re-
quired to be made as a coudition to the continued use
or possession, for purposes of the trade ov business, of
property fo whiel the taxpayer has not taken or is not
taking title or in which he has no equity.

(b) Imterest. Al Interest paid or acerned within
the taxable year on indebtedness, exeept on indebted-
ness incurred or continued to purchase or carry obii-
gations (other than obllgations of the United Statey
Issued aftev September 21 1917, and originally sub-
seribed for by the taxpayer) the intevest upon which
is wholly exempt from the faxes imposed by this
chapter,

(c) Taxes Generally, "Tnxes
within the taxable year, except—

(1) Federal income, war-protits, and excess-profits
taxes (other than the excess-proflts tux lmposed by
scetion 312)

(2) income, wiar-profits, and excess-protlis taxey tm-
posed by the authority of any forelgn conntry or pos-
seseion of the United States; but this deduetion shali
be allowed in the case of a taxpayer who does not
stgnify in his return his desire to have to any extent
the benetlts of section 131 (refating to crvedit for taxes
of forelgn countries and possessions of the United
States) ;

(3) estate, Inherltan
taxes; and

() taxes assessed n ainst ioeal beneflts of a kind
tending to inerease the value of the property assessed ;
but this paragraph shall not exciude the altowance as
a dedaetion of so much ol such taxes as i properly
aflocable to muintenanee ov intervest charges.

(d) Taxes of Sharcholder Paid by Corporation,
The deduetion for taxes allowed by subscetion (e)
shail be allowed to a corporation in the case of taxes
fmposed upon at sharcholder of the corpovation upon
his Interest as shareholder which are paid by the cor-
poration withont reimbursement from the sluireholder,
but i sueh eases no deduetion shail be aliowed the
shureholder for the amount of such taxes.

(¢) Losses by Individuals. In the ease of an in-
dividual, Josses sustalned during the taxabie year and
not compensated for by insurance or otherwise—

(1) if Incurred in trade or business; or

(2) if Incurred 1n any transaction enteved into for
profit, though not connected with the trade or business;
ov

(3) of property not commected with the trade or
business, If the loss arises from ftlres, storms, ship-
wreek, or other casunlty, or from theft. No Joss shall
he altowed as a deduction mnder this paragraph if at
the thue of the filing of the return such loss has heen
clatmed as # deduction for estate tax purposes in the
estitfe tax return,

(f) Losses by Corporations, In the case of a cor-
poration, Josses sustained during the taxable year and
not compensated for by iusurance or otherwise,

pafd  or  geerned

, leguey, suecession, and gift
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(g) Wagering Losses. Losses  from  wagering
transactions shall he ullowed ouly to the extent of
the golus from sueh transactions,

(h) Basis for Determining Loss. The basls for
deterwining the amount of dednetion for los<es sns-
tained, (o be ailowed nnder snbsection (e) or (f),
shali be the adjusted basis provided ip section 113
(h) for determining the loss from the sale or other
dispositlon of property,

(1) Loss on Wash Sales of Stock or Sccurities.
For disitllownnee of loss deduetion fu the ease of sales
of stock or securvities where within thirty days hefore
or after the date of the safe the taxpayer hins nequired
substantially identical property, soe seetion 118,

(j) Capital Loesses. Lowses  from sales or ox-
chunges of capital nssets shall be aliowed only to the
extent provided in seetion 117 (4),

(k) Bad Debts. Debls ascertained to he worth-
Tess and charged off within the taxable year (or, In the
dlseretion of the Commmisstoner, a reasonable addition
to o reserye tor had debls) ;o and when satisfied that
a debt Is recovernbie only in part, the Comwmissioner
may allow sueh debt, in on amount not fn excess of
the part charged oft within the taxable year, as an
dednetion.,

(D) Depreciation. A reasomuble allowauce for the
exhaonstion, wear aud tear of property nsed in the
trade or husiness, focluding a reasonnble allowance
for obsolescence,  In the ease of property held by
one person for life with remuinder to another person,
the deduction shali be computed as if the iife tenant
were the absolute owuer of the property and shafl
be allowed to the life tenant, n the case of property
held in trust the oflowable deducetion shali be appor-
tioned between the income heneficinries nud the trus-
tee in accordance with the pertinent provisions of the
instrumenl ereating the trust, or, in the absence of
sueh proyvisions, on the lasis of the trust income
allocuble to cach,

(m) Depletion. In the case of mines, ofl and gas
wells, other natuent deposits, and timber, o reasonable
allowance for depletion and for deprecintion of im-
provements, according to the peceanlinr conditious in
eaclr case; such reasonnble allowanee in alt cases to
be made under rales and regutations to be preseribed
by the Commlssioner, with the approval of the See-
retary. In any ease In which it is ascervtnived as a
result of operations or of developnent work that the
recoverahie units are greater or tess than the prior es-
timate thereof, then such prior estimate (hut uot the
hasis for depletion) shal! be revised and the allowanee
nnder this subseetion for subsequent taxable yenrs
shall he based upoun snch revised estimate.  In the
ase of leases the deductions shall he equitably ap-
portioucd between the lessor nud lessee, I the ense
of properly held hy one person tor lfe with remainder
to another person, the deduction shall be compmited
as i the Hfe tenant were the absolute owner of the
property and shatl be allowed to the Hfe tenant, In
the case ot property held in trust the allowable deduc-
tion shuall be apportionced between the income bene-
ficiavies und the trustee fu aceordanee with the per-
tinent provisions of the fostrament creating the tenst,
or, in 1he absenee of such provisions, on the basts of
the trust fucome altocable to eneh,  (I'or percentage
deplelion aliowable mmder this subseetion, see seetion
114 (b), (3) and (4).)

(n) Basis for Depreciation and Depletion. The
basis upon whieh depletion, extianstion, wenr and tear,
nnd obsoleseence are to he allowed in respeet of any
property shalt be as provided In seetion 114,

(o) Charitable and Other Contribntions. In the
case of au individual, contributlons or gifts made with-
in the taxable year to or for the use of:

(1) the United States, any State, Territory, or any
political subdivision thereof, or the District of Colum-
bia, for exclusively public purposes;

(2) a corporatlon, or trmst, or community choest,
fund, or foundation, organized and operated exclu-
sively for rvellgious, charitable, sclentifie, iiterary, or
cduentionnl purposes, or for the prevention of cruelty
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to children or animals, no part of the net earnings of
which inures to the benelit of any private sharehotder
or individual, and no substantial part of the activities
of wijch is carrying on propaganda, or otherwise
attempting, to inthience legistution;

(3) the speeinl fund for voeatlonai rehabititation au-
thorized by scetion 440 of Title 38

(4) posts or organizations of war veterans, or anxili-
ary nnits or socicties of any such posts or organiza-
tions, if such posts, orgnnizations, units, or socicties
are organized in the United States or any of its pos-
sesslons, aud if no part of thelr net earnings inures to
the bhenefit of any private sharcholder or individual; or

(5) a fraternal soclety, order, or assoclation, oper-
ating under the jodge system, hut ouly If sueh contribut-
tions or gIfts are to be used exclusively for religious,
charitable, seleutific, Iiterary, or educationai purposes,
or l'ar the prevention of crnelty to ehildren or animals;
fo an amount wiich iu ait the above cases combined
does not exeeed 15 per centmn of the taxpiayer's net
fncome as computed without the benefit of this snb-
section,  Such contributions or gifts shutl be allowable
as deductions ouly if veritled nnder rules and reguln-
tiong preseribed by the Commissioner, with the ap-
provat of tiie Seeretary.  (For uniimited deduction if
contribnutions and gifts exeeed 90 per centin of the net
fucome, see section 120.)

(p) Pension Trusts. An crploser establishing or
malutaining a pension trust to provide for the pay-
nient of reasonabie pensions to his employees (if such
trust Is exemipt from tax under section 1635, relating to
trusts created for the exclusive beuelit of employees)
shall be aliowed as n deduction (In addition to the
contributions to such trust during the taxable year to
cover the pension Iiability necruing during the year,
allowed as ¢ deduction nuder subseetion (a) of this
seetlon) a reasonable amouut trausforred or pald into
sueh trust duving the taxable yonr in exeess of such
coutributions, but only if suel amonnt (1) has unot
theretofore been allowable as a deduetion, and (2) is
apportioved in equal parts over a period of ten con-
seentive yenrs beginning with the year n which the
transfer or payment is made.  Any deduction aliowable
under section 23 (¢) of the Revenue Aet of 1928, May
20, 1028, ¢, 832, 45 Stat, 8§02, or the Revenue Act of
1932, June 6, 1032, e, 209, 47 Stat. 179, ar the Revenue
Act of 1934, May 10, 1934, c. 277, 48 Stat. 688, which
under such section was apportioned to any taxable yeur
beginuing after December 31, 1938, shall bhe allowed
a8 a deduetion in the years to which so apportioned to
the extent allowable vnder such section if it had re-
mained In foree with vespeet to such year,

(¢) Chavitable and Other Contributions by Corpo-
rations. In the case of a corporntion, conmtvibutlons
or gifts made within the taxuble year to or for the
use of a domestie corporation, or doamestle trnst, or
domestic community chest, fund, or foundation, or-
gnnized and operated exclusively for religions, char-
ftuble, scientilie, lterury, or educationnl purposes or
the prevention of crnelty to ehiidren (but in the case
af coutrvibntions er gitts to a trost, chest, fund, or
foundation, anly if such contributlons or gifts are to
be used within the Vuited States exchustvely for such
purposes), no part of the net earnings of whieh inures
to the beuetlt of any private sharcholder or individuai,
and no substantial part of the activitles of whiclt is
carrying on propauganda, or otherwise attemptiug, to
fufluence legislation; to an amount whieh does not
exceed 5 per centum of the taxpiyer's net hicowe as
computed withont the benefit of this subsection,  Sneh
eontributions or gifts shall be allowable as deductions
only H veritled wnder rules and regulations preseribed
by the Cowmnissioner, with the approval of the
Sceeretary,

(r) Dividends. For deduction of dividends pald
by certuin banking corporations, sce sectlon 121,
(Juue 22, 1036, 9: 00 p. n,, e, GY0, § 23, 49 Stat, 1658.)

Thls section, as cnacted by the Revenue Aect of 1030,
sitpersedes the corresponding provislons of the Revenue Act
of 1034 (Act May 10, 1934, ¢, 277, § 23, 48 Stat, 088), as
wnended by Act Aug. 30, 1935, ¢, 820, § 102 (c) (h), 49

Stat, 1016, It appHes only fto taxable years beglunlng after
Dee. 31, 1935, by sectlon 1, ante, y 8 £ ¢
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§ 24. Items not deductible—(a) General Rule, In
computing net income no deduction shall in any ease
be allowed in respect of—

(1) Personal. living, ov fumily expenses;

(2) Any anmbunt paid out for new buildings or for
permanent himprovements or betterments made to in-
crease the value of any property or estate

(3) Any amount expended in restoring property or
in muking good the exhnustion thereof for which an
allowance is or has bheen made;

(1) 'remiums paid on any life insuranee policy cov-
ering the life of any oflicer or employee, or of auy
person finanetally interested in any trade or business
arried on by the taxpayer, when the taxpayer is
directly or indirectly n beneflelary under sueh potiey ; or

(i) Any amount ofherwise allowable ns o deduetion
which is nllocable to one or more classes of income
other than inferest (whether or not apy amount of
income of that eluss or elasses is vecelved or acerued)
wholly exempt from the tuxes imposed by this title.

(b) Losses from sales or exchanges of property—
(1) Losses disallowed, In computing net income no
deduction shall in auy ense be allowed in respeet of
losses from sales or exchanges of property, diveetly
or indirectiy—

(A) Between members of a family, as deflned {n para-
graph (2) (D);

(B) Wxeept tn the case of distributions in ligulda-
tion, between an individunl and a corporation more
than 0 per centwm in value of the outstanding stock
of which is owned, diveetly or indireetly, by or for sueh
iudividunl ;

() Exeept in the ease of distributions in Haquidation,
between fwo corporatioas more thun 50 per centum in
vialue of (he outstandamg stock of each of whieh is
owned by or for the siue individuad, if—

(i) Elther one of such corporations, with respeet fo
the taxable year (if beginning after December 31,
1085) of the covporation preeeding the date of the
sale or exchauge, was o personal hoiding company
ns detlned in seetion 332, or

(i) Bither one of guch corporations, with respeet
to the tnxable year (if not begluping more than 12
months hefore August 26, 1937, 10 a. m.) of the corpora-
tion preceding the date of the sale or exchange, was a
foreign personal holding company as defined in see-
tion 326

(D) Between a grautor and a fldueinry of any trust ;

(1M Between the fidueinry of o trust and the fldu-
cinvy of nnother teast, if the sime pevson is 1 grantor
with vespect to ench (rast; or

(1) Between a fidueiary of o frust and a benefleiary
of such trust,

(2) Stock ownership, family, and partnership rule.
For the purposes of determining, in applying paragraph
(1), the ownership of stock—

(A) Stock owaed, direetty or indirectly, hy or for a
corporalion, partnership, estate, or trast, shall be con-
sidered as being owned proportionately by or for ifs
shareholders, partners, or heneficinries;

(1) An individual shali be considered as ownlug the
stock owned, diveetly or indireetly, by ov for his family ;

(C) An individual owning (otherwise than by the
application of subpuragraph (B)) any stock in a cor-
poration shall be considered as owning the stock owned,
direetly or hndiveetly, by or for his partner;

(D) The family of an individual shall inelnde only
g Drothers and sistors (whether by the whole or half
Blood), spouse, ancestors, aud iineal descendants; and

() Constructive Ownership as Actuai Owuership.
Stoek coustruetively owned by n person by reason of
the applieation of subpuragraph (A) shall, for the
purpese of applylng subparageaph (A), (B), or (C),
he treated ns actually oewned by sach person, but
stock constructively owned by an individunl by rea-
son of the appliention of subparagraph (B) or (CQ)
shindl not be treated as owned by him for the purpose
of again nppiying eoither of such subparageaphs in
order to make another the constroetive owner of such
stock.
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(3) Special rule for year 1836, In applying para-
graph (1) (C) (1) in n ease where the preceding
taxable year therein referved to begun in the ealendar
year 1036, the determination ax to whetlier the cor-
poration was a foreign persouni holdlng compuny shall
be made under section 331 () (1) before the nmend-
meut of subehapter D made by section 1 of the Reve-
nue Act of 1037,

(c) Unpaid expenses and interest. Tn computing
net income no deduction shnli be allowed in respeet
of expenses inenrved under section 23 (1) or iuterest
acerned nuder section 23 (b)—

(1) 1f nof paid within the taxabie year or within
two and one haif months after the close thercof s and

(2) If, by reason of the method of accounting of
the person to whom the payment is fo be made, the
nmount thercof is vol, wless puld, includibie in the
gross income of such person for the (nxabie year in
which or with which the taxable year of the taxpayer
ends; and

(B I, at the close of the taxable yenr of the tox-
payer ov at any tioe within two aud one haif mouths
thereafter, hoth the taxpayer and the person to whom
the payment 18 to be made ave persons between whom
Tosses would be disnHowed under seetion 24 (b).

(D Ilolders of life or terminable intevest.
Amounts paid wder the laws of any State, Tervitory,
Distriet of Coiumbin, possession of the United Statoes,
or forelgn country as iueome to the holder of a life or
terminable {ntevest nequired by gift, beguest, or in-
hevitanee shatl not be redueed or diminished by any
deduetion for shrinkage (by whatever nnme eatled) iu
the value of sneh interest due to the inpse of time,
nor by any deduction altowed Dby this chnpter (exeept
the deductions provided for in subsections (1) nud (m)
of seetion 23) for the purpose of computing the net
income of nn estate ov frust bt not nltowed nnder the
lnws of such Stafe, Terrltory, Distrlet of Colummbin,
possession of the United States, or foreign country for
fhe purpose of computing the income to whiel sueh
Iolder is ontitled,

(e) Tax withheld on tax-free covenant bonds.
For nondeduetibility of tax withheld on tax-free cove-
nant bonds, see section L3 (n) (3),  (As nmended
June 22, 136, 9:00 p.om, ¢, 400, § 21, 49 Stat, 1062;
Ang. 26, 1937, 10 n, m., ¢, 815, Title IH, § 301, 50 Stat.
827.)

This section was reenucted without change hy Act June
22, 1936, 9100 p o, e 600, § 2, 1D Stal 1602,

Act August 20, 1937, ¢, 815, § 301, 50 Stat, 827, substan-
tially affeeted subseehon (a), added subseetions (h) and (c),
and renumbered former subsections (by and (e) as (4) and
(o). Tt is applicable onty to taxalle years begluning arter
December 31, 1030,

§ 25, Credits of individual against net income—
(a) Credits for Normal Tax Only. There shall he
allowed for the purpose of the novmai fax, but ot for
the surtax, tie foliowing credits agninst the net
income:

(1) Interest on United States obligations. The
nmount received as interest npon obligations of the
United States which is incinded in gross income under
section 22,

(2) Interest on obligations of instrumentalities of
the United States. The amount received ns interest
on obligations of 0 corporntion organized under Act
of Congresy, if (A) such corporation is au instrnmen-
tality of the United States; and (13) sueh interest is
fuclnded in gross ineome under section 22: and (C)
under the Act authorizing the issue thereof, nsg
amended and supplemented, such interest is exempt
froin normal tax.

(3) Earned income credit. 10 per centum of (he
mmount of the eavned net income, but not in excess of
10 per centum of the amount of the net lncome.

(4) Earned income definitions. Lor the purposes
of this section—

(A) “Larued income’” means wages, salnries, profos-
stonal fees, nnd other nmoants received as compensa-
tion for personnl services netanlly rendered, but does
not iunclude auy amount not weluded in gross income,
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nor that part of the compensation derived by the
taxpuyer tor personal services rendered by him to a
corporation whilch represents a distribution of earnings
or profits rather than a reasonable allowance as com-
pensation tor the personal services actually rendered.
In the ense of g taxpayer engoged in g trade or business
in which hoth personul services and eapitnl are mate-
rial incone produclng factors, a reasonabie atlowance
a8 compensation for the personal services actually
renidercd by the taxpayer, not in excess of 20 per
centnm of bls share of the net protits of such trade or
bustness, shall be considerad as eirned income,

(1) “Earned income deduetlons” means such dedue-
tions as nre allowed by seetion 23 for the purpose of
compmiting net income, and are properly allocable to or
chargenble agninst carnied incotie,

(C) “Earned net inconmie” means the excess of thie
amount of the earned income over the sum of the
earned income deduetions,  If the taxpayer's net in-
conie 18 not more than $3,000, his entire net iveomne
shall be considered to be earned net inconie, nnd if hig
net ineome is move than §$3,000, his earned net income
shall not be considered to be iess than $3,000. In no
case shall the enrned net income be considered to be
more than $1.4,000,

() Credits for Both Normal Tax and Surtax,
There shall be allowed for the purposes of the norinal
tax and the surtax the following credits agninst net
income:

(1) Personal exemption, In the case of a single
person, a persanal exeniption of $1,000; or in the case
of the head of a Tamily or a married personliving with
hushand or wife, a personn) exemption of $2.0H00. A
hushand and wite Hving togethier shali receive it one
personal exemption, The amount of such personal
excuption shindl be $2.500,  1f sueh hushand and wife
make separnte returns, the personal exemption may be
faken by eitlier or divided between them.

(2) Credit for dependents. $100 for cach person
(other than hushand or wife) dependent npon and
receiving his chief support from the taxpayer if such
dependent person is under eighteen years of age or is
incapable of self-support because memtally or physi-
ey defeetive,

(3) Change of status. If the status of the tax-
payer, iusofar as it affeets the personal exemption or
creditl for dependents, cinnges during the taxable year.
the persona) exemptlon and eredit shall be apportioned,
under rudes and regulatjons preseribed by the Com-
missjoiier with the approval of the Seeretary, in accord-
ance with the numhber of months before and after such
change,  For the purpose of snelt apportioument n
Tractlonal part of a month shali be disregavded unless
it amouuts to more than half a month h wiieh case
it shall he constdered as a month., (June 22, 10386,
9:00 p. i, e, GYO, § 25, 19 Stat. 1662,)

This «ection, as enacted by the Revenue Act of 1036, guper-
sedes the corresponding ’;)lrnvlslonu of the Reveuue Aet of 1031
(Act May 10, 1034, ¢, 277. f 25, 48 Stat, 002), Tt applies

only to taxable years beginning after Dec, 31, 1035, by sce.
tlon 1, ante.

§ 26. Credits of corporations. In the ecase of a
corporafion the following eredits shall he allowed to
the extent provided fn the varions scetions imposing
tax—

(a) Interest on Obligations of the United States
and Its Instrumentalities, The amount received as
interest upon obligationy of tlie United States or of
corporatlony organized under Act of Congress which s
allowed to an individual as a eredit for purposes of
novimai tax by seetion 25 () (1) or (2).

(h) Dividends Received. 87 per centum of the
amount received ax dividends from a domestic corpo-
ration which I8 subjeet to taxation under this title.
The ¢redit allowed by this snbscetion shali not be al-
lowed In respeet of dividends reeeived from a corpo-
ration organized under Chapter 4 of Tltle 15, or
from n corporation which under seetlon 261 is taxable
only on Its gross income from souvees within the
United States by reaxon of ity reeelving a large per-
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centage of its gross income from sources within a
possession of the United States.

(¢) Contracts Restricting Payment of Dividends,

(1) Prohibition on payment of dividends, An
amount cqunl to the excess of the adjusted net income
over the aggregate of the aniounts which ean be dis-
trimnted within the taxable year as dividends withont
violating a provision of a written contraet exeented by
the corporation prior to May 1, 1936, which provision
expressly deals with the pavment of dividends, I a
corporation would be entitled to a credit under this
paragraph beeause of a contract provislon and also to
one or more credits beeanse of other contraet provi-
sions, only the fargest of such credits shatl be allowed,
and tor such purpose if two or move credits are equal
in amount only one shail he taken into acconnt.

(2) Disposition of profits of taxable year. An
amount equal to the portion of the earnings and profits
of the {axable year which Is requlred (by a provision
of 2 written contract excented by the corporation prior
to May 1, 1936, which provision expressly deals with
the disposttion of earnings and profits of the taxable
year) to be paid within the taxabie year In discharge
of a debt, or to he irrevocably set aslde within the
taxable year for the discharge of a debt; to the
extent that such amonnt has been so pald or set aslde.
For the purposes of this paragrapiy, a requirement to
pay or set aside an anount equal to a percentage of
earnings and protits shadl be considered a2 requive-
ment to pny or set aside such pereentage of earnings
and profits.  As used in this pmvagraph, the word
“debt” does not Inelude a debt incurred after April 39,
19306.

(3) Dounble credit not allowed. It both pavagraph
(1) aud paragraph (2) apply, the one of such para-
graphs which allows the greater credit shail be ap-
plied; uud, 1f the credit allowable under ecach para-
graph is the same, only one of such puragraphs shall
be applled.

(d) Bank Afliliates. In tlie case of a holding com-
pany afliliate (as defined in seetion 221a of Title 12),
the amount of the earnings ov proflits which the Board
of Governors of the Federal Reserve System certifies
to the Conmmissioner has been devoted by sueh afhli-
ate durlng the tnxable year to the aequisition of read-
ily markelable assels other than bank stock in com-
pHanee withy seetlon 61 of Title 12, The aggregate of
the evedits allowable nuder this subsection for all fax-
able years shall not exeeed the amount regnired to be
devoted under suel seetion 61 of Title 12 to such
Purposes,

(e) National Mortgage Associations, In (he case
of 1 untional mortgage nssoeiatioir ereated nnder sec-
tion 1716 of Title 12, the amount of the earnings or
profits which flie Federail Honsing Adininlstrator cer-
tifles to the Commissloner has been devoted by suel
assoclation during the taxable year to the ncqguisition
of such reserves a8 the Adminlstrator may require
under the provisions of seetion 1718 of Title 12, (June
22, 1930, 9: 00 p. m., c. G890, § 26, 49 Stat. 1664.)

This rectlon, as enncted by the Revenue Aet of 1038, super
gedes the corresponding provistous ot the Revemie Act of
1034 (May 10, 1034, ¢, 277, § 20, 48 Stat. 6843). It applies
only to faxable years beghining after Dee, 31, 1935, by
nection 1, ante

§ 27. Corporn itlon credit for dividends paid—(a)
Dividends Pais Credit in General, For the pur-
poses of this chapter, the dividends paid credit shall
Dbe the amonnt of dlvidends paid durlng the taxable
year,

(b) Dividend Carry-Over. In compuiing the dlvi-
dends paid credit for any taxable year, if the dlvi-
dends paid during the taxable year are less than
the adjusted net income, there shnll he allowed as
part of the dividends paid credit, and in the following
order:

(1) Divldends ~nid during the second preceding
taxalle year in o coss of thie adjusted nef income for
steh year, to th  extent not needed aus a dividends
paid eredit for iie taxable year preceding the fax-
able year the itax for which is being computed; and
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(2) .Dividends paid during the first preceding tax-
able year in excess of the adjusied net frcome for
such )(--n
No ceredit <hall be atlowed for dividends paid by a
corporation prior to its flrst taxabie year under this
chapter.

(c) Dividends in Kind. If a dividend Is paid in
property other thaun mouney (Including stock of fhe
corporation if held by the corporation as an invest-
ment) the dividends paid credit with respect thereto
shall be the adjusted basis of the property in the
hands of the corporation at the thne of the payment,
or the fair market valne of the property at the tiine
of the payment, whichever is the lower,

(d) Dividends in Obligations of the Corporation.
If o dividend is paid in obligations of the corporation,
the amount of the dividends pald credit with respect
theveto shall be the face value of the oblgations, or
their fair market value at the time of the puywment,
whichever is the lower. 1f fhe fair mavket vaine is
lower than the face value, then when the obligation
is redeemed by the covporation, the oxeess of the
amount for which redeemed over the 1aiv market value
at the time of the dividend paywent (to the extoar
not allowable as a deduction in computing net income
for auy taxable year) shail be trented as a dividend
paid in the taxable year in which the redewmption
OCCUS.

(e) Taxable Stock Dividends. In ease of a stork
dividenad or stoek right which is a taxable dividend in
the hands of sharcholders under section 115 (f), the
dividends pald credit witiv respeet thereto shall be the
falr mnrket vatue of the stock or the stock right at
the tine of the payment,

(f) Distributions in Liquidation. In the case of
amonnts distributed in liquidation the part of such
distribution which is properiy charge.abie to the carn-
fngs or protlits acceumulated after Februavy 28, 1913,
shall, for the purpeses of computing the dividends
paid credit under this secetion, be treated as a tuxable
dividend pald.

(g) Preferential Dividends, No dividends paid
credit shall he allowed with respeet to any distribu-
tlon uniess the distribution is pro rata, equal in
winonnt, and with no preference to any share of stock
ns compared with other shaves of the smne class,

(h) Nontaxable Distributions. If auy part of n
distribution  (including stoek dividends aud stock
rights) is not a taxable dividend In the hands of such
of the sharcholders as are subject to taxation under
this chapter for fhe period in which the dlstribution
i~ made, no dividends paid evedit shall be allowed with
respect to sueh part. Glune 22, 1936, 9:00 p.om,, c.
G40, § 27, 49 Stat, 1665)

Revenue aets prior to the Revenue Act of 1936 contained
no Jrovistons correspondivg to (his section,
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§ 31. Taxes of foreign countrics and possessions
of United States.

Thic rectlon was reenacted without change by Act June
221036, D100 pom, e 600, § 31, 49 Stat. 1660,

§ 32, Taxes withheld at source. The amount of
tax withhetd at the souree under seetion 143 or 144
shalt be allowed as a credit agalust the tax.  (Juue 22,
19036, 9: 00 p. m, c. (90, § 32, 19 Stat. 1666.)

This sectlon, us enacted by the Nevenue Aet of 1086, snpoer-
wedes the corresponding ‘))nrn\l\lmm of the Revenne Act of 1934
(Act Mav 10, 1934, ¢ 3 48 Niat. 603). 1t applles
oniy to taxabie years buglnnlug unor Dee. 31, 1085, by sceetion
1, ante

§ 33, Credit for overpayments,

Thix sectlon was reepncted without change by Aet June
223036, $:00 poom., o, 60O, § 33, 19 Stat. 1606,

Part IV.—AccOUNTING PPErions Axn METIIODS OF
ACCOUNTING

§ 4i. General rule.

This scction was reenncted without change by Act June
22, 1936, 9:00 p. wm., ¢ 0VO, § 41, 4V Stat, 660,
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§ 47

§ 42. Period in which income
included.

Thix sectlon was reenacted without change by Act June
2201836, 9:00 P my, e GDO, § 42, 40 Stat, 1030,

§ 43. Period for which deductions and credits
taken. The deductlons and eredits (ut]wr thau the
dividends patd eredit provided in seetion 27) provided
for in this chapter shall be taken for the taxable year
in which “paid or accvued” or “paid or incurred”,
dependent upou the method of accounting upon fhe
hasis of which the net Income is computed, unless in
order to cleariy refleet the fneome the deduetions or
credits should be taken as of a different period,  In the
case of the death of a taxpayer there shail be allowed
as deductions and credits for the taxable period in
which falls the date of his death, amounts acerned up
to the date of his death if not otherwise properly ailow-
able in respeet of sueh period or a priov peviod.  (June
22, 1936, 9: 00 p. m, ¢, GO0, § 43, 49 Stat, 1666.)

This section, as enncted by the Revenne Act of 1030, super-
gedes the corresponding provistons of the Revenne At of 1034
(dct May 10, 1034, ¢ 277, § 43, 48 Stat_ GU4) It applics oniy
to taxable years bogioning after Dee, 31, 1085, by section 1,
ante It Is noreenactment of sueh pluvlblunq wllh the addition
ol the matter in parentheses,

§ 44. Installment basis,

Thin section was reenacted without change by Act June
22,1936, 000 . om, o GO, § 41, 4Y Stat. 10U7T,

§ 45. Allocation of income and dedunctions,

'l‘hh wection was reengeted withont (lmnt,o by Act
22, 1036, 9: 00 p. m, ¢, GHO, § 45, 49 Stat. 1067,

§ 46. Change of accounting period.

This section was reenseted without ehange by Act June
20 1036, 9.00 p. m, ¢, 6O, § 46, 40 Stat, 16048,

§ 47, Returns for a period of less than twelve
months—(a) Refurns for Short Period Resulting
from Change of Accounting Period. 1f a taxpayer,
with the approval of the Commissiouer, changes the
basis of computing net income from fiseal year to
calendar year a sepiarate return shall be made for the
period between the ciose of the fast fiscal year for
wlhiich return was made and the foilowiug Decoember
31, I the change s from calendar year to tiseal year,
- separate return shail be made for the period be-
tween the close of the last calendar year for which
return was made and the date designated as the close
of the fiscal year, If the chunge is from one fiseal
year to another fisenl year a separate return shall be
nivde for the period between the close of the former
fiseal yvear and the date designated as the close of the
1w fiseal year,

(b) Income Computed on Basis of Short Period
Where a separate return is made under subsection (a)
on account of a change in the aceounting period, and
in all other cases where a separvate return is reguired
or permitted, by regniations preseribed by the Coni-
missioner with the approval of the Secerctary, to be
made for a fractional part of a year, then the income
shali be computed on the hasis of the period for which
separate return is made.

(c) Income Placed on Annnal Basis. 1If a separate
return is made (exeept retarns of the income of a
corporgtion) under subseetion (a) on acenint of a
change in the accounting period, the net in me, com-
puted on the basis of the period for which < parate
return is made, shail be pineed on an annual basis
by multiplying the amount thercof by twelve and
dividing by the number of mounths incinded in the
period for which the separate return is made, The
tax shall be such part of the tax computed on such
annual basis as the number of months in such period
is of twelve months,

(d) Earned Income. The Commissioner with the
approval of the Seeretary shall by regulstloans pre-
seribe the method of appiying the provish. & <7 gub-

items of gross

June

seetions (b)) and (¢) (relating to coryn’ eore
on the hasis of a short period, and placiy; ' fecome
on an annual basis) to eases where vooyer
makes a separate return under sabsce.: ) on

account of a change in the accounting perlod, and it
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nppents that for the period for which the retnrn Is so
nerde he has teceived enrned income,

(¢) Reduction of Credits Against Net Income, In
the ease of 0 return made for a fractional part of a
sear, except g retnin made under subsection (a), on
secount of o change in the acconnting period, the per-
ronal exeinption and eredlt for depeudents shailt be
reduced respectively to amounts wWhich hear the same
ratio 1o the tull eredits provided uas the number of
months o the period tor which return is made bears
to twelve months,

(1) Closing of Taxable Year in Case of Jeopardy.
For closing of tasable year in case of jeopardy, see
section TG Ghune 22, 1934, 600 poom,, e 6490, § 47,
A9 Stat, 166K.)

This seetlon, ns enncted by the Revenue Act of 1036, super-
e ko the vorresponding provislons ot the Revenpe At of
FE et May 1, p3, e, 277, % I8 Stat  GO5) It
npphes only (o taxable years beginnlmg atter Dee, 31, 1035,
by osoctjon 1, ante, Bt i o0 reanetiient of sich provisions
with the exeeptlon ot changes i subsection (¢).

& 48. Definitions,  When used in this chapter—

(a) Taxable Year. “Hicabie yenr” means  the
calendar yenr, or the fiseal year cnding during such
calenduar year, upon the basls of which the net income
i compmted under this Pact, *“Taxable year” includes,
in the ease of a return made for a feactional part of
w yenr wder the provisions of this chapter or under
tegulations presertbed by the Commissioner with the
approval of the Seeretary, the period for which such
return I made,

(h) Fiseal Year, “IPiscul year” means an aceount-
Ing period of twelve months ending on the last day of
any wonth other than December,

(¢) Paid, Ineurred, Acerned. The terms *pald or
incurred” nnd “pid ov aeerued” shull he constrned
necording to the method of accounting upon the basis
of which the wet Income is compitted under this Part,

(1) Trade or Business. The term “trade or busi-
ness” ncindes the performance of tiie fuunctions of
1 publle oflice,

(e) Mutnal Investment Companies

(1) Geueral definition, The termr “mutusl invest-
ment company” wmeans auy corporation (whether char-
tered or ereated as an investment trust, or otherwise),
exeept as provided ju parageaph 3, if—  (As aniended
Ang. 20, 1437, 10 a. m.,, ¢ 818, Title V1, §602, 50
Stat. 831)

(A) It is ovgnnized for the purpose of, and sub-
stantinily ali its business consists of, holdlng, invest-
ing, ov reinvesting in stock or securities: and

(13) At least 893 per centn of its gross income is
derived from  dividends, intevest, and galns from
snles or other disposition of stock or seeuvities; and

(C) Less than 30 per centum of its gross income is
devived front the sale or othier disposition of stock or
securities held for less than six months: and

(D) An aurount not less than 90 per centum of jts
net ineome is didributed to i« shareholders as tax-
abie dividends daring the taxable year; and

(1) Its sharcholders are, upon reasonnble notice,
entitled to redeniption of their stock for their pro-
portiounte interests fu the corporation’s properties,
or the cash eqnivalent thereof Iess a discount not
in excess of 3 per centum thereof,

(2) Limitations. Desplie the provisions of para-
graph (1) a corvporation shali not be eonsidered as a
mutual investinent company if, subsequent to n date
thirty days after June 22, 193G, at suy time during the
taxable yvear—

(\) More than § per centum of the gross nssets of
the corporatlon, taken af cost, was invested in stock
or securities, or both, of any one corporation, govern-
meat, or political subdlvision thereof, but this limita-
tion shall not apply to Investments in obligntions of the
United Stites or in obligationus of auy corporntion or-
ganized under general Act of Congress if such corpora-
tion iy an instrumentality of the United States; or

(B) It owned more than 10 per centum of the out-
standing stock ov securitics, or botl, of any oue corpo-
ration; ov
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() 11 had any ontstanding honds or Indebtedness
in excess of 10 per centinn of its gross assets taken at
oSt or

(1) It fails to comply with any rule or regulation
preseribed by the Commissioner, with the approval of
the Sceretury, for the purpose of ascertaining the
actunl ownership of its outstanding stock.

(3) Corporations excepted. 'This scetion shall not
apply to any corporntion—

(A) With respeet to a tuxable year beginning after
December 31, 1936, if the corporntion is with respect
to stieh year a personal holding company as dellned in
seetion 332,

(B) With respect to a taxable yenv begiouing be-
fore Jounary 1, 1937, if the corporation is with respect
to sieh year a personal holding company as defined
in seclion 331 (h) (1) before the awendment of sub-
chiapter D by seetion 1 of the tevenue Act of 1937,

() With respeet to a taxable year cuding after
Angust 26, 1937, 10 a. wm, if the corporation Is with
respect to suelt year a foreign personal holdiug com-
pany as defined in seetlon 320, (June 22, 1036, 9: 00
peohik, o0 GHO, 848, o8 Stat, 1669, ns amended Ang, 26,
1037, 10 a4, ., ¢, 815, Title VI, § 602, 50 Stat. 831.)

'This seetion, as enacted by the Revenue Act of 1936, super-
redles the corresponding !'row?luns ot the Hoevenle A ol 1934
(Act May 10, 1034, ¢, 277, § 48, 48 Stat, 006). It applics
only to tnxable yenrs heglnning after Dee, 34, 1035, by section
1, aute, It I n recietnient of such provisiong with the
addition of subsectlon (¢),

At August 26, 1937, ¢, 816, Titie VI, § 0602, 50 Stat. 831,
chaneed 1oterence ) subseetlon (¢) (1) and added paragraph
(3) to subseetion (¢),

Parr V.—Reruians AxD PAYMENT or Tax

§ 51, Individual returns—{(a) Requirement. The
foliowing Individuals shall cach mnke under onth a
return stating specitically tiie itewns of lils gross income
and the deductions and credits allowed uunder this
chapfer and such other inforination for the purpose of
carrying out the provisious of this titie as the Comnis-
sioner with the approval of fhe Seeretary may by regu-
lations preseribe—

(1) Iivery indlvidual having a net incowe for the
taxable year of $1,000 or over, if singie, or if married
and not living with husband or wife:

(2) Bvery individnal having 2 net income for the
faxable year of $2.500 or over, if arried and Hiving
with hushand or wife; and

(1) Every individual having a gross inemme for the
fuxable year of $5,000 or over, regardiess of the amount
of liis net income,

(h) Tusband and Wife, If a hushand and wife
lving together have an aggregate net income for fhe
taxabie year of §2,500 or over, or an aggregate gross
income for such year of §5,000 ov over—

(1) BEuach shall make such a return, or

(2) The income of each shali be ncluded in a
single joint return, in whicht ense the tax shall he com-
puted on the aggregate income,

(c) Persons Under Disability, If the taxpayer is
unable to make his own return, the retmrn shail be
made by a duly authorized agent or by the guardian
or other person charged with the care of the person
or property of such taxpayer.

(d) Fiduciaries. Ifor returns to be made by fidu-
clavies, see seetlon 142, (June 22, 1936, 9:00 p. m.,
¢, 690, § 51, 49 Stat. 1670.)

This section, as enncted hy the Revenue Act of 1936, super-
fedes the cortesponding provistons of the Revenue Act of
1084 (Act May 10, 1034, ¢, 277, § b1, 48 Stat, 097) 1t
applies only to taxable yoears ht-gl'nulm: atfer Dec. 31, 1035,
by sectton 1, ante, It Is n reebactment of sueh provisions
with the exception of changes In subsectlon (a).

§ 52. Corporation returns. Fvery covporatlon sub-
Jeet to taxation under (his ehapter shall make a ve-
turn, stating speeifically the items of its gross income
and the deductions and credits allowed by this chapter
and sneh other information for the purpose of carrying
out the provisious of this chapter as the Commisstoner
with the npproval of the Secretary wmay by reguintions
preseribe,  "he return shall be sworn to by the presl-
dent, vice president, or other vrineipal ofiicer and by
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the treasurer, assistant treasurer, ov chief accouuting
oficer. In cases where teceivers, trustees in bank-
ruptey, ov assignees are operating the property or buste
ness of covporatteons, such receivers, trustees, or ns-
siguees shail make returns for such corporations In
the same manner and form us corpurations are required
to make returns.  Any tax due on the basis of such
returns made by recefvers, tiustees, or assignees shail
be collected In the same manner as if eollected from
fhe corporations of whose business or property they
have custody and control, (June 22, 1036, 9 p. m,
¢, 690, § 52, 49 Stat, 1670.)

This sectlion, as enacted by the Revenue Act of 1016,
supetsedes the corresponding provisfons of the Revenue Act
of 1084 (Act May 10, 1034, ¢ 277, P 62, 48 Suat, 607), It
appllex only to taxable yvears beglundug atter Dee, 31, 1035,
by seetlon 1, ante. It Is o reenueiment of such provistons
with the exception of changes in the first sentence,

§ 53. Time and place for filing returns.

This section was reenaeted without change by Aet June
22,1036, :00 p. m, c. YU, § 53, 19 Stat. 1670,

§ 54. Records and special returns—(a) By tax-
payer. LDLvery person liable to any tax imposed by
this chapter or for the coliection thereof, shall keep
such records, render under oath such statements, mitke
such returns, and comply with suelt rules and vegulu-
tions, as the Commisstoner, with the approval of the
Seeretary, may (rom tiwme to time prescribe,

(b) To determine liability to tax. Whenever in
the judgment of the Commisslioner necessury he wmay
require any person, by notlee served upon him, to
mike n veturn, render under onth such statements, or
keep such records, as the Commissioner deems sufil-
cient to show whether or not such person is Hable to
tux under this ehapter.

(c) Information at the source. TFor requirement of
statements and returns by one person to assist in de-
termining the tax labilty of another person, sce
seetions 147 to 160,

(d) Copies of returns. 1If any person, required by
Iaw or regulations made pusuant to law to file n
copy of any income retwru for nny taxable year, fails
to file such copy at the time required, there shail be
due and assessed against such person $6 in the ease
of an individual return ov $10 in the ease of n fiduci-
ary, parinership, or corporation return, awild the col-
leetor with whom the return is filed shall prepare
such copy. Such amount shatl be colieeted @nd paid,
without interest, in the snme manner ns the amount
of tax due in exeess of that shown by the taxpayer
upon a return in the case of a mathematical error
appearing on the face of the return. Copies of re-
turns filed ov prepared pursusnt to this subsection
shall remain on file for a period of not less than two
years from the date they are required to be flled, aud
muy be destroyed at any time thereafter under the
divection of the Comuissioner,

(e) Foreign personal holding cowpanies. Tov in-
formation returnsg by oflicors, directors, and large
shiareholdoers, with respeet to forelgn personal holding
companios, see seetions 8204, 329¢, and 320z, Tor
information refurns hy attorneys, sccounfunts, il so
forth, as to formuation, and <o forth, of foreign cov-
porations, see seetions 329f and 329z, (June 22, 1936,
0:00 p.m,, e, GYO, § 51, 49 Stat, 1071, ns amended Aug.
26, 1937, 10 a. nu, c. 815, Title Ik, §207 (¢), 50 Staf.
826.)

This sectlon, as enacted by the Revenue Aot of 1936,
supersedes the corresponding provisions of the Revenue Act
of 1031 (Act May 10, 1834, ¢, 277, § Oi, 48 Stat, GOR).
It 1s n re-cnnetment of such provisinns, including subseetion
() which was added by the Act of April 10, 1936, ¢ 189,
40 Stat, 1100, {lowever, subsection {:l) ns added by the
Act of April 10, 1936, contained the words "hegibnlng after
December 31, 1934", ‘after the word *year” appearing in
the third line of the text, and contuined a sentence, preced-
ingz the last sentence now set out i the lext, ns follows:
“Tn ease of g persen who fited & retorn for any faxable year
not_ beginniog after Decomber 31, 1935, sueh amount of $5
or $10 shall be due and nssessed onty If the copy 18 not fited
before the expiration of fifteen days after the mmiling by
the collector In whore ofifce the return s filed, of o request
to such rerson for the filing of the copy.” 1t applles only
in tui\mh ¢ years beginuning after Dec, 31, 1935, by section

, ante,

Act August 20, 1037, ¢, 8135, § 207 (¢), 60 Stat, 826, added
sithreetion (¢,
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§ 53. Publicity of returna—(a) Inspection gene
crally; regulations, Returns winde under thia chaptee
shall be open to faspection in the sine manney, to the
sae extent, amwd subject to the sawme provisions of
law, includiug peonlties, as roturns mado under Title
II of the Revenue Act of 1020 (44 Stat, 10 69); and
ull vetnrns made under the Revenue Act of 1930 sl
constitute public records and shall be open to pubile
exalmination and spection to such extent as simli
be authortzed in ruies and regulations promulgated by
the Presldent,

(b) Who may inspect; use of information; penalty,
(1) Al ifucome returns filed wnder this chapter (or
copivs thereof, If so presceribed by regulntions made
under this subsection), shalt be open to fuspection by
any officinl, body, or commission, lawtully ehmrged
with thie administrntion of any State tax Iaw, If the
fnspection is for the purpose of such  adminlstra-
tion or for the purpose ol obtaining information to be
furnished to iocal taxing autbhorities us provided in
paragraph  (2). The inspeetion shiall be permitted
only upon written vequest of the governor of such
State, designating the rvepreseatative of such otfleind,
body, or commnission to muke the Inspection on behalf
of such official, body, or commlssion, The Inspeetion
shall be made in sueh manner, and ot such times nnd
places, as shali be preserlbed by regulations made by
the Commissioner with the approval of the* Seerolavy.

(2), Any Information thus seeuved by auy oflicial,
body, or commission of any State may be used only
for the administration of the tax lnws ol such State,
exeept that upon written gequest of the Governor of
such State nny such Infomuwmation may be nenlshad to
any oflicial, body, er commisston of any politicai sub-
division of such State, lawruly charged with the wil-
minlstration of the tax lnwy of sueh politienl subdivi-
slon, but may be furnished onty for the purpose of.,
and may be used only for, the administration of sueh
tax laws.  Any offteer, cmployee, ov agent of any
State or politienl subdivision, who divelges (exeept ng
authorized in this subscetion, or when ealied upon to
testify in any judiclat or administrative procceding to
which the Stute or politieal subdivision, or such Stateo
or locai ofliclul, body, or cominission, ns suel, is a
party) any nformation acquired hy him through an
inspection permitted him or another under this sub-
scetion shall be guilty of a milsdemennor and shall
upon conviction be punished by a fine of not more than
$1,000, or by imprisoument for not more than one yeav,
or both, (June 22, 193¢, ¢. 690, 9:00 p, m, § 55,
49 Stat. 1671.)

* * * * *

This section, as enacted hy the Revenue Act of 1036, supor.
gedes subsestions (a) and (b of the Revenae Act of 19734
(Act May o, 1034 ¢ 277, § 60, 48 Stat, 698, ns nmended
Aprlt 19, 1935, e, 74, 49 Stat, 158) as to taxable years
beginnlug atter lee, 31, 1935,

§ 56. Payment of tax.

This section was reenncted wltlont chauge by Act June 22,
1036, 9: 00 p. n, ¢, 4H0, § 56, 49 Stat. 1072,

§ 57. Examination of return and determination of
tax.

This section was reenneled without change by Act June
22, 1936, 9:0v p. m,, ¢, 690, § 57, 49 Stat, 1673,

§ 58. Additions to tax and penalties.

Titls «ection was reenncted without change by Act June
22, 1036, H:00 p u, ¢ GO0, § HY, 49 Stat. 1073,

§59. Admninisfrative procecdings,

This seetlon wag reenae(ed whtitout change by Act June 22,
1056, 900 p, m., ¢. 600, § 39, 40 Stat. 1673,

Word “tltle” in first clause ot
“chapter.”

§ 61. Laws made applicable,

This section was reenncted without change by Act June
22, 1936, 9: 09 p.m., . 690, § 61, 49 Stat, 1673.y

§ 62. Rules aud regulations.

This section was reenacted without chanee by Aet June 22,
1036, 9:00 p. m, e 3OO, § 62, 40 Stat, 1673, v

'Il"h'edfulluwhm sections of the Revenue Act of 1036 are
om ed 2

§ 63 Taxes fn Licu of Taxes under 1034 Act, The {nxes
tmposed by this title and Title TA shall he in ileu of the

this scetlon should read
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tuxer frposed by Titles 1 and JA of the Reovenue At of 1034,
e uded,
£ 4 Short Tite

. ol This title way be lted ny the “Jycome
Tax Aet of 1936,

BUBCHAI"TER C-—-SUPILEMENTAL PROVISIONS
SUpPrLEMENT A—IATES OF 'FAX

§ 101, Capital gains and losses—(a) General rule,
Iu the case of a taxpayer, other thun a corporation,
only the following percentages of the goln or loss
tecoghlzed upon the sale or exchange of a4 capital
asset shall bhe taken Into account in computing net
income

160 per eentum If the eapital asset lhias beea held
for not more than 1 year;

50 per centum I the eapltal asscet has been held
for more than 1 year but sot for more than 2 years;

G0 per centnm if the capltal asset has been held for
more than 2 years bt not for more thaw § years;

A0 per centinn I the capital asset has been held for
mene than H years but not for more than 10 years;

30 per centum f the capital asset has been held for
more than 10 years,

(1) Definition of capitat assets, For the purpases
of this chapter, “eapital assets” means propecty held
by the taxpayer (whether or not connected with bis
trade or buslhess), but does not inctude stock In
trade of the tuxpayer or other property of a kind
witdeh would properly be fneluded fn the luventory of
the taxpayer I on hand at the close of the taxable
yenr, ar property held by the tuxpayoer primarily for
sale to eusiomers in the ovdinary course of his trade
or husiness,

(¢) Determination of period for which held.
the purpose of subseetlon (0)—

(1) In determinhng the perlod for whieh the tax-
payer has held property recetved on an exehinnge there
shatl be incehrled the period for whicli he held the
property exchanged, it wnler the provisions of seetion
113, the property received has, for the purpose of
determiniog gain or loxs from a sale or exchange, the
sime basks i whole or in part in his hands as the
troperty exehanged,

() In determining the period for which the tax-
payer s lield property however acquired there shall
be fnehuded the period for which such property wus
held by any other person, If under the provisiong of
sectlon 113, such property has, for the purpose of de-
termining gain or loss (rom a sale or exchange, the
ste basis i whole or fu part in his hauds as it would
have In the hands of such other person,

(3) In determining the perlod for which the tax-
payer s held stock ov securities recelved upon a dis-
tribution where no galn was recognized to the dis-
tributee under the provistons of section 112 (g) of the
Revenue Act of 19.8, May 29, 1028, ¢. 832, 5 Stat.
818, or the Revenue Aet of 1032, June 6, 1032, ¢ 209,
47 Stat. 196, there shill be incetuded the pertod for
which he held the stock or seencltios in the distribnt-
ing corporation prior to the recelpt of the stock or
securities upon sueh distributjon,

1) In deteemining the period for which the tax-
payer has held stoek or securities (he nequisttion of
which (or the coutract or optlon to acquire whieh)
resnited in the pondedaetibitity  (under seetion 118
of thig title or section 118 of the Revenne Aet of 1028,
Mny 20, 1028, ¢, 802, 48 Stat. 818, or the Revenue
Act of 1932, June 6, 1932, ¢, 209, 47 Stat. 196, or the
Revenne Act of 1934, May 10, 1034, c. 277, 48 Stat. 715,
relating to wash sales) of the loss from the sile or
other disposition of substantlaily fdentieal stock or
securitles, there shull be inclnded the perlod for
wiileh Iie hield he stock or securlties the losg from the
gale or other dlsposition of which was not deductible,

(d) Limitation on capital losses. Losses from
gales ov exchanges of capital assets shall he nllowed
ounly to thie extent of $2,000 pius the galns from such
sales or exchanges.  If a bank or trust compnny incor-
porated nader the lnws of the United States or of uny
State or Territory, a substantial part of whose busi-
ness Is the recelpt of deposits, sells any bond, deben-

For
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tute, note, or certifieate or other evidence of indebted-
ness issued by any corporation (inciuding one issued
by o government or potitieal subdiviston thereaf), v:ith
futerest coupons ar in registered forn, any loss result-
Ing fromn stich sale (except such portfon of the los as
does not exeeed the mmount, if any, by which the ad-
Justed basis of such Instrument execeds the par or
face value thereof) shall not be snbject to the fore-
golng fimitatlon and shall not bhe incladed in deter-
miuning the applicability of such limitation to other
Tosses.

(¢) Gains and losses from short sales, ctec,
the purpose of this chapter—

(1) zains or losses from short sales of property
shall be considered as guins or losses from sales ov
exchitnges of capitnl assets; and

(2) galns or losses attributable to the faflure to
exercise priviteges or optlons to buy or sell property
shall he consdered as gning ov losses from sales or
exclutnges of capltal assets held for oue year or less,

(f) Retirement of bhonds, ete.  Vor the purposes of
this chapter, amounts recelved by the holder upon the
retirement of bonds, debentures, notes, or certitientes
or other evidences of Indebtedness fssued by any cor-
poratlon (including those Issned by a2 government or
polltienl subdivision  thiereof), with fnterest coupous
or in registered form, shall be consldered as mmonnts
received in exchange therefor.  (June 22, 1936, 9: 00
pom, e GOS8 117, 10 Stat, 1601,

This rection, ag etneted by the Revenue Act of 1036, super-
sedes the correspotding !ll‘(l\lhlllllﬂ ot the Revenuve Adt of 1931
(Act May 10, 1934, ¢ 277, § 117, 48 Stat. 714) It npplies

anly fo taxable years Degluning uafter Dee. 31, 1045, by
seetlon 1, ante,

Ifor

§102. Sale of oil or gas properties. In the cuse
of u bona fide sale of any ofl or gas property, or any
interest therein, wiwere the principal value of the
property has leen demonstrated by prospectlng or
exploration or discovery work done by the taxpayer,
the portion ot the tax huposed by seetion 12 attribut-
able fo sueh sale shutll not exeeed 80 per centum of the
selling price of such property or interest.  (June 22,
1930, 9: 00 p. m., . GO, § 105, 19 Stat, 1678.)

This «ection, as enncted hy the Revenne Act of 1030,
supersedes the corvasponding provisions of the Revenue Act
of 12 (Aet June 6, 1832, ¢, 209, § 102, 47 Stnt, 102), I
npplies only to taxable years heglnning after Dee. 31, 1035,
by rection 1, ante,

§ 103. Exemptions from tax on corporations. The
following organizations shall be exenipt from taxation
under this chapter—

(1) Labor, agricuttuval, or hortlealtural organizo-
tions;

(2) Mutual savings banks not lnving a capital stoeck
represented hy <hares;

(3) FFraternal beneflieinry socioties, orders, or nsso-
clations, () operating ander the lodge system or for
the exclusive benelit of the moembers of o friternity
Hyelf operating under the lodge systemr; aud  (13)
providing for the payment ol life, sick, aceldent, ov
other benefits to the memhers of suelt society, order,
or assoclation or their dependents;

(4) Domestie buflding and loan assochittlons sub-
stantinlly all the business of whlell is conflned to
making loans to mentbers; and coopevative banks
without capltal stock organized and operated for
mttunl purposes and without proflt;

(8) Cemetery companles owned nud operated ex-
clusively for the benefit of their members or which
are wot operated for proflt; and any corporation
chiartered solely for burlal mrposes as a cemetory
corporation mud not permitted by Its charter to engage
in any business not necessarity incldent to that pur-
pose, no part of the net earnings of which Inures to
the beuefit of any private sharcholder ov individual;

(6) Corporations, nud any community chest, fund,
or foundation, organized nud operated exeluslvely for
religlous, charitable, scientifle, literary, or educatloual
purposes, or for the prevention of ernelty to children
or animanls, no part of {the net carnings of which
inures fo the henefit of nuy privafe sharveholder or
Indivlidual, and no substantinl part of the actlvitles of
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which is carrying on propaganda, or otherwise at-
{enipting, to iufluence leglstation;

(7) Business leagues, chambers of commercee, real-
cstate boards, or boards of trade, not organlzed for
profit and no pavct of the net eitrnings of which inures
to the benefit of any private shareholder or individual ;

(8) Civie leagues or organizations not organized
for profit but operated exclusively for the promotion
of soelnl welfare, or loeal ussoeiatlous of employees,
the membership of whieh is Hinited to the cmplovees
of a designated person or persouns fu n partleular
municipulity, and the net exrnlugs of which ave de-
voted exelusively to eharitable, eduentional, or veeren-
{tional purposes;

() Clubs organized and operated exelusively for
plensure, recreation, and other nonprotitable purposes,
no part of the uet earnings of which inures to the
benefit of any private sharcholder;

(10) Benevolent Hfe Insurance assoclations of a
purely loenl character, mutual diteh or frrigation com-
panies, mutual or cooperative telephone companies,
o1 Hke organizations; but only {I' 86 per centum or
more of the neome consists of amounts collected from
members for the sole pmrpose of meeting losses and
espoenses )

(11) IFarmers' or other mntuat hail, cyelone, cas-
milty, or fire insurance compnnies or associntions (in.
clwding interinsurers and reelproceal underwriters) the
income of which is used or held for the purpose of
paying losses or expenses;

(12) Farmers', fruit growers’, or like associatlons
organized and operated on a cooperative basis (a) for
the purpose of marketing the produets of niewubers or
othier producers, and turnlug back to them the pro-
ceeds of sales, less the necessary marketing expenses,
on the basts of elther the quantity or the valne of the
products farnlshed by {hem, ov (b) for the purpose
of purchasing supplies and equipment for the use of
members or other persous, and turning over such sup-
plies and eqnipment to them at actual eost, plus neees-
sary expenses.  Kxemiption shall not be denled any such
association beenuse it has eapital stock, {6 the dividend
rate of such sfock is fixed at not to exceed the legal
rate of inferest in the Stite of incorporation or 8 per
contum per anunum, whichever is greater, on the vilue
of the constderation for whieli the stoek was issued,
and if substantinily all such stock (other than non-
voting preferred stock, the owners of which are not
ontitled or permitted to partieipate, directly or in-
direetly, in the profits of the association, upon dissolu-
tion or otherwise, beyond the fixed dividends) s owned
by producers who nuirket fhelr products or purchase
their supplies amd equipment through the associntion;
nor shall exemption be denled any sach association
because there Is accummuted and malntained by it a
reserve required by State luw or a reasonnbie reserve
for any necessary purpose,  Such an association may
mwarket the products of nonmembers fn an amount the
vithie of wliich does not execed the value of the prod-
uets marketed for members, and may purchase supphes
anmd equipment for nonmembers in an amount the vaiue
of which does not exceed the value of the supplies and
equipment purchased for members, provided the vaine
of the purchases mude for persons who tre neither
mentbers nor producers does not exceed 15 per centum
of the value of ull its parchases. Business done for the
United States ov any of its agencies shall be dls-
regarded in defermining the right to exemption under
this paragraph;

(13) Corporations orvganized by an assoclation
exempt under the provistons of paragraph (12), or
members thereof, for the purpose of fluancing the ordi-
nary crop operaflons of such menbers or other pro-
ducers, and operated in conjunction with such as<ocia-
tion. Exemptioun shall not be denied any such corpora-
tion because it has capital stoek, if the dividend vate
of such stoek 1s fived at not to exeeed the legal rate of
Interest in the State of ineovporation or 8 per centum
per munum, whichever is greafer, on the valne of the
cousideration for which the stoek was issned, and If
substantinlly all such stoek (other than nonvoting pre-
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ferred stock, the owners of which are not entltled or
permitted to participate, diveetly or indireetly, in the
profits of the corporation, upon dissolution or othor-
wise, beyond the fixed dividends) I8 owned by such
association, or members thereof ;) ner shall exeuiptlon
be dented any such corporation becaunse there Is aceu-
mudated and maintaived by it a reserve requlred by
State Inw or o reasouable reserve fovr auy necessury
purpose ;

(1h) Corporations organized for the exeluslve pur-
pose of holding title to property, colecting Income
therefrom, awd turning over the entlre amount thereof,
less expenses, to an orgaidzation which itself iy exempt
from the tax hmposed by this chapter;

(16) Corporations organized under Act of Cougress,
it saeh corporations are mstrumentalltles of the United
States and if, nuder steh Acet, as amended and supple-
mented, suelt corporatlons are exempt frow Federal
ineome {axes;

(16) Volantary employees' beuetleinry  gssoclatlons
providing for the payment of lfe, sick, nceldent, or
aother benefits to the members of such assoelution or
thefr dependents, £ (A) no part of their net enrnings
inures (other than through such payments) to the
benefit of any private shaveholder or individunt, and
(B) 85 per centum or wmore of fhe hicome conslsts of
anmounts colieeted from wembers for fhe sole purpose
of making such payments and meefing expenses;

(17) Teachers’ vetivement fund associations of a
purely local charnceter, It (A) no purt of their net
earnings innrey (ofther than through payment of vetire-
ment berefits) to the benefit of any private sharcholder
or Individual, and (13) the incowme consists solely of
amounts received from publle taxation, mmouufs re-
celved from assessmenfs upon the teaehing salaries of
wembers, and inconie in respeet of investuients,

(18) Religlous ov apostolie assoelations or corporn-
tions, If such assoclatlons or corporafions have n com-
nion treasury or community fressury, even If such
associntions or eorporations ergage In business tor the
common benefit of the wembers, hut only if the mem-
bers thercof Inctude (at the time of fling their re-
turns) in their gross Income thelr entire pro-rata
shares, whetier distvibuted or not, of the net fncome
of the associntion ov covporation for such year. Any
anmount so ucluded in the gross income of a member
shall be freated as a dividend received. (June 22,
1936, 9: 00 p. ., ¢, 690, § 101, 19 Siat. 1673.)

This section, ns enacted by the Revenve Act of 10860, super-
sedes the corresponding provislons of the Revenue Act ¢f 1031
(Act May 10, 10931, ¢, 277, § 101, 48 Stat. 700, It appiles
only to taxable years begluning after Dec. 31, 1035, by section
I, ante. It 1s a reennctment of sucehb provislong witlhh the
additlon of paragraph (18).

§104. Surtax on corporations improperly accu-
mulating  surplus—(a) Imposition of tax. There
shall be levied, colieeted, und patd for ench taxable year
(In addition to other taxes imposed by fhis tifle) upon
the net income of cvery corporation (except as pro-
vided In subseetlon (£)) If such corporation, iowever
created or organized, is formed or availed of for the
purpose of prevenfing the imposition of the surtax
upon its shareholders or the sharcholders of any of hoev
corporution, through the medinm of permitting enru-
fngs or profits to aceumulate instend of belug divided
or disfributed.  (As amended Aug, 26, 1937, 10 4. m,,
c. 815, Title VI, § 601, 50 Stat. &30.)

(1) In the case of corporations not subjeet to the
surtiux on undistributed profits imposed by seetlon 13a,
a surtax cqual to the sum of the following:

20 per centumr of the amomnt of the retulned net
income not in excess of $100,000 ping

35 per centum of fhe amount of the retatued net in-
come in excess of $100,000.

(2) In the cnse of corporittions subjeet to the surtax
on undlstributed protits imposed by seetion 13a, a
surtax equal fo the sum of the foliowing:

15 per centwm of the amonnf of the retalned net
income 1ot In excess of $100,000. pins

25 per centum of fhie amoitmt of the retained net
incore in exeess of $100,000,
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(h) Prima facie evidence. The faet that any cor-
poration Is a mwere holding or fnvestment company, or
thatl the earuings or profits nre permitted to accumu-
Inte heyond the reasonnblie needs of the business, shail
be prima facle ovidence of a purpose to aveld surtax
upon shareholders,

(¢) Definitions. A< used In this chapter—

(1) Special adjusted net income. The term “spe-
claf adjusted net incorme” means the net income minus
the <sum of —

(A) Taxes. Federnl fncome, wuar-profifs, and ex-
coss-protits taxes pald or aeerued during the taxable
year, to the extent not attowed as a deduetlon hy see-
thon 23, but noi tocluding the tax hmposed by thls
seetlon or a corresponding section of o prior incone-
tax hiw,

() Disallowed charitable, ete., contributions.
Contribitlons or gifts, nof otherwise allowed ns a
deduetion, to or for the use of donees deserlbed in
seetlon 23 (o), for the purposes (herein speeitied,

(C; Disallowed losses. Losses {rom sales or ex-
chinag < of eapitnl ns<ets which are disallowed ag a
deduetion by seetlon 101 (d).

(D) Bank aftiliates.  In the case of a holding com-
puny alillinte (as defined In seetion 2210 of Tifte 12),
the muonnt attowed as a eredit under sectlon 26 (d).

(1) National mortgage assaciations, In the ense
of a naflonat mortgage associnfion creiated under see-
tion 1716 of "Fitle 12, fhe wmount nilowed as a eredit
under section 26 (e).

(2) Retained net income, The ferm “refained net
fueome”™ means (he speceial adjusted net ineoue minus
the sum of the dividends paid credit provided in sece-
tion 27 and the eredit provided In section 26 (¢), re-
lating fo econfracts restricting dividends. Tor the
purposes of this subseeflon, such credits shatl he com-
puted by «ubdtituting fn seetlon 26 (e) and in seetlon
27 for the words “adjusted et Income” wherever ap-
peariug In such seetions the words “speelal adjusfed
net fueome,”

(0 Payment of surtax on pro rata shares. The
fax hmposed by thls seetlon shalf not apply If (1) all
the sharcholders of the corporation include (af the
time of fiting (hejr refurns) in their gross income thele
entire pro rata shares, whether distributed orv uet, of
{lie retnined net income of the corporvation for such
yoear, and (2) 90 per centum or more of such retained
uet ineome s so Included n (he gross incone of shave-
holders ofher than vorporations.  Auy amonnt se in-
cluded fn the gross fncome of a sharcholder shaif be
treated as a dividend recefved,  Any subsequent dls-
tributfon made by fhe corporation onf of earnings or
proflfs for sueh taxable year shall, If disteibuted to
any sharcholder who has so Ineiuded in his gross
income his pro rata sharve, be exempt from tax in the
amount of {he share so Included,

(e) Tax on personal holding companies. Far sur-
tax on personal holding compunies, see subehapter D.
(As amended Aug. 206, 1037, 10 a. wm,, e, 815, Title 1,
§ 2, 60 Stat, 817.)

(f) Corporations excepted.
apply fo any corpovation—

(1) With respeet to o taxable year beginnlug affer
December 31, 1056, i the covporafion is with respeet
ta such year a personal holding company as defined
in svetion 332,

(2) With respeet {o a faxable year beginnlng be-
fore Junuary 1, 1937, if (he corporatlon s wlth respect
to sueh year a personid holding company as defined
in secetlon 311 () (1) before the mmendment of sub-
chapfer 1 by scetion 1 of fhe Revenue Aet af 1087,

(3) With respeet to o taxable year ending afler
August 26, 1937, 10 a. n1, I (Le corporafion is with
respeel to sueh year a forelgn personal holding com-
paiy as defined in seeflon 326, (Juune 22, 1086, 900
P, e GO0, § 102, 49 Staf. 1676, ns amended Awug, 20,
1007, 10 o,y o, 815, "Tile 1, § 2, 50 Stal, 8173 Aug. 26,
M7, 10 4. m,, ¢, 8135, Title VI, § 601, 50 Siat. 830.)

Thid gectlon, as emcted by the Reveme Act of 1936, super-

sedey the vorresponding provigions of the Revenue Act of
TN (Aet May 10, 1984, ¢, 277, § 102, 18 Stat, 702),

This gection shall not
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Act August 26, 1037, c. 815, Title VI, § 601, §0 Stat. 830,
changed sccomd parenthetleal phiase in subsection (n) nn
added subsection (1), Section 2 of Act Aug. 20, 1937, ¢, 819,
Title I, afTected subseetion (e).

§ 106. Rates of tax on citizens and corporations of
certain foreign countries. Whenever the President
finds that, under the laws of any fareign country,
eltlzens or corporations of the United States ave belug
subjected to diserlminatory or extraterritorinl taxes,
the DPresident shafl so proclaim aud the rates of tax
Imposed by seefions 11, 12, 13, 201 (I, 204 (a), 210
(1), and 231 (a) shali, for the faxable year during
which sueh proclnmation s made and for ench taxable
year thereaffer, be doubfed in the éuse of each clflzen
idd corporafion of sueh fareign commtry; hut {he tax at
such doubied rafe shalf be considered as Imposed by
sections 11, 12, 13, 201 (b), 204 (a), 210 (a), ov 2531 (a),
as the cuse may be,  In no ease shadl this section oper-
ate fo Inerease flie taxes imposed by such sectlons
(computed without regard to this scetlon) to an
amoeunt i excess of 80 per cenfum of the net lucome
of (he taxpayer., Whenever the President Ilnds that
the faws ol any forelgn country wlth vespeet to whieh
the Prestdent has made a proclamation under the pre-
ceding provisions of this scefion have been maodliied
so that diseriminatory and estraterritorinl taxes ap-
plicabie to cltizens nnd corporations of the United
States have heen removed, he shail so proclaim, and
the provisians of thls scefion providing for doubled
rates of tax shall nof apply to any cllizen or ecorpora-
tion of such forvign country with vespeet to auy tax-
able year heginuing after stweh proclamation < mnde,
(Fune 22, 103G, 9: 00 p. m., ¢. 600, § 103, 49 Stat. 1677.)

Thls gectlon, a4 enacted by the Revenue Aet of 19126, super-

gedes the correspouding provisions of the Revenue Aet o)
1981 (Act May 10, 1031, c. 277, § 103, 48 Stat. 704). 1t
applies oniy to taxable yoars hegiuning after Dec, 31, 1935,
by seetion 1, ante, It isx o reenactnent of sueh proviglons
with the exception of changes in the lrst sentence,

§ 107. Banks and trust companies—(a) Definition.
As used in this secetlon the term “bank’ menns u hank
or trust company hncorparafed and deing business
under the laws of the United Stafes (Inelndiug laws
retnting fo the District of Columbin), of wuy Siafe, or
of any Territory, a substantial part of {he business of
which consists of recelving deposits and making loans
and  disconnts, or of exercising Iduclavy powers
similar to those permltied to natlonal banks undoer see-
tion 248 (k) of Title 12, and which is subjeet hy law to
supervision and examination by State or Federal au-
thority bhaving supervisfon over banklng institullons.

(b) Rate of fax, Buanks chall be toxable in the
same manner as other corporations, except (hat they
shall not be subject fo the sweiax imposed by seetion
13a, and except that the normai tux iwposed by see-
tion 13 shall he at the vafe of 15 per centum instead
of at fhe rates provided In suelt seetion,  (June 22,
1936, 9: 00 p. m., ¢, 690, § 104, 1) Stat, 1677.)

Revenue nets prior to the Revenue Act of 1936 contafned
no provisions corresponding to this seetion,

SurrneMmeNT B.—CoMrurArion ot Nir INcoME

§ 111, Determination of amount of gain or loss.

This seetion was reenacted wlthout chauge v Aet June
22,1934, 0:00 p om., ¢ 6Y0, § 111, 1D St 1078

In snbsectlon (¢) of this section the word “titte should
read “chapter.”

§ 112, Recognition of gain or loss—(a) General
rale.  Upoun the sale or exchiange of property the
cutire amownd of the gafn ov loss, determined under
seefton 111, shalf he recognized, exeept as hereinafier
provided in this scetion,

(b) Exchanges solely in kind

(1) Property held for productive use or invest-
went, No gain or less shat be recogulzed I property
held for productive use in (rade or bhusiness or for
nvestment  (nof Inelwling sfock In fvade or other
propevty held primarily for sale, nor sfoeks, bonds,
nofes, ehoses in acflon, certificates of frust or hene-
fieial Inferest, or other securities or evideuces of in-
debtedness or inferest) iy exchanged solely Lov prop-



age 313

erty of a like kind to be held elther for productive
use iu trade or business or for investment,

(2) Stock for stock of same corporation. No gain
or loss shall be recogaized I common stoek In a eor-
poration is exchauged solely for common stoek in the
sume corporation, or if prefevrved stock in a corpora-
tion iIs exchanged solely for preferred stoek in the
sume corporation.

(3) Stock for stock on reorganization. No galn or
loss shall be vecognized if stoek or securitles in o cor-
poration a party to a veovganization ave, in pursuauce
of the plan ol veorganization, exchanged solely for
stock or seeurities in such corvporation or in another
corporalion a parly to the reorgauization,

(4) Sunme—Gain of corporation, No gain or losy
shall be reeognized i€ o corporation a party to a
reorgnulzation exchanges property, in poursuanee of
the plan of reorganization, solely for stoek or seeurl-
ties in aunother corporation a party to the 1corganiza-
tion,

(5) Transfer to corporation controlled by trans-
ferov. No giain or ioss shall be vecognized i property
is transferred to a corporation by oune or more per-
sons solely In exchauge for stock or securvities in such
corporation, und immedintely after the exchange sueit
person or persens are in control of the eorporation;
but i the eaxe of an exchauge by two or move persons
this paragraph shall apply oniy If the nmownl of the
stock and sccurities recelved by each is substuntinlly
in proportion to his interest in the propeety prior to
the exchange,

(6) Property received by corporation on complete
liquidation of another. No gain or loss shall be recog-
nized upon the veeeipt by n corporidion of property
disfributed in complete liguidation of anothiey corpora-
tion, ffor the purpoeses of this paragraph a distribu-
tion shiall be considered to be in compicete Hguidation
ouly if—

(A) the corporation receiving such property wis, on
the date of the adoption of the plim of liquidation,
and has continued to be at ali times uatii the reecipt of
the property, the owier ol stock (in such other ecorpo-
ration) possessing at least 80 per centum of the totad
rombined voting power of all classes of stock entitied
to vote and the owner of at least 80 per econtum of the
totnl nmimber of shaves of all other classes of stock
(exeept nonvoting stock which is Hmited and pre-
ferred as to dividends), and was at no time on or after
the date of the adoption of the plan of Hquidation and
untii the receipt of the propevty the owner of a greater
percentage of any clasy of stoek than the pereentagoe
of such ciass owned at the time of the receipt of the
property ; and

(B) no distribution under the Hquidation was mnde
hefore the first day of the fivst taxable year of the
corporntion beginning after Decewber 31, 19855 and
cither

(C) the disteibution §s by such other corporatlon in
complete cancellation or redemption of ali its stoek,
aud the transter of ail the property oceurs within the
taxuble year; in sueh ense the adoption by the stock-
hotders of the resolution under which is anthorvized the
distribution of all the assets of such corporation in
complete eancellation or redemption of all its stock,
shall be considered an adoption of a plan of iigquida-
tion, even though no tiwe for the completion of the
trunsfor of the property is specitied in sueh resolution;
or

(D) sueh distribution is oue of a series of distribu-
tious by such other corporation in complete caneelln-
tion or redeption of all its stock in aceordance with
a plan of iiguidation under which the tynnsfor of ali
the property under the Hyuldation is to be completed
within three years from the close of the taxabice year
during whilch is made the tivst of the sovies of distribu-
tions under the plan, except that If such teanster is
not completed within snch period, or if the taxpayer
does not continne gualiticld amler subparageaph (A)
untit the completion of sueh transfer, no disteibution
under the plan shall be considered a distribution in
complefe lguidation.
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If such transfer of all the property does not ocenr
within the taxable year the Commissioner may vequire
of the taxpayer such bond, or walver of the stntute of
Hmitations on ussessment and colleetion, or both, as
he muy deent necessary to insure, if the transfer of the
property s not completed within such  three-year
period, or i the taxpiyer does not contine qualitied
under subparagraph (A) until the completion of such
transfer, the assessment and colleetion of all Income,
war-profity, and excess-profits taxes then imposed by
Iaw for such taxable year ov subseipuent taxable years,
to the extent attributable to property so rveeeived, A
distribution otherwise coustituting n distribution in
complele Hguidation within the meaning of this para-
graph shail not be considered as not constituting sueh
o distribution merely beeanse it does not constitute a
distetbntion or tiquidation within the meaning of the
corporate tw under which the distribution s made;
and for the purposes of this parageapit a transter of
property of such other covporatlon to the taxpayer
shail not be considered ns not constitmting a distribme.
tion (or one of a series of distributions) in cowplete
cancellation or vedemption of ali the stock of sneh other
corporation, merely because the carrying out of (he
plan involves (1) fhe transfer under the plan to the
taxpayer by such other eorporation of property, not
attribiiable to shares owned by the taxpayer, upon an
exchange deseribed In paragraph (4) of this subseetion,
and (i) the complete enncetlation or redemption under
the plan, as a resull of exchanges deseribed fn paven-
graph (3) of thls subscetion, of the shares not owned
by the taxpayer.

(¢) Gaiu from exchanges not solely iu kind

(1) 1f an exchauge would he within the provisions of
subseetion (b)Y (1), (2), (3), or (5) of thiy section if
it were not for the fuet that the property received in
exehange consists not ouly of propervty permitted by
stueh parngeaph to he reeelved withwont the recognition
of gain, but also of other property or moucey, then the
gain, if any, to the reeipient shail be recogalzed, but
in an amount not in exeess of the sum of such woney
and the fafr marvket vatue of sueh other property.

(2) If n distribution made in pursunucee of a plan of
reorganization is within the provisions of paragraph
(1) of this subscetion bat huas the effeet of the distri-
bution of a taxable dividend, thea theve shindi be taxed
as o dividend to each distributee such an amount of the
zain rvecognized under pavagreph (1) as i not in
exeess of his ratabie share of the wdistributed earn.
ings and protits of the corporation acenmuianted after
February 28, 1013, "The vemwnluder, it any, of the gain
recognized under pacagraph (1) shail be taxed as n
gain from the exchange of propevty,

(D Same—Gain of corpovation. If un exchange
wonld be within the provislons of subsection (h) (1)
of this xection if it were not for the fact that the
property received in exehinge consists not only of stock
or sceenritles permitted by such paragraph to be re-
ceived without the vecognition of gain, but also of
other property or money, then—

(1) If the corporation recelving such other property
or money distributes it in pursuanee of the plan of
reorganization, no gain to the corporvation shall be
recognized from the exchange, but

(2) If the corporation recelving sueh other property
or money does not distribute it in pursuance of the
plan of reorganization, the gain, If nuy, to the carpora-
tion shinil be vecognized, but in an amonnt not in exeess
of the sum ol such money nmd the fair market value
of such other property so vecelved, which is not so
distributed,

(¢) Loss from exchanges not solely in kind, If
an exchange wottld be within the provisions of subsece-
tion (b) (1) to (B), inclusive, of this seetion i1 it
were not for the faet that the property received in
exchange consists not only of property permitted by
such parageaph to be received without the recognition
of guln or loxs, but also of olher property or wmoney,
then no loss from the exchange shail be recounized,

(N Involmtary conversions, If property (as n
result of its destruetion In whole or in part, theft or
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selzure, or an exerclse of the power of requisition or
condemmation, or the threat or imeninence thercof) is
compnlsorily or Tuvefuntarily converted fnto property
shintinr or related In service or use to the property so
convertind, or into moury which is forthwith in good
faith, under reguluntions preseribed by the Commis-
sloner with the approval of the Seeretary, expended In
the acquisition of other property similur or related in
service or use to the property so converted, or in the
gequisition of controi of a corporation owulng sueh
other property, or In the establishment of a veplace-
ment fmud, no guln or loss shall be recogulzed,  If any
Pt of the waney Is nof so expeuded, the gain, if any,
shall e recognized, bhut in ap amount not I excess
of the money which is not so expended.

() Delinition of reorganization. As used i thls
section and seetion 113—

(1) The term “reovganization’” meavs (A) n statu-
tory merger or consolidatlon, or (B) the acquisition by
one corporation in exchange solely for all or a part of
it voring stock: ol at least 80 per eentum of the vot-
I stoek and at least 80 per centum of the total
number of shares of all other elusses of stock of an-
other corpovationy or of substantially all the prop-
ortles of another corporation, or () a transfer by a
corporation of all or a part of its assets to another
carporation It Immediately after the transfer the trany-
foror or s stockholders or both are i control of the
corporation to which the assets are transferred, or
(1)) a recapitalization, ov (1) a mere change In iden-
tity, form, or pince of organization, howeser effected.

(2) The term “n pavty to a reorganization” fuciudes
a corporation resulting from a reorganization and in-
cludes hoth corporations in the case of a reorganiza-
tiom vesnlting from the acquisition hy one corporntion
of stoek or properties of another,

(h) Definition of control.  As used In this secetion
the term “control” means the ownersitip of stoek pos-
sessing at feast 80 per centum of the total combined
voting power of all classes of stock entitied to vote
and at least 80 per centum of the total number of
shares of atl othor classes of stock of the eorporatlon,

(i) Foreign corporations. In determinlug the ex-
tont to whiclh galn shull be recognized In the ease
of any of the exchanges (made after June 22, 1930)
deseribed in subseetion (b)Y (3), (4), (5), or (1), or
deservibed In so much of subseetion (c) as refers to
suleetion (h) (3) or (5), or deseribed In subsection
(), a forelgu corporation shall not be considered ns
a corporation unless, prior to such exchange, It has
been established to the satisfaction of the Commis-
stoner thit suell exchange Is not In pursunnce of o
plan having as one of Its principal purposes the avoid-
anee of Fedoral income taxes.  (June 22, 1936, 9: 00
p. D1, e 690, § 112, 49 Stat, 1678.)

this wecilon, as ehacted by the Revenue Act of 1034,
sipergedes the cortesponting proyvislons of the Revebue Aet
of 1931 (Act May 10, 1931, ¢ 277, § 112, 4 Stat, 704), 08
amended by Act Augnst 80, 1935, ¢, 820, § 110, 10 Stat, 1020,

It applies” onlv to taxable yeavs beginmng atter Dee, 31,
1935, by section 1, ante.

§ 113. Adjusted basis for determining gain or
loss—(a) Basis (unadjusted) of property. 'The basis
of property shall be the cost of such property; except
thot—

(1) Inventory value. I the properiy should have
been necluded in the iast bnventory, the basis shall be
the Inst Inventory value thercof.

(2) Gifts after December 31, 1920, If the prop-
erty was acquirved by gift after December 31, 1920, the
Dbusls shall be the same as 1t wouid be in the hands
of the donor or the last preceding owner by whom it
wis not acqoived by gift, except that for the purpose
of deterniining loss the basls shall be the basis so de-
termined or the falr market valne of the property at
the thme of the gift, whichever Is lower. If the faets
necessary to determine the basis in the hands of the
donor or the iast preceding owner are unkuown to the
donee, the Commissioner shall, If possible, obtain such
Iaets from such donor or last preeeding owner, or any
other person cogniznnt thereotf,  If the Commissioner
thiks It finpossible to obtatu sueh facts, the basis in the
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hands of such donor or last preceding owner shall be
the fair market value of sueh property as found by
the Commissioner as of the date or approximate date
at which, according to the best fnformation that the
Conunissioner is able to obtain, sueh property was
aequived by such donor or last preceding owuer,

(3) Transfer in trust after December 31, 1920.
If the property was acquired after Deeember 31, 1020,
by a transfer in tenst (other than by a transfer in
trust hy a bequest or devise) the basis shall be the
same as it would be in the hands of the grantor, in-
creased in thie amount of galn or decreased In the
muovit of loss recognlzed to the grantor upou such
{ransfer under the law appiicable to the year fu which
the transfer was made,

(1) Gift or transfer in trust before January 1,
1921. If the property was acquired by gift or trans-
fer in trust onn or before December 31, 1020, the basis
shail be the falr market vajue of such property at the
time of such aequisition,

(5) Property transmitted at death. If the prop-
erty was acquired by bequest, devise, ov inheritance,
or by the decedent's estate trom the decedent, the
basis shall be the fair market value of sucit property
ut the time of such acquisition, In the euse of prop-
erty transferred in trust to pay the income for life
to or upon the order or direction of the wrantor, with
the right reservedl to the grantor at ail times prior to
his death to reveke the trust, the basis of such prop-
erty In the lmnds of the persons entitled under the
terms of the trust instrnwent to the property after
the grantor's death shall, after such death, be the
rame as if the trust Instrmment had been ¢ will exe-
cuted on the day of the grantor's death. Fov the
purpose of this paragraph property passing withon
fulf and adequate consideration under a general power
of appuintment exevelsed by will shall be deemed to
e property passing from the individusl exercising
sueh power by bequest or devisy, I the property was
aequived by bequest, devise, or Inhevitance, or by the
decoedent’s estate from the decedent, nod it the de-
cedent dled after August 26, 1937, 10 o, m,, and if
the property consists of stock or seeurlties of n tor-
elgn corporation, which with respeet to its taxable
veur next preceding the date of the decedent'’s death
was 1 foreign personal holding compony, then the
basls sball be the falr mailet vaiue of sueh property
at the time of such acquisition or the hasis In the
bhands of the decedent, whichever is lower,  (As
amended Aug 24, 1937, 10 a, m., ¢, 815, Title 11, § 204,
00 Stat, 824.) .

(6) Tax-free exchanges generally. If the prop-
erty was acquived, after Febrnary 28, 1013, upon an
exchange desciibed in seetion 112 (b) to (¢), inelu-
sive, the basls (exeept as provided In paragraph (15)
of this subsection) shail be the same as Ju the case
of the properiy exchanged, decrensed In the nmount
of any money received by the taxpayer and inereased
in the amount of gain or decreased In the amount of
loss to the taxpayer that was recoguized upon such
exchatige nnder the law appileable to the year in
which the exchange was made, If the property so
acequired consisted in part of the type of property
permitted hy secetion 112 (b) to be recelyed without
the recognition of gain or loss, and In part of other
property, the basis provided in this parvagraph shall
be aliocated bhetween the properties (other thau
money) reeeived, and for the purpoze of the aloea-
tion theve shall be asslgned to such other property an
amount cquivalent to its falr mavket value at the
dnte of the exchange, This paragraph shall not apply
to praperty gequired by a corporation by the issuance
of its stoek or seeurities as the eonslderation in
whole or In part for the transfer of the property o i,

(7) Transfers to corporation. If the properly was
nequired after December 31, 1917, hy a corporntion
in connection with a reorganization, then the basls
shall be the same as it would be in the handg of the
transferor, fuereased in the amount of gain or de-
ereased In the amount of loss vecognlzed to the trans-
feror upon such transfer under the law applicable to
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the year In which the transfer was made. This para-
graph shail not apply if the property ncquired con-
sists of stock ov securities in a corporntion a party
tothe reorganization, nnless acquired by the issuance
of stock or sccurlties of the transferce as thie con-
slderation in whole or In part for the transfer,

(8) Property acquired by issuance of stock or as
paid-in surplus. If the property was ascquived aftev
December 81, 1920, by a covporation—

(A) by the issuance of its stock or securltles in
conneetion with o transaction deserlbed In section
112 (b) (5) (ncludlug, ulso, enses where part of the
conshkderntlon for the transfer of such property to the
corporntion wns property or money, in addition to
sueh stock or securities), or

(B) as pald-In surplus or as a coutribution to
cupital,

then the bhasls shall be the same as it would be in
the hands of the transferov, fuereased in the amount
of galr or decreased In the amount of less recognized
to the transferor upon such transfer under the law
applieable to the year in which the transfer was made.

(9) Involuntary conversion, If the property was
acquired, after February 28, 1013, as the result of a
compulsory or inveluntary conversion deseribed in
section 112 (f), the basls shall be the same as in tbe
case of the property so couverfed, deercased in the
amount of any wmoney recetved by the taxpanyer which
was not expended in accordance with tiie provisions
of faw (applicable to the year fu which sneh conver-
sfon was made) determlnlng the taxable status of the
galn or loss upon such conversion, and Increased in
the awount of gain or deercased in the nmount of
loss to the taxpayer recognized upon such conversion
under the Inw applicable to the year In which such
couversion was made.

(10) Wash sales of stock. If the property consists
of stuck or securitles tire ncquisition of which (or the
contract or optlon to acqulre which) resulted in the
noudednetibitity (under sectlon 118 of this chapter or
corresponding provislons of prlor Income tax laws,
reluting to wash sales) of the loss from the sale or
other disposttion of substantinlly ldentical stoek or
securities, then the basls shali be the basis of the
stock or seenrlties so sold or disposed of, increased or
decrensed, ns the case may be, by the difference, If any,
between the price at which the property was acquired
and the price at which such substantinlly [dentleal
stock or sceuritles were sold or otherwise dlsposed of.

(I1) Property acquired during affiliation, In the
case of property acquired by a corporatlon, during a
period of aflitintion, from a corporation with which It
was affitinted, the basis of such property, after such
period of affillation, shall be determnined, in accord-
ance with regulations preseribed by the Commissioner
with the approvad of the Seerctary, without regard to
inter-company transactions in respeet of which goin
or foss was not recognized. For the purposes of this
paragraph, the term “period of athilintion” means the
period during which snch corporatlons were atiilated
(determined In accordunce with the taw applicable
thereto) but does not include nny taxabie year begin-
ning on ov after January 1, 1022, unless a consolidated
return was nide, nor any taxable year after the tax-
able year 1028, The basls lu case of property ac-
qulred by a corporatlon duving auy period, in the tax-
able year 1929 or any subsequent taxable year, In
respeet of which a consotldated veturn Iy made by such
corporatlon under seetlon 141 of thls chapter ov the
Revenne Act of 1928, May 20, 1028, ¢, 852, § 141, 45
Stat. 831, or the Revenue Act of 1932, June 6, 1932,
e, 209, § 141, 47 Siat. 213, or the Revenue Act of 1934,
May 10, 1034, c. 277, § 111, 48 Stat. 720, shall be deter-
mined In necordanee with regnlations preseribed nnder
sectlon 141 (b) of this chupter or the Revenuwe Act of
1928, May 20, 1028, ¢, 852, § 141, 45 Stat. 837, or the
Revenue Act of 1032, June 6, 1932, ¢. 200, § 141, 47
Stat. 213, or the Revenue Acet of 1934, May 10, 19314,
e, 277, § 141, {8 Stat, 720, 'The basts i the ense of
property held by a corporation during any period, in
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the taxable year 1929 or any subsequent taxable year,
in respeet of which a consolldated vetnrn is mado by
such corporation under seetion 141 of this chupter or
the Revenue Act of 1028, May 29, 1028, ¢, 862, § 141, 46
Stat. 831, or the Reveuune Act of 1032, June 6, 1032,
e 200, § 141, 47 Stat. 218, or the Revenne Act of 19004,
May 10, 1031, ¢. 277, § 141, 48 Stat, 720, shail be ad-
Justed in respeet of any Htews relating to such perfod,
in accordance with regulutions prescribed nuder see-
tion 141 (I) of this chapter or the Reveonue Aet of
1928, Mny 29, 1028, ¢. 802, § 141, 456 Stat, 831, or the
Revenne Act of 1932, June 4, 1932, ¢, 200, § t4i, 47
Stat. 213, or the Revenue Act of 1031, May 10, 1034,
e 277, § 1, 48 Stat. 720, applleable to such perlod.

(12) Basis established by Revenne Act of 1932, 1f
tiie property was acguired, after Iebruary 28, 1013,
in any taxable year beginniug prior to January 1,
1034, aud the basis thereof, for (he purposes of the
Revenue Act of 1932, Juue U, 1032, ¢, 204, 47 Stat, 173,
was preseribed by sectlon 113 (1) (8), (7)), or (9) of
sruch Act, then for the purposes of this chapler the
busls shall be the sanme as the basts thereln preseribed
In the Revemie Act of 10382,

(13) Partnerships. If the property was acquired,
after Pebruary 28, 1013, by a partnership and the hasly
is not otherwise determined nnder any of the para-
graphs (1) to (12), inclusive, of thls subscetion, then
the basis shnli be the snme as it would be fu the hands
of the trausteror, incrensed In the mmount of gain or
deerensed In the amount of loss recognized to the
transferor upon sueh transfer nuder the taw appli-
cable to the year in which the transfer was made,
If the property was distributed in kind by a partner-
ship to nny partuer, fthe basis of such propeviy ju
the hauds of the partner shall be such part of the
basis in his hands of his partnershlp intervest as is
properly allocable to such property.

(14 Property acquired before March 1, 1913, In
the case of property acquired before March 1, 1913,
If the basls otherwise determlued nnder thig subsec-
tion, adjusted (for the period prlor to March 1, 1013)
as provided in subscetion (b), is less than the falr
market value of the property as of March 1, 1013, then
the basis for determiuing gain shall be such fair
market valne, In determiuilng the falr market value
of stock in a corporatlon as of March 1, 1013, due
regard shall be given to the fair market vaiue of the
nssets of the corporatlon as of that date.

(15) Property received by a corporation on com-
plete liquidation of anotber. If the property was
received by a corporation upon a distribution in com-
plete tiquidation of another corporation within the
meandng of seetion 112 (b) (0), then the basls shall
be the same as it would be in the hands of the trans-
feror.

(16) Basis established by Revenue Act of 1934,
If the property was nequlved, after February 28, 1913,
in any taxable year beglnning prlor to January 1,
1936, aud the basls thereof, for the purposes of the
Revenue Act of 1934, May 10, 1934, ¢. 277, 48 Stal.
G10, was preseribed by seetion 113 (a) (6), (7), or
(8) of such Act, then for the purposes of this chapter
the basls shall be the same as the basts therein pre-
seribed in the Revenne Act of 1934,

(b) Adjusted Basis. The adjusted basis for deter-
nining the gnin or loss from the sale or other dls-
position of property, wheuever acquired, sball be the
basis determined under subsection (a), ndjusted as
hereinafler provided.

(1) General rule. Droper adjustment in rvespect of
the property shall in atl eases he mnde—

(A) for expenditures, receipts, lusses, or other items,
properly chargeable to capital account, leluding
taxes and other earrying charges on unlmproved nnd
unproductive real property, hut no such adjustment
shall be made for taxes or other carrying charges for
which deductlons have heen faken by the taxpayer in
determinlug net Income for the taxable year or prior
taxnble years;

(13) in vespeet of uny period since Felnruary 28, 1913,
for exhanstion, wenr and tear, obsofescence, amorti-
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zation, and depletlon, to the exteut allowed (but not
less than the amount allowable) under this chapter or
prior tneome tax Inws, Where for any taxable year
prior to the taxable year 1932 the depletlon allowance
was based on discovery valie or a percentage of In-
come, then the adjustiuent for depletion for such year
shutt e baged on the depletion whieh would have been
anltowable for such year If computed without reference
to discovery vualue or n percentage of income,

(') fn respect of any perfod prlor to March 1, 1913,
for exhavstion, wear and tear, obsolescence, mnortiza-
tion, and depletlon, to the extent sustained;

(D) in the ease of slock (to the extenl not provided
for In the foregolng subparagraphs) for the amount of
distributlons previously made which, under the ifaw
applieable (o the year in which the dlstribution was
mutde, either were lax-free or were appifeable In redue-
tlon of basts (not including dlstributions made by a
corporation, whleh was classified as a personal service
corporation nnder the provisions of the Revenue Act
of 1918 or 1921, out of its earnlngs or prolits which
were [axable In accordance with the provisions of the
Revenue Acl of 1018, e, 21, 191, ¢, 18, § 218, 40 Stat.
1070, or the Revenne Act of 1921, Nov, 23, 1921, ¢, 130,
§ 218, 42 Stat. 215); and

(I2) 1o the extent provided In seetion 32%¢ (1) in the
ease of the stoek of Unlted States shavebolders In o
foreign personal holding company.  (As added Aug.
26, 1937, 10 0, m., ¢, 815, § 208, 50 Siat. 826.)

(2) Substituted basis, The term “subistituted hasis”
ax nsed In this snbscetion means a basis delermined
mnder any provision of subsection (n) of (s section
or under nny corvesponding provision of a prior in-
colm(- tux law, providiug that the basis shall be deter-
mined—

(A) by reference to the basis in the hands of o
trausferor, donor, ot grantor, or

(1) by reference to other propervty held at any time
by the person for whom the basis 18 (o be determined,

Whenever It appenrs that the basls of property Iu the
hands of the taxpayer is a substituted basls, then the
adjustiuents provided In paragraph (1) of (hig sub-
seetion shall he made after first making in respeet of
sueh substituted basts proper adjustments of n simllar
nature in respeet of the period during which the prop-
erty was held by the (rausferor, donor, or grantor, or
durbig whieb the other property wus hield by the person
for whom the basls is to he determlned, A slmilar rule
shall be applied in the ease of a serles of substituted
huses,  (June 2201936, 9: 00 p. m., ¢, 690, § 113, 49 Siat.
1682, os amended Aug. 26, 1937, 10 a. m,, ¢. 815, Titic
IT, §§ 203, 204, 50 Stat. 825,)

This weetlon, as enncted by the Revenue Aet of 1936, supor-
gedes the corresponding provisions of the Revenue Aet of 1934

(Act May 10, 1034, ¢, 277, § 113, 48 Stat 700). It applies
only to taxable years beginning after Dee. 31, 1086, by sectlon

1, nute,
1037, ¢ 810, §203, 50 Stat. 825, pdded

Act August 26,
patngraph SE) to snbsection (h) (1), and section 204 of

?'ul)(l net added last sentenee to paragraph (5) of subsection
).

§ 114. Basis for depreciation and depletion—(a)
Basis for depreciation. ‘he hasls upon whleh ex-
haustlon, wenr and tear, and obsoleseence are to he
allowed In respeet of any properly shall be the ad-
Justed basis provided In scetfon 113 (b) for the pur-
hose of determining the galn upen the sule or other
disposltlon of such property.

(b) Basis for depletion

(I) General rule. The basls upon which depletion
fs to he allowed In respect of any property shail be
the adjusted basis provided in section 113 (b) for the
purpose of determIning the grin upon the sale or
other Qisposltion of sueb property, except as provided
in paragraphs (2), (8), and (4) of this subseetlon,

(2) Discovery wvalue in case of mines, In the case
of mines (other than metal, coal, or sulphur miues)
discovered by the taxpuyer after Iebruary 28, 1013,
the basls for depteticn shalt be the falr market value
of the property at the date of discovery or wlithin
thirty days thereafter, if sueh mines were not ae-
quired as tbe rasult of purchase of a proven truet or
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Iease, and if the falr market value of the property
is materially disproportionate to the cost. The deple-
tion allowance under scction 23 (m) based on dis-
covery value provided In this pavagraph shall not ex-
ceed 50 per eentum of the net income of the taxpayer
(computed without allowanee for depiction) from the
property upon which the discovery was made, except
that in no case shall the depletlon allowance under
section 23 (m) be less than It would be if computed
without reference to discovery value.  Discoveries
shall inelnde mlnerals Iin commerelai guantitles eon-
tained within a vein or deposit diseovered in an exist-
ing mine or mining tract by the laxpayer after Febru-
ary 28, 1913, If the veln or deposit thus dlscovered
was not merely the uninterrupted extension of a con-
tinulng commercial veln or deposit alrendy known to
exist, and if the diseovered mineranls are of sufficlent
vithie and quautity that they could be scparately
mined and wmarketed at a proflit,

(3) Percentage depletion for oil and gas wells,
I the case of oll and gns wells the allowance for de-
pletion under sectlon 23 (1) shall be 2734 per centum
of ihe gross inecome from the property durlng the
taxable year, exeluding from such gross ineome nun
amount equal to any rents or royaities pali or in-
enrred by the taxpayer In respeet of the properiy.
Sucll aliowanee shall not exceed 50 per centum of the
nel income of the taxpayer (computed without allow-
anee for depletion) from the property, except that in
no ease shall the depletion allowauce under seetlon
23 (m) be less than it would be If computed without
reforence to this paragraph.

(1) Percentage depletion for coal and metal mines
and sulphur, The allowauee for depleiion under sece-
tlon 23 (m) shall be, In (he ease of conl mlnes, 5 per
centum, In the ease of metal mines, {ifteen per centan,
and, In the case of sulpnr mines or deposils, 23 per
centuny, of the gross Ineome from the property durlng
the tuxable year, excinding from sueh gross Income an
amouni equal to apy renls or royalties puid or lneurred
by the taxpayer In respeet of the property. Such al-
lowance shall not exceed 50 per centwin of the net
fncome of the taxpayer (computed without allowance
for depletion) from the property. A taxpayer making
Dis tirst veturn under this (itle in respeet of a property
shall state whether he clects to have the depletion
allowance for sueh properly for the taxable year for
which the refurn fs made computed with or without
regard to percentage depletton, and the depletlon ailow-
ance in respeet of sueh property for such year shall be
computed secording (o the eleetion thus made, If (he
taxpayer fails to muke such statemeni in the return,
the depletion allowance for such property for sueh year
shalf be computed without refevence to percentage de-
pletion.  The method, delermined as nhove, of comput-
ing (he depletion allowance shali he applied in the ease
of the property for all taxable years In which It 1s In
the hands of sueh taxpayer, or of any other person i
the basls of the property (for determIning gain) in hls
hands 1s, under sectlon 113, deternlned by reference to
the hasis i the hands of such taxpayer, elther dlvectly
or through one or more subsiltuted bases, as deflned In
that scetlon. The above right of cleetion shall he sub-
Jeet to the qualifieation that thls paragraph shall, for
the purpose of determining whether the method of com-
puling the depletion altowauce follows the property, be
constdered a continuation of seetion 114 (b) (4) of the
Revemie Act of 1034, May 10, 1934, ¢, 277, 48 Siat, 710,
and ns glviug no new eleetion in cases where such see-
tion would, if applled, give no new cleetlon,  (June
22, 1936, 9: 00 p, m,, ¢, 0690, § 11, 19 Siat. 1686.)

This section, ng enacled by the Revenue Act of 1038, super-
stdden (he corresponding provisions of the Revenue Acel of 1
(Act May 10, 1084, ¢, 277, § 114, 48 Stat, 710), It applies
(l)mxfntg tiaxnble years beginnlng after Dee, 31, 1085, by section

' .

§ 115. Distributions by corporations—(a) Defini-
tion of dividend. The term “divldend” when used In
this ehapter (except In section 203 (1) (3) and sce-
tion 207 (¢) (1), relatlng to insurance compunies)
means any distriimtion made by a corporation to its
shurcholders, whether fn money ov in other property,
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(1) out of its earnings or profits ncenmulated after
February 28, 1013, or (2) out of the enrnings or
profits of the taxable year (computed as of the close
of the taxable year without dlminution by reason of
any distributions made during the taxabie year),
without regard to the amount of the earnings and
profits at the time the distribution was made.

(b) Source of distributions, I'or the purposes of
the Revenue Act of 1036 every distribution Is made
out of enrnlngs or profits to the extent thereof, and
from the most recently accomulated earalugs or
profits. Aoy earnings or profits secumulited, or fu-
crease {u value of property accrued, before Mareh 1,
1013, may be distribufed exempt from tax, after the
carnings and proflts accumulated after February 28,
1913, have beeun distributed, but nuy such tax-free dis-
tributlon shali be applHed agafust and reduce tho
adjusted basis of the stock provided in seetion 113,

(c) Distributions in liquidation. Amounts distrib-
wted in complete liguidation of & corporation shall be
treated as in full paymeut iu exchuuge for the stock,
and awmounts distributed in partlal liquldation of a
corporation shall be treated as in part or fuil payment
in exchange for the stock. The gnln or loss to the
distributee rvesulting from such exchange shall be
defermined wader seetion 111, but shall be recogulzed
only to fhe extent provided in section 1120 Despite
the provisions of seetlon 101 (u), 100 per centum of
fhe gain so recogulzed shall be (nken info account In
computing net ineome, except I the ease of amounts
disfributed In complefe Haquldation of a corporntion.
For the purpose of the preceding senfence, “complete
lHquldation” Ineludes any one of n series of aistribu-
tions made by n covporatlon fu complefe caneellation
or redemption of all of Ity stock in aceordanee ith a
bona fide plim of liquldation apd under whieh the
transfer of the property uuder the Hquldatior - to be
completed within a thne speclfied in the plan, .ot ex-
ceeding two years from fhe close of the tuxable year
during which Is made the flest of the series of distribu-
tions under the plan. Iu the cuse of amounts dls-
tributed (whether before January 1, 1031, or on or
affer such date) In partinl Hqukdation (other than a
distribution within the provisions of subseetlon (h)
of 1his seetion of stock or securitles in connection with
n reovganization) the purt of sneh distribution which
is properly chargeabie to capltnl account shall not bhe
cousitored a distributlon ot ciarnings or profits, If
any distributton in complete liquidation  (Ineluding
any one of n serles of distributlons made by the cor-
poration In complete caneellation or redemption of
all its stoek) Is made by a forelgn corporntion which
with respeet to any taxable year beghing on or
before, and ending after, August 26, 1937, 10 o, m,
wis a forelgn personal holding compuny, and with
respeet to which a Unlted States gronp (as dothied
in seetlon 326 (a) (2)) existed after August 26, 1937,
10 n. m., and before Januavy 1, 1088, then, desplte
the fovegoing provistons of (bls subsectlon, 100 per
centum of the galu recogolzed vesulting from such
dlstreibution shall be taken hito accouut in computing
net Income—

(1) Untess such
Jauuarey 1, 1048; or

(2) Unless (if it is established to the satisfacefion
of the Commissioner by evidencee submltted before Jun-
uary 1, 1038, that due to the lnws of the forelgn
country in which such corporntlon is incorporated,
or for other rveuson, It Is or will be fmpossible to
complete the llguldation of such compuuy before sueh
date) the flquldation Is compleled on or hefore such
date as the Commissloner may tind reasonuble, It
not later than June 30, 1938, (As amended Aug. 20,
1037, 10 oo m,, c. 815, Title I1, §205, 60 Stat. 825.)

(d) Other distributions from capital. 1f any dis-
tribution (not in puetinl or complete Hquldatioun)
nuude by o corporaflon to Its sharcholders 1s not out
of lerense in value of property neerued before March
1, 10134, and is not a divklend, then the amount of sueh
distribution shinll be applicd agalnet aud reduce tho

Nguidatlon is ecmpleied  before

TITLE 20—INTERNAL REVENUR

§ 115

adjusted basls of the stock provided In section 113,
and If In excess of such basls, such excess shall bo
taxable fu the same manner as a gain from the suale or
exchange of property.

(¢) Distributions by personal service corporations,
Any distribution made by a corporation, which was
classified as n personal service corporation under tho
provisions of the Rtevenue Act of 1018 or the Revenue
Act of 1021, out of its earnlugs or profits which were
taxable In accordauce with the provisions of section
218 of the Reveuue Act of 1018, Feb. 24, 1019, ¢, 18,
40 Stnf, 1670, or section 218 of the Revenue Act of
1021, Nov, &3, 1021, ¢, 1306, 42 Stat. 245, shall be exempt
from tax to the distributees.

(f) Stock dividends.

(1) Gencral rule. A distribution wnde by a corpo-
ration to its sharveholdevs fu Its stock or in rights to
nequire Its stock shall not be trented as a dividend to
the exfent that It does not constitufe Income to the
sharchoider within the wmenunlng of the Slxteenth
Amendment to the Coustitution,

(2) Election of sharcholders as fo medium of pay-
ment.  Whenover g distribution by a corporation ls,
at the clection of any of the sharcholders (whether
exerclsed before or after the declnration thercof),
payuble elther (A) In Ity stock or In vighty to ncquire
its stock, of n cluss which if distributed without elee-
tion would be exempt from tax under pavagraph (1),
or (B) fn money or any other property (incinding fts
stock or fu vights to nequlre its stock, of a cluss which
if disteibuted without eleetion would not be exempt
from tax under parageaph (1)), then the distribution
stinll constitute u taxable dividend In the hands of all
shareholders, regardless of the wedhnn ln which paid.

() Redemption of stock., 1f n corporaflon cuncels
or redeems s sfoek (whether or not such stock wis
Issned as a stock dividend) at such time and fn sueh
manner as to muake the distribution aud caneelation
or redemptlon in whole or In purt essentinlly equlva-
feut to the distribution of n {nxable dividemd, the
nmmount so distributed in redemption or cancellation
of the sfock, to the exteut that it represeuts a dlg-
tribution of carniugs or profits ncecumuhited after Feb-
ruary 28, 1913, shall be treuted as a taxuble dividend.

(h) Effect on earnings and profits of distributions
of stock. The distribution (whether before Jununry
1, 1036, or on or after such date) to a distributee by
or on behalf of n corporation of its stoek or securltles
or stock or sccuritles ln another corporation shall not
be consldered a distribution of earnings or profity of
any corporutlon—

(1) if no galn to sueh distributee from the recelpt
of sucl stock or securities was recognized by law, or

(2) If the distribution was not subject to tax in the
hands of such distvibutee beenuse It did not constitute
income to bhn within the memntng of the Sixteenth
Amendment 4o the Constltutton or heeause exempt to
blwm under section 115 (£) of the Reveme Aet of 1934,
May 10, 1934, c. 277, 48 Stat. 711, or a corresponding
provision of a prior Revenue Act.

As used In thls subseetion the term “stock or secu-
rities”™ jncludes rights to aequlre stock or securitles.

(i) Definition of partial liguidation. As used in
this sectlon the term “amounts distributed In partial
Hquidation” weany a disteibution by a corporation In
complete eancellntion or vedemption of a part of its
stock, or one of n series of distributions in complete
c:tuu;vllutlmx or redemption of all or a portion of ity
stock.

(j) Valuation of dividend. If the whole or any
part of a dividend Is pald to a sharcholder in any
medinn other than money the properfy received other
than money shall be inchided in gross Incowme at its
foir market value at the thne as of which It becomes
fncowme fo the sharelolder,  (June 22, 1936, 0: 00 p. .,
e, 690, § 115, 49 Sfat, 1687, as amended Awg, 20, 1037,
10 n. m, ¢ 815, Title 11, § 205, 60 Staf, 825,)

'I'ils sectlon, as enneted by the Revenue Act of 1936, snper-
seded the corresponding provisions of the Revenue At of
1038 (Act May 10, 1034, ¢. 277, § 115, 48 Stat, 711).

Act Angust 20, 1037, ¢ 815, § 205, 50 Stut. 825, added
last sentence to subgectlon (c),
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§ 116. Exclusions from gross income, In additlon
to the itews specified in seetion 22 (b)), the following
ltems shail not be ineluded in gross income and shali
be exempt from taxatlon under thls chapter:

(a) Earned income from sources without United
States.  In the case of an individual cltizen of the
United States, 1t bona fide nonresldent of the Unlted
States for more than slx mouths during the taxable
year, amounts recelved from sources without the
United States (except amounts pald by the Uunlted
States or nny ageney thereof) If such amounts would
constltnte earned income as deflned in seetion 25 (a)
if reeelved from sources within the Unlted States; but
such individual shall not be allowed as a deduction
from his gross income any deducetlons properiy allocu-
ble to or chargeabie against nmounts exeluded from
gross Income under this subsectlon,

(h) Teachers in Alaska and Hawaii, In the case
of an indivlidual employed by Aluska or IInwall or
any polltical snbdivision thercof as n teachier In any
edueational institution, the compensation received as
siueh, This subseetlon shall not exempt compensation
pald direetiy or indlvectly by the Government of the
Unlted States,

(¢) Income of foreign governments, The income
of foreign governments recelved from Investments In
the United States In stoeks, bonds, or other domestic
securltles, owned by sueh foreign governments, or
from Interest on deposits In bunks in the Unlted States
of moneys bhetonging to such forelgn governmeuts, or
from any other sonree within the Unlted States.

(1) Income of states, municipalities, cte. Income
derlved from any pubile utitlty or the exercise of any
essentlal governmental function and aceruing to any
State, ‘Perritory, or the Distrlet of Colnmbla, or any
polltical subdlviston of n State or Territory, or income
aeerning to the government of any pos<esslon of the
United States, or any politleal subdivision thercof.

Whicnever any Stnte, Terrltory, or the District of
Cotumibia, or nny polltlenl subdlvislon of a State or
Terrifory, prior (o Septewmnber 8, 1916, entered in good
falth into o contract with any person, the object and
purpose of which 1s to nequlre, construct, operate, or
nutintaln a publie utillty—

(1) If by the terms of such contract the tax imposed
hy thls chapter is to be pald out of the proceeds from
the operatlon of sueh publie utiiity, prlor to any
dlvision of sueh proceeds between the person and the
State, Territory, polltleal subdivision, or tbe Dlstrict
of Colmubla, aud If, but for the lmposltlon of the tax
Imposed by thls chiapter, a part of such proceeds for
the tnxahle year would neerue directly to or for the use
of such Stute, Terrltory, polltleal subdivision, or the
Distriet of Columbly, then a tax upon the net Income
from the operation of such publie utllity shall be tevied,
assessed, colleeted, nnd paid in the manner and at the
rates prescribed in thls chapter, but there shall be re-
funded to shch State, Territory, politleal subdivision,
or the Distrlct of Columbin (under rules and reguln-
tlons to be prescribed by the Commlssioner with the
upproval of the Seeretary) an ammnount which hears the
same relation to the nmount of the tax as the amount
which (but for the imposition of the tax imposed by
this c¢hapter) would have acerued direetly to or for
the nse of siteh State, Torritory, politleal subdlvision,
or the Distrlet of Colmbla, bears to the amount of the
net income from the operation of sueh publle utility for
such taxable year.

(2) If by the terms of such contract no part of the
proceeds from the operation of the publiec ulllty for
the taxahle year would, irrespeetlve of the tax lmposed
by this chapter, acerne dlveetly to or for the use of
such State, Terrvltory, polltleal subdivision, or the Dis-
triet of Columbia, then the tax npon the net income
of such person from the operation of suel public utltty
shall be levled, assessed, coliceted, and pald In the
manner and nt the rates preseribed in thls chapter.

() Bridges to he acquired by state or political
subdivislon. Whenever any Stute or polltienl sub-
division thereof, in pursuance of u contraet to which
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It is not a party entered into hefore May 29, 1028,
is to acqulre a bridge—

(1) If by the terms of such contract the tax im-
posed by this chapter Is to be paid out of the proceeds
from the operution of such bridge prior to any divi-
slon of such proceeds, nund if, but for the imposltion
of the tax lmposed by this chapter, in part of such
proceeds for the taxable year would neerue direetly to
or for the nuse of or would be applied for the beneflt
of sueh State or politieal subdlvision, then a tax npon
the net income from the operatlon of such bridge
shall be levied, assessed, coltected, aad pald In the
manuer amnd at the rates presceribed it this chapter,
but there shall be refunded to such Stite or politleal
subdivislon (under rules and regulations to be pre-
scribed by the Commlssloner with the anvproval of the
Seeretary) an wmount which bears the sawme retatlon
to the mmount of the tax ns the amount which (but
for the Impositlon of the tax imposed by thils chapter)
would have acerued directly to or for the use of or
would be upplied for the benefit of such State or
politieal subdlvision, bears to the amount of the net
income from the operation of such brildge for such
taxable year. No sueh refund shail be made unless
the entire umount of the refund Is to be appiled in part
payment for the acquisitlon of such brldge.

(2) If by the terms of suel contraet no part of the
proeeeds from the operation of the hridge for the tax-
able year would, irrespective of the tux imposed by
this chapter, acerue dlrectly to or for the use of or
be npplled for the beneflt of such State or polltical
subdivision, then the tax upou the net income from
the operation of such bridge shall be levied, assessed,
colleeted, and paid in the manner and at the rates
preseribed fu this chapter,

() Dividend from “China Trade Act” corporation.
In the case of a person, amounts dlstributed as dlvi-
dends to or for his benefit by a corporation organized
under chapter 4 of Title 15, if, at the time of such
distribution, he is a reskdent of China, and the eqult-
able right to the income of the shares of stock of the
corporation is I good falth vested in him,

. (&) Shipowners’ protection and indemnity asso-
ciations, The receipts of shipowners' mutual protec-
tion and Indemnmlty assoclations not organized for
proflt, nnd no part of the net earnings of whleh inures
to the benefit of any private shareholder; but such
corporations shall be subject as other persons to the
tux npon their net income from interest, dividends,
and rents,

(ht) Compensation of employees of foreign govern-
ments,

(1) Rule for exclusion, Whages, fecs, or salary of
an employee of a forvelgn government (including a
consular or other officer, or # nondlptomatle represen-
tatlve) recelved as compensation for offielul services
to such government—

(A) If such employce is not a eitizen of the Unlted
States; and

(I3) If the services are of a chavacter slmllar to
those performed by employees of the Government of
the Unlted States in forelgn countvies; and

(C) If the foreign government whose employee is
clnlming exemption grants an equlvaient exemption
to employees ot the Government of the Unlted States
performing shmilar serviees in such forelgn conntry.

(2) Certificate by Secretary of State. The See-
retary of State shall certlfy to the Seerctary of
the Treasury the names of the forelgn countrles which
grant an equlvalent exemptlon to the employees of
the Government of the United States performing sery-
ices In such forelgn countries, and the chavacter of
the services performed by employees of the Govern-
ment of the Unlted States in foreign countrles, (June
22, 1936, 9: 00 p. m,, c. GO0, § 116, 49 Stat. 1689.)

Thls scctlon, as concted by the Revenue Act of 1936,
supersedes the corresponding provisions of the Revenue Aet
of 114 (Act May 10, 1034, c. 977, § 110, 48 Stat. T12), s
amended by Act Aug. 27, 1035, ¢ 707, § 1, 40 Stat. 008,

It applles “only to taxable yeuars beginning after Dee. 31,
1035, by section 1, ante.
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§ 118. Loss from wash sales of stock or securities.

This section was recnacted without change by Act Juno
22, 1036, 0:00 p. m,, c. 690, § 118, 40 Stat. 1002,

§ 119, Income from sources within and without
United States—(a) Gross income from sources in
United States. The following items of gross lncome
shail be treated as income from sources within the
United States:

(1) Interest. Interest from the United States, any
Territory, any political subdivislon of a Territory, or
thie District of Columbia, and interest on bonds, notes,
or other interest-benring obligations of residents, cor-
pornte or otherwise, not Inciuding—

(A) Interest on deposits with persons carrylng on
the banking hnsiness pald to persons not enguged in
businessg withln the United Stntes and not huving an
office or place of business thevein, or

(B) interest recelved from n resldent alien indi-
vidual, n resident forelgn corporation, or a domestic
corporuntion, when it is shown to the satlsfaetlon of
the Comuiissioner that less than 20 per eentum of the
gross income of suelt resident payov or domestic cor-
poration has beeu derived from sources within the
Unitead States, as determined under the provisions of
this section, for the three-year period ending with the
close of the taxable year of such payor preceding the
payment of such interest, or for such part of such
period as may be applicable, or

(C) income derived by n foreign central bank of is-
sue from bankers' acceptances;

(2) Dividends. The amount
dends—

(A) from a domestle corporation other than a cor-
poratlon entiticd to the henefits of seetion 261, and
other than & eorporation less than 20 per centum of
whose gross income Is shown to thie satisfaction of
the Commissloner to have heen derived from sources
within the Untted States, ns determined under the
provislons of this section, for the threc-yeav period
ending with the close of the taxuble yeav of such
corporntion preceding the declaratlon of such divi-
dends (or for such part of suclt period as the corpo-
ration hns been In existence), or

received as  divi-

(B) from a foreign corporation unless less than
60 per centum of the gross income of such foreign
corporatlon for the three-year period ending with
the close of its taxable year preceding the declara-
tion of snch dividends (or for such part of such
period as the corporation has been In existence) wag
derlved from sources within the United States as de-
termined nnder the provisions of this section; but
only in an amount which bears the same ratio to
such dividends as the gross lncome of the corporntion
for such peviod derlved from sources within the
Unlted States bears to 1Its gross income from all
sources; but dividends from u foreign corporation
shall, for the purposes of section 131 (relatlng to
forelgn tax credit), be treated as income from sources
without the United States;

(3) Personal services. Compensation for labor or
personal services performed in the United States, but
in the case of a ponvesldent allen individual tempo-
rarlly present in the United States for a perlod or
periods not exceeding a total of ninety dnys during
the taxanble year, compensation reecelved by sueh an
individual (if such compensuntion does not cxceed
23,000 in the aggregate) for Iabor ov services per-
formed uas an employee of or under a contract with a
nonresident alien, forelgn partnership, or forelgn cor-
poration not engnged In trade ov business within the
United States, shalt not be deemed to be Income from
sources within the United States;

(4) Rentals and royalties. Renutnls or royalties
from property locuated in the United States or from
any Interest In sueh property, Including rentals or
royalties for the use of ov for the privilege of using
in the United States, patents, copyrights, seeret proe-
esses aund formmlas, good wiil, trade-marks, trade
brands, franchises, aud other iike property; and
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(5) Sale of real property. Uaius, profits, and fn-
come from the sale of real property located in the
United States,

(6) Sale of personal property. For gunins, profits,
and income from the sule of personal property, see
subsection (e).

(b) Net incomne from sonrces in United States.
From the items of gross income specifled in subsee-
tion (n) of this section there shall be dedacted the
expenses, losses, and other deductlons properly ap-
portioned or afloeated theveto aud a ratable part of
any expenses, losses, or other deduettous which ean
not definitely be allocated to some item or class of
gross Income. The remainder, if any, shall be in-
cluded In fuli as net income from sources within the
United States.

(¢) Gross income from sources without United
States. ‘I'he following items of gross income shali e
treated as Income from sourees withont the United
States

(1) Imterest other than that derlved from sourees
within the United States as provided in subscetion
(a) (1) of this section

(2) Dividends other than those derived from sources
within the Uuited States as provided in subscction
() (2) of this sectlon;

(3) Compensation for labor or persoual services per-
formed without the United States;

(4) Rentnls or royalties from property located with-
out the United States or from any interest in such
property, Including rentals or royalties for the use of
or for the privilege of using wlthout the United
States, patents, copyrlghts, seeret processes and for-
mulns, good will, trade-marks, trade brands, fran-
chises, and other lke properties ; aud

(5) Gains, profits, nnd Income from the sale of real
property locuted without the United States.

(d) Net income from sources withont United
States. From the items of gross income spectfied in
subscctlon (e) of this scetlon there shall be deducted
the expenses, losses, and other deduetions properly ap-
portioned or alloeated thereto, and a ratable part of
nny expenses, losses, or other deductions which can
not deflnitety be allocuted to some item or cinss of
gross Income,  ‘ihe remainder, if any, shail be treated
in full as net income from sources without the Unlted
States.

(e) Income from sources partly witbin and partly
without United States. Items of gross Income, ex-
penses, losses and deductlons, other than those specttied
in subseetions (a) and (c¢) of this scction, shall be
aHoceated or apportioned to sources within or without
the United States, under rules and regulatlons pre-
scribed by the Comunissloner with the approval of the
Secretary, Where items of gross income are separately
allocated to sources within the United States, there
shail be dediteted (for tie purpose of computing the
net income therefrom) the expenses, losses, nud other
deductions properiy apportioned or aliocated thereto
ad a ratable part of other expenses, losses or other
deduetions which can not deflnitely be alloeated to
some ltem or clusy of gross income, The remainder, if
any, shail be ipneinded lu fuli as net income from
sources within the United States. In the case of gross
income devived from sources partly within and partly
without the United States, the net ineomne may first be
computed by dedueting the expenses, losses, or other
deductions apportioned or allocated thereto and a
ratable part of any expenses, losses, or other deduc-
tions which can unot detlnltely be alloeated to some
ftoms or eluss of gross income; and the portion of snch
net income attributable to sonrces within the United
Stutes may be determined by processes or formnlas of
geneval apportionment preseribed by the Commissioner
with the approval of the Seeretnry. Gains, profits, and
income from-—

(1) transportatlon or other services renderced 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
without the Unlted States, or produced (in whole or
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In purt) by the taxpayer without and sold within the
United States,

shall be trested s derlved partly from sourees within
and partly from sources without the Unlted States,
Guing, profits and Income derlved from the purchase
of persongl property within and It sale without the
Unlted States or from the pnrchase of personal prop-
erty without and its sale within the Unlted States,
ghall be treated as derlved entirely from sources within
the country In which sold, exeept that gains, profits,
and Income derived from the purchase of personal
property within the Unlted States and its sale within
1 possession of the United States or from the purchase
of personal property within a possession of the Unlted
Stutes and Its sale within the United States shali be
treated as derlved partly from sourees within and
partiy from sources without the United States,

(f) Definitions, As used in this scetlon the words
“sale” or “sold” fuclude “exchunge” or “exchanged”;
and the word “produced” includes “crveated”, “fubri-
eated”,  “manufactured”, “extracted”, ‘“‘proecssed”,
“eured”, or “aged”,  (June 22, 1936, 9:00 p. m., ¢
690, § 119, 49 Stat. 1693,)

This gection, as enucted by the Revenue Act of 1936, super-
sedes the corresponding provisions of the Revenae Act of
1084 (Act May 10, 1084, ¢, 277, § 110, 48 Stat. 716), It
npplies anly to taxable years beglnalng after Dec. 31, 1933,
by section [, ante.

§ 120. Unlimited deduction for charitable and other
contributions,

This seetlon was reenacted without chauge by Act June 22,
1930, 9:00 p. m., ¢, GUO, § 129, 40 Stat. 1695,

§ 121. Deduetion of dividends paid on certain pre-
ferred stock of certain corporations. In computing
the net income of any national bunking association,
or of any bank or trust company organized under the
laws of nny Stute, Territory, possession of the United
States, or the Canal Zone, or of nny other hanking
corporation engaged in the business of industrinl bank-
Ing and under the supervision of o State banking de-
partment or of the Comptroller of the Currencey, or of
any Incorpornted domestie Insuranee company, thera
shall be allowed ns a deduetion from gross incame, in
wddition to deductions otherwise provided for in this
clhiapter, auny dividend (not including any distributlon
in Nquidation) pald, within such taxable year, to the
Unlted States or to any instrumentality thereof exempt
from Federnl income taxes, on the preferred stock of
the corporation owned by the United States or such
instrumentality. The amount aliowable as a dedue-
tion under this scction shall be deducted from the
dividends pald eredit otherwlse computed under sec-
tion 27. (June 22, 1036, 9:00 p. m, c. 600, § 121, 49
Stat. 1696.)

This section, ag enacted by the Revenue Act of 1938, super-
sedes the corrvs;{mndhm provisions of the Revenue Act of 1931
{A('t May 10, 1034, c. 277, ? 121, as‘added by Act Aug. 27,

080, ¢. 707, § 3, 40 Stat, 008), It applies only to taxable
years beglnning after Dec. 31, 1945, by scetion i, nnte.

SurrLEMENT C.—CREMTS AdAINsT TAX

§ 131, Taxes of foreign countrics and possessions
of United States.

Thig sectlon was reenacted without change by Act June 22,
10380, 4:00 p, w,, ¢, G90, § 131, 19 Stat. 1090,

SUPPLEMENT D.—RIIURNS AND PAYMUNT OF TAX

§ 141, Consolidated returns of railroad corpora-
tions—(a) Privilege to file consolidated returns.
An afliinted gronp of corporations shall, suhject to
the provisions of thils seetion, have the privilege of
making o consolidated return for the taxable year in
Hen of separate returns, The making of o consoli-
dated return shall be npon the condition that all the
corporations which have been members of the affili-
ated group at any time durlng the tuxable year for
whiclt the return is made consent to all the regulations
under subsection (b) (or, in ense sueh regulntiony are
nat preseribed priov to the making of the return, then
the vegulntions preseribed under section 141 (b) of
the Itevenue Act of 1934, May 10, 1034, ¢, 277, 48 Stat.
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420, insofnr as not Inconsistent with this chapter)
preseribed prior to the making of such returr; and
the making of a consoldated return shall be con-
sidered as such consent.  In the case of a corporation
which is a member of the afliliated group for a frae-
tionanl part of the year the consolidated return shall
Include the Income of such corporation for such part
of the year ns it Is n member of the afiiHated group.

(b) Regulations. The Commissioner, with the ap-
proval of the Seeretary, shali preseribe such regula-
tions as he may deem necessary in order that the tax
Habllity of any aflilinted group of corporations making
1 consolilated return and of each corporation in the
group, both during and after the period of aflilution,
nuy be detevmined, computed, assessed, colleeted, and
adjusted o sueh manner as clearly to retieet the in-
come and to prevent avoldunce of tax liability.

(¢) Computation and payment of tax. In any
case In which n consolldated return is made the tax
shall be determined, computed, nssessed, colleeted, and
adjnsted In aecordance with the regulations under
subreetion (b) (or, In case such regulations sre not
preseribed prior to the making of the return, then the
regulations preseribed under section 141 (h) of the
Revenue Aet of 1934, May 10, 1934, ¢, 277, 48 Stat, 720,
Insofur as not ineonslstent with this chapter) pre-
serihed prior to the date on which sueh return is made.

(d) Definition of “affiliated group.” As used in
thig sectlon an “aflitinted group” meaus one or more
chadns of corporntions conneeted through stock own-
ershlp with a common parent corporation if—

(1) At least 95 per eentum of the stock of each of
the corporntions (except the common parent eorpori-
tlon) is owned direetly by one or morve of the other
corporntions; and

(2) The comnmon pavent corporation owns directly
at least 93 per centum of the stock of at least one of
the other corporations; and

(3) Each of the corporations is either (A) a corpo-
ration whose prineipal isiness iy that of a common
carrler by railrond or (B) a corporation the assets
of which consist principally of stock in such corporn-
tiony and which does not itself operate a business
other thun that of n common carrier by rafirond. Ifor
the purpose of determining whether the prineipni
Dusiness of a4 corporation is that of a common carrier
by rallrend, if a common carvier by railrond has
leased its railrond properties and such propertles are
operated as such by another common carvier by rall-
road, the business of receiving rents for sueh railroad
properties shall be considered as the business of a
common carrler by raflrond, As used in this para-
graph, the term "rallroad” lncludes a street, suburban,
or Interurban electrie railway.

As nsed In this subscetion (except in paragraph (3))
the term “stock” does not include nonvoting stock
which is limited and preferred as to dividends.

(e) Toreign corporations. A forelgn corporation
shall not he deemed to be afliliated with any other cor-
poration withln the meaning of this section,

(f) China Trade Act corporations. A corporatlon
organlzed under (hapter 4 of 'litle 15, shall not bhe
deemed to be aflilinted with any othier corporation
within the meaning of thiy sectlon.

(g) Corporatious derlving income from posses-
sions of United States. For the purposes of this see-
tion a corpovation entitled to the heneflts of section 251,
by renson of recelving a large perceentage of lts Income
from possessiony of the United States, shail be treated
as a farelgn corporation,

(h) Subsidiary formed to comply with foreign law.
In the ease of a domestic eorporation ownlng ar con-
trolling, directly or Indireefly, 100 per centum of the
capital sfock (exclusive of directors’ qualifyling shares)
of 1 corporation orgnnized under the Inws of a contigu-
ous foreign country and maimtained solely for the pur-
pose of complylng with the laws of such conntry ns to
title and operation of property, such foveign corporn-
tlon may, at the option of the domestie corporation,
be treated for tiie purpose of this titie as a domestie
corporation,
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(i) Suspension of running of statute of limita-
tions, If u notice under section 272 (a) In respeet of
a deticlency for any taxable year 18 mailed to a corpora-
tion, the suspension of the running of the statute of
iimitations, provided in section 277, shall appiy in the
case of corporations with which s h corporation made
a consolidated return for such tuxabie year.

(i) Reccivership cases. (f the commoen parent
corporation of an affiliated group making a consolldated
return would, if tiling a separate return, be exempt
under seetion 13a (d) (2) from the surtax on undis-
tributed profits Imposed by scetion 13a, the atiiliated
group shall be exempt from such surtax imposed by
seetfon 1Tda.  In all other cases the affilinted group
making a consolidated return shall be subjeet to fhe
snrtax mposed hy section 13a, regardless of the faet
that one or more of the corporations m the group are in
bankruptey or in receivership.

(k) Allocation of income and deductions. For
allocation of income and deductions of related trades
or bhusinesses, see section 46, (June 22, 1986, 9: 00
p.om,, ¢ 090, § 141, 49 Stat, 1698.)

This section, as enncted hy the Revente Act of 1036, super-
sedeg the corresponding provisions ot the Revenne Act of 1034
(Act May 10, (0714, c. 277, § 141, 48 Stat, 720), as amended
by Act Aug. 30, 1035, c. 820, § 102 (b), 40 Stat. 10156.) It
applies only to taxable years beginning after Dee, 3t, 1033,
by sectlon 1, ante,

§ 142, Fiduciary returns. (a) Requirement of re-
turn. Every fldnclary (exeept a receiver appointed
by authority of law In possession of part only of the
property of an individual) shall make under oath a
return for any of the following iudividuals, estntoes,
or trusts for which he acts stating specifieally the
items of gross income thereof and the deductions and
credifs allowed under subehapters A to € and such
other information for the purpose of earrying out the
provisions of subchapters A to C as the Commissioner
with the approval of the Secrctary may by reguiations
preserihe—

(1) Every individual baving a net income for the
taxable year of $1,000 or over, if single, or if married
and not Uving with huoshband or wife;

(2) Every individual having a net income for the
taxable yvear of $2,500 or over, if married and living
with husband or wife;

(3) Every individual haviug a gross income for
the taxable year of $5,000 or over, regavdless of the
amount of his nat income;

(4) (A) Iivery estate, and cvery trust cutitled to
the personal exemption allowed by section 163 (a)
(1), the net income of which for the taxable yeav Is
$1,000 ar over,

(B) Lvery trust, not entitled to a personal excmp-
tlon under section 163 (a) (1), which hs n net in-
come for the taxoble year,

(5) Every estate or trust the gross Income of which
for the taxable vear is $5,000 or over, regarvdless of
the nmount of the net income;

(8) Jivery estate or trust of which any heneficiary
is a nonresident alien; and

(7) Regardless of the amount of the gross or net
income, every frust, though having no net income,
which would have a net ncome if distributions had
not heen made which under the terms of the trust
instrument were in the diserction of the trustee or
conditioned upom a contingency; bhut subject Lo such
conditlons, Hmitotions, aud exceptions and under such
regulations as muy be prescribed by the Conmnis-
sioner, with the approval of the Seeretary, a fldueiary
required by thiy paragraph to file a return may he
exempted fram the requirement of filing such return.
(As amended Aug, 20, 1037, 10 a, m,, ¢, 815, Title 1V,
§ 402, H0 Stat, 829,)

(b) Joint fiduciaries. Under such regulations as
the Commissioner with the approval of the Secretary
wny presceribe a return made by one of two or more
joiut fiduciariex and filed in the oflice of the colleetor
of the distriet where such flduelary vesides shail be
sufliefent  compllance with the above requirement.
Such flduciary shali make oath (1) that he has suffi-
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cient knuwledge of the affairs of the individual,
estate, or trust for whiclt the return is made, to
cnabie him to make the return, and (2) that the
return is, to the best of his knowiedge and belief, trie
and correet.

(¢) Law applicable to fiduciavies. Any fiduelnry
required to make n return under this chapter shali
be subject to ali the provisions of law which apply
to individualr.  (June 22, 1936, 9:00 p. m, c. 690,
§ 142, 49 Stat, {700, @8 amended Aug. 26, 1037, 10 2. m,,
e, 815, Title 1V, 3 102, 50 Stat, 820.)

This sectlon, as enacted Dby the Revenue Act of 1936,
supersedes the correspondiog provisions of the Revenue Act
of 1034 (Act May 10, 1034, c¢. 277, § 142, 48 Stat, 722),
It applics only to taxable years beginning atter bee, 31,
1935, by seetion 1, sante,

Act Angust 206, 1047, ¢, 815, Title 1V, § 402, 6o Stat, 829,
affected  subsection  (4) and  added subscetion (7)., which
chunge and addition applies only to taxnble years beginning
after December 31, 1030,

§ 143. Withholding of tax at source—(a) Tax-frce
covenant bonds.

(1) Requirement of withholding. In any eanso
where honds, wmortgages, or deeds of trust, ot other
similar oblgations of a corporation, issued before Juuy-
uary 1, 1034, contafn a contract or provision by which
the ubligor agrees to pay any portion of the tax -
posed by this chapter upon the obligee, ov to refwm-
butse the ohligee for any portion of the tox, or to pay
the interest without deductlion for any tax which the
obligor way be required or permitted to pry thereon,
ot to retain therefrom under uny Inw of the Unlted
States, the obHgor shail dedact and withhold a tax
cqual to 2 per contunm of the interest upon suel, honds,
mortgages, deeds of trust, or other obligations, whether
such interest is payable annuslly or at shorter or
longer periods, if puyable to an individual, a partner-
ship, or a toreign corporntion not chgaged in trade or
business within the United States and not having any
office or pluce of business therein: Provided, That if
the liability assumed by the obllgor does not exceed 2
per centum of the interest, then the deduction and
withholding shall be at the following rates: (A) 10
per centum in the case of a nouresldent allen Indi-
vidual (except that such rate shnli be reduced, in the
case of a restdent of a contiguous country, to such
rate, not less than 5 per centam, as may be provided
hy treaty with sueh country), or of any pavtnership
not engaged in trade or business within the Unlted
States mud not having any office or place of bushiess
therein and composed in whole or in part of nonresi.
dent allens, (B) in the case of such a forelgn corpora-
tion, 15 per centum, and (C) 2 per centum n the case
of other ludividuals and partnerships: Provided fur-
ther, That it the owners of sncht obligations are not
known to the withholding agent the Commissioner iy
authorlze such deduction and withholding to be at
the rate ot 2 per centum, or, it the Hability assumed
by the obligor does not execd 2 per centum of tho
interest, then at the rate of 10 per centum,

(2) Benefit of credits against net income. Such
deduetion and withhelding shall not he required in
the case of a eitlzen or vesident entitled to receive
such Inferest, If he files with the withholding agent
an or before February 1 a signed notlee In writing
clniming the benefit of the credits provided in section
25 (b); nor in the case of a nonresident alien Indi-
vidual if so provided for In regnlations preseribed hy
the Commissloner under scetion 215,

(3) Income of obligor and obligee. The obligor
shall not be allowed a deduction for the payment of
the tax imposed by this title, or any otber tax pakd
pursuant to the tax-free eovenant elanse, nor shall
such tax be Inchuded in the gross income of the obligee,

(b) Nouresident aliens. All persons, in whatever
capacity acting, including lessces or mortgagors of
real or personal property, fldudaries, aiployers, and
all officers and cmployees of the United States, having
the control, recelpt, custody, disposal, or payment of
Inferest  (except interest on deposits with  persons
carrying on the bunking bushiess paid to persons not
engaged in business in the United States and not
baving an office or place of buslness therein), divi-
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dends, rent, salavies, wages, premiums, annuities, com-
pensations, remunerations, emoluments, or other fixed
or determinable annunl or periodieal gains, profits,
nd Income (but only to the extent that any of the
nbove Hems constitutes gross income from sources
within the Unlted States), of any nonresldent ulien
indivldual, or of any partnership not enguged in trade
or business within the Unlted States and not having
nnuy office or place of huslness thereln and composed
in whole or fn part of nonvesldent allens, shall (ex-
copt In the casey provided for in subsection (a) of
this section and except as otherwlse provided In
regulntions  preserlbed by the  Commissioner under
sectlon 215) deduet and withhold from such annuil
or perlodical pulng, profits, and fncome a tax equad
to 10 per centmmn thercof, except that such rate shall
be reduced, in the case of & nonvestdent alien indl-
vidunl a resident of a contiguous eountry, to such
rate (not Jess than O per ceatumn ) as may be provided
hy treaty with such country: Provided, That no such
deduetlon or withhiolding shall be required in the
case of dividends paid by a forelgn corporation inless
(1) suel corporatlon is engunged in trade or husiness
within the Unlted States or has an ofllee or place of
bustuess thereln, and (2) more than 85 per centum
of the gross incomne of suel eorporntion for the three-
year period endlug with the elose of ity taxable year
preceding the declaration of sueh dividends (or for
such purt of such perlod as the corporation has been
in existence) was derived from souvces within the
Unlted States as determined under fhie provisions of
sectlon 119 Provided further, That the Connnlssioner
may authorize such tax to be deducted mnd withheld
from the inferest upon auy securlties the owners of
which ure not known to the withholding agent. Under
regulations preseribed by the Commissioner, with the
approvid of the Seeretury, there may be exempted
from sueh deductlon and withholding the compensa-
tion for personal servvices of nonvesident alien indi-
viduals who enter and leave the United States at
frequent Intervals,

(c) Return and payment, Every person required
to deduet and withhald any tax under this section
shall make return thereof on or before March 15 of
eteh year and shall on or befove June 105, in Hen of
fhe fime preseribed in seetion 56, puy the tax to the
oflicti] of the United Stuates government authorlzed to
reeelve It, Every such person s hereby made liable
for such tax and is lherehy indenmifled agalnst the
cladms and demands of any person for the amount of
auy payments wade in accordanee with the provi-
sions of this seetion,

(@ Income of recipient. Income upon which any
tax is required to be withield at the source under
thly section shall be ineluded in the return of the
recipien! of such income, but auy awmount of tax so
withheld shall be credlfed sgainst the nmount of iu-
come {ax nsg computed in such return,

(c¢) Tax paid by recipient. If any tax required
mnder this section to be deducted and withheld is
palidl hy the reeiplent of fiie income, it shall not be re-
colected from the wifhholding ngent ; nor in cases in
which the tax 18 so paid shall any penalty be imposed
upon or colleeted from the recipient of the income or
the withholding agent for failure to return or pay the
sime, unless sueh fatlure was fraudutent and for the
purpose of evading payment,

(f) Refunds and eredits. Where there has been
an overpayment of tax under this sectlon any refund
or credit made under the provislons of seetion 322
shall be made to the wititholding agent unless the
amount of such tax was aetually withheld by the
withholding agent.

() Withholding before enactment of act. Not-
withstanding the provisions of subseetions (n) and
(h), the dednction and withholding for any period
prior to the tenth day after June 22, 1836 shall be upon
the ifems of tncome und at fhe rates preserlbed in
seetion 143 (1) and (1) of the Revenuc Act of 1934,
May 10, 1934, ¢. 277, 48 Stat. 723, as amended by Act
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Aug. 30, 1035, ¢, 829, § 102 (g), 49 Stat. 1015, in licu
of the items and rates preseribed in such subsections.
(June 22, 1930, 0; 00 p. m,, ¢. 6H0, § 143, 49 Stat, 1700.)

This sectlon, as enncted by the Revenue Act of 1036, super-
tedes the corresponding provisions of the Revenue Act of
1834 (Act May 10, 1034, c. 277, 143, 48 Stat, 723& as
nmended by Act Aug. 80, 1035, c. 829, § 102 (g), 49 Stat
1016, It npplles only to tnxable years beglnning after Dec.
11, 10305, by scetlon 1, ante,

§ 141, Payment of corporation income tax at
source—(a) General Rule. In the case of forelgn
corporations subjeet to taxation under thls title not
engnged in trade or bnsiness within the United States
and not having any oflice or pluee of business thereln,
there shall be dedueted and withheld at the source in
the sume manner and upon the same items of income
a8 Is provided In section 143 a fax equai to 15 per
centunt thereof, except that in the case of dividends
the rate shali he 10 per centum, and exeept that In the
ense of covporntions organized under the laws of a
coutlguous conntry such rate of 10 per cenfum with
respeet to dividends shail be reduced to such rate (not
less than § per centum) as may be provided by treaty
with sueh comutry ; aud such tax shall be returned
and pald in the snme mamner and subject to the same
conditions as provided in that sectlon: Provided, That
in the case of Interest deseribed in subsectlon (a) of
{hat section (relnting to tax-free covenant bouds) the
deduction and withholding shall be at the rate speci-
fled In such subsection,

(h) Withholding before enactment of act. Not-
withstanding the provisions of subscctlon (a), the de-
duction and withliolding for any period prior to the
tenth day after June 22, 1936 shall be upon the items
of income and at the rates preseribed in section 144
of the Revenue Act of 1034, May 10, 1934, c. 277, 48
Stat. 723, as amended by Act Aug. 30, 1935, c. 829,
§ 102 (f), (1), 40 Stat, 1015, in leu of the items and
rates prescribed in such subseetlon, (June 22, 1936,
9:00 p. m,, ¢. 600, § 144, 40 Stat. 1702.)

This sectlon, ns enncted by the Revenue Act of 1936,
supersedes the corresponding provisions of the Revenue Act
of 1034 (Act May 10, 1035, c. 277, § 144, 48 Stat, 729)
s nmended by Act Aug. 30, 1935, c, 820, § 102 (f), (1), 49
Stat. 1014, It npplies only to taxable years beginning after
Dec. 31, 1935, by sectton 1, ante,

§ 145. Penalties.

» = * = *

(d) For penalties for failure to file information re-
turns with respect to foreign personal lholding com-
punies and foreign corporations, see scectlon 320g.  (As
udded Aug. 20, 1937, 10 a. 1., c. 815, Tit. 11, § 207 (e),
50 Stat. 820.)

This sectlon was reenacted without change by Act June 22,
1946, 9 : 00 p, m, c. 600, § 145, 49 Stat. 1703,

Act August 20, 1937, ¢, 815, Tltle I, § 207 (¢), 50O Stat,
820, added subsectlon (d).

§ 146, Closing by commissioner of taxable year—
(a) Tax in jeopardy. If the Commissioner finds that
a taxpayer designs qulckly to depart from the United
States or to remove his property therefrom, or {o con-
eenl Dhimself or his property thervein, or to do any
other act tending to prejudice or to render wholly or
partly ineffectunl proceedings to colleet the tax for
the tuxable year then last past ov the taxable year
then current unless such proceedings be brought with-
out delay, the Commlissioner shall declare the taxable
perlod for such taxpayer fimmediately terminated and
shaii cause notlee of such finding and declaration to
be given the taxpayer, together with a demand for
hnmediate payment of the tax for the taxable period
so declared terminated and of the tax for the pre-
ceding taxable year or so mueh of such {nx as is
unpaid, whetlier or not the tlme otherwise allowed by
law for filing veturn and paying the tax has expired;
and such taxes shalt fhereupon beconme inmmediately
due and payable. In any proceeding in court brought
to euforce payment of taxes made due and payable
by virtue of the provisions of this section the finding
of the Commissioner, made as herein provided,
whether made after notice to the taxpayer or not,
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shall be for all purposes presumptive evidence of the
taxpayer's design,

(b) Security for payment. A taxpayer who is not
in defnult in wmaking any retuvn or paying Income,
war-profits, or excess-proflts tax under nny Act of
Congress mny furnish to the United States, under
reguiations to be preseribed by the Commissloner,
with the approval of the Seeretary, security approved
by the Commissioner that he wili duly make the re-
turn next thereafter required to be filed and pay the
tax next thereafter required to e pakd,  The Come
missioner may approve awd accept in Mke manver
security for return and paymwent of taxes made due
and payable by virtue of the provisions of this sec-
tlon, provided the taxpayer has paid In full all other
income, war-profits, or cxeess-profits taxes due {rom
him under any Act of Cougress.

(c) Same—Exemption from section. If security
i3 approved and accepted pursuant to the provislons of
this section and such further or other sccurlty with
respeet to the tax or taxes covered thereby is given as
the Commisstoner shall from time to tlme find neces-
sary and require, payment of such taxes shali not he
enforeed hy any proceedings under the provisions of
this section prior to the expiration of the time other-
wise allowed for paying sueh respective tnxes.

(d) Citizens, In the caseof a citizen of the Unlted
States or of n possession of the United Stafes ahout
to depart from the United States the Commisstoner
may, at his discretion, walve any or aii of the require-
ments placed on the taxpayer by this section.

(e) Departure of alien. No ailen shall depart
from the United States uniess he first procures fromn
the collector or agent in charge n certifleate that he has
complied with all the obligations imposed upon him by
the tncome, war-profits, and exeess-profits tax laws,

() Addition to tax. 1f n taxpayer violntes or at-
tempts to violate this section there shali, in additfon to
all other penanities, be adtded as part of the tax 25 per
centunn of the total mnount of the tax or deficieney in
the tax, together with inierest at the rate of 6 per
centim per amum from the time the tax heeame due.
(June 22, 1936, 9: 00 p. m,, ¢, 690, § 146, 49 Stat. 1703.)

Thig sectlon, ns enacted by the Revenue Act of 1036, super-
scdes the corresgon(llng rovision of the Revenue Act of 1034
(Act May 10, 1034, ¢. 277, § 116, 48 Stat, 725), It apples
only to taxable years beginning after Dec. 31, 19385, by sectlon
1, ante, It fs a reennctment of such provislons with the
exceptlon of the provislon in subsection (f) refnting to the
rate of Interest which furmerly read “at the rate of 1 per
centum a month' ete,

§ 147, Information at source.

Thly sectton was reenacted without change by Act June 22,
1936, 9: 00 p. m,, c. 690, § 147, 40 Stat, 1701,

§ 148, Information by corporations—(a) Dividend
payments. Every corporation shnll, when required
by the Commissloner, render n correct return, duly
verifleld under oath, of its paymeuts of dividends, stat-
ing the name md nddress of each shareholder, the
number of shares owned by hlm, and the nmount of
dividends pnld to hlm.

(b) Profits declared as dividends, Every corpo-
ration shall, when required by the Commilssloner,
furnish him a statement of such facts as wili enable
him to deteruiine the portion of thie carnings or profits
of the corporation (including gains, profits, and income
not tixed) ucenmulated during such periods as the
Cowmnissioner may specify, which have heen distributed
or ordered fo be distributed, respectively, to its share-
holders during such taxabie years as the Conunissioner
may speeify.

(¢) Accumulated earnings ana nrofits. When ve-
quested by the Commissioner, or any collector, every
corporation shall forward te him a correet statement of
neeunminted enrnings and profits and the names and
addresses of the indlviduals or shaveholders who would
be entitled to the same if divided or distributed, and
of the nmounts that would he payabie to ench.

(d) Compensation of officers and employees.
Under reguiations preseribed by the Commissioner
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with the approval of the Secretary, every corporation
subject to taxation under this titte shall, in its return,
submit a lst of the names of all officers nnd employces
of such corporation and the respective amouunts pnld
to them duriug the taxable year of the corporation by
the corporation as salary, connnission, bonus, or other
compensntion for persounal serviees vendered, i€ the
aggregate amount so pald to the Individual s In oxcess
of $15,000, The Seerctary of the Treasury shall submit
an annual report to Congress couplled from the re-
turns made containing the names of, and amounts patd
to, each such offteer nnd employee and the name of the
paying corporation.  (June 22, 1036, 0: 00 p, m., ¢, 690,
§ 148, 40 Stat, 1705.)

This sectlon, ns enncted by the Revenue Aet of 10806, super.
sedes the cotresponding provislons of the Roevenue Act of
1034 (Act May 10, 1934, ¢, 277, § 148, 48 Swat, 720), It
applles only to taxable years begluning after Dee, 31, 10805,
by scetion 1, ante.

§149. Returns of brakers.

:l‘hlu sectlon was reenacted without chunge hy Act June 22,
1034, 9: 00 p, m., . 600, § 140, 400 Stat. 1705,

§150. Collection of foreign items.

This section was reenacted withont chinnge by Aet Jute @2,
1036, 9: 00 p, m,, ¢c. 690, § 150, 4D Stat, 1705,

§ 151, Foreign personal holding compnnies. TFor
information returus by offfeers, diveetors, and livge
sharcholders, with respeet to foreign personal hold-
ing compandes, see seetfony 320d, 329, and 320g,  Ifor
information refurns by aftorneys, nccountants, and
50 fortis, as to formation, and so forth, of foreign cor-
porations, see sectiors 3200 and 320g.  (June 22, 10436,
c¢. 640, §151, as added Aug, 20, 1037, 10 a. m, e. 815,
Titie 11, § 207 (1), 50 Stat, 820.)

SUrPLEMENT B ~EST\1ES AND 'TRUSTS

§ 161. Ymposition of tax,

This sectlon was reenncted without change by Act June 22,
1036, 9: 00 p. m,, ¢. 60O, § 101, 10 Stat, 1704,

§ 162, Net income.

This sectlon was reenncted without change by Act June
22, 1936, 0:00 p. m., ¢. 000, § 102, 49 Stat, 1700,

§163. Credits against uet income—(a) Credits of
Estate or Trust. (1) Tor the purpore of the normai
tax and the surtax an estute or trast shail be altowed
the smme personnt exemption as is aliowed 1o a slogle
person under section 25 (b) (1), except that no ex-
emptlon shall be nHowed a trust i the tenst instru-
ment requires or permits the accumulation of any
portion of the income of the frust and there s uot
distributed an nmount e¢qual to the uet income. Wor
the purposes of this puragraph the term “net in-
come” does not include amounts iueinded in gross
income which, inder the luw of the Jurisdiction nnder
which the trust is admlnistered, caunot (even if per-
mitted or required by the trust instrument to he con-
sidered as fncome) be considered as income and are
not distributabie,

(2) If no part of the income of the estate or trust
is fnclnded in computing the net eomne of any legn-
tee, helr, or henefleinry, then the estate or (rust shaii
be allowed the same credits against net income for
interest as are aflowed by section 26 (a). (As
amended Aug, 26, 1937, 10 a. m,, c. 815, Title 1V, § 401,
50 Stat. 829,)

(b) Credits of benefictary, If any part of the In-
cowe of nn estate or trust is included In computing the
net income of any legatee, heir, or benefielary, sueh
legatee, heir, or benetlelary shall, for the purpose of the
normal tax, be nllowed ns credits agninst net income,
tn addition to the eredits allowed to him under seetion
25, his proportionate share of sueh amounts of intevest
specifled fu section 25 (a) ns nve, under thls Supple-
ment, requived {o Le included In computing his net
income,  Any remaining portlon of sueh amounts
speelfied in section 275 (a) shall, for the purpose of the
norinaf tax, he allowed as credits to the estate or trust,
(Juue 22, 1036, 9: 00 p. m,, ¢. GYO, § 163, 49 Stat. 1707,
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a8 amended Aug, 28, 1037, 10 1. m., c. 815, Title 1V,
§.401, HO Stat, §20.)

This rection, as enacted by the Revenue Act of 1030, super.
wedes the corrorponding provistous of the Revenue Act of 1931
CAct May 10, 1031, ¢ 277, § 163, 18 Stat. 728). It applies
only to taxnble yenrs beglnning after Dec, 31, 148356, by sectlon
I, nnte, It iy a reenactment of such rrm‘lhluns with tho
exeeption of the omisston of the words “dividends and™” whiei
formerly preceded the words “interest specified” 1n the sixth
Mne of subsection (b),

Act August 28, 1937, ¢, 815, Title 1V, f401, b0 Stat, 829,
subrtantinlly  affected sobseetion  (n). t applles only to
taxnbie years bheglnning after December 31, 1936, Subsection
() of sction 163, Act Jane 22 1936, ¢, 600, 49 S{at, 1707,
read as followy: * ffor the purpiose of the normnd tax and
the wnrtax the estate or tust shall be aflowed the same per-
wouni exemption as in allowed (o n single person under gec-
tlon 25 (M) (1), and, 1 no part of the income of the estate
or trust s Inceloded in cmmmtlni: the net fncome of nny lega-
tee, helr, or benefielary, then in addftfon the same ciedits
n;’:nlnnl net Ineome for fnterest as we allowed by section
20 (n).”

§ 164, Different taxable years. If the taxable year
of o benefieiary 1s dliferent from that of the estate
or trust, the amount which he is required, under see-
tion 162 (b), te include in computing his unet incomne,
shinll he based upon the income of the estate or trust
for any taxable year of the estate or trust (whether
beginning on, before, or after Januavy 1, 1036) cuding
within his taxabie year, (Juue 22, 1036, 9:00 p. m,,
¢, 690, § 161, 49 Stat, 1707.)

This sectlon, ns enacted by the Reyvenue Act of 1036,
superstdes the correspondlug provisions of 1the Revenue Act
of 1031 (Act May 10, 1934, ¢, 277, § 104, 48 Stat, 729). It
npplies only to taxable years beginning after Dec. 31, 1035,
by section 1, ante. It ds a reenuctmeut of such provisions
with the exeeption of the yor designated lu the parenthesls,
which was “1034" in the 1034 Act.

§ 165. Employees’ trusts. A trust created by an
ctployer as a part of n stock bonus, pension, or profit-
sharing plan for the exclusive heueflt of some or all
of his cmpioyees, to which contributions are made by
such employer, or clployees, or hoth, for the purpose
of distributing to such employees the earnings and
prineipni of the fund aceamulated by the trust in ac-
cordance with such plan, shall net be taxable under
sectlon 161, but the amount actually distributed or
nunde avaitable to any distributee shall be taxable to
nhim in the year in whilch so distributed or made avail-
nble to the exteut that It exceeds the amomnts pald In
by him.  Such distributees shall for the purpose of the
normal tax be nllowed ns credits ngainst net incoine
sueh part of the nmount so distributed or mnde avail-
able as represents the items of interest specified in
seetion 25 (a).  (June 22, 1036, 9:00 p. m., ¢. 090,
§ 165, 49 Stat. 1707.)

This section, ns enacted by the Revenue Act of 1036,
sopersedes the correspunding provisions of the Revenue Act
of 1084 (Act May 10, 1034, ¢, 277, § 165, 48 Stat, 720). It
applles only to taxable vears heginning after Dee. 31, 1035,
by sectlou 1, ante. It is a reennctmuent of such provisions
with the exceptlon of the omjssion of the wordy “dividends
and" which formeily preceded the words “interest specified
in wectlon 25 (n)” at the end of the section.

§ 166. Revocable trusts,

This sectlon was reenneted without change hy Act June
22, 1036, 9:00 p, w, c. 690, § 160, 19 Stat 1707,

§167. Income for henefit of grantor.

This sectlon was reenncted without change by Aet June
221986, 9:00 p. m., ¢. 690, § 167, 40 Stat. 1707,

§ 168. Taxes for foreign countries and possessions
of United States.

This scctlon was reenacted without change by Act June
22, 1936, 0:00 p. m., c. 600, § 168, 40 Stat, 1708

§169. Common trust funds—(a) Definitions,
The term “common trust fnnd” weans a fund mnin-
tained by a bank (as defined in section 104)—

(1) exclusively for the collective investment and
reinvestment of moneys contributed thereto by the
bank in its capacity ns a trustee, executor, adminis-
trator, or guardinan; and

(2) in conforwmity with the roles and regulations,
prevaillng from time to thne, of the Board of Gover-
nors of the Federal Reserve System pertaining to the
coileetive investiment of trust funds by untional banks.

(b) Taxation of common trust funds. A com-
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mon trust fund shall not bhe subject to taxation under
this clmpter, or section 342 or 1358a, and for the
purposes of such chapters und sections shall not be
considered a corporation,

(c) Income of particlpanis in fund, Each par-
ticipant in the common trust fund shall include in
computing its net income its proportionate share,
whether or not distributed and whether or not dis-
tributable, of the net income of the common trust
find. The net income of the commeon trust fund shaif
be computed in the same manner and on the same
basis as in the case of a. indivldual, The propor-
tionate share of cach parHeipant 1a the mmount of
interest speeified in sectlon 25 (a) received by the
common trust fund shail for the purposes of this Sup-
piement be considered as having been received by sueh
participaut ns such intercst.

) Admission and withdrawal. No galn or loss
shali be renlized by the common trust fund by the
admdssion or withdrawal of a partleipant, The with-
drawal of any participating interest by a participant
shall be treated as a sule or exchange of such interest
by the participant.

(e) Returus by bank. Every bank (as deflned in
section 107) maintaining ¢ common trust fund shali
male n return under oath for cach taxable year, stat-
ing speciticntly, with respect to such fund, the items
of gross income and the deductions allowed by this
title, and shail inelude iu the return the names and
nddresses of the partieipants wiwo would be entitled
to share In the net income If distributed and the
anmount of the proportionate share of each participant.
The return shail be sworn to ns in the ease of a return
flied by the bank under section 52

(f) Different taxable years of common trust fund
and particlpant, If the taxuble year of the common
trust fund is different from that of a participnnt, the
proportionate share of the net Income of the common
trust fund to be included in computing the net lncome
of the participant for its taxable yenr shall be based
upon the net income of the connmon trust fund for any
taxable year of the common trust fund (whether be-
ginning on, before, or after January 1, 1930) ending
within the taxable yenr of the participant. (June 22,
1036, 9: 00 p. ., c. 690, § 109, 49 Stat. 1708.)

Revenue Acts prior to the Revende Act of 1030 contalned
no provisfons corresponding to this section,

SUPPLEMENT F.—PARTNERSIUPS

§ 181. Partnership not taxahle.

This section was reenacted without change by Act June
22, 1036, 9:00 p, m,, ¢, 690, § 181, 40 Stut, 1700,

§ 182. Tax of partners.

This sectlon was reenacted without chinnge by Act June

2, 1036, 9:00 p. m,, ¢c. 690, § 182, 49 Stat. 1700,

§ 183. Compntation of partnership Income.

This sectlon was reenacted without change hy Act June
22, 1936, 9: 00 p. n,, ¢, 690, § 183, 40 Stat. ‘1709.

§ 184. Credits against net income.

Thiy section was reenacted without ebange hy Act June
22, 1936, 9: 00 p. I, ¢, 690, § 184, 49 Stat. 1700,

§ 185. Earned income.

This section was reenacted without change by Act June 22,
1936, 9: 00 p. m,, ¢. CDO, § 185, 4D Stat, 1709,

§ 186, Taxes of foreign countries and possessions
of the United States.

This sectlon was reenacted without change by Act June
22, 1936, 9: 00 p. m,, ¢ 090, § 186, 40 Stat. 1709,

§ 187, Partnership returns. Every partnership
shail make o return for each taxable year, stating
specifically the items of its gross income and the de-
ductions aliewed by this chapter and such other infor
matlon for the purpose of carryving out the provisions
of this chapter as the Commissioner with the approvai
of the Secretary may by regulations preseribe, and
shall include in the return the names and addresses of
the indivlduals who would be eutltled to share in the
net income if distributed and the amount of the dis-
tributive share of each individual, The return sball
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be sworn to by any one of the partners. (June 22,
1036, 0: 00 p. m,, ¢, 690, § 187, 40 Stat. 1700.)

The section, as enacted by the Revenue Act of 1036, super-
sedes the corresponding provisions of the Revenue Act of
1031 (Act May 10, 1!)54, ¢ 277, § 187, 48 Stat, 730), It
npplies only to taxable fcms beglunlag after Dec, 31, 1035,
by sectlon 1, ante. 1t s a reennetment of such provisiond
with the exception of the ndded words “and such other in-
formation Tor the purpose of carcying out the provisions of
this chapter as the Commissioner with the approvul of the
Secretary muay by regulations preseribe.”

§188. Different taxable years of partner and
partnership—(a) General rule. If the taxable year
of a partuer is different from that of the partnership,
the distributlve share of the uet lncome of the part-
nership to be included in computing the net income
of the partner for his taxable year shall be based upon
the net income of the partuership for any tuxabic year
of the pavtnership (whether heginuing on, before, or
ufter January 1, 1936) ending within the taxable year
of the partner, (June 22, 1930, 9:00 p. m,, c. 690,
§ 188, 49 Stat. 1710.)

* * x * *

This section, as enuncted by the Revenue Act of 1030,
supersedes the corresponding provisions of the Revenue Aet
of 1081 (Act May 22, 1 .’kﬁ c. 277, § 188, 48 Stat, T41).
It apples only to taxable years begluning after bece, 31, 1980,
by sectlon 1, nute. Tt Is u reenactment of the provisions of
subsection (n) of sectlon 188 of the 1031 Act with the ex-
ception of the year deslgnated tn thie parenthests, which was
“108 1" In the 1034 Act.

SUPPLEMENT G.—INSURANCE COMPANIES

§201, Tax on life insurance companies—(a)
Definition. When used in thig title the term “life
lusurance company” means an insurance compnny en-
gaged in the business of issulng Hfe lusurance and
annuity contracts (includlug contracts of comblned
iife, enlth, and accident tusurance), the veserve funds
of which heidd for the fulfillinent of such contracts
comprise more than 50 per centum of its total reserve
funds.

(b) Imposition of tax,

(1) In general. 1In licu of the tax lmposed by sec-
tions 13 and 13a, there shall be levied, collected, and
paid for cuch taxable year upon the normal-tax net
Income of every life insurance company a tax of 15
per eentunt of the amount thercof,

Normal-tax net income of foreign life insur-
ance companies, In the case of a foreign life Insur-
ance company, the normal-tax net income shall he an
amotmt whieh bears the same ratio to the normasl-
tax net lncome, computed without regard to this par-
agraph, ns the reserve funds required by law and held
by It at the end of the taxable yenr upon business
transactedd withht the United States bear to the re-
serve funds held by it at the end of the taxable year
upon all business transucted.

(3) No United States insurance business. Forelgn
life Insuranee companies not carrying on an insurance
business within the Tuited States und holdlug no re-
serve funds upon bushiess trausucted within the
Unlted States, shiall not be tanxuable wminder this seetion
but shinll he taxable as other foreign corporntions.
(June 22, 1030, 9: 00 p. m,, ¢. 690, § 201, 49 Stat, 1710.)

This section, as cenneted by the Revenue Act of 1036,
supersedes the correspondlig provistous of the Revenue Act
of 1084 (Act May 10, 1034, ‘e, 277, § 201, 48 Stat, 741)
ax amended bv Aet Aug. 30, 193856, ¢, 820, ﬁ 103, 40 Stat.
1017, It applies only to taxabie years beginulog after
Dee. 31, 1930, by section 1, ante,

§202. Gross income of life Insurance companies.
This sectlon was reenacted without chauge by Act June
22, 1936, 9:00 p. m,, ¢ 6GU0, § 202, 40 Stat, 1710.

§203. Net income of life insurance companies—
(a) General rule. In the case of a life Insurance
compuny the term “net lneome” means the pross in-
come less—

(1) Tax-free interest. The amount of Interest re-
ceived during the taxable yenr which nnder seection
22 (b) (4) is excluded from gross Income;

(2) Reserve funds. An amount cequal to 4 per
centinmi of the menn of the reserve funds required by
law and held at the beginning and end of the taxable
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year, except that In the case of any such resevvo
fund which ls computed at a lower futerest assump-
tlon rate, the rate of 3%% per centum shall be substi-
tutedd for 4 per centum,  Life Insarnnee compaules
issulng polleles covering Hfe, heatth, nnd accldent in-
surance comblned In one polley Issued on the woekly
premlum payment plan, coutinuing for 1ife mud not
suhjeet to eanceilntion, shall be altowed, I addition
to the above, n deduction of 3% pev centum of the
mean of such reserve fmuds  (not required by law)
held at the beginning and end of the tuxubie yenr,
as the Commlssioner flnds to be necessary for the
profection of the holders of such polleies only;

(3) Reserve for dividends. An amonnt equul to 2
per centim of any simms held at the end of the tnxable
year as u reserve for dividends (other than divideds
payable during the yenr following the taxable year)
the payment of whiceh 1g deferved for n period of not
less than flve years from the date of the policy con.
fract;

(1) Investment expenses. Investment expenses
paid during the taxable year: Proelded, That if any
general expenses are In part assigned to or inelhided
in the investment oxpenses, the total deduetion under
this parageaph shall not exceed one-fourth of 1 per
centum of the book value of the mean of the invested
assets held at the beginning and end of the taxable
year;

(5) Real estate expenses. Muxes and other ex-
penses prdd durlng the taxable yenr exelusively upon
or with respeet to the real estate owned by the com-
pany, not including tixes assessed agalnst loead bene-
fits of a kind tending to inerenase the value of the
property assessed, und vot Including any amount paid
out for new buildingy, or for permanent improve-
ments or betterments mide to fnerense the vahte of
any property. The deductlon allowed by this para-
gruph shall be alowed In the cuse of taxes Imposed
upon a sharcholder of n company npon his interest
as shareholder, which are pald by the company with-
out reimbnrsement from the shareholder, but in such
cases no deduction shall be allowed the shiarehiolder
for the amount of suell taxes;

(6) Depreciation. A reasonable allowanee, as pro-
videt In section 23 (1), for the exhnustion, wear
and tear of property, Inchuiing a reasonable allow-
unce for obsolescence; and

(7) Interest. AU Interest puaid within the taxable
yeav on lIts iundebtedness, except on indebtedness In-
curred or continued to purchase or curry obligations
(other than obilgations of the United States lssued
after September 24, 1017, and originnlly subscribed
for by the taxpiyer) the interest upon whleh is
wholly exempt from taxation under this chapter.

(b) Rental Value of Real Estate. The deduction
under subsection (a) (5) or (6) of this section on
account of any real estate owned and oecupied in whole
or in part by a life Insurnnce compnny, shall be Hmited
to an amonnt which bears the same ratio to such
deduction (computed without regard to this subsce-
tion) as the rentul value of the space not so occupied
hears to the rental value of the eutive property. (June
22, 1036, 9: 00 p. m., ¢ G690, § 203, 49 Stat. i710.)

This rection, as enacted by the Revenne Act of 1930, super-
sedes the correspounding provistons of the Revenne Act of 1034
(Act May 10, 1031, ¢, 277, § 204, 48 Stat, 732). It appHen
only to taxable years beghuntng after Dee, 31, 1035, by see-
tion 1, aute. It is a reennctment of such provisions” with
the exception of subgectlon (¢) and paragraph () of sub-

section (n) of the 1931 Act whlch were omitted tromn the
1036 Act.

§ 204, Insurance companies other than life or
mutual—(a) Imposition of tax.

(1) In general. In len of the tax imposed by see-
tions 13 and 13a, there shall be levied, collected, nnd
paid for each taxable year upon the normal-tax net
income of every Insurance conipany (other than a Hfe
or mufual insurance company) a tax of 15 per centum
of the amount thercof,

(2) Normal-tax net income of foreign companies.
In the euse of a foreign Ibsurance eompany (other
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than o Ufe or mutual Insurance company), the nor-
mal-tax net Income shall e the net Income from
sourees within the United States minus the sum of—

(A) Interest on Obligations of the Unlted States
and Ity inarmmaentalities,—The credit provided In see-
tion 20 ().

() Dividends Recolved.—The credit provided in
seetion 26 (h).

(3) No United States insnrance hnsiness,  Forelgn
insurance compunies not earrying on aun iusuranee
bhusiness witidn the United States shiall not be taxable
nnder this section bhut shadl be faxabie s other foreign
corporatlons.

(h) Definition of income, ete. In the case of an
iusurauee company subject to the tax huposed by this
seetion-—

(D) Gross income., “Gross  income’ weans the
st of (A) the combined gross amount carned during
the taanble year, from Investiient fncome sand from
underwrlthng income as provided In this subseetlon,
computed ou the basis of the nnderwrlting and Invest-
ment exhiblt of the anuual statement approved by the
Natlonal Convention of ITusurnnee Commissloners, and
(I3y galn durlng the taxable year from the sale or
other disposition of property, aud (C) all other itens
constitutlug gross ncome under seetton 225

(2) Net income, “Net Income” wenus the grosy in-
come as detined In pavagraph (1) of this subsection
less the deduetlons allowed by snbseetion (¢) of thls
seetion

(3) Investment income, “Investment income”
medans the gross amomt of income carned during the
taxable year from interest, dividends, and rents, com-
puted as follows:

‘o all Interest, dividends and rents veeelved during
the taxable year, add Intevest, dividends and vents due
and neerued at the end of the taxable year, and deduct
all Intervest, dividends and rents due and acerued ot
the ewd of the preceding taxable yeay,

(1) Underwriting  income. *Underwriting  in-
come' means fhe premlums earned on Insuranee con-
tracts during the taxahie year less losses ineurred and
expenses Incurred

(5) Premiums enrned.  “Premlums earned on In-
surance contracts duving the taxable year” means an
nmount computed as follows:

From the sonount of gross prentiums written on
instivance contracts during the taxable year, deducet
vefurn preminms and prembumy pald for reinsurance,
T'o the result so obtained add unearued premimns on
outstanding business at fhe end of the preeeding tax-
able yenr and deduet unearned premiums on outstand-
Ing bushiess at the et of the taxable year;

(6) Losses incurred. “Lusses  Inctiered”  means
fosses Inenrred during the taxable year on insurance
contraets, computed as follows:

To losses pald during the taxable year, add salvage
and relusurance recoverable outstanding ot the end of
the preceding taxable year, sud deduet salvage and ve-
insurance recoverable outstanding at the end of the
taxahle year, To the vesnit so obtalued add all unpaid
losses ontstauding at the end of the taxnble yenr and
deduct wupaid losses ontstunding at the end of the
preceding taxable yeav;

(7) Expenses iucurred. “Expenses inceurred”
menns all expenses shown on the annual statement ap-
proved by the Natlonal Conventlon of Insurance Com-
missioners, and shali be computed as follows:

o all expenses pald during the taxabie year add
expenses unpald at the end of the taxahle year and
deduet expenses wpadd at the end of the preceding
taxable yenr. For thie purpose of computing the net
incouie subject to the tax hnposed by thils secetion there
shail be dedhaeted from expenses Ineurred as defined in
this paragraph all expenses Inenrred which are not
allowed as deductions by subsection (¢) of this seetion,

(c) Dedunctions Allowed. In computing the net
income of nn fusurance company subject to the tax -
posed by thils section there shall be alowed as dedue-
tions:
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(1) All ordinary and necessary expenses incurred, as
provided In sectlon 23 (n);

(2) All Interest as provided in section 23 (b) ;

(3) Tuxes ns provided In seetion 23 (e)

(4) Losses Incurred as deflued in subsection () (6)
of this section

(6) Subject to the Mmitation contalned in scetion
101 (d), losses sustidned durlng the faxable year from
the sale or other disposition of property;

(6) Bad debts In the nature of ngeaey balances and
bills reechvable ascertalned to be worthless nud eharged
oft within the fnxable year;

(7) The amonut of futerest envned during the tax-
uble year which nuder secetion 22 (h) (4) is excluded
from gross Income;

(8) A reasonnble allowance for the exhaustion, wear
and fear of property, as pravided in seetion 28 (15

(9) Charitable, and so forth, contributions, ag pro-
vided In seetlon 23 ()

(10) Deductions (othier than those speeltied in this
subseetion) as provided In seetfon 23, but not In excess
of the amonnt of the gross income included under
suhseetion () (1) (C) of this sceetion.

(d) Deductions of foreign corporations. In the
cuse of a foreign corpovation the deductions allowed
in this seetion shall be allowed to the extent providel
In Supplement 1 ia the case of a forelgn corporation
engaged in trade or business within the United States
or having an office or place of buslness therein,

(e) Donble dednctions. Nothing in this seetion
shail be construed to permit the same item to be twice
dedueted,  (June 22, 1930, 9:00 p. m., ¢ 090, § 204,
40 Stat. 1711.)

This seetlon, ns enncted by the Revenue Act of 1030,
supersedes the correspotnding provisions of the Revente Act
of 1034 (Aet May 10, 1034, ¢. 277, § 204, 48 Stat, 733) an
amended by Act Aug, 30, 1035, ¢. 820, §§ 102 (1), 104, 49
Stat 1016, 1017 1t applies only to taxable years beginnlng
afier Dee, 31, 1935, by scetion f, unte,

§ 205. Taxes of foreign countries and possessions
of United States.,

This section was reenneted without change by Act June
22, 1036, 9: 00 p. m, ¢. 600, § 205, 49 Stat. ,171-'1.

§ 206, Computation of gross income,

This seetion was reenncted without change hy Act June
22, 1036, 9: U0 p. m,, ¢. GBO, § 206, 49 Stat. ‘1713.

§ 207, Mutual insurance companies other than
life—(a) Application of title. Mutual Insurance
companies, other than life Insurance eompanles, shall
be taxable in the smne mauner ng other corporations,
except as lerelnafter provided fn this sectlon, and ex-
cept that they shali not be subject to the surtax in-
posed by section 13a, aud except that the normal tax
fmposed Dy section 13 shall be at the rate of 15 per
centnm Instend of at the rates provided in such section,
and such normal tax shall be appiicable to forelgn
corporntions as well oy domestlie covporntlons; It
forelgn inswrance compunles not earrying on an in-
surance business withiu the Unlted States shall be
taxable as other forelgn corporations.

(b) Gross income. Mutual marine-lnsurance com-
panles shall inclade in gross ‘ncome the gross pre-
nilums collected and recelved by them less auonuts
pald for reinsnrance,

(¢) Deductious. In addition to the deductions
allowed to corporations by sectlon 23 the following
deduetions to Insurance companles shal also be al-
lowed, unless otherwise allowed—

(1) Mutual insurance companies other than life
insurance. In the case of mutual insurance com-
panles other than life insurance companles—

(A) the uet additlon requived hy Iaw to he made
within the taxahle year to reserve funds (Inclading in
the case of assesswment Insurance companies the actuad
deposit of sums with State or Terrltorlal officers puv-
suant to law as additions to guaraniee or reserve
funds) ; and

(B) the swing other than dividends patd within the
taxable year on policy and aunuity contracts.

(2) Mutual marine insurance companies. In the
ease of mutual marine Insurance companies, in addi-
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tlon to the deductions allowed in paragrapht (1) of
this subsection, unless otherwise allowed, amounts re-
pald to poliesholders on necount of premiums pre-
viously pald by them, and interest pauld upon such
amounts between the ascertainment and the payment
thereof ;

(3) Mutual insurance companies other than life
and marine, In the ease of mutual [nsurance conl-
panles (including Interinsurers and reeiproeal under-
writers, but net Including mutual life or mutual ma-
rine Insurance companies) requiring their wenbers
to make premlum deposits to provide for losses and
expenses, the amount of premlum deposlis vefurned to
thelr polleyholders and the amount of premim de-
posits retudued for the payment of losses, expenses,
and relusurance reserves.  (June 22, 1036, 9: 00 p. .,
¢ 690, § 207, 40 Stat. 1713.)

This section, ns enacted by (he Revenue Act of 1038, super-
sedes the corresponding povisions of the Revenue Act of
1034 (Act May 1o, 10:%'4, ¢ 277, 8 207, 48 Stat. 735). It

upplies only to tuxable years beginning after Dec. 31, 1935,
by section 1, ante.

§ 210, Tax on nonresident alien individuals—(a)
No United States Business or Office.  There shall
be levied, colleeted, and paid for cach taxable year,
In lleu of the tax hnposed by sections 11 and 12, upon
the amount veecived, by every nonresident allen Indl-
vidunl not engaged in trade or bnsiness within the
United States and not having an otlice or pluce of
business therein, from sources within the United
States as Interest  (except Interest on deposits with
persons carryiug on the banklng hnsiness), dividends,
rents, salarvies, wages, premluns, annuitles, compen-
sitions, remunerations, emolhnments, or other fixed
or determinable annual or perfodienl gains, proflts,
mul income, o tax of 10 per centmn of such amount,
except that sueh cate shinll be vedueed, in the case
of n resident of a eontignous country, t{o such rvate
(not less than § per centum) as may he provided by
treaty wlth sueh country. ‘fhe tux imposed by this
subseetion shall not apply to any individual if the
aggregute mmount received during the taxable year
from the sources ahove speeifled s more than $21,600.
(As nmended Aug. 26, 1037, 10 v, m,, ¢. 815, Title V,
§ 501, 5O Staf, 83u.)

(b) United States Business or Office. A vonresl-
dent alien individual engaged in trade or business in
the United States or having an oflice or plaee of busl-
uess therein shafl be faxable without regard to the
provisions of subseetion (n).  As used In this seetion,
seetlon 119, seetion 113, seetion 144, and seetion 231,
the phrase Yengaged in trade or husiness within the
United States” inciudes the performance of persoual
services within the Uunited Stutes at any time within
the taxable year, but does not inclnde the performance
of personal services for a nonresident nifen Indlvidual,
forelgn partnership, or foreign corporation, not en-
gaged In trade or business within the Unled States,
by a nonresident allen individuai temporarily present
in the United States for a period or periods not ex-
ceeding a total of ninety days during the taxable
veur and whose compensation for snehr serviees does
not exceed n the aggregate $3,000, Sueh phrase does
not inelude tie effecting of transaetions In the United
Stntes In stocks, sccurities, or commodlties through a
resident  broker, commission agent, or custodian,

(¢) No United States Business or Office and Gross
Income of more than $21,600. A nonresideat alien
individunl not engiged in trade or buslness within
the United States and not having an otflee or place of
hustuess therein who has o gross Income for uny tax-
able yeur of more than §21,600 from the sourees speci-
fled in subseetlon (a), shalt be taxable without regard
to the provisions of subsection (a), except that—

(1) The gross income shstdl include oniy income
front the souvees speeltied in subseetlon (n) ;3 and

(2) "The deductlous (other than the so-eatied “char-
ituble dednetion” provided v section 213 (¢)) shail
he atowed ouly if and to the extent that they are
property aliocable to the gross income from the sourvees
specitied in snbseetion (n) ; and
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(3) The aggregote of the normal and surtax under
sectious 11 and 12 shall, fn no case, be less than 10
per centum of the gross fnconie from the sources
specitled  In subsectlon (a),  (June 22, 1016, 0:00
p.om,, ¢ 800, § 211, 49 Stat, 1TLL as amended Aug, 26,
1037, 10 a. mt, ¢, 815, Title V, § 0601, 50 Stat, 830.)

Revenue acts prior to the Revemue Act of 1936 contained
no provislous corresponding o this section.

At August 20, 10937, e, 815, Tite vV, § 001, 60 Stat, 8130,
added last senteuce to subseetlion (1) and also ndded sub-
seetion  (¢) which apply only to laxable years heglonfug
after December 31, 1068406, This amendmoent 14 net to npply
(o a resldent of a contignons ecountry so long as there Is in
offect 0 treaty with such country, ratifled prior to August 20,
1037, uuder whieh rates of tax under subdivision (a) of this
section, as {t existed prior to August 20, 10487, were veduced.

SUPPLEMENT 11,— NONRUSIDENT ALIEN INDIVIODUALS

§ 211. Gross income,

This seetfon wns reenucted without ehange l;r
20, 1036, 0:00 p.om, ¢ GBO, § 212, 10 Star, 1715,

§ 212, Deductions,

This sectlon was reenncted without chamge by Act Jane
091036, 900 p. e 000, § 214, 19 S, 1715

§ 213. Credits against net income.

Phis gection was reenacted without chunge by Act Jnne 22,
1036, 9:00 p. m., ¢, G0, § 214, 40 Sta(, 1716,

§ 214. Allowance of deductions and credits.

This section was reemeted without chinnge by Aet June 22,
1936, 0:00 p. m., c. 600, § 215, 40 S(at. 17106,

§ 215, Credits against tax.

Thix section wan reenacted without change by Act June
22 16306, 9:00 p. m,, ¢, 600, § 216, 10 Seat, 1714,

§ 216, Returns—(a) Requirement. In the case of
a1 nonresldent alfen Individual the vetnra, In Meu of
the time preseribhed In sectlon 63 (a) (1), shall he
nmude on or before the fifteenth day of the sixth month
foltowlng the close of the flseni year, or, if the return
i made on the basly of the calendur year, then on oy
hefore the fifteenth day of June,

(b) Exemption from Requirement. Subjeet to
such conditions, lhmltations, aud exceptions and muder
sueh regnlations as may be preseribed by thie Commis-
sloner, with the approval of the Sceeretary, nonresident
allen individuals subjeet to the tax imposed by seetlion
210 (a) may he exenpted from the reqnirement of
fling returns of such tax.  (June 22, 1938, H: 00 p. m,,
e, (90, § 217, 49 Stat. 1716.)

This seetlon, as enacted by the Revenue Aet of 10136,
shpersedes the corresponding provistons of the Revenue Act
of 1034 (Act May 10, 1034, ¢, 277, § 216, 48 Stut. 747). 1t
upplies only to taxable years beginning after Dee. 31, 10356,
by seetlon I, ante. It 18 o reennctment of suely provisions
with the exception of subscetton () whieh is new,

§ 217, Payment of tax.

This sectlon was reenncted withont change b
22, 1036, 9: 00 p. m,, ¢, 600, § 218, 40 Stat, 1714,

§ 218, Partnerships. For the purpose of thls chap-
ter, n nonresldent alfen individunl shail be conshl-
ered a8 befng cngaged In a trade or bustness within
the United States If the parvtnership of whieh he fs
a member is so engaged und as having an offlee or
place of hnsiness within the United States If the
partnership of which he iy a member has sueh an
office or place of husiness,  (June 22, 1936, 9: 00 b m,,
c. 600, § 219, 49 Stut. 1716,)

Revenue acts prior to the Revenue Act of 1086 contained
no provislons corresponding to this section,

Act Juue

Act June

SUMLFMENT 1. —1P0RLIGN (ORPORATIONS

§ 231. Gross income—(a) Nonresident Corpora-
tions. ‘There shall he levied, collected, and pald for
cach taxable year, fn Heu of the tax huposed by sec-
tious 13 and 13a, upon the amount reecived by every
forelgn corporation not engoged In trade or husiness
withln the United States and not having an oftlee or
plaee of bnsiness thereln, from sonrees within the
United States as interest (except interest on deposits
with persons earrying on the banking business), divi-
dends, rents, salaries, wages, premiums, annulffes,
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compensations, remunerations, emolumeuts, or other
fisxed or determivable annuat or periodieal gains,
profits, and income, a tax of 15 per centumn of such
amonnt, except that In the ease of dividends the rate
shall be 10 per continn, and except that In the ease of
corporntions organlzed under the lnws of o contignous
country sueh rate of 10 per centum with respeet to
dividends shull be vedueed to sueh rate (not less than
5 per cenfum) as may be provided by treaty with such
conmry.

(b) Resident Corporations. A forelgn corporation
engnged in trade or Dusiness within the Dnited States
o1 mving an offfee or place of bosiness therein shail
be tuxnble without regard to the provisions of sub-
seetlon (o), ot the normnl tax lmposced by scetion
13 shall be at the rate of 22 per centum lustend of
at the rates provided in sueh secltion,

(e) Undistributed Profits Surtax, A forelgn cor-
poration shall not be subjeet to the surtux Imposed
by svetion 13a,

() Gross Income. In the case of a forelgn cor-
poratlon gross ineowne includes only the gross ineome
from sources within the United States.

(e) Ships Under Foreign Flag, 'The Income of a
forelgn corpmation, which conslsty  exelusively of
carnings derived from the operation of a ship or ships
documented nuder the Iaws of @ foreign country which
grants an equivalent exemption to eitizens of the
Unlted States and to corporatlons organized in the
Unlted States, shall not be inchuded o gross Income
and shall be exempt from taxatlon uunder this title.
Glune 22, 1086, 0: 00 p. ., e, 600, § 231, 49 Stat. 1717.)

This seetlon, na enncted by the Revenue Act of 1030,

gupeisedes the eorresponding provisions of the Revenue Act
of 11 (Act May 10, 1938, e, 277, § 231, 48 Stat, 747),

—it,
It npphies only to taxnble years heginnlog after Dee, 31, 1935,
I)'y seetion 1, ante.  Subsectons 1(I) ad (e) reenact without
change the corresponding provisions of the 1934 aet,  Sub-
sectlons (ua), (), and (¢) are new in the 1030 act,

§ 232, Deductions—(a) In General. 1In the case of
a forelgn corporation the deduettons shull be allowed
anly It nnd to the extent that they are conneeted with
Income from sources within the United States; and
the proper apportionment and allecation of the de-
duetlons with respect to sources within and without
the United Stiutes shall be determined as provided In
gection 119, under rules and regalations preseribed by
the Commlssloner with the approval of _the'Secl'ctnry.

(h) Charitable, and so forth, Contributions, The
so-enlled “charitable contributlon” deduetion altowed
by seetion 23 (q) shall be allowed whether or not con-
neeted with ineome from sources within the United
States.  (June 22, 1936, 9:00 p. m, e. 600, § 232, 49
Stat, 1717.)

This sectlon, a8 enncted by the Revenne Act of 1030, su-
persedes the correspouding provislons of the Revenue Act of
19081 (Act May 10, 1084, ¢, 277, § 202, 48 Stat. 737) ay
amended by Act Aug, 30, 1935, ¢, 820, § 102 (¢), 40 Sint,
1016, 1t applies ouly to tuanble yeats heginning after Dec.
31, 1936, by sectlon U, ante. Tt Iy In effect n recunctmeut
without chnnge of such provisions,

§233. Allowance of deductions and credits,

This sectlon was reenaeted without chnuge by Act June
20 16, 9:00 p.on., oo 600, § 2338, 10 Siat, 1717,

§ 234, Credits against tax,

g sectlon wns reenncted without ehnnge by Act June
29, 10306, 9300 p.ow,, ¢ 690, § 234, 19 Stat, 1718,

§235. Returns—(a) Time of Filing, In the case
of 0 foreign corporation not having any office or pliuce
of business tn the Unlted States the return, in Hen of
the thne preseribed in seetlon 53 (n) (1), shall be
wmande on or hefore the fifteenth day of the sixth month
following the close of the fiseal year, or, if the return
is made on the basls of the ealewdar year then ou or
hefore the fifteenth day of June., It auy foreign cor-
poration has no offlee or place of business In the
United States but has an agent In the Dnited States,
the veturn sl be made by the agent.

(h) Exemption TFrom Requirement. Subject to
such conditions, lmitations, amd exeeptions and under
such regulations as may he preseribed by the Com-
missioner, with the upproval of the Secretary, corpo-
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rations subject to the tnx imposed by scctlon 231 (a)
may be exempted from the requirement of fillug re-
tarng of sueh tox, (June 22, 1936, 9: 00 p. m,, ¢ 690,
§ 235, 49 Stat, 1718.)

This sectlon, ag enncted by the Revenue Act of 1030, super-
sedey  the mrrvspnmllm'i provislous of the Revenue Act of
1034 (Act May 10, 1034, ¢, 277, 3 280, 48 Sat, 7148), It
upplies only to taxable years beglunlug after Dee, 31, 1035,
hy section 1, ante.  Subseetlon (n) 18 a reenactitent of sueh
provislons, Subsectlon (b) Is new with the 10930 aet.

§ 236, Payment of tax—(a) Time of Payment,
In the ense of a forelgm corporation not having any
office or plaee of business in (he United States the
totul amount of tax imposed by this title shall be
pald, in licu of the thue presevibed in scetlon 56 (a),
on the fifteenth day of Jnne following the close of
the catendar year, or, if tiie retorn should be made
on the basls of a fiseal year, then on the fifteenth
day of the slath month following the elose of the flsenl
year,

(b) Withholding at Source, For withholding at
souree of tax on income of foreign corporations, see
section 144, (June 22, 1036, 9:00 p. m,, ¢, 690, § 236,
40 Stat. 1718.)

This section, as enacted In the Revenue Act of 19046,
supelsedes the cortespondiiy provisions of the Revenue Act
of 1021 (Act May 10, 1034, ¢, 277, § 230, 48 St 748).
It applles only to taxuble yenrs beglnuing after Dee. 31,
1035, by sectlon 1, ante, 1t 1s a reenactment of such pro-
visions with the exception of the veference in subscetlon (b)
to scctlon 114 instend of sectlon 143,

§ 237. Foreign insurance companies.

Thils sceetlon was reenacted without change by Act Juue
22, 1036, 9:00 p. m, ¢ 6O, § 237, 40 Sint, 1718,

§ 238. Afliliation.

This seetlon was reemucted without change by Act

June
22, 1930, 1:00 p. ., ¢ 090, 238, 4 Stat. 1718,

SUPPLEMENT J.—1’08SESB8IONS 01 T1E UNITED STATES

§ 251, Income from sources within possessions of
DInited States—(a) General Ruale. In the case of
citizens of the United Stites or domestie corpovations,
sntistying the following condltlons, gross Income
means only gross income from sonrces within the
Unlted States—

(1) 1f 80 per centum or more of the gross licome
of such eltlzen or domestie corporation (compiited
withmit the benefit of thls section), for the three-
year period immediately preceding the close of the
taxable year (or for sueh part of sueh period hnme-
dintely preceding the close of such taxable year as
may be applicable) was derived from sources within
un possession of the United States; and

(2) If, in the case of such corporation, 50 per
ecntiun or more of Its gross Income (computed with-
out the henefit of this scection) for sueh perlod or
such part thereof was derlved from the neuve conduct
of 11 trade or buslness within a possession of the
United States; or

(3) If, In cuase of such citlzen, 50 per centnm or
more of hls gross income (computed withont the
bheneflt of thls sectlon) for such period or such part
theveof was derlved from the actlve conduet of a
trade or business withln a possesstonn of the United
States either on hls own account or us an cmployee
or agent of another,

(h) Amounts Received in United States. Nat-
withstanding the provisions of subsection (a) there
shal be Ineluded in gross Income ail anmounts recelved
by sueht citizens or corporations within the United
States, whether derived from sourees within or with-
out the United States,

(¢) Tax in Casc of Corporations. In the case of 1t
domestle corporation entitled to the benefits of this
section the normal tax hmposed by section 13 shali be
at the rate of 15 per centwin instend of at the rates pro-
vided in sueh sectlon, and such g corporation shnll not
be snbject to the surtax mposed by seetion 1ia.

() Definition. As used In thls section the term
“possession of the United States” does ot include the
Virgin Islunds of the United States.

(e) Deductions,
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(1) Citizens of the United States entitled to the
benefits of this section shall have the same deductlons
as are nllowed by Supplement H In the case of a4 non-
resident allen indlvidiul engaged in trade or business
withln the United States or hnving an office or place ot
hunsiness therein,

(2) Domestic corporations entitled to the benefits of
thiy section shall have the same deductlons as ave
afiowed by Supplement I ln the ense of a foreign corpo-
ration engaged in trade or business within the United
States or having an ofllee or place of bnslness therein.

(f) Credits Against Net Income. A citizen of the
United States entitled to the benefits of this section
shali bhe atlowed a personnl exemption ot only $1,000
and shall not be allowed the eredit for dependents pro-
vided in sectlon 26 (b) (2).

() Allowance of Deductions and Credits. Citl-
zens of the Unlted States and domestie corporations
entitied to the henetlts of this seetion shail recelve the
heneflt of the deductions and eredits aliowed to them
in this title only by flilng or causing to be filed with
the collector n true and acenrate return of thelr total
income received from all sources in the United States,
in the manner prescribed in this titie; ineluding therein
al the information which the Connnissioner may deem
necessary for thie calculatlou of such deductlons nmd
credits,

() Credits Against Tax. TPersons entitled to the
henefits of this section shali not be aflowed the cvedits
agninst the tuax for taxes of foreign count ries nnd pos-
sesslons of the United States nllowed by seetlon 131,

() Afliliation. A corpovution entitled to the
benefits of this secetion shall not be decmed to be afliti-
ated with any other corporation within the meaning
of seetlon 141, (June 22,1936, 9: 00 p. m., ¢. 690, § 251,
40 Stat. 1718.)

This section, as enacted by the Revenue Act of 1030, siper-
sedes the umvspumllnu )roviﬂimm of the Revenne Act of 1031
(Act May 10, 1034, e, 277, § 25, 18 Stat. T48), It applies only
to taxable years heglnnlng afwer Dec. 31, 1045, by sectlon 1,
ante. It {8 n veepnctment of such ruvlﬂlolm with the excep-
tion of changes and addlitions In subsectious (c¢) uml (e).

§ 252, Citizens of possessions of United States.

This seetion was reenncted without change by Act June 22,
1086, 1 : 00 p. m,, e, 690, § 252, 49 Stat, 1719,

SurPLEMENT K.—CHniNa ‘CRADE ACT (CORPORATIONS

§ 260. Taxation in general. In the case of a cor-
poration organized under chapter 4 of Title 15, the
normal tax imposed by section 13 shall be at the vate of
15 per centum instead of at the rates provided in such
seetion, and such n corporntion shail not be subject
to thie surtax imposed by section 13a,  (June 22, 1936,
0:00 p. m., ¢, 600, § 261, 40 Stat. 1720.)

Revevue acts prlor to (Iw Revenue Act of 1930 contnined
no provisfous corresponding fo thls section,

§ 261. Credit against net income—(a) Allowance
of Credit. Tor the purpose only of the taxes im-
posed by sections 13 and 312 of this title theve
shall be altowed, in the case of n corporntion orgaunized
under Chapter 4 of Title 15, in additlon to the credits
ngalnst net income otherwise nllowed snch corporation,
1 eredit against the net lncome of an amount equal to
the proportion of the net income derived from sources
within Chinn (detepndned in g similar manner to that
provided in section 119) which the par value of the
shares of stoek of the corporation owned on the last
day of the taxable year by (1) persons vesident in
China, the United States, or possesslons of the Unlted
States, md (2) Individuad eitizens of the Uunlted States
or China wherever residemt, bears to the par valne of
the whole nmumber of shaves of stock of the corporation
outstanding on sueh date: Provided, 'That in no case
shall the diminufion, by renson of such credit, of the
tax fmposed by such section 13 (computed without
regnrd to thls section) exceed the amount of the special
dividend certilled under subseetion (h) of this seetion;
und in no case shall the diminution, by reason of suci
credit, of the tax imposed by such seetion 342 (com-
puted  without regnrd to this seetion) exceed the
umount by which such speclal dividend exceeds the
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diminution permitted by thiis section in the tax imposed
by suel section 13,

(b) Special Dividend, Such eredit shall not be
allowed unless the Seeretary of Conunerce has cortlitled
to the Commissioner—

(1) The amount which, durlng the yenr ending on
the date tixed by Iaw for Hling the return, the corpora-
tion has disteibuted as o speeinl dividend fo or for
the benetlt of sucht persons as on the last day of the
taxabie year were resldent in Ching, the United States,
or possessions of the United States, or were individuni
eltizens of the United States or China, and owned
shares of stoek of the corporation;

(2) That such speefal dividend was In additfon to all
other amounts, payubie or to be payable to such per-
song or for their benefit, by reason of their Interest
In the corporntion; and

(3) That such distrimition has been mmde to or for
the henetit of suel persons In proportion to the par
value of thie shares of stoek of the corporation owned
by cach; except that if the corporntion hus more than
one class of stock, the certitleates shail contain a state-
ment that the arvticies of Incorporntion proviie a
method for the apportiomneut of sueh special dividend
among snch persons, aud that the amount eertitled has
been distributed in accordance with the method so
provided.

(c) Ownership of Stock, For the purposes of this
section shaves of stock of a corporation shaii be con-
sidered to be owned by the person In whom the equl-
table right to the Income from such shares I8 In good
fulthr vested.

() Definition of China. As used in this sectlon
the term “Chinn” shall have the same meaning as
when used in Chapter 4 of Fitle 15, (June 22, 1930,
0:00 p, m,, ¢, 6Y0, § 262, 10 Stat, 1720,)

This section, as mmdvd by e Revenue Aect of 1930,
supersedes the corresponding pluvlnlnun ot the Revenne Act
of 1031 (Act Mny 106, 1034, c. 277, § 201, IR Stat, 7:10) uw
amended by Act Aug. 80, 1045, o 820, 108, 10 Stat. 1019,
It applles only to taxnDle years bu:lnnuu: after Dee, a1, 1015,
by sectlon 1, ante, It lq a recnnctment of such provhduun
with the cxccpllml of changes nud additlons In subscetion (r),

§ 262, Credits against the tax,

This sectlon was reengeted witheut change lyy Act June
22, 1030, 0:00 p. m., e 000, § 263, 40 Stat, 1721

§ 263. Affiliation.

This section was reenacted without lllllll},(‘ by Act June
22, 1036, 0:00 p. m., ¢, 000, § 208, 40 Stat. n-f’

§ 264, Income of shareholders,

This section wus reebacted without chunge hy Act June
22, 1036, 9:00 p, n, ¢ GDO, § 200, 40 Stat. 1721,

SUPPLEMENT L—ABSESSMENT AND CoOLUXTION OF
DENICIENCIES

§ 271, Definition of deficiency.

This sectlon wasg rnonnclml whthout chionge hy Act
2211036, D100 p. ., ¢ B0, § 271, 10 Stat, 1721,

§ 272, Procedure in general,

Thig seetlon wany recnacted without change by Act
22, 1046, D:00 . ., e GHO, § 272, 40 Stat. 1721,

§ 273, Jeopardy proceedings.

"l‘hln gection wag reenncted without 1lmnm- Iy Act
22,1036, 9:00 p, m., ¢, 690, § 273, 40 Stal, 17238,

§ 274, Bankruptcy and receiverships,

This hm'llon was reenncted wlithout (hunu by Act
22,1036, 9:00 p. m, c 690, § 271, 0 Stat. 1725,

§ 275. I’erlo(l of limitation upon assessment and
coltection,

* * * * *

(d) Sharcholders of foreign personal holding com-
panies. If the taxpayer omits from gross. income an
amount property inciudipte therein under secton 329¢
(h) (relating to the inclusion in the gross income of
United  States  sharehoiders  of  thelr  distributive
shares of the undistributed Supplenient Q net income
of 1t foreign personal hoiding company) the tux may
be assessed, o n procceding in court for the coliee-
tion of such tux may be begun without assessment,

June

June

June

June
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ut uny tlme within seven years after the return was
flled. (A8 ndded Aug. 26, 1937, 10 o, m., ¢, 815, Title
11, § 200 (an), 60 Stat. 820.)

(e) Return filed before last day. For the purposes
of subsections (a), (b), (¢}, and (d), a return filed
before the lnst day preseribed by inw for the filing
thercof shall be considered as filed on such lnst day.
(As rebumbered nnd nmeuded Aug, 26, 1937, 10 a. 1n.,
¢, K15, Fitle I1, § 206 (b), 60 Stat, 826.)

(f) Corporation and shareholder. If a corporation
miikes no return of the tax intposed by this ehapter,
but eneh of the shareholders includes in bis return his
distributive share of the net income of the corpora-
tlon, then the tax of the corporatlon shull he asscssed
within four years after the st date on which any
sueh sharcholder's return was  flled,  (As renum-
bered Aug. 26, 1037, 10 u. m., ¢, 815, 'Title 11, § 200 (¢),
00 Stat. 820.)

This rection was reenpeted withont change by Act June
22, 1036, 0:00 p. m,, c. 600, § 276, 40 Btat 1720

Act Augnsl 26, 1087, ¢, 810, Title 11, § 2006, 50 Stat, 826,
ndded subseetion Sd), amended and renumbered former snb-
m-cl(lun () to (e), and renumbered former subsection (e)
ag (f)

8 276. Exceptions to general period of limitation.

This sectfon was reenacted without change I()}y Act June
22, 10406, 9: 00 p, m., c. 090, § 276, 40 Stat. 1720,

§ 277. Suspension of running statute.

This section was reenacted without chinnge by Act June
28, 1036, 9: 00 p. m,, ¢. 600, § 277, 40 Stat. 1726,

SUPPLEMENT M, —INTEREST AND ADDITIONS TO TiHE TAX

§ 291, Failure to file return. In cuse of any follure
to muke and file return required by this title, within
the time prescribed by law or prescribed by the Com-
missfoner in pursuance of law, unless It 18 shown that
sueh faflure Is due to reasounble canse and not due
to wiliful neglect, there shail be added to the tax:
5 per centum if the failure is for not more than thirty
days with an additlonal § per eentum for each addi-
tional thirty days or fruction thereof during which
such falture continues, not exceeding 25 per centum in
the nggregate, The amount so ndded to any tix shall
he collected nt the same thine and in the snme manner
and as n panrt of the tax unless the tax has been paid
before the discovery of the neglect, in whieh case the
amount so added shall be collected in the sume manner
ns the tax., The amonut added to the tax under this
section shail be in lieu of the 25 per centum additlon
to the tax provided in scetion 1512 (d) (1), (June
22, 1036, 9:00 p. m.,, ¢. 690, § 201, 490 Stnt. 1727.)

This section, ag cnacted by the Revenue Act of 1936,
supersedes the corresponding provislons of the Revenue Acet
of 1081 (Acl May 10, 1034, ¢ 277, f 201, 49 Stut. 740),
1t applies only to taxnble years beginning after Dec, 31,
1035, by section 1, ante,

§ 292, Interest on deficiencies.

This section was reentcted without change b
22, 1036, 0:00 p, m., c. 090, § 202, 40 Stat. 1727,

§ 293. Additions to the tax in case of deficiency.

This section was reenacted without change by Act June 22,
106, 0: 00 p. m., ¢ 000, § 293, 40 Stut. 1727,

§ 294. Additions to the tax in case of nonpay-
ment—(a) Tax Shown on Return,

(1) General rule. Where the amount determined
by the taxpayer ns the tnx Imposed by this title, or
any installment thereof, or any part of such amonnt
or installmeut, is not paid on or before the date pre-
seribed for its puyment, there shall be collected ns a
part of the tax, interest ttpon such unpaid amount at
the rate of 6 per centum per annum from the date pre-
seribed for Its payment untll it is paid.

(2) If extension granted. Where an extension of
time for pnyment of the amount so determined as the
tax by the taxpayer, or any instaliment thereof, has
been granted, and the amount the time for payment
of which has been extended, and the interest thereon
determined under section 295, is not paid in fuil prior
to the expiration of the perlod of the extenslon, then,
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In llen of the interest provided for in paragraph (1)
of this subsection, interest at the rate of 6 per centum
per nannun shnil be collected on sueli unpaid amount
from the date of the expiration of the period of the
extension until it Is paid.

(b) Deficiency. Where a deficlency, or any inter-
est or additionnl amounts assessed In connection there-
with under section 292, or under section 203, or any
addition to the tax in ease of delinquency provided
for in sectlon 201, I not putd in full within ten days
from the date of notice and demand from the col-
lector, there shinll be collected a8 part of the tax, in-
terest upon the unpaid nmount at the rate of ¢ per
centum per anmam from the dnte of such notice and
demand until it Is paid. If any part of a deficlency
prorated to any unpuld instnthnent under section 272
(1) 1s not paid In full on or hefore the date prescribed
for the pnyment of such instnllment, there shall be coi-
lected us part of the tax Interest upon the unpald
nmount nt the rate of 6 per ¢entum per anunum from
such date uatll it is paid.

(c) Fiduciaries. Fov any period an estate is held
by u fiduelnry appointed by order of any court of
competent jurlsdiction or by wili, there shall be col-
lected Interest at the rate of 6 per centum per annum
in Heu of the Interest provided in subsections (a) and
{b) of this section,

(d) Filing of Jeopardy Bond. Ir a bond is filed,
us provided In section 273, the provisions of subsec-
tions (b) and (c¢) of this seetlon shall not apply to
the amount covered by the bond, (June 22, 1930,
$9:00 p. ., c. 690, § 204, 49 Stat. 1727.)

This gectlon, as enncted by the Revenue Act of 1030,
supersedes the corresponding provisions of the Revenue Act
of 1034 (Act May 10, 1034, ¢, 277, § 204, 48 Stat, 747). It
applies only to taxable years beginning after Dee, 31, 1035,
by section 1, ante,

§ 295, Time extended for payment of tax shown
on return.

This seetion wag reenacted without change b;; Act June
22, 1936, 9:00 p, m,, c¢. G690, § 205, 40 Stat. 1728.

§ 29G. Time extended for payment of deficiency.
If the time for the payment of any part of a deficiency
Is extended, there shail he collected, as a part of the
tax, Interest on the part of the deficiency the time
for payment of whieh is so extended, at the rate of
6 per centum per nnnum for the period of the exten-
sion, and no other interest shail he collected on such
part of the deflelency for such perlod. 1If the part of
the deficlency tbe time for payment of which is so
extended 1s not paid in accordance with the terms of
the extension, there shall be eollected, ag a part of the
tux, interest on such unpald amount at the rate of
6 per centum per anuum for the perlod from the time
fixed by the teriug of the extension for 1ts paymnent
untit 1t Is paid, and no other interest shall be collected
on such unpaid amount for such period. (June 22,
1936, 9: 00 p. m., c. 690, § 206, 49 Stat, 1728,)

This sectlon, ag cnacted by the Revenue Act of 1030, super-
sedeg the cortesponding provisions of the Revenue Act of
1031 (Act Moy 10, 1034, ¢. 277, § 290, 48 Stat, 748), It
applies ondy to taxable years beginalng after Dee, 31, 1035,
by section 1, ante,

§ 297, Interest in case of jeopardy assessments.
In the case of tiic amount collected under section
273 (1) there shall be collected at the same time ng
such amount, and as a part of the tax, interest at the
rate of G per centumn per annum upon such amount
from the date of the jeopardy notlee and demund to
the date of notice and demund under section 273 (1),
or, In the case of the amount collected in excess of
the amount of the jeopardy assessment, Interest as
provided in section 292, If the amount Included in
the notice and demand from the collector under sec-
tlon 273 (1) Is not paid In full within ten days after
such notice and demani, then there shall he collected,
ns part of the tax, interest upon the unpaid amouut nt
the rate of 6 per centum per annum (or, for any
perlod the estate of the taxpayer is held by a fiducinry
appointed by any court of competent jurisdiction or
by will, at the rate of ¢ per centum per aunum) from
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tne date of such notice and demand untll it is pald.
(June 22, 1036, 9: 00 . m,, ¢. 690, § 207, 40 Stat. 1728.)

This gectlon, a8 enacted hy the Ilevenue Act of 1036, su, or-
#edes the corresponding provisious of the Revenug Act of
1034 (Act May 10, 1034, ¢, 207, § 207, 18 Siat, 748)., It
appiles only to taxable years beglnning after Dec, 81, 1085,
by section 1, aute,

§ 298. Bankruptcy and receiverships. If the un-
pald portion of the clalin allowed In a hankrupiey or
recelvership proceeding, as provided in sectlon 274, Is
not paid In full within ten days from the date of no-
tice and demand fromn the collector, then there shall
be collected as a part of sueh amount interest upon
the unpaid portion thereof at the rate of 6 per centum
per annum from the date of such notice and deinand
untll payment, (June 22, 103G, 9:00 p. m,, c. 690,
§ 208, 40 Stat. 1729.)

This sectlon, as enncted by the Revenue Act of 1036,
supersedes the corrcsgnndlng provisions of the Revenue Act
of 1033 (Act May 10, 1034, ¢, 277, § 208, 48 Stat, 748).
It applies only to tuxahic years beginning ufter Dee, 81,
1035, by section 1, ante.

§ 299, Removal of property or departure from
United Statcs,

This sectlon was reenncted without change by Act June
22, 1036, $:00 p, m,, ¢, 600, § 2090, 40 Htatr, 1729.

SUPPLEMENT N.—CLAIMRB AGAINST TRANBFEREES AND
FIDUCIARIES
§ 311. Transferred assets.
This section was reenncted wlthout chnrge hy Act June
22, 1036, 9:00 p. m,, ¢, 600, § 311, 40 Stat, 1729,
§ 312. Notice of fiduciary relationship.

This section was recnacted without change l){ Act June
22, 1936, 0:00 p. m,, c 690, § 312, 40 Stat, 1730,

SurrLEMENT O,—OVERPAYMENTS

§ 321. Overpayment of installment.

Thls sectlon was recnacted without change b
22, 1936, 9:00 p, m.,, ¢ 090, § 321, 49 Stat. 1730,

§ 322. Refunds and credits,

This section was reenacted without change by Act June
22,1036, 0:00 p. m. ¢ 690, § 322, 49 Stat, 1731,
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SurrrEMENT Q.—FonelaN Prrsonan IorpiNg
COMPANIES

§ 326. Definition of foreign personal holding com-
pany—(a) General Ruie. For the purposes of thils
supplement and of snbehapter D the term “ foreign
personai holdlng company” means any forelgn cor-
poration if—

(1) Gross income requirement. At least 60 per
centum of ifs gross inconie (as deflned in section 329
(n)) for the taxable year is forelgn personai holding
company lucomo as deflned in seetlon 327; but if the
corporaflon Is a forelgn personal holding compuny
with respect to any taxable year, then, for each subse-
quent taxable year, the mlnlmum pereentage shali be
00 per centun in Hen of 60 per centuny, until a taxable
yoar durfug the whole of which the stock ownershlp
required by paragraph (2) does not exist, or untii the
explraflon of thirce conseentive taxable years In eunch
of which less than 50 per centnm of the gross income
is forelgn personal holdlng ecompuny income. Kor tlie
purposes of this paragraph there shall be fncinded in
the gross lnecome the amount ncludibie therein as a
dividend by reason of fhe applieation of scetion 329
() (2); und

(2) Stock ownership requirement. At any tlme
dwrlug the taxable yenr morve than 60 per centum in
value of its outstanding slock is owned, dlrectly or
Indlreetly, by or for not more than five Individuals who
are cltizens or residents of the United States, herelu-
after calied “United States group.”

(b) Exceptions. The term “foreign personal hold-
ing company” does not Include a corporntion exempt
from taxation under seetlon 103, (June 22, 1936,
¢, 690, § 331, as ndded Ang. 26, 1937, ¢. 815, 10 a. m.,
Tlle 11, § 201, 50 Stat. 818.)
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§ 327. Foreign personal holding company income,
For the purposes of this title the term “foreign per-
sonai holding company income” menns the portion, of
the gross income determined for the purposes of see-
tlon 328 (a) (1), whleh conslsts of ¢

(a) Dividends, interest, royaltics, annuities,
dends, Interest, royaities, annuitles,

(b) Stock and seccurities transactions, Exeept in
the case of regular dealers in stock or securities, gains
from the sule or exchange of stock or securlties,

(¢) Commodities transactions. Galns from futures
transaetlons In any eommodlty on or subject to the
rules of a board of trade or commodlty oxchnnge.
This subsectlon shall not apply to guins by a produeer,
processor, merehant, or handler of the commodily
whleh arise ont of hona fide hedglug transaetlons rea-
sonably necessary to the canduet of 118 huslness in the
manner In whleh such bhushiess Is customuarily and
usually conducted by others,

(d) Estates and trasts. Amounts includible in
compmiting the nef Income of the corporatlon undey
Supplement 195 and galns from the sale ov other dis-
position of any interest in an estate or trusl,

(e) Personal service contracts. (1) Amounts re-
celved under a contract under which the corporation 18
to furnish personai services; If some person other than
the corporatlon has thie rvight to deslgnute (by name
or by description) the Individual who is fo perform
the services, or If the individnal who is to perforin the
services I8 designated (by uame or by deserlptlon)
the contract; and (2) amounts received from the sale
or other disposition of such a contract. Thix subsee-
tion shall apply with respeet to anwounts recelved for
services under o parlienlur coutract only if at some
tiime during the taxable year 25 per centum or more
in value of the outstauding stock of the corporation ls
owned, directly or indireetly, by or for an individunl
who has performed, I8 to perform, or may be desig-
nated (by name or by descelption) ns the one to per-
form, such services,

(f) Use of corporation property by shareholder.
Awounts recefved as compensution (Liowever deslg.
nuted and from whomsoever recelved) for the use of,
or right to use, property of the corporation in any
cnse where, at auy thue during the faxable year, 25
per cenfum or ore in value of the outstunding stoek
of the eorporation 18 owned, directly or hudlveetly, by
or for the Individual entitled to the use of the prop-
erty: whether such right s obfained dlrectly from
fhe corporntion or by menus of 1 sublease or other
arrangement,

(2) Rents. Reuts, unless coustitntlng 50 per cen-
tum or more of thic gross ineome. For the purposes
of fhis subseetion the term “rents” means compensi-
tlon, however deslguated, for the use of, or right te
use, property; but does not include amounts consti-
tuting foreign personal holdIng compuny income under
subsectlon (£),  (June 22, 1936, ¢. 690, § 332, as added
Aug, 26, 1937, 10 a. m,, ¢, 815, Title I1, § 201, 50 Stat.
818.)

§ 328, Stock ownership—(a) Constructive owner-
ship. For the purpose of determlning whether a
forelgit corporation Is a forelgn personal holding com-
pany, sofar ns such deterinination 1s based on stock
ownershlp nnder section 326 (a) (2), seetion 327 (e),
or seetlon 327 (f)—

(1) Stock not owned by individual. Stock owned,
diveetly or fudlrectly, by or for a corporatlon, partner-
ship, cestate, or trust shall be consldered as belug
owned proportlonately by its shavebolders, partners,
or beneflelarios,

(2) Family and partnership ownership. An indi-
vidual shail be consldered as ownlug the stoek owned,
direetly or indirectly, by ov for his fuanily or by or for
his partner, For the purposes of this paragraph the
famlly of an Individuul includes only hils brofhiers and
slsters (whether by the whole or balf blood), sponse,
uneestors, und Ineal desceudants,

(3) Options. If uny persou has an option to ac-
quire stock sueh stock shall be considered as owned

Divi-
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by such person, TFor the purposes of this paragraph
an option to acquire such an option, and ench one of
a serfes of sueh options, shalf be considered as an
option to gcequirve such stock,

(4) Application of family-partnership and option
rules, Paragraphs (2) and (3) shall be appiied—

(A) For the purposes of the stoek ownership reqnire-
ment provided in seetion 320 (a) (2), If, but onty If,
the effect s 1o make the corporation a foreign personal
hotlding company ;

(13) For the purposes of section 327 (¢) (relating to
personal serviee contracts), or of section 327 (f) (re-
tuting to the use of property by shureholders), if, but
only If, the elfect I8 to mwake the amounts therein ve-
ferred to inctudible under sueh subsection as foreign
personnl holding company income.

(5) Constructive ownership as actual ownership.
Stock construetively owned by ot person by reisou of
the application of paragrapl (1) or (3) shall, for the
purpose of applying paragraph (1) or (2), be treated
as actually owned by sueh person; but slock con-
stractively owned by an individunl by reason of the ap-
plention of puragraph (2) stadl pot be freated as
owned by him for the purpose of again applylng such
paragraph in order to make another the construetive
owner of such stock.

(6) Option rule in lieu of family and partnership
rale. If stock may be considered as owned by an
individual under either paragraph (2) or (3) It shall
he considered us owuned by him under paragraph (3).

(h) Convertible securities. Outstanding secuvities
couvertible Into stoek (whether or not convertible dur-
ing the taxable year) shall be considered as ontstand-
ing stock—

(1) Tror the parpose of the stoek ownership require-
ment provided In seetlion 326 (1) (2), but only if the
effect of the nclusion of ali sueh securities s to make
the corporation a foreigd personal holding company ;

(2) 1for the purpose of section 327 (e¢) (relatlng
to personal sevvlee contracts), but only If the elfect
of the inclusion of all suelr seenvities s to make the
amounts therein referred to includible under such sub-
section as foreign personnd liolding company income;
and

(3) For the purpose of section 327 (f) (relating to
the use of property by sharcholders), hut ouly if the
effeet of the Inciusion of all sueh seeuritles Is to make
the amonuts therein referred to inciudible nnder such
sibsection as foreign personal holding compnny in-
come,

The requirement in paragraphs (1), (2), and (3)
that all convertibie seenrities must be included if any
ure to be ircluded shall be subjeet to the exception
fhat, where some of the owtstanding scenrvitles are
convertible only after o Inter date than in the eaxe of
others, the class having the eurller conversion date may
be included aithough the others are not Ineluded, but
1o convertible seenrities siimll be included unless all
ontstanding seardties having a prior conversion date
are also included.  (June 22, 1936, ¢ 690, § 333, as
ndded Ang, 26, 1937, 10 n. m., ¢. 8145, Title 11, § 201,
o) Stat. 819.)

§ 329. Gross income of foreign personal holding
companies—(a) General rule. As used in this Supple-
ment with respeet to a foreign corporation the term
Sopross lncome ” means gross income computed (with-
out regard to the peovisions of Supplement 1) as if
thoe foreign corporation were a domestie corporation,

(h) Additions to gross income. In the case of n
foretgn personal holding compuny (whether or not a
Vnited States group, as detlned In seetion 326 (n) (2),
exlisted witin vespeet to sueh company on the lust day
of its taxable yenr) whiel was o sharcholder In an-
other forelgn personal holding company on the duay in
tire taxable year of the second company which was the
Jast day on whieh a United States group existed with
respeet to the second company, there shali be ineluded,
as o dividend, In the gross income of the flrst com-
pany, for the taxable year In which or with which

TITLI: 20, —INTERNAL REVENUB

Page 332

the taxnble year of the seccond company ends, the
umount the first compuny would have recelved as a
dlvidend if on such last day there had been distrib-
uted by the secoud company, and received by the
shavehoiders, ar amount which bears the snme ratio
to the undistributed Supplement Q net income of the
sceond company for Hs tuxable year us the portion of
sueh faxable year up to und inclnding such last day
bears to the entlre tuxable year,

(c) Application of subsection (b). The rule pro-
vided In subsection (bh)—

(1) shail be applied In the ease of a foreign poersonnl
hofding company for the purpose of determining its
undistributed Supplement Q net Income which, or a
purt of whiel, i8 to be included In the gross income
of jts shareholders, whether United States share-
holders or other foveign personal holding companies ;

(2) shall be applled iun the ense of every foreign
corporation with respecel to which a1 United States
group exists on some day of its taxable year, fov the
pirpnse of determining whether such corporation meets
the gross income requlvements of scetion 826 (a) (1).
Glane 22, 1056, ¢. 690, § 334, as added, Aug. 20, 1937,
10 a. m., ¢ 815, Titie IT, § 201, 50 Stat. §20.)

§ 329a. Undistributed Supplement Q net income.
For the purposes of tids title the term * undistributed
Supplement Q net income™ means the Supplement Q
net income (as deflned in seetlon 320h) minus the
amount of the dividends poid credlt provided in
seetion 27, computed without the henefit of subsection
(b) therevof (reluting to the dividend carry-over),
(June 22, 1936, ¢, 690, § 335, ns added Aug. 20, 1937,
10 a. ., ¢, 815, Title 11, § 201, 50 Stat, 821,)

§ 329b. Supplement Q net income. For the pur-
boses of this chapter the termm * Supplemeut Q net
income” means the net Income with the fotlowing
adjustments

(a) Additional deductions.
us deductions—

(1) Fedeval Income, war-profits, nnd excess-profits
taxes padd or acerued during the taxable year to the
extent not allowed as a deduetion under scection 23
but not including the tax imposed by section 104,
section 331 (either before ov after its amendment on
Auguse 26, 1937, 10 a. m,), or a scction of a prior
income-tax  law  corvespounding to  either of such
sectious,

(2) In Heu of the deduction allowed by seetion 23
(q), contributions or gifts made within the taxable
year to or for the use of donees described in section
23 (q) for the purpeses therein specified, to an
amount which does not esceed 15 per centum of the
company’s net income, computed without the benetit
of this paragraph and section 23 (q), and witiiont
the deduction of the mwouut disullowed under sub-
sectionr (D) of this seetion, and without the ineiusion
in gross income of the wmounts incindible therein us
dividends by reason of the npplieation of the provisions
of seetion 820 (D) (relating to the inclusion in the
gross incomne of a forelgn personal holding compuny
of its istributive share of the undlstributed Supple-
ment Q net Income of another foreign personunl holding
compaby in wiieh it is a shareholder),

(b) Deductions not allowed—(TI) Taxes and pension
trusts, The deductions provided in section 23 (d),
relating to tuxes of a shavcholder paid by the corpo-
ratlon, and in scetion 23 (p), relating to pension
trusts, shali not he ullowed.

(2) Expenses and depreciation. The aggregate of
the deductions allowed under section 23 (a), relating
to expenses, and scetlon 23 (1), relmting to deprecin-
tion, which arve allocathle to the operation and mainte-
nance of property owned or operated by the compnuy,
shall be allowed outy in nn amount equal to the rent
or other compensation recelved for the use or right
fo use the property, unless it is ostallshed (under
regulntions preseribed by the Commissiouer with the
approval of the Sceretary) to the sntisfaction of the
Comnussiouer:

There shall be nHowed
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(A) That the rent or other compensation received
was the highest obtainable, or, if none was received,
that none wns obtainable;

(B) That the property was held in the course of a
business carrvled on bonn fide for profit; and

(C) Either that there was reasonable expectation
that the operntion of the property would vesult in a
profit, or that fhe property was neecessary to the
conduet of the busivess.  (June 22, 1036, ¢. 0900, § 336,
as added Aug. 26, 1087, 10 a, m,, ¢, 815, Title 11, § 201,
50 Stat. 821,)

§ 329¢. Corporation income taxed to United States
shareholders—(a) General rule. The nudistvibuted
Supplement Q net income of a foreign personal hold-
ing compauny shali be included {n the gross income of
the cltizens or resldents of the United States, dotestice
corporations, domestic partnerships, and estntes or
trusts (other than estates or trusts the gross income
of whieh under this chapter lneludes only income from
sources withln the United States), wiho are share-
holders In such foreign personal holdlug company
(hoevelnafter eniled * United States sharcholders ™)
in the manner and to the extent set forth in this
Supplement,

(b) Amount included in gross income. nch
United States shareholder, who was a shareholder on
the day In the taxable year of the company which was
the last day on which u United States group (as de-
fined in section 320 (a) (2)) existed with respeel to
the company, shall include in hig gross income, ns a
dividend, for the tuxable year in which or wlth which
the taxable year of the company ends, the nmonnt he
would have received as n dividend it on sueh last day
there had been distributed by the company, and
recelved by the sharcholders, nn amonmnt which bears
the snme ratio to the nndistributed Supplement Q uet
income of the company for the taxable year as the
portion of such taxable year up to and ineluding sueh
last day beavs to the entive taxable year,

(¢) Credit for obligations of United States and its
iustrumentalities, Each United States shareholder
shall be allowed a credit agalnst net income, for the
purpose of the tax imposed by scetion 11, 13, 13a,
201, or 204, ot hig proportionate share of the interest
speeified in seetion 25 (a) (1) or (2) which s
neinded In thie gross fucome of the compuny other-
wise than by the application of the provisious of
seetlon 329 (b) (relathiyg to the inclusion in the gross
income of n foveign personal holding company of its
distributive shave of the undistributed Supplement Q
net income of another forelgn personal holding com-
pany in which it is n sharehoider).

(d) Imformation in return. 1very United States
shareholder who is required under subsectloun (b)
to Include iun his gross income any amount with
respeet to the undistributed Suppiement Q net lncome
of a foreign personal holdlug company and who, on
the last day on which n United States group existed
with respecet to the company, owned 6 per centum or
more in viaine of the outstanding stock of such com-
pany, shail set forth in his veturn in complete detail
the gross income, deductions and credits, net iucome,
Supplement Q net incomne, and undistéibuted Supple-
ment Q net income of such company.

(c) Effect on capital account of foreign persomal
hoiding company. An aumount which hearvs the same
ratlo to the nndistributed Supplement  net income of
the foreign personnl holding company tor {ts taxable
year as the portion of such taxuble year up to and
fucluding the last dny on which a United States group
existed with respeet to the compuny bears to the
entire taxable yeav, shull, for the purpose of deter-
mining the ceffeet of distributions in subsequent tax-
able yeurs by the corporation, be considered ns a
contribution fo enpital.

(f) Basis of stock in hands of sharcholders. The
amonnt vequired to be included In the gross Income
of n Uunited States sharcholder wnder subsection (b)
shall, for the purpose of adjusting the basis of his
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stock with respeet to which the distributlon wonld
have been made (If It had been made), be treated an
having been relnvested by the sharcholder as a con-
tribution to the eapital of the corvporation; but only
to the extent to which sueh amount i3 included in his
gross fncome In his retury, inereased or deereased by
any adjustment of such amount iu the inst determina-
tion of the sharcholder's tax lHability, made before
the expirntion of seven years after the date pre-
scribed by law for tiling the refurn.

() Basis of stock in case of death. FPor basis of
stock or securities in a forelgn persount holding coi-
pany acquired from a decedent, see sectlon 113 (n)

"

a).

(h) Liguidation, For amount of gain taken into
accoumt on liquidation of forelgn personal hoiding
compuny, see seetion 115 (¢).

(i) Period of iimitation on assessment and collee-
tion. For period of Hmitation on assessmen. and
colleetion without assessment, in ense of fajlure to
include in gross income the nmount properlty includi-
ble therein under subseetlon (), see seetion 296 (d).
(June 22, 1936, ¢. 690, § 337, as ndded Aug, 26, 1937,
10 n. m,, . 815, Pitie 11, § 201, 50 Stat. 822,)

§ 329d. Information returns by officers and dirce-
tors—(a) Monthly returns. On fhe {lfteenth day of
ench month each individual who on such day is an
oflicer or a director of n foreign corporation which,
with vespeet to its tuxable year (if nof beginuing
more than twelve moaths before August 26, 1037, 10
n, ) preceding the faxable year in whieh sueh
month oceurs, wns a foreign personal holding com-
pany, shali flle with the Commissioner a return set-
ting fortht with rvespect to the preceding enlendur
month the name and address of ench shareholder, the
clasy and number of shares held by ench, together
with any changes in stoekholdings during suely perlod,
the name and address of any holder of securlties con-
vertible Into stock of such corporation, and such other
informtion with respeet to the stock and seenvities
of the corporation as the Commissioner with the np-
proval of the Seeretavy shall by regulations preserihe
us necessnry for earrying out the provisious of (his
Act. 'The Comumissioner, with the npproval of the Sec-
retary, may by reguiations presceribe, ng fhe period
with respect to whiclt returns shall be tited, a longer
perlod than a month, In sneh case the return shnil
be due on the fiftcenti day of the suceeeding period,
nnd shinll be tiied by the individuals who on such day
are oflicers and directors of the corpovation,

(b) Annual returns. On the sixtietit day after the
close of the taxable yenr of a foreign personal holding
company cach individual who on such sixtleth day is
an officer or direetor of the corpovation shall file wlith
the Commissioner a return setting forth—

(1) In complete detall the gross Income, deductions
nnd credits, net income, Supplement Q net, income, nnd
undistributed Supplement Q net income of such foreign
personil holding company for such tuxable year: and

(2) The sume information with respeet to such pre-
+eding taxable year as I8 required in subsectlon (a);
except that if all the requlred reports with respecet to
such year have been fiied under snbseetion (1) no
information under this paragraph need be set forth in
the anvunal veport,  (June 22, 1036, ¢, 690, § 338, ns
added Aug, 26, 1937, 10 w. m., ¢, 815, Title 11, § 201, 50
Stat. 823.)

§ 329¢. Information returns by sharcholders—(a)
Monthly returns. On the fitteentlh day of ench monti
ench Unlted States shareholder, by or for whom 50
per ceatum or more In valne of the outstanding stock
of a forcign corporation is owned directly or indi-
reetly (including in the cose of an individual, stock
owned by the members of his fambly as defined in see-
tion 328 (a) (2)), if such foreign corporatlon with
respeet to Ifs taxable year (I not beginning nore
than twelve months before August 26, 1937, 10 a. m.)
preceding the tuxuble yenr in whiceh such month oecursy
was a foreign personal holding company, shail file with
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the Commissioner a return setting forth with respect
to the preceding calendar month the name and address
of cneh shavcholder, the elass and nmamber of shares
held by cach, together with any changes in stoekhold-
Ings during sueh perlod, the mmme and address of
uny holder of scenrities eonvertible into stock of such
corporatlon, and sueh other Information with respect
to the stoek and securlties of the eorporation as the
Commissioner with the approval of the Secretary shall
by regulations preseribe as necessary for carrying ount
the provisious of this Act.  The Commissioner, with
the approvai of the Seeretary, may by regulations pre-
seribe, as the perfod with respeet to which returns
shall be filed, a tonger perfod than a mouth, In sueb
ense the return shal) be due on the fifteenth dny of
the succevling perlod, and shinli be flied by the persons
who on such day are Un'ted States sharcholders,

(h) Amnual returns, On the sixtieth day after the
close of the taxable year of a forelgn personnl holding
company cach UnHled States sharcholder by or for
whomn on such sglatieth day more than 50 per centum
of the ontstunding stock of such company is owuned
diveetly or indireetly  (including in the case of an
Individual, stoek owued by mewbers of hig family as
defined Iy section 328 (a) (2)), shall file with the
Commissioner a return setting forth the same infor-
matlon with respeet to such preceding taxable yenr
a8 is required in subsceetion (a); exeept that if ol
the required rveports with respeet to suel year have
been flled under subsection () no jnformation nuder
this subsection need be set forth lu the aunual report.
(June 22, 10936, e. 690, § 339, as added Ang., 26, 1937,
10 u. m,, ¢, 815, Title I1, § 201, 50 Stat, 823.)

§ 329f. Returns as to formation, organization, or
reorganization of foreigu corporations—(n) Require-
ment, Under regulatious prescribed hy the Commis-
slon with the approval of the Seeretary, any attorney,
aceonutnut, fiduelary, bank, trust compauny, tinanclal
fnstitution, or other person—

(1) Who, on or after August 26, 1937, 10 a. m,,
olds, asslsts, counsels, or advises i, ov with respeet
to, the formation, organization, or rcovguulzation of
any forelgn corporation, shinll, within 30 days there-
after, file with the Commissloner a return; or

(2) Who, stuce December 31, 1933, nud prior to 90
days after August 26, 1937, 10 a. m,, has aided, assisted,
counnseled, or advised in the formatiou, orgonizatlon,
or reorganization of any foreign corporation shall,
withlu 90 days after such date, file with the Commis-
sfoner a return,

(b) FForm and contents of return. Such return
shall be in sueh form, and shall set fortl, under oath,
in respeet of each such corporation, to the full extent
of the information withiin the possession or knowledge
or under the coutrol of the person required to tile the
roturn, such information as the Commissioner with the
approval of the Secretary preseribes by reguletions 1s
neeessary for carrying out the provisions of this Act.
Nathing In this seetion shiali be coustrued to require
the divulglug of privileged conununleations be ween
attorney and client,  (June 22, 1936, c. 690, § 340, as
wdded Aug. 26, 1937, 10 a. m,, ¢ 815, Title 11, § 201,
50 Stat. 824.)

§ 329g. Penalties. Any person required under sec-
tions 320d, 329¢, or 320f to file a returny, or to supply
any Information, who willfuily fails to file such return,
or snpply such information, at the tlme or times re-
quired by law or regulations, shall, in lleu of the
penalties provided I seetion 145 (a) for sueh offense,
be guily of a misdemeanor and, upon conviction
thereof, be fined not more than $2,000, or imprisoned
for not more than one year, or both.  (June 22, 1936,
¢. 690, § 341, s added Aug, 26, 1037, 10 a, m., ¢, 815,
Title II, § 201, 60 Stat. 824.)

§ 326h. Effec’'ive date. This supplement shall not
apply to a taxasle year (either of a shreholder or of
a forelgn corporation) endlng on or hefore the date of
the ennctment of this Act; and in no case shall the
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stock ownershlp requirement provided In section 326
(n) (2 of such Sapplement be satisfled unless a
Unlted States group (as therein defined) existed with
respect to the ¢orporation after the date of the enact-
ment of this Act.  If under sectlon 3294 or 329e of this
Sapplement the date on which a return is required to
be flled occurs prior to November 1, 1937, fhi2 return
shall be consldered as {flled on time if filed prior to
December 1, 1037, (Aug. 26, 1037, 10 a, m., c. 815,
Title 11, § 202, 50 Stat, 825.)

SUBCHAPTER D—ADDITIONAL INCOME TAXES

§ 331, Surtax on personal holding companies; im-
position of tax, There shall be levied, collected, and
paid, for each taxable year (in addition to the taxes
imposed by Pitle 1), upon the undistributed adjusted
net income of every personnl holdiug company a sur-
tax equai to the sum of the following:

(1) 65 per centum of the amount thereof not in ex-
cess of $2,000; plus

(2) 75 per centum of the amount thereof in exeess
of $2,000. (June 22, 19306, ¢, 600, § 351, 49 Stat. 1732,
a8 amended Aug, 26, 1037, 10 a, m,, e. 815, Title I, §1,
50 Stat. 813.)

Title T of Revenue Act of 1036 comprises sections 1 to 322
inclusive of this title.

This section nnd sections 332-337c, as enneted by Revenne
Act of 1037, constitute an amendmeut of corresponding pro-
vlsl'?ns of Revenue Act of 1936, formerly colleeted under this
section

The provisions of Revenue Act 1936 (Act June 22, 1036,
e. 600, § 351, 49 Stat. 1732), in turn constituted an amendment
of corresponding provisions of the Revenue Act of 1934 (Act
Moy 10, 1034, ¢, 277, § 401, 48 Stat, 701), as amended by Act
August 30, 1035, c. 820, § 109, 49 Stat. 1020,

ection 341 (b) (1) of the Revenue Act of 1088, as formerly
ip(‘nrl_ro_mlod In seetlon 831 of this title, Act June 22, 1036, ¢,
G690, § 401, 40 Stat, 1732, read as follows:

*(b) As used In this subehapter—

“(1) The term ‘personnl holding company’' means any
mr!mrnllon (other than a corporation exempt from taxation
under sectlon 103, and other than a bank, as defined in scetion
107, and other than a life-insuranee company or surety com-
pany) If—(A) at least 80 per centum of ity gross income for
the taxable year Is derived from royaities, dividends, interest,
annuities, and (except in the case of regular dealers In stoek
or h‘l‘t‘lll‘“l(‘ﬂ‘ galns from the sale of stock or seeurities, and
(B) nt any time during the Inst haif of the taxnble year more
than GO per centum in value of its outstanding stock is owned,
directiy or indirectly, by or for net more than tive individoais.
For the purpose of determining the ownership of stock In a
personal helding compnny—(C) stock owned, directly or in-
directly, by a corporation, partnership, estate, or trust shall
be considered as being owned proportionately by its shave-
hotders, partners, or beneficlaries; (I an Individual shall be
considlered as ownlng, to the excluslon 'of any other individual,
the stock owned, directly or indirectly, hy his famiiy, and this
rule shadl be applied In sueh manner as to produce the smaliest
possible number of individuals owning, directly or huitrectly.
more thin 50 per centdm in value of the eutstanding stock ;
and () the family of an individun! shall include only his
brothers and sisters (whether by the whole or half biood),
apouse, anecstors, and lneal descendants,”

This sectlon, as enncted by the Revenue Act of 1936, and
as amended bf Revenue Act of 1937, supersedes the corre-
sponding provisions of the Revenue Aet of 1034 (Act May
10, 1934, ¢, 277, gam. 48 Stat. 751), as amended by Act
Aug. 30, 1035, c. 820, § 100, 40 Stat. 1020,

§ 332. Definition of personal holding company—(a)
General rule. Tor the purposes of this title and of
Title T the term “personal holding compnny” means
any corporatlon if—

Gross income requirement. At lenst 80 per
centum of its gross income for the taxable year is
personal holding company income as deflned In see-
tion 333; but if the corporation is a persennl holding
compnuy with respeet to any taxable year, then, for
cach subsequent taxable year, the mbnhmun pereent-
age shall be 70 per eentum n liew of 80 per centum,
untll a taxable year during the whaele of the last half
of whlel the stock ownership requlred by paragraph
(2) does not exist, or untll the expiratlon of three
consecutive taxable years in each of which less than
70 per centnm of the gross income is personal holding
company income; and

(2) Stock ownership requirement, At any time
during the last half of the taxable year more than 50
per centum in value of its outstanding stoek 18 owned,
directly or indirectly, by or for not more than five
indlviduais.
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(b) Exceptions. The term “personal holding com-
pauy” does not Include a corporation exempt from
caxation under section 103, a bank as deflned in sec-
tion 107, a lfe insurance company, n surety company,
or, except with respeet to a taxable year ending on
or before August 20, 1937, 10 a. m., a foreign per-
sonal holding company as deflned in section 326, (June
22, 1936, c. G090, § 352, as added Ang. 26, 1037, 10 a. m.,
¢ 815, Title 1, § 1, 50 Stat. 814.)

Title T of Revenue Act of 1930 comprises sections 1 to 322
inclasive of this title,

§ 333. Personal holding company income,

For the purposes of this subchapter the term  per-
sonnd holding company income ” meuns the portion of
the gross Income whlel consis{s of:

(a) Dividends, interest, royalties, annuities. Divi-
dendy, interest, royaltles (othier than miueral, oil, or
gas royalties), annuities.

(b) Stock and securities transactions. Except in
the case of regalar dealers in stock or secuvities,
gains from the sale or exchange of stock or seenvities.

(¢) Commoditics transactions, Gains from futures
transactions in nny commodity on or subject to the
rujies of a board of trade or commodlity exchange,
Thls subsection shall not apply to gains by a producer,
processor, merchant, or Yandler of the commodity
witich avise out of bona fide bedging transactions ren-
sonably necessary to tke conduct of its business in
the manner fu which such business is enstomarily and
usually conduneted by others,

(d) Estates and trusts. Amounts fncindible in com-
puting the net income of the corporati~ ander Sup-
plement E of chapter 1; and gains from the sale or
other disposition of nuy interest in an estate or trnst.

(e) Personal service contracts. (1) Amounts re-
ceived under a contract under which the corporation
i, to furnish personal services; if some person other
than the corporation has e right to desigrnate (by
name or by deseription) the individual who I8 to per-
form the s-rvices, or if the indivldual who is to per-
foun the scevices is designated (by nome or by de-
seription) in the contract; and (2) amounts received
from the sale or other dlsposition of such a contract.
This subsectiou shall apply with respect to amounts
received for serviees under a partleular contraet only
if at some time during the taxable year 25 per cen-
tum or more in vaiue of the outstanding stock of fhe
corporation is owned, directly or indireetly, by or for
the individuai who hns performed, is to perform, or
may be designated (by name or by descriptlon) as the
one to perform, such services.

(f) Use of corporation property by shareholder,
Amounts received as compenst tion (however desig-
nnted and from whomsocever recelved) for the use of,
or right to use, property of the corporatlon in any
case where, at any time during the taxable year, 25
per centum or more In value of the outstanding stock
of the corporation is owned, direetly or Indirectly, by
ot for an individual entltied to the use of the property ;
whether such right is obtained direetiy from the cor-
poration or by means of a sublense or other arrange-
ment.

() Rents. Rents, unless constituting 50 per cen-
tumm or morve of the gross income. For the purposes
of this subseetion the ferm “ rents” means compensa-
tlon, however designated, for the use of, or right to
use, property; but dees not include amounts consti-
tuting personal holding company income under sub-
section ().

(h) Mineral, oil, or gas royalties, Mineral, ofl, or
gas royaltles, unless (1) covnstituting 50 per centum
or more of the gross income, and (2) the deductions
allowable under section 23 (a) (relating to expenses)
other than compensation for personal services ren-
derved by shareholders, constitute 15 per centum or
more of the gross income. (June 22, 1936, c¢. 690,
§ 303, us added Aug, 26, 1937, 10 a. ., ¢ 815, Title I,
§1, 50 Stat, 814.)

§ 334. Stock ownership—(a) Constructive owner-
ship. For the purpose of determining whether a cor-
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poration Is a personal holding company, insofar as
such determination is based on stoek ownersiiip under
seetion 332 () (2), section 333 (e), or section 833

(1) Stock not owned by individual, Stock owned,
directly ov indirectly, by or for a corporation, partner-
ship, estate, or trust shall be consldered as Dbeing
owned proportlenately by its sharcholders, partners,
or bheneflelaries,

(2) Family and partnership ownership., An indi-
vidual shail be consldered as owning the stock owned,
direetly or Indiveetiy, by or for his fumily or by or for
bis partner.  For the pnrposes of this jaragraph the
family of an indlvidual inefudes only his brothers and
slstors (whether by the whole or half blood), spouse,
anes stors, and lineal descendants,

(4) Options, 1f any person has an optlon to ac-
gqulre stock sueh stoek shall he consldered as owned
by sueh person. For the purposes of this pnragraph
an option fo aequire such an option, and eneh one of 1
series of suel options, shali he consldered as au option
to acquive such stock,

(4) Application of family-partnership and option
rules. Parngraphs (2) and (3) shall be upplled—

(A) For the purposes of the stock ownership re-
quirement provided in seetlon 332 (n) (2), 1f, but only
if, the effeet is fo make the corporation a personal
holding compuny ;

(B) For the purposes of section 383 (¢) (relating
to personal service confracts), or of seetlon 333 (0)
(relating to the vse of properly by shaveholders), if,
but ouly If, the effect is to make the nmounts thercin
referred to includible under such subscetlon nw per-
sonal holding company income,

(5) Constructive ownership as actual oxynership.
Stock constructively owned by a person by yenson of
the appileation of paragraph (1) or (3) shall, for the
purpose of applylng pavageaph (1) or {2), be treated
as actunlly owned by such person; but stock con-
strnctively owned by an individual by veason of the
appleation of paragraph (2) shall not be fronted ns
owned by him for the purnose of agaln applying sueh
paragenph in order to nuc.c another the construetlve
owner of sacir stock.

(6) Option rule in lieu of family and partnership
rule. If stock may be considered as owneu by an
individual under either paragraph (2) or (3) it shait
be considered ns owned by him under paragraph (3).

(b) Convertible securities. Onistanding securitlos
convertible into stock (whether or not convertible dur-
Ing the taxablie year) shaii be considered ns out-
standing stock—

(1) For the purpose of the stock ownership re-
quirement provided {n section 332 (a) (2), but only
I the effect of the inciusion of all snch securities is to
make the corporation a personal holding company

(2) TFor the purpose of section 333 (e) (relating to
personal service contracts), but only if the effeef of
fhe incinsion of all such seenrities is to make the
amounts therein referred to ielndible nnder suell sub-
section as personnl holding company income; and

(3) For the purpose of section 333 (f) (relating to
the wse of property by sharcholders), hut only if (e
effect of the inclusion of ali such secenritles is to nuke
the mmonnts therein referred to includible nnder such
subsection us personal holding compuny income,

The requirement in pavagraphs (1), (2), and (3)
that all converfible securities mnst be included if any
are to be included shall be subject to the exeeption
that, where some of the outstunding seeuritios are
convertible only aftev a later date than in the ease of
others, the class having the envlier conversion dafe
may be Included although the others nre nof melnded,
but no convertible securitios shali be included unless
all outstanding securitles bhaving a prior conversion
date are also included.  (June 22, 1930, c. 690, § 354,
as added Aug. 26, 1937, 10 o, m,, c. 815, Title I, § 1,
00 Stat, 815.)

§ 335. Undistributed adjusted net income, For the
purposes of this subchapter the term “ undistributed
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ndjusted net fncome” means the adjusted net Income
(ns deflned in seeflon 336) minns—

(n) The mnount of the disldends pald credlt piro-
vided tn reetlon 27, computed without the benefit of
subsectlon () thereof (relntlng to the dividend corry-
over) ; and

() Amounts nsed or Irrevocably set aside to pay or
to 1etlre Indebteduess of any kind jneurred prior to
January I, 1934, 1f suel amounts are reasonable with
reference to the slze and terms of such indebtedness,
(ime 22, 3036, ¢ GO0, § 365, us added Aug. 26, 1937,
10 a. ., ¢ 814, Title 1, § 1, 50 Stat. 816,)

§ 336, Adjusted net income, 1'or the purposes of
this subchapter the term “ adjusted net Income " means
the net ncome with the following adjustmeuts:

(n) Additional deductions. Theve shall be allowed
ns deductlons-—

(1) Federal income, war-profits, nud oxeess-profits
taxes pald ov acerued during the taxuble year to the
extent not nllowed as a deduction under section 23
but not neluding the tax hnposed by section 104, ree-
tion 331 (elther before or after s amendment on
August 26, 1037, 10 0. m., by the Revenue Aet of 1937),
or a section of a prler lncome-tax Inw corvesponding
to either of sneb seetlons,

(2) In Heu of the deduetlon gllowed by seetion
23 (q), contributions ov glfts mnde within the taxable
year to or for the use of donees deseribed in sectlon
23 (q) for the purposes therein speelfied, to an stnount
wlhilelt does nol exceed 15 per centum of the taxpayer's
net income, computed without the benefit of this para-
graph nud seetfon 23 (), and without the deduction
of the wmomnt disallowed under subseclon (h) of this
sectlon,

(3) In the case of 1 corporation organized prior to
January 1, 1036, to lake over the assets aud Hablltles
of the estute of a decedent, smounts paid in Hqulda-
flon of any Hablilty of the corporation based on the
Habllity of the decedent to make contrlbutions or
gifts to ov for the use of donees desevibed in seetlon
23 (o) for the purposes therein speeltted, to the extent
suelt Habllity of the decedent existed prior to Janmavy
1, 1934 No deductlon shall be allowed under para-
graph (2) of thls subscetion for a tuxable year for
wlhieh a deduetion is allowed under this paragraph.

(1) Deductions not allowed. The nggregute of the
deductlons allowed under seetion 23 (a), velatlug to
expenses, and secetion 23 (1), relating to deprecintlon,
whicli nve allocable to the operation und mnintenance
of property owned or operafed by the corporatlon, shall
be allowed only in an amount ecqual fo the rent or
other compensation received for the use or right to
use the property, unless it is establishied (uuder vegn-
latlous preseribed by the Commudssloner wlth the ap-
proval of the Secretary) to the satlsfuetion of the
Commissioner:

(1) That the rent ov other compensation received
was the highest obtainable, or, if none was received,
that none was obtainable;

(2) "That the propevty was held in the eourse of a
bustness cavried on hona flde for profit; aud

(3) Either that there was reasonuble expectation
that the operatlon of the property would vesult In o
profit, or tht the properiy wius necessary to the con-
duet of the business.  (June 22, 1936, ¢, 600, § 3506, us
added Aug, 20, 1937, 10 o, m, e. 815, Titie 1, §1, 50
Stat. 816.)

§ 337. Meaning of terms used. The terms used in
this subehapter shall have the same meanlng as when
wsed {n o subehapters A to 2. (June 22, 193G, c. 6490,
§ 4367, ns added Anug. 26, 1. .7, 10 a. m., ¢ 815, Title I,
§1, GO Stat, 817.)

§ 387a. Administrative provisions. All provislous
of law (Ineludlug pennlties) applicable in respeet of
the taxes imposed by subchiapters A to ¢, shall insofar
as not inconsistent with {bis subchapter, be upplicable
in respect of the tax imposed by this subchapter, ex-
cept that the provisions of section 181 shull not he
applicuble.  (June 22, 1936, c. 0690, §358, as added

TITLE 20.—INTERNAL REVENUE

P’age 330

Aug. 26, 1037, 10 a. m., ¢, 815, Title I, §1, 50 Stat.
817.)

% 337h. Improper accumulation of surplus, For
surtnx on corporntions which ncenmulate surplus to
ovold surtax on stockholders, sce sectlon 104, (June
22, 1930, ¢, 690, § 359, us added Aug. 20, 1037, 10 u. m.,
¢, 815, Title I, § 1, 50 Stat, 817.)

§ 337¢c. Foreign personal holding companies. For
provisions relating to forelgn pervsounl holding com-
panles and their shareholders, see Supplemeut Q of
chapter 1, (June 22, 1930, ¢, 600, § 360, ns added Aug.
26, 1037, 10 a. m,, c. 815, Title I, § 1, 50 Stat. 817.)

§ 337d. Effective date. The amemiment mado by
seetions 331 to 337¢ shall apply only with respeet
to taxable years beglunlug after December 31, 1036
nnd seeton 331, us it existed prior to such mmend-
ment, shall pot npply to a forelgn persounl holding
company (us deflned in section 326) with respect to
any taxable year ending after August 26, 1937, 10
neom. o (Aug. 26, 19387, 10 o, e S5, Title 1, § 8,
50 Stat, 817,)

SUBCHAITER E—EXCESS PROFITS TAX

§ 342, Same; tax after June 30, 1935—cCa) Rate.
There is Imposed npon the net Income of every corpo-
ration for caeh income-tax taxable year cnding after
the close of the flrst year in respeet of which It ig
taxuble under seetion 18384, in excess-profits lax cqunl
to the snin of the following :

6 per centum of such portlon of its net income for
stieh income-fax taxable year as Is in excess of 10 per
centum and not In exeess of 15 per centum of the ad-
Justed deelared value;

12 per centum of such portlon of its net income for
such income-tax taxable year ns is in excess of 15 per
centum of the adjustfed declared value,

Adjusted declared value. The adjusted de-
clared value shall be delermined as provided in sce-
tion 1338a as of the close of the preceding Income-tax
taxable year (or as of the date of organization if it
had no preceding Ineome-tax taxable year)., If the
ineowe-tax taxable year In vespect of which the tax
under this section is lwposed is a perlod of less than
12 months, snch ndjusted declared value shanll be re-
duced to an amount which bears thie same ratio thereto
ag the number of months in the perfod bears to 12
months.  For the pnrposes of this sectlon the net In-
come shall be the same as the net income for Income
tax purposes for the year in respect of whiel the tinx
under this seeton s imposed, computed wifhiout the
deductlon of the tax imposed by thls section, but with
a credit against net income equal fo the eredit for
dividends recefved provided iu section 26 (h).

(c) Other laws applicable. All provislons of law
(includlug penalties) applicable in respeet of the taxes
hposed by sections 1-322 shall, insofar as not Ineon-
sistent with thls sectlon, be applicable in respecet of
the tax tmposed by this seetion, except that the pro-
vislons of seetion 131 shall not be applicable.

(d) Application of former tax. The excess-profitg
tax imposed by section 341 shall not apply to any tux-
payer with respect to any income-tax taxable yenr
ending after June 30, 1936, (Aug. 30, 1933, 6: 00 p. m.,
¢, 829, § 106, 49 Stut. 1019, as amended June 22, 1036,
9:00 p. m., e 690, § 402 (a), 40 Stat. 1733.)

Subsection (h) of Act June 22, 1936, c. 690, § 402, 49
Stat, 1733, provided that the amendment to subsection h)
of this section “shali not apply to muy Income-tux tuxable
year beginuing before Junuary "1, 103¢»

SUBCLIAPTER F—TAX ON UNJUST ENRICIIMENT

§345. Tax on net income from certain sources.
(n) The following taxes shall be levied, collected,
and paild for enel taxable year (In addition to any
other tax on net {ncome), upon the net income of
every person which arlses from the sonrees specified
below:

(1) A tax equul to 80 per centum of that portion
of the net income from the sale of articles with re-
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spect to which a Federal exclse tf x was imposed on
such person but not pald which is attributable to
shifting to others to any extent the burden of such
Federal exclse tax and which does vot exceed sueh
person's net income for the entire taxable year from
the sale of articles with respeet to which such Fed-
eral excise tax was tmposed.

(2) A tax equal to 80 per centum of the net income
from relmbursement received by sueh person frowm his
vendors of mnounts representing Federal exclse-tax
burdens included In prices pald by sueh person to
such vendors, to the extent that such net Income does
not exceed the amount of sueh Federal excise-tax
burden which such person fu turn shitted to his
vendees,

(3) A tax equal to 80 per centum of the net income
from refunds or credits to snch person from the Unlted
Stutes of Federai exelse taxes ervoncously or iliegally
collected with vespect to any artleles, to the extent
that such net income does not exeeed the amount of
the burden of such Federal exclse taxes with respect
to such avticles which such person shifted to others.

(b) The net income (speclflied in subscetion (n)
(1)) from the sale of articles with respeet to whieh
the Federal exclse tux was not pald, and the net in-
come speeifled in subseetion (a) (2) or (3), shall not
include the net income from the sale of any article,
from relmbursement with respeet to any article, or
from vefutid or credit of Federal excise tax with re-
speet to any article (1) if sueh artiele (or the arti-
eles processed therefrom) were not sold by the tax-
payer on or hefore the date of the termination of the
Tederal execise tax; (2) If the taxpayer made a tax
adjustment with respeet to such article (or the ar-
tieles processed therefrom) with his vendee; or (3)
if under the terms of any statute the taxpayer would
lhave heen entitled to n refund from the United States
of the IFederal excise tax with respect to the artlcle
otherwise thun as an erroncous or illegal collection
(assunting, in case the tax was not paid, that it had
been paid).

(¢) The net income from the sales specified I sub-
seetion () (1) shall be computed as follows:

(1) From the gross income from such sales there
shall he deducted the allocable portion of the deduc-
tiong from gross income for lhe taxable year which
are allowable under the applicablie Revenue Act; or

(2) If the taxpayer so elects by flling his return on

steh basls, the total net Income for the taxable year
from the sale of all articles with respeet to which
each Federal exelse tax was imposed (computed by
deducting from the gross income from such sales the
allocable portion of the deductions from gross income
which are allowable under the applicable Revenue
Act, but withoul deduction of the amount of such
Federal excise tax which was paid or of the amount
of relmbursement to purchasers with resveet to such
Tederal exclse tax) shall be dlvided by the total
quantity of such articles sold during the taxuble year
and the quotient shall he muitiplied by the quantity
of such articles involved in the sales speeified in sub-
section (a) (1), Such quantities shall be expressed
in terms of the unit on the basis of which the Ifed-
eral exclse tax was imposed,
For the purposes of this seetlon the proper appor-
flonment and ailocation of deduetions with respeet to
gross income shall be determined under rules and
regulations prescribed by the Commissioner with the
approval of the Secretary.

(11) The vet income from reimbursement ov refundy
specified in subsection (a) (2) or (3) shall be com-
puted as follows: I'rom the total pnyment or aecrual
(1) of velmburscment to the taxpayer from vendors
for amounts representing Federnl exelse tax burdens
included in prices pald by the taxpayer to such vend-
ors or (2) of refunds or credits to the taxpayer of
Tederal excise taxes ervoncously or illegally collected,
there shall be dedueted the expenses and foes reason-
ably incurred in obtrining such reimbursement or
refuuds,
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(e) For the purposes of snhsection (n) (1), (2),
and (8), the extent to which the taxpayer shifted to
others the hurden of a Federal exclse tax shall be
presumed to be nn awount computed us follows:

(1) IFrom the selling price of the artlcles theve shatt
be deducted the sum of (A) the cost of sueh articles
plus (B) the average margin with respeet to the
quuutity invoived; or

(2) If the taxpayer so clects by filing his return on
such basls, from the aggregute selilug price of all
urticles with respeet to which sueh Federnl exelse tax
wis imposed and whieh were sold by him durlug the
taxable year (computed without deduction of relin-
bursement to purchasers with respeel to such Federal
exeise tax) there shall be dedueted The aggregate eost
of snuch artleles, and the difference shali be reduced
to a margin per unit in terms of the basis on which the
Federal exelse tax was tmposed.  'T'he eacess of stieh
margin per uit over the average margin (computed
for the same unlt) shall be multiplied by the nnuber
of such mudls represented by the articles with vespeet
to which the computation is being mnde; but

(3) In no ease shall the extent to which the tax-
payer shifted to others the burden of the Fedoeral
exelse tux whth respeet to the arvticles he deomed to
exceed the amount of such tax wiih respeet to sneh
articles minus (A) the portion of fhe amount of the
Federal exelse tax (or of the relmbursement speclfiod
in subseetion (n) (2)) with respeet lo the artleley
which is paid or eredited by the taxpayer to suy pur-
chasers ns speeified in subsection () (3) and minus
(I3) the amount of any ifnerease in the tax under see-
tion 602 of the Revenue Act of 1932, June 6, 1032, ¢,
209, 47 Stat, 261, for which the tuxpayer under this
seetion beeame linble as the result of the nonpuymoent
or refund of the Federnl exeise tux with respeet to the
articles,

(f) As used in this section—

(1) The term “margin” wmeans the difference he-
tween the selling price of avtleles and the cost thereof,
and the term “average margin” menns the nverage
difference between the selling price and fhe cost of
stmflav articles sold by the taxpayer during his six
taxable years preeeding the inltial imposition of the
Federal exclse tax in guestion, except that If during
auy pavt of such six-year period the tuxpayer was not
in business, or {f hls recovds for any part of such
perfod are so Inndequate as not to furnlsh satistactory
data, the average margin of the taxpayer for such part
of such period shall, when necegsary for a talr com-
parison, be deemed to be the avernge margin, as deler-
mined by the Commldssioner, of representative con-
cerns engaged in a shmllar buslness and shailarvly
cireumstanced,

(2) The term “cost” means, hn the ease of articles
manulactured ov produced by the tnxpayer, the cost
to the taxpayer of mafertals enterlug into the artieles;
or, in the case of articles purchased by the tuxpayer
for vesale, the prlee puid by hilm for such articley
(veduced in both eases by the amount for which he s
relmbursed by his vendor),

(3) The term “sclling price” means selling price
minus (A) ameunts subsequently pald or eredited to
the purchaser on or before June 1, 1936, or thereaftor
in the bona fide sottlement of a written agreement
entered into on or hefore Mareh 8, 1036, as reimburse-
ment for the amount included i sueh price on account
of a Federal cxcise tax; and minug (13) the alocable
portion of any professionul fees and expenses of liti-
gation Incurred In securing the refund or preventing
the colleetion of the Federal execise tax, not to exceed
10 per centum of the amount of suel tax,

() In determluing costs, selling prices, and net in-
come, the taxpayer shall, nuless otherwise shown, be
deenied to have sold artieles In the order in which they
were manufactured, produced, ov nequired, Where
the taxpayer's yecords do not adequately establish the
quontity of a commodity taxable under chapter 26 of
Title 7, entering into articles sold by him, sueli quan-
titles shall be computed by the use of the converaion
factors preseribed in regulutions under such chapter,
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(h) If the taxpayer made any purchage or siale
otherwise than through an nrin's-length transactlon,
md nt n price other than the fair market price, the
Commissloner may determine the purchase or sale
price to he that for which such purchares or snles were
ot timt time made in the ordinary counvse of trade,

(1) Either the taxpayer or the Commissioner may
rebit the presnmption established by subsection (e)
by proof of the nctual extent to which the taxpayer
shifted to others the burden of the Federni exelse tax,
Suelt proof may inejude, but shali not he Hinjted to:

(1) Proof that the ehnnge or ek of cluruge n the
mavgly was due to changes in faetors other than the
tux.  Such factors shall include any clenrly shown
chiange (A) in the type or geade of artlele or mate-
vials, or (B) in costs of produetion, If the taxpnyer
nsserts that the hurden of the tax was borne by him
while the burden of any other Inerensed cost was
shifted to others, the Commissioner shall determine,
from the respective effective dates of the tax and of
the other incerease in cost as compnred with the date
of the change in margin, snd from the general expe-
rieuce of the indastry, whether the tax or the inerease
in other eost was shifted to others, 1 the Comnls-
sfoner determines that the change in margin was due
in part to the tax and in part to the increase fu other
cost, e shall apportion the change In margln between
them,

(2 Proof that the taxpayer modified contraets of
sale, or adopted n new coutract of snle, to reflect the
Inttiation, terminntlon, or change in amount of the
ederal oxelse tax, or at any such time ehanged the
siie priee of the avtiele (including the effect of a
chunge lu size, package, discount terms, or any other
wmerclmndising practice) by substantiully the amount
of the tax or change thereln, or at any tlme hilled
the tax as 0 separate e to any vendee or Indleated
by uny writing that the sule price included the amount
of the tax, or contracted to refund uny part of the
sule price in the event of recovery of the tax or deci-
slon of Hts Invalidity; but the taxpayer may establish
thaf such aets were caused by fanectors other than the
tax, or that they do not vepresent his practice during
the period In whleh the articles 1 question were sold.

(J) As used in this seetlon—

(1) The term “Federnl exelse tax” means a tax or
exnction with respect to the sale, lease, manufacture,
produetion, processing, ginning, importation, transpor-
tation, refining, recovery, or holding for sale or other
disposltion, of commeodlties or articles, provided for by
any Federnl statute, whether vaild or Invalid, if de-
nominated a “tax” by such statute. A KFederal exclse
tnx shall be deented to hzve been imposed with respect
to au artiele If 1t was fmposed with respect to (or with
respect to the processing of) any commodity or other
article, from which such article was processed.

(2) "T'he terin “date of the termination of the Federai
exelse tax" means, lu the case of a Ifederal exclse tax
held fuvalid by a deeislon of the Supreme Court, the
date of such decision.

(3) "I'he term “refund or credit” does not include a
refund or credit made In accordance with the provi-
stong nnd mitations set forth in sections 644 to 059 of
Title 7, or in section 821 (d) of the Revenue Act of
1932, June 6, 1032, ¢, 209, 47 Stat, 267,

(1) The term “tax adjustment” means a repayment
or credit by the taxpayer to his veudee of an amount
equal to the Xederal excise tax with respect to an
article (less reasonable expense to the vendor In conr-
neetlon with the noupayment or recovery by him of the
auount of such tax and lu connection with the making
of such repayment ov credit) if such repayment or
credlt 1s made on or before June 1, 1936, or therenfter
in the hona ifide settlemeut of a wrltten ngreement
entered into on or before March 8, 1930,

(6) The term “taxpayer” means a person subject to
a tax imposed by this sectlon,

(k) All references in this seetlon to the purchase or
sile (or to parties to the sale) of artleles with respect
to which a Ifederal excise tax was juiposed shnll be
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deemed to lnclude the purchase or sale (or partles to
the sale) of services with respect to which a Federal
exelse tnx was Imposed, and for the purposes of
subsectlon (a) the extent to which the taxpayer
shifted to others the burden of such Federal exclse
tax with respect to such services shall be presumed to
be an amount computed ns follows: From the seling
price of the services there shiall be dedueted the aver-
age price received by the taxpayer for performing
shmnfiar services during the six taxable years preceding
the Initfal imposition of the Federal excise tax in
questlon,  The halance (1o the extent that it does not
execed the amount of such Federnd excise tax with
1espect Lo such services mivus any pnyments or credits
with respeet to the servieces made to purchasers as
speciled in subsectlon éf) (3)) shall be the extent to
which the taxpayer shifted the burden of such Federal
exelse tax to others,  If during any part of such slx-
vear perlod the taxpayer was not in business, or if his
recordd Tor any part of sueh perlod ave so hnadenuate
as not to furnish satisfactory data, the averuge price
of the taxpayer for such part of sueh period shall, when
neeessary for a falr comparison, be deemed to be the
average price, as determined by the Commissiouer, of
representative coneerns engnged lu a simllar huslness
and slmilarly elreumstauced.  The presumption estab-
lished by this subscection may be rebmtted by proof of
the character described lu subsection (1).

(1) The taxes tinposed by subsection (n) shall be
Imposed on the net income from the sources specifled
therein, regardless of any loss arising from the other
transactions of the taxpayer, and regardless of
whether the taxpayer had a taxable net Income (under
the income-tux provistens of the applicable Revenue
Act) for the taxable yenr as a whole; except that if
such applieation of the tax lmposed by subsection (a)
Is leld invalid, the tax nnder subsection (a) shall
apply to that portion of the taxpayer's entire net In-
come for the taxable year wiich Ig attributnble to the
net Income from the sources speclfied In such subsee-
tlon, (June 22, 1936, 9: 00 p. m, ¢ 690, § 501, 49
Stat. 1734.)

Section G602 of Revenue Act of 1032, referred to in sub-
section (e) (3) of this section Is set out in the note following
chapter 20, Secctlon 621 (d) of the Revenue Act of 1932,
refterred to in subsectlon (J) (8), Is set out In the same
note,

§ 345a. Credit for other taxes on income, There
shall be credited agalnst the total amount of the taxes
Imposed by this subchapter an amount equlvalent to
the excess of—

(n) The amount of the other Federal income and
excess-profits tnxes paynble by the taxpayer for the
taxable year, over

(b) The amount of the other Federal income and
excess-profits taxes which wonld have been payable
by the taxpayer for the taxable year if his net income
were decreased by the amount of net income taxable
under this subchapter. (June 22, 1036, 9:00 p. m,,
¢, 600, § 502, 40 Stat, 1738,)

§ 345b. Administrative